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Abstract

In the global economy, every country wants to boost the econom
development of the economy in the nation. In this, gowdrgance can play
significant role in development of the economy. The present aiots at
investigating the impact of human and physical capitaboonomic growth
in Pakistan. Annually time series data is used for anglglaring the period
of 1980-2016. The data has been taken from the ‘Pakistandinic Survey’
and ‘A Handbook of Statistics 2015'. The ADF (Augmemaykey-fuller)
test is used for stationary and non-stationary procdssr parameters
estimation and co-integration, the Engle-Granger approashused to
indicate that there is long-run connection among the studycermed
variables. The empirical finding of this study dematetl that gross fixed
capital formation, literacy rate, per-capita health expendituand
secondary school enrolment rate have a significant impath@m®conomic
growth of Pakistan. There is co-integration among vagahif the model.
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Introduction

There are hundreds of indicators which can accelerate the economic
progression of a nation state. Economic indicators includdny as foreign
direct investment, worker remittances, foreign aid, exports ianubrts,
domestic investment and savings, factor productivity, anésinvent in
health and literacy etc. It is reported in literate that the corerfauft
economic growth is labour and capital (Solow, 1956). Thesgytfixed
capital formation represents over-all wealth stock of a staigirivestment
that can rise assets stock of a nation. Investment is the baekfbr the
development of the economic growth of any country, either deedl@r
developing country. Public investment is more importatiéilong run that
is not only providing education, health, infrastructuredaut also increasing
the private investment in the economy. It is argued that thestment from
the Government has significant role in the development of theoaon
Public investment can increase the production of good and seimicas
economy, creating the employment in the country and also increase t
national income. Instead of physical capital, the current reseacokds on
investment in human capital in form of training, educato health etc.
Countries have strong education systems make sure a quatitforce and
this can translate into higher economic growth.

Romer and Weil (1992) reported that human capital shows iaelsss
role in economic growth model. When the education and healtht al@or
step then automatically the economic growth will increase becausetisen
labour force are educated and healthy, then there will be increase in
productivity level in the country. Endogenous growthdelosaid that, the
investment in the human capital is more than the investmeheiphysical
capital. These variables are modelled in growth equations forotbeof
economic growth in the country. That's how these variables ame m
important for the development of the country.

Igbal and Zahid (1998) and Azam and Ahmed (2010), focus gakin
place that investment in the human capital for the improvemenheo
economy. They suggested that expenditure on human resourcegpcavel
the national human capital, and in turn can increase the financial
development and advance the economy of the nation. Investmemmnanh
capital can increase productivity of workers because of the highityg
education and health.

Moreover, human capital is not limited to knowledge or educatio
many research studies, healthiness takes remained exposed torbsspreg
element and record important donor to economic growth of atryoun
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(Bloom and Canning 2000, 2003). Considering only adifla@xpectancy,

in several years human capital can affect the economic progress, ebecaus
whenever general public living long, they will save extratfigir old stage.
Despite the theoretical significance that human capital can effect e@onomi
growth, the empirical evidence is mixed. Some studies reyadrtie role of
human capital is insignificant for labour abundant countrless also
reported that public spending on education crowd out privagading
(Blankenau and Simpson, 2004).

Shortly, any state that wants to increase the economic grdwte o
nation state. The Government should invest in the new mesistr up
gradation of technology then it can create employment and inacepiel
formation and the national income level. So for that, the gowvent should
invest in the education and health sectors as well. When i&lioair force
are educated, skilful, and they have standard health facilitjabiein the
country, so automatically the productivity will be more e teconomy.
There are many empirical studies from cross country analysisraaderies
enquiry, and the empirical signal is very mix. Moreover, td@ges analysis
of human capital and economic growth model give more accurate @stimat
than cross country evidence.

Therefore, the present study estimates a time series modey/sital
capital, human capital and economic growth for the economy oft@aki
over the period of 1980 to 2016. Pakistan has low incomeoetprand
invested relative low in education over the last few decades, thais
country’s case is important for understanding the associatimng human
capital and economic growth. The study model the effect of tnatian and
physical capital on economic growth of the country, providémates of
profit to human and physical capital.

Problem Statement

Pakistan’s economic growth is dynamic not static. By olisgmdata, it
can be seen that the economy growth rate on average is arourueHt fper
the last few decades. However, decade wise this growth rateubasated
between greater as well as smaller for different decades. Fordastince
the independence, growth rate on average remained 6.8 percentsn4.860
percent in 1970s while 6.5 percent in the 1980s and #ttnéd for the
afterward period. In the last decade, the growth rate also shawsle as
the highest rate of growth and lowest for different yearanyfactors are
responsible for this high and low rate of the developmerhéneconomy.
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However, in the view of this investigation we are examinirggdonnection
between growth rate and human capital of the country.

Objectives of the Study

Human capital and physical capital are considered as the backbone of
the economic growth of the country, but unfortunately in iftak
investment level is very low in education. We are going to e&that how
both human capital and physical capital can affect the economichgofwt
the country. Thus the major objectives are as given:

1) To analyse for the trend behaviour of human capital and physipdal

in last thirty-five years.

2) To investigate the impact of human capital and physical capital on
economic growth of Pakistan.

Hypothesis of the Study

1. H1: There is no significant relationship between human capit@l an
economic growth of the country.

2. H2: There is no significant relationship between physical cagpitdl
economic growth of the country.

Literature Review

Several works have been examined to estimate the interrelationship
among human capital, physical capital and economic development of
different nations. The interest is the estimation of the immdcthese
variables on the economic development of the country which lgelpin
increase the GDP of the economy. Furthermore, literature sutuss
investment in the human capital can help in the developmengedfuiman
resources such as literacy, health, skill, experience of the nenotegix.
Investment in the physical capital is the beneficial key forebenomic
development or growth which created new job opportunities, cegital
formation etc. Previous literature about these basic factorsconomic
growth is organized in the following sections.

Human Capital and Economic Growth

Romer (1986) and Lucas (1988), growth model of economy thaid
investment in the human resources is a significant key factothé
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development of the economy of nations. Investment in the huesanirces

can also increase the economic growth or development in thesatithe

long run and also in the short run. If the work foceducated and healthy,
then the economy will boost to the maximum point throunghease in the
productivity of good and services because of the educated arfdl skil
workers in the country. The significant addition of theivitihals plays
significant role in the economy. Investment in human resowatses plays

vital part in the economic growth by investment in the pascapital
which increased the per-capita income growth. Because when tkersior
are educated and healthy and they are able to understand new teghnolog
machinery in the economy, so then the investment in the gowiltralso
increase. The physical capital is also dependent on the invesimte
human resources because when the labour force is educated, thenlthere w
be increase in investment in the physical resources to increase the
productivity and economic development of the economy in thematate.
Lucas (1990) said that the investment in the capital formationhe
economically poor economies is very low because of the uneducated an
unhealthy workers. In economically bad economies, the Goverrsheatd
invest in the human capital to provide them education and hestiines.
When the workers are educated and healthier, then they workenedse

the productivity in the economy.

Mankiw et al. (1992) studied that the effect of the humantaaipi the
economic development of the economies is positive. For that sigaly
Mankiw used the country-cross analysis. Mankiw examined that th
investment in the human capital is playing effective rolehm économic
development of the country. For that measurement, he focusettieon
enrolment rate in the secondary schools. He suggested that edlucatie
economy plays an essential role in the improvement of the egoigoowth
in the state. When the investment is made in education and keatthrs
which embody human capital, it will resultantly increase the auo@o
growth of the economy. So the Government should increasetrmemtsin
education to provide more education institutes and which dHmileasily
affordable by the people of the country. If the education idyeastessible
for the nation then the enrolment rate in the schools mdlleiase by taking
more admissions in the schools. By the increment in thelreent rates in
the schools, the literacy rate in the economy will also boost.

Bils and Klenow (2000) examined the interrelation between human
resources (enrolment rate in schools) and economic developmesnt. Th
concluded that if a country has high enrolment rate meansnhigiier of
students in the schools then the economic growth of thatgowill be
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greater. Because when enrolment is high then the educated peopé in t
country is high, and then the workers will understanchthe technology or
machinery easily. When the enrolment rate is high in the cqutitey
economic growth of the country also increases by educated assvghillled

full labour force. Education can also effect the economy in dhg kun
because today’s investment in education is tomorrow’s pogfieducated
and skilful labour available on behalf of the production gafods and
services in the economy which have an encouraging effect on economic
progression. They expressed that education is the only key fadhcrease

the economic progress in the long run and short run as well.
Agiomirgianakis et al. (2002) found the relation between ethrcand
economic, and said that education has a strong progressiaetimp the
economic growth of the economy by using large panel data techriite
also studied that the higher education can increase the proguatidi per-
capita income of the country. Amjad (2005) claimed that invesstrim the
human capital also increases the investment in the physical dagutalse

of the educated workers in the economy for that introduce neipreeuts

in the industries. Khan’s (2005) results also reveal thaipaoed to a large
group of states, Pakistan's performance in terms of per caguitaomic
development has remained healthier than normal for the duratidine
period of study analysis and approximately similar to thattloer states in
South Asia. Qadri and Waheed (2011) surveyed the connectioredn
human capital and economic growth via education and health iaatord.
They used data for the period of 1978-2007 by employifgiken Co-
integration approach for estimation purpose. The resultsdfthat there is
co-integration between human capital and economic growth o$taaki

Physical Capital and Economic Growth

Aschauer (1989a, 1989b) expressed that the public capitakisfadtor
for the economic growth of the nations. The economic groftheonation
can only by the investment in the public capital. Public caft#hie most
important aspect for the improvement of the national growithen the
investment increases in the country by establishing new mekisbr
business, it can increase employment rate and can also increase the
productivity in the country. Investments are made to create restsasither
physical or financial assets. Capital formation means intraducf new
industries, companies etc. Some of the examination suggeatetdrpublic
investment may be negatively or positively affecting the ecangmowth
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but private investment has a significant outcome in theauomngrowth of
the nation.

Mittnik and Newman (2001) expressed that investment from the
government side is for the public and economic welfare, deyk pnajor
part in the improvement of the economy. If the governmentedser
investment level then it will be very harmful for the econogriowth of the
country economy. Aubyn and Afonso (2008) found that éffect of both
public and private investment is significant and has stpmsitive effect on
the GDP, inflation and employment. Public investment can exteourage
the private investors as well in the country. Falki (208@mined that the
impact of foreign direct investment on economic developmentakistn
has a significant role in the economy, data which is useth&period of
1980 to 2006. By using the production function approduh, further
examined that the foreign direct investment effects the economiglgamd
other variables also like trade, domestic capital and labourivebgit
effecting the economy. So the government of Pakistan shoul@ gk
country peaceful and attractive to invest more in the econoam the
foreign investors and domestic investors to enhance the eamgoywth of
the country. Shuaib and Peter (2010) examined that the finamsti&lition
and investment is very helpful and play significant rolehim development
of the economic growth of the economy. Financial institutbmrrows
money from the investors and invest that money for theflién the future
which help to increase the economic growth. Financial institutitso
invests that money in the neglected sectors to create job opities for the
unemployed people and also decreases poverty, Dutch disease of an
economy and also decrease inflation in the economy.

Data and Methodology

The Data

In this research, annual data is used for analysis. There are37otal
observations and time period of the study is 1980-201&tly| the data has
been used in nominal term. The data can be obtained from differen
databases either national or international. However, here the data fo
different variables of the study has been taken form the fwltpvecognized
databases of the country.

a) Pakistan Economic Survey (various issues)
b) A Handbook of Statistics 2015, Published by State Bata&fstan
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The Model of Study

This research examines the impact of Human capital and Physical
capital on the economic growth of Pakistan. Basically the ideahi®
development of the econometric model to study the connectiongathen
human capital, physical capital and its impact on the economictevolf
Pakistan are actually taken from the Romer (1986) and Luca8)(&88vth
models. And also the basic idea taken from the Anderson (E39@y in
which he said that investment in the physical capital is thedason for the
improvement of the economy. So the economic model for analgsise
written in functional form as given:

GDP = F(GFCF,PCHE,LR,SSER,) (1)

As GDP is the dependent variable and all additionals are indepen
variables. For estimation purpose, we are taking log bothesid estimate
for the following specifications:

InGDP = ay + a1InGFCF + a,InLR+u  (2)
InGDP = ay + a1InGFCF + ayInLR + a3InSSER+pu  (3)
InGDP = ag + a1InGFCF + ayInLR + a3InSSER + a4InPCHE +u  (4)

Where, the variables which are included in the models are &s: giv
GDP = Gross Development product.
GFCF = Gross Fixed Capital Formation
PCHE = Per-Capita Health Expenditure.
LR = Literacy Rate.
SSER = Secondary School Enrolment Rate.

All variables are in natural log. GFCF is used to represewpsigdd
capital of the country and the other three are used to represean lwapital
of the country. Economic theory requires that 0, ax> 0, az> 0 andos> O,
etc.

Methodology

To execute the empirical analysis, for instance, descriptive asalysi
root analysis and the most important regression analysis @s&leced. This
study employs different econometric tests and techniques. tRissstudy
used descriptive statistics to find the mean, median and variatiee series
and, then employed unit root to test for stationarity.
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Unit Root: Since then after, unit root will be tested for eaehies of the
model. The aim is to test either variable of the stigdgtationary or non-
stationary at the level. For this purpose will empfagmented Dickey Fuller
(ADF) Test. The ADF test assume null hypothesisaotinit root in the series.
If the test statistics is greater than the criticali@a) then we will deny the null
and accept the alternative hypothesis of unit rootha series. In case of
stationary series at level, we will use the simpleaggion analysis. In case of
integrated first order we will use the co-integratiquproach of Engle-Granger
(EG).

Engle-Granger (EG) Co-integration: Once we find that all series of the
study are integrated first order then the EG approach widrbgloyed to
estimate the selected regression model. Mostly in the time det@sll the
selected variables are stationary or integrated first order(levariables. It
follows that, any equilibrium theories that include nonigietry variables
require the presence of a mixture of the variable to be statiohaay means
that the residual from the regression will be stationary.if&iance, in our
case we can say that GDP and the independent variables are co-intégrated
the residuals from regression (4) is stationary or of natedg zero order i.e.
I (0). As once we estimate regression (4) and get the residins.test the
residuals for unit root using ADF test and originate that residuals are
stationary at level. Thus, in our case we can say that the eariébl
regression model exhibit co-integration or there is longelationship.

Results and Discussion

Descriptive Statistics: Descriptive statistic is mainly used for the
summarization of the data from the sample of the populatida fisd the
mean value, median, maximum, minimum and variance etc. In theltalble
descriptive statistics, the analysis of the data is carriechcaitdietail. Data
period is from 1980 to 2016 which is 37 years data. Therigéige statistic
illustrate that the average of per-capita income (PCI) is 1173with the
standard deviation of 1.088138. The average of literacy ratgi$l4209984
with the standard deviation of 0.33212. The average of tineapyi school
enrolment rate (PSER) is 5.042896 with the standard daviafi 0.25091.
The average of the per-capita health expenditure (PCHE) is 4. 22388
the standard deviation of 1.08155. The average of the grass dapital
formation (GFCF) is 13.32034 with the standard deviatioh.43500.
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Table 1: The Results of Descriptive Statistics for all idgables

LNPCI LNLR LNPSER | LNPCHE |LNGFCF
Mean 11.31737] 4.09984  5.042896 5.223887 13.64b644
Median 10.237662 4.220860 6.006625 5.0896410 13
Maximum 12.43859| 5.00934p 5.11138b 6.836689 130476
Minimum 8.040125| 3.259164  4.08092p 2.443216 10.9808
Standard 1.0889138| 0.33212 0.250491 1.081955 1.435200
Deviation
Observations 37 37 37 37 37

Mean: Mean of literacy rate is 4.09984, which is less and meanassgr
fixed capital formation is 13.645444 which is greater thainfthe other
variables.

Standard deviation: Standard deviation of literacy rate is 0.33212 which is
less and standard deviation of gross fixed capital formasoof ivalue
1.435200 which is higher than the standard deviation ofthal other

variables.

Unit Root Analysis

The Augmented Dicky-Fuller test is actually a unit root testheck the
data for stationarity when the data is intime series. The ABFassumes
the null hypothesis of no unit root and an alternativeothygsis of unit root.
Once the test statistics does not reject the null hypothesigdke it and the
series is said to be stationary. Alternatively, once thestasstics is greater
than the critical value and rejects the null hypothesis, theruriteroot
hypothesis is accepted and concludes that the series is nomasiatad
level. Thus, ADF test are tested for all variable at level dkaseat first
difference. All variables are looking stationary after firstfedifnce. The
results are reported in Table-2 and Table-3.
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Table 2: Unit Root Results at Level Using ADF Test wit Constant and

Trend
Variable Test-statistics CVvatl CVaths
percent percent

RGDP -2.4863 (0.3699) -4.283644 -3.554284

GFCF -2.144413 -4.255644 -3.577284
(0.5059)

LR 1.5398 (1.0000) -4.262735 -3.552973

SSER -2.167170 -4.243644 -3.544284
(0.4922)

PCHE -3.3072 (0.9995) -2.6369 -1.9513

Note. # indicate the regression with none i.e. no trendnanidtercept

Table 3: Unit Root Results at First Difference using ADFTest with
Constant and Trend

Variable Test-statistics CVvatl CVath
percent percent

ARGDP -4.4295 (0.0065)* -4.252879 -3.548490

AGFCF -5.910659 -4.252879 -3.548490
(0.0001)*

ALR -3.5593 (0.0493)** -4.262735 -3.552973

ASSER -6.604483 -4.252879 -3.548490
(0.0000)*

APCHE -5.0559 (0.0000%) -2.6369 -1.9513

Note: The * and ** represents one and five percent level offgignce,
respectively.

1% level of significance represents 99% of confidence level.

5% level of significance represents 95% of confidence level.

10% level of significance represents 90% of confidence level.

RGDP: at level t-test value is less than critical value while at fifstrénce
t-test value is greater than critical value. At first differertice,t-test value is
-4.429 and critical value is -4.252.

Therefore, rejects the null hypothesis of no unit root ag¢llevhile
accepts at first difference. It is concluded that the real GDRtisrsary at
first difference at 1 percent level of significance.
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GFCF: at level t-test value is less than critical value while at diiféerence
t-test value is greater than critical value. At first differentest value is -
5.9106 and critical value at 1 percent is -4.252.

Therefore, rejects the null hypothesis of no unit root ag¢llevhile
accepts at first difference. It is concluded that the gross foagtal
formation (GFCF) is stationary at first difference at perclemel of
significance.

LR: at level t-test value is less than the critical value while stt difference
t-test value is greater than critical value. At first differeneetttest value is
-3.559 and critical value is -3.552.

Therefore, rejects the null hypothesis of no unit root aéllevhile
accepts at first difference. It is concluded that the literacy ra® (&
stationary at first difference at 5 percent level of significance.

SSER:at level t-test value is less than critical value while at fiffs¢rénce
t-test value is greater than critical value. At first diffeeetiee t-test value is
-6.604 and critical value is -4.252.

Therefore, rejects the null hypothesis of no unit root ag¢llevhile
accepts at first difference. It is concluded that the secondaryolscho
enrolment rate (SSER) is stationary at first difference agrtemt level of
significance.

PCHE: at level t-test is less than critical value while at first défere t-test
value is greater than critical value. At first difference t-tedtie is -5.0559
and critical value at 1 percent is -2.636.

Therefore, rejects the null hypothesis of no unit root ag¢llevhile
accepts at first difference. It is concluded that the per-capitahhealt
expenditure (PCHE) is stationary at first difference at 1 peresed of
significance.

Shortly, all variable are tested for unit root at level and it f
difference. The results indicate that all variables are stationtafirsa
difference, which means that each series of the model are | (1).

Engle Granger Regression Results

In this research study, we estimated three different regressidelsn
which were included for different independent variables. Theessgn
results for different models of the study are given in Tdble
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Table 4: The Regression Result of the Selected Models

Independent Dependent Variable = Gross Domestic Product af
variables Constant Factor Cost

Model-1 Model-2 Model-3
C 8.69 (25.22)*| 12.68 (28.57)* 12.67 (33.48
LNGFCF 0.04 (0.65) 0.04 (2.69)** 0.04 (2.26)*
LNLR 1.63 (9.48)* 0.35 (1.99)*** 0.28 (1.90)***
LNSSER 0.66 (9.93)* 0.54 (7.61)*
LNPCHE 0.09 (3.30)*
R-square 0.938 0.988 0.991
Adjusted R-square 0.933 0.986 0.990
F-statistic 189.73 660.46 693.48
SC -1.70 -3.22 -3.48

Note: The bracket values are t-test values. The *, ** and épfresents 1
%, 5 %, and 10 % level of significance.

1% level of significance represents 99% of confidence level.

5% level of significance represents 95% of confidence level.

10% level of significance represents 90% of confidence level.

Model-1: In model-1, we have two independent variables i.e. Domestic
investment and literacy rate of the country. Dependent varialhe ghodel

is gross domestic product. The results reveal that the ceeffiof domestic
investment is with positive expected signs. The value dtisits against
domestic investment is very low, indicates that the coefficgestatistically
insignificant.

However, the coefficient of literacy rate is of value 1.63 Wwhis
positive. The t-test value against literacy rate is very high9.48. This
indicates that the coefficient of literacy rate is statisticatipificant. Thus a
1 percent change in literacy rate can increase domestic output6®y 1.
percent. We can say that when the population is educated theertbapita
income will be high, because of the more productivity in theneay.
Moreover, the value of R-square (0.938) indicates that the etplgn
power of the model is good.

Model-2: In model-2, we have three independent variables i.e. domestic
investment, literacy rate and secondary school enrollment rdie. T
conclusion reveals that the coefficient of domestic investmentitis
positive expected sign of value 0.05. The value of t-statisgainst
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domestic investment is 2.69, which indicates that the coafficis
statistically significant at five percent. The coefficient of &y rate is of
value 0.35 and the t-test value is 1.99. Accordingly, the icaaif of
literacy rate is significant at 10 percent. The results inditateone percent
change in literacy rate will change domestic output by 0.35 ptercen
However, the coefficient of secondary school enroliment rate value i
0.66 which is also with positive sign. The t-test value regjasecondary
school enrollment rate is very high which is of value 9.93is
interpretation indicates that the coefficient of secondary schooll@ent
rate is statistically significant at one percent. Thus a 1 ped®nge in
secondary school enrollment rate can increases domestic outfgub®y
percent. We can say that when the investment in the educatieasaesrthen
the literacy rate will increase, when literacy rate increase then the
productivity will increase, when the productivity increaseshe economy
then there will be also per-capita income increases. The valusaiide is
0.988 which expresses that the explanatory power of the nzodetyi good.

Model-3: In model-3, we have four independent variables i.e. domestic
investment, literacy rate, and Secondary school enroliment aatk per-
capita health expenditure. The results reveal that the coefficielunaéstic
investment is expected a positive sign of value is 0.04. vethee of t-
statistics against domestic investment is 2.26, which indiciias the
coefficient is statistically significant at 5 percent. The coefitiof literacy

rate is of value 0.28 and the t-test value is 1.90. Accdsditite coefficient

of literacy rate is significant at 10 percent. The outcomeisatel that one
percent change in literacy rate will change domestic output2®ercent.
The coefficient of per-capita health expenditure is of value 0.09%t-#est
value is 3.30. Accordingly, the coefficient of per-capita hestienditure is
significant at one percent but t-test value is less than the degoschool
enroliment rate. However, the coefficient of secondary schoollmert

rate value is 0.54 which is with positive sign. The t-teslue against
secondary school enrollment rate is very high i.e. 7.61.,Tihissclear from

the interpretation that the coefficient of secondary school lerent rate is
significant at one percent. A 1 percent change in secondary school
enrollment rate can increase domestic output by 0.54. We cahagayhten
investment in the education increases then literacy rate increassn Wh
education increases then per-capita income increases. When per-capita
income increases, then per-capita health expenditure increases. Tehefvalu
R-square is (0.991) which indicates that the 99 percent changemestic
output are explained by the changes in independent variables wiodel.
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Finally, the residuals from last regression or final selectedefnof the
study are tested against unit root. EG model suggests hbie is co-
integration or a long term connection among the variablése ifesiduals of
the regression are stationary at level.

Table 5: ADF test Results of Residual of the Final Regssion

| t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -3.66866¢ 0.0108
Test critical values: 1% level -3.699871
5% level -2.976263
10% level -2.627420

Therefore, the residuals of the model are constructed and thed fieis
unit root using augmented dickey fuller test. The resultgiaen in Table-
5. By looking at results in table-5, it is obvious thhe residuals are
stationary at level. As the t-test is of value -3.669 ardctiitical value at
five percent is -2.976, while p-value is 0.018. Thus, #seilts illustrate that
the residuals are stationary at 5 percent level of significanegeT$ino unit
in the residuals of the model. So, it is confirmed thahenmodel the long-
term variables are interconnected with each other.

Conclusion

To investigate the impact of human capital and physical capital
economic development of the Pakistan, this study used datzefperiod of
1980 to 2016. Furthermore, we employed ADF test forronit analysis and
Engle Granger approach for estimating long run relationdiip.outcomes
point out that all variable of the study are non-stationarjewtl while
stationary after first difference. Alternatively, at level valéahare | (0) and
at first difference variables are | (1). The regression deterntivasboth

on

human capital and physical capital have positive influence on domest

output of the country. An increase in human capital will caasedrease
domestic output. Similarly, the increase in physical capitédl iwad to
increase domestic output. The findings of study show tlesdixed capital
formation (Physical capital) and per-capita health expenditueeady rate
and secondary school enrolment rate (Human capital) have a @aslévin
the development of the country or in increase of the coun®P®. The

evidences also show that both human capital and physical capiwlahav

significant impact on the welfare of the economy. Thus, bdta t
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investments are effective for the economy while investment in edodat
relatively more effective as per result of the study. If thenttguwants to
increase the domestic output level, so for that the Governstemild
allocate budget equally and also to encourage the investorssdst iin
health sector as well as in education sector to promote the ecotmmy
Pakistan there are several natural resources which will be \fecfiet for
the economic growth. The Government was to make policies autl/émce

in the human and physical capital to gain benefits from theeaBo for
that the Government should invest in the natural resourceslias w
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