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Abstract

The paper aims to examine empirically the nexus betweenriate&rt
investment, domestic investments and economic growth in Rakistasing
time series data. An OLS technique is used to analyzeetagonship
between FDI, Public & Private investment, Personal remadgsnwith gross
domestic products panning from 1976-2016. For a dathe stationary,
ADF test has been used and validated that all variablesstonary at
level. Results of the study shows that both public andateri sector
investment are positively related with GDP but Public seateestment
have an insignificant effect on GDP, while FDI foundrersely and
insignificantly correlated with GDP. Personal remittancé3R) relate
negatively and have a significant impact on GD. Private imvest are
found to be the most significant variable which can effecP Géhowing
that private investment can fueled economic growth of Pakistance, the
Government of Pakistan needs to formulate such a policyefraonk, which
focuses on private sector investment in order to enhance ecogomaith.
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Introduction

Economic growth studies the course of action through witigh
productive and fruitful capacity of an economy is improvedie course to

" PhD Scholar, Faculty of Business & Economics, Abtlali Khan University Mardan, KP.



The Role of Foreign Investment on Economic GrowtPadkistan: 58
An Empirical Analysis for the Period of 1976 — 2016

bring about increasing levels of national output and incoroedro, 2005).
Investment can play a pivotal role in a process of invatitig the economic
performance of a country. According to Khan and ReinhartQ)L®0their
study taken a sample of twenty four developing countriesafperiod of
1970-1979 and found that private investment can affect econamigthy
significantly. Khan (1996) analyzing the twin effects oblowiand private
business investment by using the neo-classical growth mgd&lking a
sample size of 95 developing countries from 1970-1990, helwded that
the economy was largely driven by private sector investment.i@hdrDin
(2006) using VAR approach to find the nexus between inmesgtrand
economic growth for the economy of Pakistan in which thejuded both
public and private investment. Their results indicate thatipinvestment
can effect insignificantly. AKA (2007) captured the relatiopshetween
private investment and GDP by using ECM model. They ifiedtithat
private investment impact significantly.

Fatima (2012) in her study used co-integration and ECleintor the
economy of Pakistan. She found that investments doneivatg@rsector
correlates significantly to economic growth. The role of igpredirect
investment by reviving the economy is another concerrthie review of
literature. Numerous studies have been taken to analyzingeldt@nship
between foreign direct inflows and economic growth. Cadtkend Levine
(2002) find the impact of FDI on GDP spanning betweerD1i®61995, by
using GMM panel approach, their findings indicate that EBh affect
insignificantly. Durham (2004) examined the insignificanhégative effect
of FDI on the economic growth of developing countries. D{268a7) used
Toda and Yamamoto (1995) no causality test, to find asbretween FDI
& GDP for Malaysian economies and found that FDI have nadatnpn
growth rate & vice versa. A study of Falki (2009) finds tmpact of FDI on
GDP for the economy of Pakistan by using OLS approach fpered
0f1980-2006. He concluded that FDI have an insignificadt @egative
relationship with GDP. Ray (2012) examined empiricétly effect of FDI
on economic growth for a period of 1990- 2011 for Indi@ found that
foreign investment does not contribute much to Indég'snomy.

Ali (2014) used Johansen co-integration technique spanrong X972-
2013 and concluded the negative impact of FDI and inflatroeannomic
growth for economy of Pakistan. Azam and Ahmad (2014) pseel data
approach to investigate the effects of Human capital and Fordiget d
investment on economic growth spanning from 1992-201lajytying
Endogenous model. Their empirical result indicates that FDI mam
growth enhancing. Azam (2013) examined the growth rate of four
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developing Asian economies by utilizing time series data spgninom
1976-2012. He empirically finds the effect of workers reanites on
economic growth by using OLS model and found the statistigalificant
relationship of personal remittances with economic growthanf\zand
Gavrila (2015) uses panel data to examine empirically for fricah
countries by studying the effect of inward foreign capitfbn economic
growth spanning from 1977-2013. The empirical findingggest that
foreign capital and remittances are positively related to econgroigth.
Azamet al, (2014) examined the seven Asian economies by studying the
effects of various factors on inward FDI with economic grofrtim 1990-
2012. The result of this model shows that FDI and patsemittances have
a positive and significant statistical impact on economic gravftthese
Asian economies.

Azam (2014) uses error correction model (ECM) for the canttdh of
foreign aid to economic growth in Pakistan spanning fror2@2. His
empirical results found the significant & negative effect ogiign aid on the
economy of Pakistan. Rehman (2016) analyzed the nexus betweemdDI
economic growth by examining time series data on Pakistan dyiragp
VECM model. His findings indicate that FDI have negative effeot
economic growth.

The above discussion highlighted the pivotal role of itnaest in
boosting economic growth of Pakistan. The paper higldighe nexus
between the components of investment in a shape ofgfordirect
investment, public investment, private investment, persamaittances and
GDP in Pakistan. The OLS regression model using E-Viewsi®er8.0
software is adopted to achieve this objective.

Data and Methodology
Sample Design and data Description

To determine the relationship between investment and economic

growth, time series data has been used for the period of 44 fyelar 1976
to 2016. GDP is taken as a proxy for the economic gro@ttiinary linear
regression model is used to find the effect of investmenea@mnomic
growth by using E-Views 8 version software. The dependangble is
GDP and independent variables are FDI, PBI, PR and PSl.purpese of
data transformation into natural logarithms form to ensuoeenstability,
less variability and more consistency of the data for analysis.
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Model Specification

The following model which also used by including Ali (201 Falki
(2009), Azam (2016), Bahattab et al. (2016), and Rehman @048) and
written as follows:

LnGGDP = po+g,LnGFDI+B,LnGPBI+3;LnGPR+3,LNGPSI+¢
Where ,

LnGGDP = Natural log of GDP

LnGFDI= Natural log of Foreign direct investment
LnGPBI= Natural log of Public business Investment
LnGPR = Natural log of Personal Remittances
LnGPSI= Natural log of private sector investment
po = constant

B,.B,, B;andp, are the coefficients.

€ = Regression error term

Empirical Result and Discussion

Unit Root Test: All the variables needs to be stationary at level., Unit root
estimation test at 1% and 5% level of significance has been aisgwtk
the stationarity of each variable. Table 1 results shows teaGDP, FDI,
PSI, PR and PBI are stationary at level.

Table 2: OLS Results (Dependent variable is GGDP)

Variables Coefficients Std. Error | t- Statistics Prob.
Constant 1.190712 0.345753 3. 443825 0.0015
LnGFDI - 0. 036930 0.065383 | -0.564821 0.5757
LnGPBI 0.070979 0.095481 0.743382 0.4621
LnGPR - 0. 124230 0.060327 | -2.059280 0.0468
LnGPSI 0. 224982 2. 043744 0.0483

R-squared 0.222043
Adjusted R-squared 0.135603
S.E. of regression 0.471114
Sum squared residual 7.990150
Log likelihood -24.65155
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Regression Analysis

Ordinary least squares method is instrumental in findiegetifiect of
every independent variable on economic growth. The relatiomstipeen
the variables in this model can be shown by Beta coefficiettenthe
coefficient value is positive, it means that independent varidides a
positive relationship with dependent variable and vice versa.

Referring to Table 2, the estimated OLS regression equatiorb&an
written as,

GDP = 1.19+-0.03 GFDI®.07 GPBI+ -0.12GPR+. 22 GPSI..... (2)

The Table-2 results shows that Public Business investarghprivate
sector investment have a positive relation with GDP, W8k rave
insignificant effect on economic growth while FDI and PR arerisely
related to a dependent variable with PR having a significant eifeGDP.
The model can be interpreted as 1% increase in FDI is associate® wit
.03% decrease in GDP and a 1% increase in Public business ianestm
associated with 0.07% increase in GDP, while and a 1% increBszsanal
remittances associated with 0.12% decrease in GDP, and a ¥asmcr
inprivate sector investment can related with 0.22 % increaS®mn

It can be noted the relation between FDI and GDP is statigticall
insignificant with p value > 0.05 having negative impact@@DP, and
personal remittances and private sector investment havindicgghip
values < 0. 05.

The empirical findings are consistent with the results radsmbGhani
and Din (2006) in which they examined the nexus between public
investment and economic growth for Pakistan economy by app(yiAR)
approach. Their results indicates that public investment havesigmificant
effect on growth. It is also in line with the studfesm Afonso andAubyn
(2008) where they found the relation of Public istveent insignificant to
Economic growth. The results are consistent with theirfgsl of Fatima
(2012) where she found that private sector investment atesel
significantly to economic growth.

While, Ghura (1997) uses an OLS technique to show a signifi
positive impact of private investment on GDP for Cameroon auogn
While Carkovic and Levine (2002) used GMM analysis &af opinion that
FDI does not contribute significantly to economiowgth. The results are also in
line with Falki (2009) where she validated that Fids a negative and
insignificant relationship with GDP by using OMgdel for the time series
data from 1990- 2006. The results are also consigiith the findings of Ali
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(2014) and Rehman (2016) in which they found theegative and
insignificant relationship of FDI with econamigrowth. The negative
coefficient of FDI is also consistent with the stuoy Kumar and Pradhan
(2002) for Pakistan. Similarly Agarwal (2004) atkmcumented negative sign of
FDI coefficient i.e. 0.288 in studying for five Asi countries including
Pakistan. A study conducted by Khan (2007) in ftakialso documented the
coefficient of FDI is negative i.e. 0. 27. The amopl results also correlated
with the studies of Chami et al., (2005) andrggss and Haksar, (2005) in
which they found the negative relationship ofmiteances with economic
growth. Results of this study are according toréseilts found by Azam et al
(2017), Khan et al. (2018), Muhammad and Khan (2018).

Conclusion and Recommendations

The current paper investigates the role of investment on economi
growth in Pakistan spanning from 1976 to 2016. An @h&lel has been
adopted by using E-Views 8 version econometrics softwaamdtyze the
relationship between FDI, PBI, PSI, PR &GDP. The reslitsvs that GDP
positively related to public and private sector investmérntah be seen as
PBI, and PSl is positively related with dependent variabliégeviADIl and PR
are negatively related to dependent variable. However, a relagioveen
FDI and GDP is insignificant with sig. value for t - ttés p> 0.05having
negative impact on GDP, while Public sector investment alsodfdhave
insignificant affect on GDP and personal remittances and praateor
investment having significant p values < 0. 05.

In a nutshell, it is found that the independent vaesilthat is private and
public investment are positively related to the dejpen variable, but Public
investment has insignificant effect on GDP, while FBhd personal
remittances are negatively related to dependentabMari FDI has an
insignificant effect on GDP while PR significanttgrrelated to GDP. In my
study Public investment has an insignificant efi@etGDP. Investment can
used as an engine of growth to fuel the economythritpublic sector in
Pakistan has a constraints due to fiscal pressuee shape of collection of
inadequate revenues to meet its expenditures & alsudecketerioration of
misallocation of resources towards unproductive tabmxpenditure. The
private sector investment has a significant effectGioP, which can fuel
economic growth of Pakistan. The Government shoubdigle a conducive
environment for the stimulation of private sectarestment. The results of the
study indicate the insignificant and negative relat@nFDI to economic
growth. It can be justified by the fact that in deyghg countries we have
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fragile institutions which constraints the growthhancing effects of FDI.
Therefore it is recommended that Government neettsctised on improving
infrastructure, developing human resources and tompte local
entrepreneurship and made conditions conduciverfoductive investment
for overall economic growth. The personal remittancan negatively and
significantly correlate to GDP due to the fact thamittances usages can
constraints only to consumption purposes of hoddatadher than improving
the overall growth of the economy. It is suggeskted Remittances should be
utilized in a better way and would be growth-led ading. It can also be
recommended that to incorporate other variabldsctira potentially affect the
economic growth in future analysis.
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