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ABSTRACT 

 

The broad purpose of the present study is to examine the impact of foreign direct investment in communication 
technology on the economic growth of Pakistan. For this purpose time series annual data over the period 2000 to 
2013 has been used. Various econometric techniques i.e. ordinary least squares method, Vector Auto-regression 
Analysis, Granger Causality Analysis, has been used for the estimation of the results. 
The regression results showed a positive and significant relationship between foreign direct investment and 
economic growth of Pakistan. These results The Granger Causality test results and VAR test results also support 
these results. 
On the basis of the findings of the study it has been recommended that political stability, revision of current policies 
regarding taxes and interest can increased the inflow of FDI in the Pakistan. 
KEY WORDS: Foreign Direct Investment, Granger Causality Test, Economic Growth 

 

INTRODUCTION 

 

1.1 Background of the Study 

Foreign capital inflows is considered one of the major determinant of economic specifically in the developing 
countries. The foreign capital is transferred from one country to another usually in two forms i.e. foreign portfolio 
investment and foreign direct investment. Although both of these forms of foreign capital investment are important, 
however foreign direct investment inflows can play a significant role in the economic performance of the developing 
world. Foreign direct investment helps a country in the development of infrastructure, human capital generation, 
building industries, rising employment and political stability. Foreign direct investment through multinational 
corporations (MNCs) can be thought to be a major channel with the access to superior technological know-how. 
MNCs are extremely technically superior corporations, human resources is a good amount of the world’s research 
and development (R & D) expense. Much current work on economic growth analyzed the actual purpose of foreign 
direct investment in the engineering improvement of acquiring nations. Findlay (1978) showed that foreign direct 
investment improves the rate of complex enhancement in the sponsor region by having a ‘contagion’ influence from 
more complex technology, supervision routines, and so forth, used by the actual foreign corporations. 

The foreign direct investment in country is usually made in different sectors. Amongst all of these sectors 
foreign direct investment in the communication technology is playing a vital role in reshaping economic growth of a 
country (Economic Survey, 2014-2015). The actual hasty bounce of internet and use of the internet, exposed the 
opportunity of being able to view industrial and politics details, that had been in the past inaccessible or perhaps sternly 
limited. For example ICT diminished most of the transaction cost of taking part sub-contracting, in fact it is aiding the 
actual procedures of low-cost vendors, than it solutions based in acquiring nations (Matambalya and wolf, 2001). 

The world FDI inflow in 1971-75 raised to US$ 20450.61 million out of which US$ 15262.08 million went to 
the developed countries, US$ 5188.5 million went to establishing countries, US$ 1160.16 million went to Asia and 
only US$ 8.6 million arrived to Pakistan. In the calendar year 2005, the world FDI inflow enhanced to US$ 916300 
million, from which US$ 452300 million, US$ 334300 million, and US$ 200000 million arrived to developed, 
establishing countries and Asia respectively (Economic Survey, 2004-05). 
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FDI inflow in the years 2004-05 reached US$ 1524 million since the highest as in comparison with the 
previous year’s FDI inflow in Pakistan. Consequently entire FDI inflows in Pakistan through 1991-92 to 2004-05  
holds US$ 9089 million that is the average assistance US$ 649. 29 million each year. The total inflows of FDI in to 
fabric sector within the last 5 years have been US$ 138. 4 million, and this also sector drawn US$ 39. 3 million 
through 2004-05, since the amount ended up being US$ 35. 4 million by 2003-04. A smaller amount emerged in the 
inflow of FDI in to the essential oil exploration sector, however the inflow provides remarkably enhanced in the 
power sector as it was US$ 14.3 million in 2003-04 and in 2004-05 it really is US$ 73. 3 million, but through last 5 
years this sector provides improved considerable level of FDI inflow of amount US$ 1007.9 million. In the same 
manner FDI inflows in the communication sector reached to 221.9 million US dollars during 2004-05 out of the total 
FDI inflows which remained 517.6 million US dollars during the same period (Economic Survey, 2004-05). 

1.2 Objective of the Study 

The main objective of the study is as follows: 

� To investigate the impact of Foreign Direct investment inflows on the economic growth of Pakistan. 

1.3 Hypothesis 

��::   Foreign direct investment does not affect the economic growth of Pakistan. 

��:: Foreign direct investment does affect the economic growth of Pakistan. 

2.1 Literature Review 

In the literature a series of work has been done on the relationship of foreign direct investment and 
economic growth. 

Orr and others (1995) used a panel data set covering 17 countries to investigate the determinants of long-
term (i.e.10 years) real interest rates. They computed the real rate by simply subtracting a smoothed (H-P Filter) 
measure of the annual inflation rate from the nominal 10-year bond rate. However, that measure implies a mismatch 
of the time horizon for the nominal interest rate and expected inflation that may have distorted their estimates of the 
implied real rates. They reported a significant positive correlation with the rate of return on physical capital, and past 
rates of inflation, and a negative association with the government budget balance and the current account. They also 
found significant spill over effect from interest rates in other countries. 

Ford and Laxton (1999), showed that an aggregate of OECD debt to GDP was a significant determinant of 
short-term real interest rates in member countries and that the aggregate measure often eliminated the influence of 
own-country debt. The result offered further support for the view of an integrated world capital market. Exactly the 
same potential positive impact of FDI on growth, in China’s case, was illustrated by Berthélemy and Démurger 
(2000). In a Generalized Method of Moments (GMM) approach, the authors provide new evidence on the role of 
human capital in Chinese provincial growth and stress that human capital may contribute to growth by facilitating 
the adoption of foreign technologies. Moreover, the study shows that the direct impact of export growth disappears 
when both exports and foreign investment are introduced in the growth analysis. 

 
Kohpaiboon (2003) used time series data over the period 1970 to 1999 for Thailand’s concluded that export 

variable in the growth-FDI equation. He finds uni-directional causality from FDI to GDP and shows that the impact 
of growth on FDI tends to be greater under an export-promotion (EP) trade regime compared to an import-
substitution (IS) regime. Balamurali and Bogahawatte (2004) also found the same results for Sri Lanka. They 
emphasize that trade policy reforms (promotion of FDI and domestic investment) and restoring international 
competitiveness to expand and diversify the country’s exports, have the potential of accelerating economic growth 
in the future. 

Cuadros (2004) used seasonally quarterly data in a vector autoregressive model for Mexico, Brazil, and 
Argentina, coming from 1970 to 2000. He illustrate the same unidirectional causalities from real FDI and real 
exports to real GDP in Mexico and Argentina,and unidirectional causality from real GDP to real exports in Brazil. 
Cho (2005) has appliedthe panel-data causality for nine East and Southeast Asian economies (plus Indonesia), 
from1970 to 2001. The results stress a strong unidirectional causality from FDI to exports among the three variables.  

Alfaro (2006) using an extended dataset, found that the same amount of increase in FDI, regardless of the 
reason of the increase, generates three times more additional growth in financially well-developed countries than in 
financially poorly-developed countries. In case of East European countries. Baharumshah and Thanoon (2006) by 
using dynamic-panel models, demonstrated the positive contribution of FDI on the growth process of East Asian 
economies. In other words, the countries that are successful in attracting FDI can finance more investments and 
grow faster than those that determined FDI. Hsiao and Hsiao (2006) set up a panel vector autoregressive model in 
the case of China, Korea, Taiwan, Hong Kong, Singapore, Malaysia, Philippines, and Thailand. Their results 
revealed that FDI has unidirectional impacts on GDP directly and also indirectly through exports, and there exists 
bidirectional causality between exports and GDP for the group. According to Neuhause (2006) there are three main 
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channels through which FDI can certainly influence the technological sector, improve the capital stocks and 
generate economic growth: (a) direct transmission through greenfield investments, indirect transmission through 
ownership participation”), and  second round transmission through information and communication technology spill 
over.   

Bhandari (2007)  concluded that an increase in the stock of domestic capital and inflow of FDI are main 
factors that positively affect economic growth. Tridico (2007) research explained economic growth is a complex 
phenomenon which needs positive interaction of several socio-economic and institutional factors. His analysis 
suggested that countries can grow with their own “style of capitalism” and economic model, and the determinants of 
economic growth seem to be the ability of each country to associate appropriate governance and institutions with 
education level, export activity and non-income dimensions of human development (life expectancy growth and 
infant mortality reduction). In fact, countries which experienced an increase in non-income dimensions of human 
development during 1970-2000 as a consequence of appropriate institutions, have sustained economic growth.   

 
Karimi and Yusop (2009) studied Malaysia’s“growth-FDI link. According to them, there is a range of 

possible factors that ensures that FDI promotes or hinders economic growth. At the same time, these determinants 
are likely to differ between countries and between types of FDI and sectors of destination.  

Anwara and Nguyen (2010) focused on the Vietnamese “growth-FDI” connection, showed the importance 
of the role of education and training. The results suggest that the impact of FDI on economic growth in Vietnam will 
be larger if more resources are invested in education and training, and financial market development, and also 
invested in reducing the information and communication technology gap between foreign and local firms. They 
concluded that foreign direct investment, human capital, exports, stable financial system positively affect the 
economic growth. A similar study has been carried out by Shahbaz and Rehman (2010) for studying the impact of 
foreign direct investment on the economic growth. According to them, foreign direct investment, financial 
development, public investment, human capital, trade openness put positive impacts on the economic growth. 
Similarly, Jayachandran and Seilan (2010) conducted a study for India and find out that FDI and exports are among 
the factors affecting economic growth. However, the reciprocal does not apply. The high or low economic growth 
rate does not have an impact on the presence of FDI and exports in India. Further, Wijeweera (2010) argued that 
FDI inflows exert a positive impact on economic growth, however, only in the presence of highly skilled labor. 
Moreover, they found that corruption has a negative impact on economic growth, and trade openness increases 
economic growth by means of efficiency gains. 

Obamuyi and Olorunfemi (2011) examined the implications of financial reform and interest rate behaviour 
on the economic growth in Nigeria. Study results revealed that financial reform and interest rates have significant 
impact on economic growth in Nigeria; also, results implied that the interest rate behaviour is important for 
economic growth. 

3. Data and Methodology 

3.1 Sources of Data 

The main objective of the present study is to examine the impact of foreign direct investment on economic 
growth of Pakistan. For this purpose, annual data for the period 2000-2013 has been collected from various sources 
including State Bank of Pakistan annual reports, Economic Survey of Pakistan (ESP) various issues and Federal 
Bureau of Statistics (FBS) 

3.2 Definition of Variables of the Study 

The following section shows the main variables of the study. 
 

Table: 3.1: Definition of Variables 
Variables Definition Symbols 

Economic Growth Gross Domestic Product of Pakistan in millions of Rupees GDP 

Foreign Direct Investment Foreign Direct Investment in millions of US Dollars  FDI 

Domestic Investment Domestic Investment in millions Of US Dollars DI 

Trade Balance Total Exports minus total Imports in millions of US Dollars TB 

Inflation Average annual percentage change in CPI of Pakistan  INF 

Exchange Rate Exchange Rate of Pakistan rupee against US Dollar  EXR 

 

3.3 Theoretical Framework 

Figure 3.1 shows the theoretical framework of the study. 
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Figure 3.1: Theoretical Framework 

 

3.4 Empirical Model 

The general form of the Solow Swan Model, which was developed in 1956 by Robert Solow& Swan as 
follows. 

 

� � ���, 
�																																																																					�3.1� 
In Solow Swan Model, input of capital “K” and labour“L” employed in production, the level of output is Y: 
To formulate this relationship between FDI & economic growth, the extended form of Solow Swan Model is used: 

� � �� � ���� � ����� � ���� � ����� � ����� � ʋ															�3.2� 
Where “Y”is the economic growth, “DI” domestic investment “FDI” foreign direct investment, trade balance “TB” 
inflation rate “INF” and exchange rate “EXR”. 

4.1 Estimation Results 

The present section shows the estimated results of the study. First, section 4.1.1 shows the unit root test results. Then 
section 4.1.2 presents the regression results. Then section 4.1.3 shows the Granger Causality test results. Finally, the 
VAR results has been given in section 4.1.4. 

 

4.1.1 Unit Root Analysis 

To check the stationarity of the data, ADF test has been applied. The results computed are given in table 4.2 as 
follows. Table 4.1.2 shows the stationary test results. The results show that Gross Domestic Product, exchange rate 
and inflation remained stationary at 1st difference. Whereas, foreign direct investment, domestic investment became 
stationary at 2nd difference. Finally, trade balance remained stationary at level. 
 

Table: 4.2: Unit Root Test Results 

 

4.1.2 Regression Analysis 

The present section shows the regression results.  
 
 
 
 

Variables Augmented Dickey-Fuller Phillips – Perron Decision 

Level 1st diff 2nd diff Level 1st diff 2nd diff 

Gross Domestic Product (GDP) 0.30414 3.899624               -  0.120297 3.955732               -  I (1) 

Foreign Direct Invesment 0.878247 2.369513 4.231418 1.046783 2.491592 7.088173 I (2) 

Domestic Investment (DI) 1.91488 2.188716 3.913759 1.32259 2.188716 3.958881 I (2) 

Exchange Rate (EXR) 0.820434 3.170778               -  0.883496 3.1770778               -  I (1) 

Inflation (INF) 1.643382 3.995869               -  1.521995 6.065064               -  I (1) 

Trade Balance (TB) 5.6900109               -                -  4.865045               -                -  I (0) 

Test Critical Values 

1 % 4.05791 4.12199 4.297073 4.05791 4.12199 4.200056   

5 % 3.11991 3.14492 3.212696 3.11991 3.14492 3.175352   

10 % 2.701103 2.713751 2.747676 2.71103 2.713751 2.728985   

Dependent Variable Independent Variable 

Foreign Direct Investment Domestic Investment 
 

Economic Growth 
(GDP) 

Inflation Rate 

Trade Balance 

Exchange Rate 

Foreign Domestic 

Investment 
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Table 4.3: Regression Results 
Dependent Variable: Economic Growth 

Independent Variables Co-efficient Std. Error P-Value 

(Constant) 12.116 .477 .000 

FDI 9.985E-5 .000 .012 

DI -.017 .016 .327 

TB -7.421E-5 .000 .337 

INF -.003 .006 .612 

EXR .015 .004 .006 

R-Square: .69 

Adj. R-Square: .67 

Durbin Watson Statistic: 1.98 

 
Table 4.3 shows the results of the regression test of FDI, DI, TB, INF and EXR on economic growth 

(GDP). The test was used to check the cause and effects of the variables. The R value in the table is .69 which shows 
that the variables are 69 percent correlated to each other. The value of R-square is .67 which is coefficient of 
determination, showed that FDI, DI, TB, INF and EXR has 67 percent impact on the GDP. The f-ratio of the model 
is 51.9 which is higher than standard value i.e. 4, means that the model is statistically significant. The p-value also 
showed that overall model is significant. The beta of FDI is .293 which showed per unit change in the GDP due to 
FDI. The change will be positive in response to the FDI. The t-value of FDI is 3.251 which is more than the standard 
value i.e. 2, means that the t-value is higher than 2. The p-value of the FDI is .012 which is less than 0.05 means that 
the FDI has positive and significant effects on GDP. The beta of DI is -.227which showed per unit change in the 
GDP due to DI. The change will be negative in response to the DI. The t-value of DI is -1.045, which is less than the 
standard value i.e. 2, means that the t-value is less than 2. The p-value of the DI is .327 which is more than 0.05 
means that the DI has negative and insignificant effects on GDP. 

The beta of TB is -.068 which showed per unit change in the GDP due to TB. The change will be negative 
in response to the TB. The t-value of TB is -1.022, which is less than the standard value i.e. 2, means that the t-value 
is less than 2. The p-value of the TB is .337 which is more than 0.05 means that the TB has negative and 
insignificant effects on GDP. The beta of INF is -.062 which showed per unit change in the GDP due to INF. The 
change will be negative in response to the INF. The t-value of INF is -.527 which is less than the standard value i.e. 
2, means that the t-value is less than 2. The p-value of the INF is .612 which is more than 0.05 means that the INF 
has negative and insignificant effects on GDP. The beta of EXR is .846 which showed per unit change in the GDP 
due to EXR. The change will be positive in response to the EX. The t-value of EXR is 3.697 which is more than the 
standard value i.e. 2, means that the t-value is less than 2. The p-value of the EXR is .006 which is less than 0.05 
means that the EXR has positive and significant effects on GDP. 

 

4.1.3 Granger Causality Test 

The Granger causality test is used widely to know check whether in the time series data one variable can 
forecast the other time series variable., first proposed in 1969. Ordinarily, regressions reflect "mere" correlations, 
but Clive Granger argued that causality in economics could be reflected by measuring the ability of predicting the 
future values of a time series using past values of another time series. Since the question of "real causality" is deeply 
philosophical, econometricians assert that the Granger test finds only "predictive causality". 
 

Table 4.4: Granger Causality Test Results 
Null hypothesis Obs F-statistics P-value 

TB does not Granger Cause GDP 13 0.24430 0.6317 

GDP does not Granger Cause TB  0.73827 0.4103 

EXR does not Granger Cause GDP 13 4.80409 0.0531 

GDP does not Granger Cause EXR  5.08814 0.0477 

DI does not Granger Cause GDP 13 7.53364 0.0206 

GDP does not Granger Cause DI  11.3758 0.0070 

INF does not Granger Cause GDP 13 0.06467 0.8044 

GDP does not Granger Cause INF  2.60038 0.1379 

FDI does not Granger Cause GDP 13 1.95661 0.1921 

GDP does not Granger Cause FDI  1.62581 0.2311 

EXR does not Granger Cause TB 13 0.23395 0.6390 

TB does not Granger Cause EXR  0.23007 0.6417 

DI does not Granger Cause TB 13 1.02620 0.5364 

TB does not Granger Cause DI  0.40987 0.3349 
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INF does not Granger Cause TB 13 0.45311 0.5161 

TB does not Granger Cause INF  0.02593 0.8752 

FDI does not Granger Cause TB 13 4.99185 0.9945 

TB does not Granger Cause FDI  0.26201 0.6198 

DI does not Granger Cause EXR 13 5.31977 0.0437 

EXR does not Granger Cause DI  0.28034 0.6080 

INF does not Granger Cause EXR 13 0.49600 0.4973 

EXR does not Granger Cause INF  0.02147 0.8864 

FDI does not Granger Cause EXR 13 2.02563 0.1851 

EXR does not Granger Cause FDI  2.86830 0.1212 

INF does not Granger Cause DI 13 1.47230 0.2528 

DI does not Granger Cause INF  0.68639 0.4267 

FDI does not Granger Cause INF 13 2.38125 0.1538 

INF does not Granger Cause FDI  1.15676 0.3074 

 
The results in table 4.4 of the test showed that the results of EX-GDP, DI-GDP, GDP-DI and DI-EX is significant 
and showed that as the p-value is 0.05, 0.04, 0.02, 0.007 and 0.043 respectively with f-value of 4.8, 5.0, 7.5, 11.37 
and 5.3. The remaining variables in the above table is insignificant as their f-ratio and p-value both are insignificant. 

4.1.4 Vector Auto Regression (VAR) Results 

The following section show the VAR results of the study. First, section 4.1.4.1 shows the individual significance of 
the variables. Then section 4.1.4.2 shows the joint significance of the variables.  

 

4.1.4.1: Individual Significance 
Table 4.5 shows the results for VAR, we have computed VAR results for the different models. First we 

have checked the individual significance of the variables and then the joint significance by Wald test.The Cholesky 
decomposition test is used for the computation of impulse response functions. 

 
Table 4.5: Individual Significance of the Variables 

       
 GDP FDI DI EXR INF TB 

       
GDP(-1)  1.364494  4257.126 -13.56862  25.54766  29.83594 -2990.447 

  (0.17800)  (3227.84)  (8.46944)  (27.3005)  (21.2024)  (1594.02) 

 [ 7.66559] [ 1.31888] [-1.60207] [ 0.93579] [ 1.40720] [-1.87604] 

       

FDI(-1) -1.26E-05  0.267829  6.75E-05 -0.001205  0.000134  0.394769 

  (2.5E-05)  (0.45185)  (0.00119)  (0.00382)  (0.00297)  (0.22314) 

 [-0.50763] [ 0.59274] [ 0.05697] [-0.31527] [ 0.04518] [ 1.76917] 

       

DI(-1)  0.012517  72.40881  0.095192 -1.622403 -0.411514  11.83791 

  (0.00916)  (166.048)  (0.43569)  (1.40441)  (1.09070)  (82.0003) 

 [ 1.36695] [ 0.43607] [ 0.21849] [-1.15522] [-0.37729] [ 0.14436] 

       

EXR(-1) -0.003344 -88.00154  0.026470  0.252722 -0.462213  63.53145 

  (0.00390)  (70.6668)  (0.18542)  (0.59769)  (0.46418)  (34.8977) 

 [-0.85820] [-1.24530] [ 0.14276] [ 0.42283] [-0.99576] [ 1.82050] 

       

INF(-1)  0.000749  33.32772 -0.035760 -0.080835  0.164391 -30.41628 

  (0.00345)  (62.5503)  (0.16412)  (0.52904)  (0.41087)  (30.8895) 

 [ 0.21720] [ 0.53281] [-0.21789] [-0.15280] [ 0.40011] [-0.98468] 
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TB(-1)  3.00E-05 -0.109067  0.001327 -0.001454  0.000590 -0.558861 

  (3.9E-05)  (0.70065)  (0.00184)  (0.00593)  (0.00460)  (0.34600) 

 [ 0.77679] [-0.15567] [ 0.72160] [-0.24538] [ 0.12810] [-1.61518] 

       

C -4.589177 -49830.52  185.2649 -251.9417 -340.5180  34215.11 

  (2.14666)  (38926.8)  (102.139)  (329.236)  (255.695)  (19223.4) 

 [-2.13782] [-1.28011] [ 1.81385] [-0.76523] [-1.33174] [ 1.77987] 

 
 

First the individual significance has been checked for all the independent variables in each model. It is 
known that if the P-value is less than 5 percent, the independent variable will be significant, otherwise insignificant. 
The VAR results are given in the above table. In the table GDP,FDI, EXR, DI, INF, TB are considered both as 
endogenous and exogenous variables. So there are six (06) models in the table. 

In the 1st model for GDP shows that, GDP, FDI, INF and TB independent variables are significant, while 
the EXR, DI and intercept turned insignificant. In 2nd model of FDI interprets that, GDP, FDI& TB independent 
variables have significant impact on FDI, while the EXR, INF, DI and intercept turned insignificant. Similarly in 
3rdmodel for EXR, indicates that GDP, FDI, EXR and INF independent variables are significant, while the DI, TB 
and intercept turned insignificant, and 4th model of DI, the independent variables GDP, DI, TB are significant, while 
the EXR, INF, FDI and intercept turned insignificant. Moreover in 5th model of INF, GDP, TB and INF has 
significant impact on INF, while the FDI, DI and intercept turned insignificant. And in 6th model of TB, GDP, FDI, 
EXR and TB independent variables have significant impact on TB, while the intercept turned insignificant.  

4.1.4.2: Joint Significance 
Wald test has been applied for checking the joint significance of the variables. The model will show a significant 
impact on dependent variable if the P-value is less than 5 percent, otherwise will be insignificant. 
 

Table 4.6: Joint Significance of the Variables 
Equation: GDP = C(1)*GDP(-1) + C(2)*FDI(-1) + C(3)*EXR(-1) + C(4) *DI(-1) + C(5)*INF(-1) + C(6)*TB(-1) + C(7) 

Null Hypothesis:     (1)=C(2)=C(3)=C(4)=C(5)=C(6)=C(7)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 108.3385 7 0.0000 

Equation: FDI = C(8)*GDP(-1) + C(9)*FDI(-1) + C(10)*EXR(-1) + C(11)*DI(-1) + C(12)*INF(-1) + C(13)*TB(-1) + C(14) 

Null Hypothesis:     (8)=C(9)=C(10)=C(11)=C(12)=C(13)=C(14)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 34.7859 7 0.0000 

Equation: DI = C(15)*GDP(-1) + C(16)*FDI(-1) + C(17)*EXR(-1) + C(18)*DI(-1) + C(19)*INF(-1) + C(20)*TB(-1) + C(21) 

Null Hypothesis:     (15)=C(16)=C(17)=C(18)=C(19)=C(20)=C(21)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 3525.916 7 0.0000 

Equation: EXR= C(22)*GDP(-1) + C(23)*FDI(-1) + C(24)*EXR(-1) + C(25)*DI(-1) + C(26)*INF(-1) + C(27)*TB(-1) + C(28) 

Null Hypothesis:     (22)=C(23)=C(24)=C(25)=C(26)=C(27)=C(28)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 1216.415 7 0.0000 

Equation: INF = C(29)*GDP(-1) + C(30)*FDI(-1) + C(31)*EXR(-1) + C(32)*DI(-1) + C(33)*INF(-1) + C(34)*TB(-1) + C(35) 

Null Hypothesis:     (29)=C(30)=C(31)=C(32)=C(33)=C(34)=C(35)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 108.3385 7 0.0000 

    

Equation: TB= C(36)*GDP(-1) + C(37)*FDI(-1) + C(38)*EXR(-1) + C(39)*DI(-1) + C(40)*INF(-1) + C(41)*TB(-1) + C(42) 

Null Hypothesis:     (36)=C(37)=C(38)=C(39)=C(40)=C(41)=C(42)=0 (Normalized Restriction=0) 

Test Statistic Value Df P-value 

Chi-square 5.345664 7 0.0000 

*Restrictions are linear in coefficients 
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The above table shows the results of Wald test. The null hypothesis is that “Co-efficient” of all the variables are 
equal to zero, i-e there is no joint influence of the independent variables on dependent variables. However, as the p-
value is less than 5 percent, hence we reject the null hypothesis and concluded that all the variables are jointly 
significant.  

4.1.2.3 Impulse Response Function 

Cholesky decomposition is used to check the response of the dependent variables to shock due from the 
independent variables. The results are given in figure 4.7. The results shows that GDP is affected by the shocks from 
the lag GDP, FDI, DI and EXR, the shock from INF, and TB results no change in GDP. The results for FDI also 
shows the impact of shock from the lag GDP, FDI, EXR, DI and INF, while the shock due to TB cause no change in 
FDI. EXR model shows the impact of shock from the lag GDP, FDI, EXR, and INF while no shows impact of DI, 
TB, shock. The DI model shows a positive shock from the lag GDP, EXR, DI and TB, while predict no change from 
the shock of INF and FDI. 

The model for INF shows the positive response to the shock due from lag INF, EXR and TB, while no 
response due to shock from GDP, DI, and FDI. While the last model of TB have also a positive impact due to the 
shock in GDP, FDI, and TB, and no response to shock from DI, EXR, and INF. 

 

Figure 4.2: Impulse Response Function Results 

 
 

Conclusion  

The examined the role of foreign direct investment in the economic growth of Pakistan. Time series annual 
data over the period 2000 to 2013 has been used for the analysis. Various econometric technique i.e. ordinary least 
squares method, Vector Auto-regression Analysis, Granger Causality Analysis, has been used for the estimation of 
the results. The regression results showed a positive and significant relationship between foreign direct investment 
and economic growth of Pakistan. These results The Granger Causality test results and VAR test results also support 
these results. 

It has been suggested that political stability, revision of current policies regarding taxes and interest can 
increased the inflow of FDI in the Pakistan. 
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