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Abstract: The objective of this paper is to investigate the impact of foreign direct investment (FDI) on gross
domestic product (GDP) in Pakistan from 2006 to 2010. The growth of gross domestic product (GDP) is also
measured in this study. Multiple regression model is used to measure the association among gross domestic
product (GDP,) foreign direct investment and Inflation. FDI and inflation (CPI) are independent variables and
GDP is dependent variable. There is positive and significant connection between GDP and FDI but a negative and
significant relationship found between GDP and inflation.
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I. INTRODUCTION

Foreign direct investment (FDI) is the source of increasing investment in the country. Foreign direct investment has
its more importance in the developing countries because this investment opens the door of opportunities of
investments. Foreign direct investment increases the foreign reserves of the country which also increases the
significance of the foreign direct investment for the developing countries like Pakistan. Foreign direct investment is
very famous in developing countries for increasing economic development.

According to Muhammad (2007) foreign direct investment is one of the most effective factors for rapid growth of
the country. The investments in the developing countries from the other countries are decreasing at present. Foreign
direct investment increases the capital of the country but also overall productivity, efficiency of the country. Foreign
direct investment increases the opportunities of employment in the country. Foreign direct investment is source of
technological advancement in the country which is helpful in increasing the exports of the countries. For better
utilization of the resources of the countries, foreign direct investment is the major source of getting funds for the
developing countries.

For successful business development in the country, foreign direct investments are necessary and it also useful to
create a good image of the country in the mind of the foreign investors. Due to foreign direct investments people get
chance to attain new skills, knowledge and training. All those developing countries which are having low foreign
direct investments are facing problems in rapid growth and technological advancements. Foreign direct investment
for the developing countries has its own importance.

The objective of this study is to examine the impact of foreign direct investment in Pakistan on economic growth for
the period of five years (2006-2010). Pakistan is a developing country and population of Pakistan is increasing
rapidly. Pakistan is basically an agrarian country whose population depends upon agriculture sector. Most part of the
population lives under poverty because of lack of resources. Per capita income is very low and economic growth is
also slow that is why importance of foreign direct investment also increases for Pakistan. Inflation rate is high in
Pakistan whereas per capita income is low which one of the major problems in Pakistan is. FDI and Inflation plays a
very vital role in its future growth and development. Although Pakistan has natural resources, human resources but it
is facing many problems to compete with other countries in the world because of its wrong policies and strategies.

II. LITERATURE REVIEW

Importance of foreign direct investment cannot be denied in any country. Governments always try to make the
policies, strategies with the intensions to help, support and facilitate the foreign investors as much as possible.
According to Abbas et al (2011) Governments of the developing countries are more conscious and facilitate the
foreign investment more than developed countries because their economic growth and development is more
depending on the confidence and interest of the foreign investors. Pakistan is also one of those developing countries
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which make policies to attract and get the interest of the foreign investors. Developing countries direct and support
the foreign investors to invest in the right places to get the returns successfully.

Many researchers have worked on the importance and significance of the foreign direct investment and its effect on
the economic growth but most of the studies have been conducted in the developed countries. Some researchers
found positive whereas others found negative association between foreign direct investment and economic growth.

Ahmad et al (2003) described that the significance and advantages of foreign direct investment are much superior in
those countries that follow export encouragement policies. Herzer et al (2008) discussed that the benefits foreign
direct investment grants profit with no which gives the steady growth path. Adam & Tweneboah (2009) use parallel
development outline to study benefits and growth dynamics of foreign direct investment. Foreign investment is
useful to lift up per capita income in the host country on everlasting basis if foreign investors show their interest and
consign to re-invest their profits in the host country. The study discussed that such a opportunity can be present only
in the countries with very low saving rate and/or high share of capital in the national income. Chandab & Ozcanc
(2004) discussed that foreign direct investment has positive effect not only on the economic growth but also on the
image, perception of other countries about Ghana in the world. The study also discussed that stock exchange
positively linked and associated with the foreign direct investment because it raises the confidence of the investors
and creditors. Foreign direct investment is beneficial for the economy and effect economic growth positively not
only in the short run but also in the long run.

Falki in (2009) and Agarwal in (2000) described that the link between the foreign direct investment and economic
growth is negative but they have not denied from the significance and importance of the effect of the foreign direct
investment on the economic growth. Falki in (2009) in his statistical analysis from 1980 to 2006 found that foreign
direct investment has significant and negative effect on economic growth. Agarwal in (2000) described that in the
south Asian countries there was negative association between foreign direct investment and economic growth till
1980. Failure of this may be the inefficient utilization of foreign direct investment. Mubarik in (2005) found
negative relationship between inflation and economic growth in Pakistan. Khan and Senhadji (2001) described that
there is negative relationship between inflation and economic growth not only in developing countries but also in the
developed countries. They analyzed data of 140 developed and developing countries and showed the negative
linkage between inflation and economic growth. Munir et al (2009) found negative relationship between inflation
and economic growth in Malaysia.

III. METHODOLOGY

The objective of this study is to measure the linkage between foreign direct investment and economic growth and
inflation in Pakistan from 2006 to 2010. Secondary data is gathered from different sources to measure the results.
To study the link between foreign direct investment and economic growth and inflation in Pakistan theoretical
model is used.

GDP =a + bl FDI + b2CPI+p
Where,

FDI = Foreign Direct Investment
GDP = Gross Domestic Product
CPI = Inflation Rate

Level of Significant: 5 to 10 percent

To study the Impact of FDI and CPI on the Gross Domestic Product of Pakistan Multiple Regression Model was
used. Dependent variable was GDP whereas FDI and CPI are measured as independent variables. To measure the
effect of FDI on GDP of Pakistan, Multiple Regression Model is applied over the period of 2006 to 2010.

Tablel. Results of GDP, FDI and CPI

Variable Coefficients T Values P Values F Statistics R Square
FDI 0.354556 13.36547 0.001 179.1457 0.895391
CPI -1.117465 -14.49281 0.000
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Foreign direct investment showing positive impact on GDP in the multiple regression analyses whereas inflation has
negative impact on GDP. If one percent change in FDI occurs, it will bring about 0.35% change in GDP while 1
percent change in CPI will bring- 1.11% change in GDP by holding other variables constant. Value of F showing
that foreign direct investment and CPI are highly significant. Value of P is 0.001 for foreign direct investment and
0.000 for inflation. Model is overall very much significant. The r-square of this model is 0.89.

IV. CONCLUSION

Foreign direct investment play an important role in a country for economic growth but its importance in the
developing countries is much more. Foreign direct investment in a country shows interest and confidence of other
countries and investors on the host country which is positively associated with the economic growth and GDP.
Economic, political and social situation of the country is also important for increasing foreign direct investment in
the country. Proper guidance, benefits and opportunities should be available in the country for the foreign investors
to raise their interest. Government of the country should make policies and strategies which are favorable for the
investors. Government must understand the reservations of the foreign investors so that they can also attain their
desired goals. Importance of foreign investors increases much more in the developing countries like Pakistan.

V. LIMITATIONS AND RECOMMENDATIONS

The results of the test show that an increase in FDI has positive impact on growth rate of Pakistan. The results of the
research must be interpreted carefully and thoroughly. This is related to a number of limitations which can be used
as a basis for making recommendations. Limited time period is used from 2006 to 2010 (five years) for this research
study whereas in future longer time period can be used for better results. In our study effect of foreign direct
investment is linked with the GDP and inflation but in future effect of foreign direct investment can be measured on
employment, national income etc. Policy makers should think and understand the importance of foreign direct
investment and its effect on GDP while making the policies. They must encourage and facilitate foreign investors to
increase the foreign direct investment which will also help to increase the foreign reserves of the country. Business
friendly environment should be provided to the foreign investors and proper guidance should be provided to the
investors.
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