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Abstract

Foreign Direct Investment (FDI) is instrumental in bringing the required capital for economic
stability and growth, especially to developing nations such as Pakistan. With Pakistan's quest for
financial stability, FDI is an important source of investment into priority sectors, helping in the
formation of capital, generation of employment, exports, and manufacturing. Nevertheless, the
nation has faced difficulty in maintaining steady FDI inflows owing to several economic issues.
The present research assesses the determinants of FDI inflows in Pakistan with data stretching
from 1988 to 2012 by employing Multiple Linear Regression. But in this research, the research
will employ a survey method to gather primary data from 200 respondents. The respondents will
be professionals, policymakers, economists, business executives, and academicians who have
expertise in FDI and economic development in Pakistan. According to the results, financing needs,
income, and exports have positive effects on FDI inflows, while internal debt and foreign debt
have negative effects on FDI inflows. The study further identifies that foreign investment in
Pakistan has persisted in being focused in individual subsectors with less attention on machinery
and intermediate goods. In spite of the favorable effects of FDI on GDP growth, employment
generation, technology transfer, and market competition, difficulties in the form of corruption,
poor infrastructure, and regulatory issues restrict Pakistan's potential to draw larger volumes of
investment. The research emphasizes that Pakistan needs to ensure a sound economic environment
and enact investor-friendly policies to attract increased FDI flows. Major recommendations are
enhancing governance to fight corruption, enhancing infrastructure, streamlining regulations, and
providing tax holidays for foreign investors. Furthermore, targeting FDI towards high-potential
sectors like manufacturing, technology, and alternative energy will further drive economic
development. By overcoming current challenges, Pakistan can achieve maximum gains from FDI,
leading to long-term economic stability and sustainable development. FDI plays a vital role in
supplying capital necessary Required for economic growth and stability.

Keywords: Foreign Direct Investment, Economic Growth, Political Stability, Regulatory
Framework, Infrastructure Development.
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Introduction

Pakistan, known as a growing economy with a large population and plenty of natural resources,
faces difficulties like political instability, poor infrastructure, and changes in the economy. Foreign
Direct Investment (FDI) fills financial gaps, increases efficiency, and boosts growth, making
Pakistan appealing for international investors. This research looks to give useful information on
the complex link between FDI and Pakistan's economic progress FDI depicts a long-term bond
wherein an entity in one economy (foreign investor or parent company) shows interest and control
over a business in FDI venture or affiliate economy (The FDI) thus classifying this entity as an
FDI. Many global institutions, scholars, policymakers, and researchers agree that FDI positively
influences the economic growth of developing countries. FDI can greatly help improve Pakistan's
economy. Governments worldwide are actively working on ways to attract foreign direct
investment (FDI) because it offers more than just financial benefits. In Pakistan, FDI brings in not
only capital but also advanced technology, workforce training, and a more competitive business
environment. It encourages innovation, helps local businesses integrate into global markets, and
drives economic growth. (Malik, 2016).

Many experts and policymakers view FDI as a key factor in a country's economic progress,
especially when local savings are not enough to support development. In Pakistan, FDI plays a
crucial role in boosting the economy by introducing new technologies and creating opportunities
for businesses to collaborate with international firms. These collaborations lead to knowledge
sharing, better productivity, and higher incomes, making FDI a powerful tool for economic
advancement.(United Nations Conference on Trade and Development, 2020).

Key Benefits of FDI in Pakistan

Foreign direct investment (FDI) has been recognized as a key driver of Pakistan’s economic
growth, though some studies suggest the relationship between FDI and development is more
complex. Aitken and Harrison argue that the overall impact of FDI in Pakistan is minimal, whereas
Borensztein et al. (1998) contend that FDI can foster economic expansion, but only if Pakistan
possesses sufficient capacity to absorb new technologies. Despite the lack of consensus on the
extent of FDI’s impact, research highlighting its positive effects significantly outweighs studies
focusing on its drawbacks. (Borensztein, De Gregorio, & Lee, 1998). This analysis examines the
impact of FDI on Pakistan’s economic growth from 1996 to 2022, revealing a positive correlation
between FDI inflows and GDP growth. It emphasizes the importance of political stability and trade
liberalization in attracting foreign investors (Mustafa, S., 2023). Similarly, another study
investigates sector-specific FDI and its influence on economic output between 1981 and 2008,
showing long-term benefits with varying effects across different industries (Khan, M. A., 2011).
Additionally, research highlights how FDI has contributed to Pakistan’s economic progress
through investments in key sectors such as energy, telecommunications, manufacturing,
agriculture, and information technology. It underscores the advantages of FDI, including job
creation, technology transfer, infrastructure development, export growth, and industrial
diversification (Pakistan & Gulf Economist, 2024). However, challenges such as security
concerns, inadequate infrastructure, and regulatory hurdles hinder FDI inflows (About Pakistan,
2022). A brief review of Pakistan’s FDI landscape discusses its benefits, drawbacks, and
government initiatives to attract investors, noting a significant increase in FDI in recent years and
highlighting key investment sectors (Pkonomist, 2023). FDI plays a crucial role in stabilizing and
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expanding developing economies like Pakistan by providing capital inflows, technology transfer,
and employment opportunities, contributing to overall economic progress (Khan & Kim, 2020).
Given Pakistan’s economic challenges—such as fiscal and trade deficits and inflation—FDI is
viewed as a vital mechanism for bridging investment gaps and boosting industrial productivity
(Ahmed et al., 2021). Furthermore, it supports infrastructure enhancement, human capital
development, and deeper integration into the global economy (Raza & Waheed, 2019). Over the
last decades, Pakistan has also taken a number of policy interventions to draw in foreign investors
in the form of tax breaks, regulatory simplifications, and creating Special Economic Zones (SEZs)
within the China-Pakistan Economic Corridor (CPEC) scheme (Malik & Hussain, 2022). Despite
these, though, FDI inflows have been erratic based on political turbulence, security concerns, and
inherent economic inefficiencies (Hussain & Anwar, 2023). Thus, examining the contribution of
FDI to maintaining economic stability and growth in Pakistan is crucial for the development of
sound policies to ensure long-term economic resilience.
Objectives:
Formulate an extensive set of questions for semi-structured interviews targeting policymakers,
investors, and scholars. Establish classifications for the content analysis of policy documents,
investment contracts, and macroeconomic statistics. Perform pre-testing to ensure the reliability
and validity of the assessment tool.
Research Problem Statement:
Foreign Direct Investment (FDI) has been widely viewed as an engine of economic development
in developing economies, such as Pakistan. Its precise role remains controversial, though, with
some research pointing to significant positive impacts (UNCTAD, 2020) while others identify
potential constraints from the lack of robust institutional structures and infrastructure shortcomings
(Aitken & Harrison, 1999). Pakistan's FDI inflows have been uneven owing to political turmoil,
economic instability, and ineffective regulatory frameworks, fueling suspicions regarding its long-
term viability as a growth engine. This study aims to examine the complex dynamics surrounding
FDI and economic growth in Pakistan, evaluating the mediating effects of institutional quality,
policy stability, and economic resilience in optimizing FDI gains.
Research Gap:
In spite of a vast amount of research on the contribution of Foreign Direct Investment (FDI) to
economic growth, there is no consensus regarding its absolute contribution to the economy of
Pakistan. While some studies emphasize the positive contributions of FDI, including technology
transfer, human skill development, and economic integration (Malik & Kbhalid, 2016), others
suggest that the contribution of FDI depends on the absorptive capacity and economic stability of
Pakistan (Borensztein et al., 1998). In addition, scant research examines the interaction between
FDI and Pakistan's institutional quality, infrastructure improvement, and policy stability.
Moreover, current literature is mostly based on quantitative evaluations, with no qualitative factors
identified to affect the effectiveness of FDI in Pakistan. Closing these gaps is necessary to develop
evidence-based policies that can optimize the advantages of FDI.
Research Question:

1. Does FDI play a crucial role in the GDP growth of Pakistan?

2. To what extent does FDI contribute to technological breakthroughs and innovation in

Pakistan?
3. How does FDI impact human capital formation through skill development and worker
training in Pakistan?
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4. Does FDI enhance Pakistan’s openness to trade and its integration into global markets?
5. How do political stability and regulatory frameworks influence the effect of FDI on
Pakistan’s?

Literature Review:

The literature is copious regarding foreign direct investment (FDI) and it’s impacts on the
economic growth of developing countries. FDI added value to the economy of the host countries
by increasing the accumulation of domestic physical capital, influencing human capital
enhancement, and fostering technological advancement, especially through spillover impacts. This
study focuses on foreign direct investment (FDI) and economic growth in developing countries
with particular interest in Pakistan. It also assesses the impact foreign direct investment has on his
country’s development. (Lee and Tcha, 2004) declare that FDI has significant importance on
growth of the economy. (Carkovic and Levine, 2002) adds that numerous governments from
developing countries place high attention to FDI. Numerous literatures refer FDI as a source of
economic growth. A considerable number of authors perceive FDI as a significant source of
economic development in Pakistan. In 2002, the OECD made a claim that foreign investment is
considered one of the main means of economic development and modernization for weak economy
countries. Quite a few studies specify that in the case of developing non industrial countries there
is frequently more need for reserve capital resulting in them being more dependent on foreign
direct investment (FDI) because of the inflow of capital. In the opinion of (Hanson, 2001), a larger
part of the developing Countries implements a range of incentives to attract foreign investors,
including tax exemptions, relief from import duties, provision of land for development, and direct
financial subsidies. These strategies are widely recognized as effective means to encourage foreign
direct investment (FDI) in Pakistan. According to Passage (et al., 2008), nations have created
public agencies dedicated to attracting foreign investments by utilizing national resources,
demonstrating a governmental willingness to bear costs to foster investment. (Hill, 2000) pointed
out that FDI significantly contributes to Pakistan's economic growth by enabling the transfer of
capital, technology, and management expertise. He further argues that these resources can greatly
enhance Pakistan's economic progress, provided they are introduced into the country through FDI.
(Har Wai Mun et al., 2008) emphasize that FDI serves as a crucial driver of economic growth,
offering not only capital but also valuable business management resources, advanced technology,
and competitive products. (Balasubramanyam et al., 1996) conducted a study on the effects of FDI
on developing economies using cross-sectional analysis and OLS regression. Their results revealed
that FDI has a positive impact on countries with outward-oriented trade policies, while its effects
are not as pronounced in those with inward-focused trade strategies. While foreign direct
investment is regarded as a catalyst for economic growth in Pakistan, the potential benefits may
remain unrealized if the host economy fails to leverage the new technologies or skills transferred
through FDI. (Durham , 2004) and (Zilinske, 2010) note that the effects of foreign direct
investment can be both beneficial and detrimental. For example, greenfield investments generally
produce more favorable results than mergers and acquisitions, which may occasionally hinder
economic growth in Pakistan. (Carkovic and Levine, 2002) investigated the correlation between
foreign direct investment (FDI) and economic growth, finding that FDI negatively affects
Pakistan's economic development. Furthermore, (Buckley et al., 2002) and (De Mello, 1999)
analyzed the dynamics of FDI in Malaysia, assessing its impact on economic growth through data
from 80 countries. They argue that FDI can sometimes affect the financial development of
agricultural nations, suggesting that its influence is dependent on Pakistan's absorptive capacity.
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Their findings reveal that the effects of FDI are shaped by the economic and social conditions, as
well as the unique characteristics of Pakistan, which include factors such as savings rates,
economic development, trade openness, human resource development, and technological progress.
As a result, the effect of foreign direct investment on Pakistan's economic growth remains
ambiguous. Numerous studies have been conducted to evaluate the impact of FDI on the economy,
yet a consensus has not been achieved. Some research indicates a positive effect of FDI on the
economy, while others suggest a negative influence. Additionally, certain studies have highlighted
that the impact of FDI is contingent upon Pakistan's absorptive capacity, which encompasses its
political, economic, and technological environment. (Lee, J., & Tcha, 2004) also contributed to
this discourse in their article on the impact of foreign direct investment on economic growth,
published in the Journal of Economic Development, 29(1), 1-19.

This research examines the link between FDI and economic growth in Pakistan during the period
1980-2016. Employing the Autoregressive Distributed Lag (ARDL) bounds testing method and
Granger causality tests, the authors establish a co-integrated relationship among economic growth,
FDI, trade, physical capital, and human capital. The findings indicate unidirectional causality from
(Siddique, 2017) explores the relationship between economic growth and FDI, as well as the
bidirectional causality between physical capital and FDI. The study suggests that enhancing human
capabilities can attract greater FDI, thereby fostering economic development. (Chughtai, 2014)
examines the impact of FDI on Pakistan’s economic growth through selective public policies, such
as fiscal incentives, exchange rate regulations, and tax and tariff policies. The study highlights
how political instability in the 1990s led to a decline in FDI compared to other developing nations.
It emphasizes the necessity of political stability and trade liberalization to attract foreign investors
and recommends tailoring economic reforms to maximize FDI benefits. (Khan, 2007) investigates
the connection between FDI, the domestic financial sector, and economic growth in Pakistan from
1972 to 2005. Using the bounds test for cointegration, the research finds that FDI positively affects
economic growth in both the short and long term, provided the financial sector has reached a
certain level of development. The study underscores the importance of a robust financial system
in effectively utilizing FDI inflows. (Sadiq, 2021) analyzes how factors such as economic growth,
taxation, technology, trade openness, and exchange rates influence the sustainability of foreign
private investment (FPI) in Pakistan from 1996 to 2017. Using random effects and generalized
least squares estimators, the research concludes that Pakistan’s economy positively impacts
investment from both emerging and developed nations. It also finds that the effectiveness of
government initiatives, irrespective of economic size, plays a crucial role in attracting FPI. (Ali,
2019) examines the relationship between FDI and economic growth in Pakistan between 1975 and
2015 using the ARDL cointegration method. The findings reveal a long-term negative correlation
between FDI and GDP growth, while in the short term, a positive correlation exists. Additionally,
the study highlights that trade openness supports GDP growth in both the short and long run,
suggesting that policies promoting trade openness can contribute to economic expansion.
(Mustafa and Malik, 2023) conducted an empirical study from 1996 to 2022, establishing a strong
positive correlation between FDI inflows and GDP growth in Pakistan. Their research identifies
FDI as a key driver of economic growth, particularly when supported by liberalized trade policies.
However, they stress that political stability and effective counter-terrorism measures are vital in
creating a favorable investment climate. (Anjum et al., 2024) assessed the impact of political
instability on FDI inflows in Pakistan from 1990 to 2020. Their findings indicate that political
instability significantly reduces FDI, with a 37% decline for each unit increase in instability. The

Volume 2, No. 4 Oct — Dec, 2024



75

study also notes that the manufacturing and services sectors are more vulnerable to political risks
compared to capital-intensive industries like energy and infrastructure. The authors advocate for
strengthening governance institutions to mitigate these negative effects. (Khan et al., 2023)
analyzed the role of institutional quality in sectoral FDI in Pakistan using data from 1986 to 2019.
Employing a dynamic simulated autoregressive distributed lag method, the research concludes that
improved institutional quality enhances FDI inflows across primary, secondary, and tertiary
sectors. The study emphasizes that upgrading institutional frameworks can significantly boost
sectoral FDI. (Khan et al., 2023) also explored the relationship between political instability and
investment activity in Pakistan from 1990 to 2019. Using a dynamic autoregressive distributed lag
model, they found that political instability negatively affects both FDI and private investment. The
study recommends that the government focus on improving governance and institutional quality
to establish a stable investment environment. (Awan and Waqas, 2023) examined the interaction
between FDI and economic development in Pakistan using data from 1973 to 2021. Applying the
Johansen cointegration method, their findings indicate that trade and FDI positively influence
GDP, while inflation has a detrimental impact. The study suggests that the government introduce
tax exemptions and subsidies to attract foreign investors and enhance FDI inflows. (Faridi et al.,
2021) investigated the role of FDI in Pakistan’s small and medium-sized enterprises (SMEs) from
1982 to 2019. Their research shows that FDI, gross savings, and exports positively contribute to
SME performance. The study recommends creating a business-friendly environment and
improving infrastructure to encourage FDI inflows and support SME growth.(Al-Delawi et al.,
2023) tested the effect of FDI on stock market development in Pakistan from 1990 to 2020. They
employed an autoregressive distributed lag model and concluded that FDI has a positive significant
effect on stock market development in the short run as well as in the long run. The study
recommends that macroeconomic policies need to be framed to attract FDI, hence boosting
economic and stock market growth.

Figure no.01: Conceptual Framework.

DEPENDENT VARIABLE:
Economic Stability
(exchange rate stability,
inflation control, fiscal
deficit reduction)

INDEPENDENT VARIABLE:
Foreign Direct Investment
(FDI  Inflows, FDI  Stock
(Cumulative FDI over time),
Sector-wise FDI (Manufacturing,
Services, Technology, etc.)

DEPENDENT VARIABLE: Greenfield Investments  vs.
DEPENDENT Mergers & Acquisitions)
VARIABLE

Economic Growth (GDP
growth rate, employment
generation, industrial
expansion)

This diagram has adopted from (Borensztein et al., 1998) given below which define the difference
of FDI and Economic Growth Relationship.
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FDI and Economic Stability Relationship:

FDI — Economic Stability

Exchange Rate Stability: Increased FDI inflows boost foreign reserves, stabilizing the value of
currency.

Inflation Control: Higher investment would improve the production capacity, easing inflationary
pressure. (Borensztein et al., 1998)

Reduction of Fiscal Deficit: FDI brings government revenues through corporate taxes and
economic growth. (Romer, 1990)

FDI and Economic Growth Relationship

FDI — Economic Growth

GDP Growth Rate: FDI helps in the formation of capital and industrial efficiency, which
increases GDP.

Job Creation: New foreign companies generate employment and enhance the skills of workers.
Industrial Growth: FDI brings in new technologies and skills, which drives industrial growth.
(State Bank of Pakistan, 2023).

Hypothesis:

This study argues that a rise Foreign Direct Investment (FDI) in Pakistan is expected to positively
influence economic stability and foster sustainable economic growth. The hypothesis suggests that
arise in FDI inflows will lead to improvements in key economic indicators, including GDP growth,
employment generation, and the balance of payments.

Main Hypothesis (Ho and Hi):

HO (Null Hypothesis): Foreign Direct Investment (FDI) is not significantly related to Pakistan's
economic stability and growth.

H1 (Alternative Hypothesis): Foreign Direct Investment (FDI) has a significant association with
Pakistan's economic stability and growth.

Sub-Hypotheses:

HO1: FDI does not play a crucial role in GDP growth in Pakistan.

H11: FDI plays an important role in GDP growth in Pakistan.

HO02: FDI is not responsible for major technological breakthroughs and innovation in Pakistan.
H12: FDI results in deep technological progress and innovation in Pakistan.

HO3: FDI does not have a deep impact on improving human capital building through skill
formation and training workers.

H13: FDI has a deep impact on improving human capital building through skill formation and
training workers.

HO4: FDI does not improve Pakistan's openness to trade and integration into global markets
significantly.

H14: FDI improves Pakistan's openness to trade and integration into global markets significantly.
HO5: Political stability and regulatory frameworks do not have a considerable impact on the effect
of FDI on the economy of Pakistan.

H15: Political stability and regulatory frameworks have a considerable impact on the effect of FDI
on the economy of Pakistan.

Theory

The main theory employed in this study is Borensztein et al.'s (1998) FDI-Growth Theory, which
posits that the efficacy of Foreign Direct Investment (FDI) in stimulating economic growth is
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contingent upon the absorptive capacity of the host nation namely, its capacity for using superior
technology and enhancing human capital.
Evidence of Theory in Use:
In Chapter 2 (Literature Review) as well as in the Conceptual Framework (Section 2.1), the author
clearly mentions the Borensztein et al. (1998) model connecting FDI to Economic Growth and
Stability and explains how FDI may lead to:

- Exchange rate stability

- Control over inflation

- Curbing of fiscal deficit

- GDP growth

- Generation of employment

- Industrial growth
The conceptual framework borrowed from Borensztein presents a clear relationship between FDI
as the independent variable and economic stability and growth as the dependent variables, which
lends credence to the theoretical basis of the study.
- Furthermore, the study also incorporates the ideas of Romer's (1990) endogenous growth theory,
particularly in the context of how FDI can result in technology transfer and innovation components
central to long-term sustainable development.
Summary of Theoretical Basis:
- Principal Theory: FDI-Growth Theory by Borensztein et al. (1998)
- Underlying Theory: Endogenous Growth Theory by Romer (1990)
- Applied via: A theoretical framework connecting FDI to economic growth and stability,
validated by regression, correlation, and hypothesis testing.
Methodology
Research Design
The research will follow a quantitative research methodology employing primary data collection
techniques. A standard questionnaire will be formulated to collect feedback from participants to
study the correlation between Foreign Direct Investment (FDI) and Pakistan's economic stability
and growth. The present research assesses the determinants of FDI inflows in Pakistan with data
stretching from 1988 to 2012 by employing Multiple Linear Regression. But in this research, the
research will employ a survey method to gather primary data from 200 respondents. The
respondents will be professionals, policymakers, economists, business executives, and
academicians who have expertise in FDI and economic development in Pakistan.
Data Collection Method
The research will employ a survey method to gather primary data from 200 respondents. The
respondents will be professionals, policymakers, economists, business executives, and
academicians who have expertise in FDI and economic development in Pakistan.
Survey Instrument
A structured questionnaire will be prepared using a Likert scale of 1 (Strongly Disagree) to 5
(Strongly Agree). The questionnaire will address the following topics:
The impact of FDI on GDP growth
The contribution of FDI towards technological progress and innovation
The impact of FDI towards the development of human capital
The contribution of FDI towards openness in trade and international integration
The moderating role of political stability and regulatory institutions on FDI

Volume 2, No. 4 Oct — Dec, 2024



78

Sampling Technique

Purposive sampling technique will be utilized to collect the data through participants' knowledge
and relevance to economic, financial, and investment fields in Pakistan.

Data Analysis Method

The data collected will be analyzed employing Statistical Package for the Social Sciences (SPSS).
The following statistical methods will be employed:

Descriptive Statistics — To give a summary of the demographic attributes of respondents and
overall trends within the data.

Reliability Analysis (Cronbach's Alpha) — In order to provide the reliability and internal
consistency of the questionnaire.

Correlation Analysis — To explore the strength and direction of association between FDI and
economic growth and stability.

Regression Analysis — To establish the significance of various variables in determining economic
stability and growth via FDI.

Hypothesis Testing

The regression and correlation results will be utilized to test the null and alternative hypotheses. A
p-value of less than 0.05 will be regarded as statistically significant, signifying a significant
relationship between FDI and economic stability in Pakistan.

Hypothesis testing is a statistical process employed to make inferences concerning the population
based on sample data. It involves the establishment of two rival hypotheses:

The null hypothesis (Ho), the status quo or no effect.

The alternative hypothesis (H:), the research claim.

The procedure entails computation of a test statistic and its comparison with a critical value or p-
value in order to establish whether the null hypothesis can be rejected.

In your research, hypothesis testing is performed by regression analysis whereby significance
levels (typically p < 0.05) reveal whether the independent variable (FDI) is statistically significant
to dependent variables (GDP growth, economic stability, etc.).

This is consistent with the classical hypothesis testing paradigm, derived from the seminal
contributions of (Ronald Fisher, 1935) and refined by (Neyman & Pearson, 1933).

Results and Findings

The findings of this study provide important insights into the influence of Foreign Direct
Investment (FDI) on Pakistan's economic growth. The analysis indicates that FDI generally exerts
a positive effect on several key economic indicators, including GDP growth, employment
generation, technology transfer, and overall economic stability.

Table no: 01
Reliability Statistics
Reliability Statistics

Cronbach's Alpha N of Items

905 16
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Table no: 02
Model of Summary
Model Summary

Adjusted R Std. Error of

Square the
Model R R Square Estimate
I I I
1 7782 .605 596 34467

a. Predictors: (Constant), PR, ES, EG

It has an R value of 0.778, reflecting a high correlation coefficient between the independent
variables (ES, EG, PR) and dependent variable. R-Square (0.605) indicates that 60.5% of the
variation in the dependent variable is accounted for by the model. Adjusted R-Square (0.596)
controls for the number of predictors, verifying the reliability of the model without overfitting.

Table NO: 03
ANOVA
Sum of Mean
Model Squares df Square F Sig.
I I I I
1 Regression 26.520 3 8.840 74.413  .000P
Residual 17.344 146 119
Total 43.864 149
a. Dependent Variable: FDI
b. Predictors: (Constant), PR, ES, EG

This ANOVA (Analysis of Variance) table tests the overall significance of the regression model.
The large F-value (74.413) and p-value (.000) show that the independent variables (ES, EG, PR)
significantly predict the dependent variable, means the model is statistically significant.

Table no: 04

Coefficient:

a Coefficients

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
[ | |
1 (Constant) .775 219 3.542 .001
ES .208 .065 221 3.177 .002
EG .280 .065 321 4.286  .000
PR 319 .067 .350 4749  .000
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a. Dependent Variable: FDI

The p-values for ES (.002), EG (.000), and PR (.000) are all less than 0.05, thus they have
significant effects on the dependent variable.

The t-statistic is the highest for PR (4.749), suggesting it has the greatest effect.

Relative Impact of Variables (Based on Beta)

PR (0.350) > EG (0.321) > ES (0.221)

Policy Reforms have the largest impact, i.e., regulatory reforms, institutional reforms, and
governance reforms are the largest drivers of the dependent variable.

Economic Growth is the second highest, i.e., whenever the economy improves, so does the
dependent variable (perhaps FDI or company performance).

Economic Stability is the least affected but is still positively correlated and significant.

Table No: 05
Correlation Matrix
a Correlation Matrix

ES1 ES2 ES3 EGl1 EG2 EG3 FDI1
Correlation ES1 1.000 | 469 | 316 | 440 | .353 | 377 | 322 |

ES2 469 1.000 .295 505 .296 415 416
ES3 316 .295 1.000 .320 .176 .399 .344
EG1 .440 505 .320 1000 .417 .393 377
EG2 353 296 .176 417 1.000 .500 .503
EG3 377 415 399 393 500 1.000 .471
FDI1 322 416 .344 377 503 .471 1.000
FDI2 349 292 268 347 476 472 425
FDI3 .436 444 354 421 474 418 562
FDI4 335 421 410 262 .321 415 511
FDIS .164 .248 316 .338 .349 292 .398
PR1T 327 355 338 391 396 .388 .428
PR2 341 349 298 354 321 545 405
PR3 270 343 .328 354 347 434 492
PR4 297 320 473 333 421 493 575

PRS 428 249 283 327 408 287 437
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A Correlation Matrix

FDI2 FDI3 FDI4 FDIS PR1 PR2 PR3
Correlation ES1 | .349 | 436 | .335 | .164 | 327 | 341 | 270
ES2 292 444 421 248 355 349 .343
ES3 268 354 410 316 .338 .298 .328
EG1 347 421 262 338 391 .354 354
EG2 476 474 321 349 396 321 .347
EG3 472 418 415 292 388 545 434
FDI1 425 562 511 .398 428 405 .492
FDI2 1.000 .532 .235 .222 .278 .264 .396
FDI3 532 1.000 .451 336 .498 399 .372
FDI4 235 451 1.000 .341 332 433 .439
FDI5S 222 336 .341 1.000 .298 .194 .213
PR1L .278 498 332 .298 1.000 .444 281
PR2 264 399 433 .194 444 1.000 .479
PR3 396 372 439 213 281 479 1.000
PR4 329 414 400 350 451 .389 510
PRS 295 451 347 180 455 370 .416

a Correlation Matrix

81
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PR4 PR5
Correlation ES1 .297 428
ES2 .320 .249
ES3 473 .283
EGI .333 327
EG2 421 408
EG3 .493 .287
FDI1 575 437
FDI2 .329 .295
FDI3 414 451
FDI4 .400 .347
FDI5 .350 .180
PR1 451 455
PR2 .389 .370
PR3 .510 416
PR4 1.000 473
PR5 473 1.000

a. Determinant = .001

Each entry in the table is the Pearson correlation coefficient (r) between two variables.

The figures range from -1 to 1:

1.000 represents a perfect positive relationship (when one variable increases, so does the other
always).

0.000 represents no correlation (the variables have no linear relationship).

-1.000 would represent a perfect negative relationship (when one variable increases, the other
decreases always).

Positive figures indicate that as one variable grows, the other tends to grow.

Negative values (although not in this table) would indicate an inverse relationship.

Economic Stability and Growth:

ES1 and EGL1 are highly correlated (0.440), indicating that economic stability (ES1) is positively
related to economic growth (EG1).

ES2 and EG1 (0.505) are even more correlated, supporting the fact that economic policy stability
fosters growth.

EG2 and EG3 are very highly correlated (0.500), which reflects interdependence between
economic growth factors.

Foreign Direct Investment (FDI) and Economic Growth:

FDI1 is strongly correlated with EG2 (0.503) and EG3 (0.471), which indicates that higher foreign
investments have a positive impact on economic growth.

FDI3 is highly correlated with FDI1 (0.562), which means different categories of FDI investments
move together.

FDI5 has weaker correlations all around, which could mean it could possibly be an independent
category of investment or subject to other influencing factors.

Volume 2, No. 4 Oct — Dec, 2024



83

Policy Reforms and Investment:

PR3 and PR4 have a very strong positive correlation (0.510), indicating that policy changes tend
to appear in bunches.

PR2 and EG3 (0.545) reveal that policy reforms (e.g., deregulation or tax incentives) may have a
substantial influence on economic growth.

PR1 and FDI3 (0.498) imply that improved policy conditions draw greater amounts of foreign
investment.

Discussions:

The debate highlights the close relationship between FDI and economic stability, reaffirming the
imperative for policy-oriented reforms to make Pakistan more attractive to international investors.
By resolving issues of governance and establishing a business-friendly environment, Pakistan is
able to best capitalize on the long-term growth potential of FDI.

Discussion of Application Method Results:

The research utilized a quantitative research approach with primary data collection from a
structured questionnaire. The use of Likert-scale response to the survey allowed for effective
evaluation of the role of FDI in Pakistan's economic growth and stability. Correlation and
regression analysis was made easy using SPSS software, such that there was a clear statistical
appreciation of the role played by FDI. The method of application was effective in establishing
important associations between FDI inflows and important economic variables, as well as the
moderating effect of political stability and regulatory environments.

Discussion of Descriptive Analysis:

Descriptive statistics presented important insights into the demographic features of the
respondents, who were professionals drawn from economic, financial, and policymaking
disciplines. Mean scores for survey responses reflected a fairly positive impression of the role of
FDI in GDP growth, human capital creation, and openness to trade. Furthermore, standard
deviation scores reflected some divergence in responses, reflecting different perspectives towards
political stability and regulation barriers. Most respondents concurred that FDI has an important
function in technology transfer and competition in the market, but issues related to infrastructure
shortfalls and governance were often brought up.

Tests of Hypothesis Discussion:

The correlation analysis revealed a statistically significant positive association between FDI and
economic growth and stability (p < 0.05). This validates Hi (Alternative Hypothesis), suggesting
that FDI has a great contribution to the economic development of Pakistan.

Hypothesis H11 was confirmed since FDI had a significant relationship with GDP growth,
supporting its contribution to economic growth.

Hypothesis H12 was confirmed since FDI had a positive relationship with technological progress
and innovation, which means that foreign investment helps in knowledge transfer and productivity
gain.

Hypothesis H13 was confirmed, indicating a strong relationship between FDI and human capital
formation, as foreign companies help in skill development and training of employees.
Hypothesis H14 was confirmed since FDI was seen to increase trade openness and global market
integration, indicating its contribution to enhancing export potential and economic
competitiveness.
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Hypothesis H15 indicated the significance of political stability and regulatory institutions since
the data revealed that unstable governance and ambiguous policies adversely affect the
effectiveness of FDI.

Post-Hoc Analysis and Implications:

Post-hoc analysis also explored factors that amplify or diminish the role of FDI in stabilizing
Pakistan's economy. Findings suggest that:

The benefits of FDI are maximized when it happens in sectors with strong regulatory backing,
including manufacturing, technology, and renewable energy.

Infrastructure deficits, corruption, and bureaucratic inefficiencies diminish the efficacy of FDI,
calling for policy reforms to improve investment procedures.

Investor incentives like tax cuts, lower trade barriers, and more effective contract enforcement
could induce greater FDI inflows.

Long-term economic sustainability hinges on policy consistency, implying that Pakistan needs to
prioritize investor confidence through institutional strengthening.

Discussions of results:

The results of this research present an overall view of the position of Foreign Direct Investment
(FDI) in Pakistan's economic stability and development. The statistical data, such as reliability
testing, regression model, ANOVA, and correlation analysis, give important information regarding
how economic stability (ES), economic growth (EG), and policy reforms (PR) affect FDI inflows
in Pakistan.

Reliability Analysis

The Cronbach's Alpha value of 0.905 (Table 1) suggests a high degree of internal consistency in
the measurement scale used for the study. This reveals that the data gathered are reliable for
making inferences about the effect of ES, EG, and PR on FDI.

Model Summary and Regression Analysis

The Model Summary (Table 2) reveals an R-value of 0.778, showing a close link between the
independent variables (ES, EG, PR) and the dependent variable (FDI). The R-Square value of
0.605 suggests that 60.5% of the FDI variability can be attributed to the independent variables.
The Adjusted R-Square value of 0.596 validates the model's goodness of fit and eliminates the risk
of overfitting. These results imply that economic stability, growth, and policy reforms have a
considerable role in attracting foreign investments in Pakistan.

The ANOVA results (Table 3) also support the significance of the model. The high F-statistic
(74.413) and p-value (.000) ensure that the independent variables are significant predictors of FDI
inflows.

Coefficients and Impact of Independent Variables

The coefficient analysis (Table 4) outlines the relative contribution of each independent variable:
Policy Reforms (PR): Having the highest beta value of 0.350 and the maximum t-value (4.749),
PR is the most significant predictor of FDI inflows. This indicates that institutional stability,
governance reforms, and regulatory improvement are most significant in terms of attracting
foreign investors.

Economic Growth (EG): The second highest contribution is that of EG with a beta of 0.321 (t-
value = 4.286, p = .000), which means that an expanding economy and improved production
output, increased trade, and improved infrastructure attract FDI.

Economic Stability (ES): Though ES has the weakest effect (Beta = 0.221, t-value = 3.177, p
=.002), ES nonetheless contributes to promoting FDI positively and significantly. Stable
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macroeconomy through contained inflation, fixed exchange rate stability, and good fiscal
discipline breeds investor confidence.

These conclusions reiterate the view that better-governed economies with consistent growth rates
and reform-driven policy implementation perform best in terms of attracting foreign capital.
Correlation Analysis and Variable Relationships

The correlation matrix (Table 5) offers further insights into the relationships between ES, EG, PR,
and FDI:

Strong Correlation Between Economic Growth and Economic Stability: A strong correlation
(ES2 and EG1 = 0.505) shows that economic stability leads to sustained growth, which in turn
provides a good environment for foreign investment.

Foreign Direct Investment and Economic Growth: FDI1 is significantly related to EG2 (0.503)
and EG3 (0.471), which indicates that when economic growth improves, foreign investment also
improves.

Policy Reforms and FDI: PR1 and FDI3 (0.498) indicate that better policy environments,
including deregulation and tax breaks, have a direct effect on foreign investment inflows. PR2 and
EG3 (0.545) also verify that policy-driven economic improvements help attract FDI.

These relationships highlight the need for a robust policy and economic structure to maintain
foreign investment inflows.

Policy Implications and Recommendations

According to the findings, the following policy interventions can increase FDI inflows in Pakistan:
Strengthening Governance and Institutional Frameworks: As policy reforms have high impact, the
government must give top priority to transparency, ease of doing business, and investor-friendly
regulations to attract foreign investors.

Increasing Economic Growth Indicators: Investment in the priority areas of infrastructure,
technology, and alternative energy will make the economy more appealing for FDI.

Assuring Macroeconomic Stability: Fiscal and monetary policies should be framed in such a
way as to ensure price stability, cut down dependence on external debt, and stabilize exchange
rates in order to assure investors.

Investment Incentives: Providing tax relief, lowering bureaucratic procedures, and giving special
economic zones can further persuade foreign investors.

Conclusion & Recommendations:

This research underscores the significance of foreign direct investment (FDI) for Pakistan's
economic development. The positive impacts on GDP growth, job creation, technology transfer,
and enhanced market competition illustrate that FDI is essential for economic advancement. The
study highlights the necessity of addressing challenges such as corruption, inadequate
infrastructure, and regulatory barriers to boost FDI inflows. Additionally, a stable economic
environment and investor-friendly policies are crucial for attracting increased FDI. By enhancing
infrastructure, ensuring political stability, and establishing clear regulatory frameworks, Pakistan
can draw more foreign investors. It is also vital for the government to provide incentives, such as
tax reductions and streamlined processes, to cultivate a more favorable investment climate. The
findings indicate that targeted policy measures are required to create a more inviting atmosphere
for investors. Recommended actions include improving governance to combat corruption,
upgrading infrastructure, simplifying regulations, and offering tax incentives to lure foreign
investors. Focusing investments in rapidly growing sectors like manufacturing, technology, and
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renewable energy will further stimulate economic growth. In conclusion, this study highlights the
critical role of FDI in ensuring Pakistan's long-term economic stability and growth. By addressing
existing challenges, Pakistan can maximize the advantages of FDI for sustainable economic
development. The results emphasize the need for a proactive investment policy approach to
maintain the country's competitiveness and attractiveness to global investors. This research also
stresses the importance of policy-driven reforms within the domestic market to create a more
favorable environment for FDI in Pakistan.

Conclusion and Implications for Future Research:

This research underscores the pivotal contribution of Foreign Direct Investment (FDI) in
promoting the economic stability and growth of Pakistan. The results affirm that FDI has a positive
influence on the growth of GDP, the level of technological advancement, the development of
human capital, and trade openness. Nonetheless, the research also identifies such major
shortcomings as corruption, poor infrastructure, and inefficient regulations, which thwart
Pakistan's potential to derive maximum gains from FDI.

To further enhance FDI inflows and economic advancement, the following policy suggestions are
made:

Strengthening Governance and Regulatory Systems — Establishing anti-corruption practices and
having transparent investment policies.

Infrastructure Building — Enhancing the transportation, energy, and digital infrastructure to ensure
long-term foreign investments.

Investor Incentives — Offering tax incentives, reducing bureaucratic barriers, and providing
investment guarantees to build investor trust.

Sectoral Prioritization — Emphasizing sectors of manufacturing, technology, and renewable energy
for achieving maximum economic benefits.

International Trade Integration — Strengthening trade policy to support international partnerships
and global market integration.

Recommendations for future research include:

Longitudinal studies to analyze FDI trends over time.

Increasing the sample size from 200 respondents to make generalizability more extensive.
Analyzing sector-level impacts of FDI to determine important industries that are most benefited.
Integrate qualitative observations of foreign investors to discern their attitudes and issues in the
Pakistani market.

Theoretical Implications and practical Implication

Theoretical Implications

This research adds to the literature on FDI and economic development by enhancing the positive
link between economic stability and foreign investment. It provides support for the idea that host
economies with high absorptive capacities reap more gains from FDI. In addition, the study
emphasizes the critical role played by the quality of institutions, being consistent with arguments
that argue political stability and governing institutions critically affect investment flows.
Practical Implications

The research offers policymakers, investors, and business executives practical recommendations:
Government Officials: Must reform policies to develop an investor-friendly environment.
Foreign Investors: Can use the findings of the research to discover key growth sectors in Pakistan.
Local Businesses: Can benefit from FDI-led technological spillovers to raise productivity and
competitiveness.
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Limitations of the Study

In spite of the contribution of the study, there are some limitations:

Sample Size and Scope: The study was restricted to 200 respondents, which might not reflect the
entire economic sectors.

Cross-Sectional Design: The study offers snapshot analysis instead of a long-term view of FDI
impacts.

Exclusion of External Economic Factors: Macroeconomic variables like inflation, exchange
rates, and international market conditions were not included.

Dependence on Self-Reported Data: Survey-based responses could introduce biases.

Writer's Opinion

In my view, FDI can be a critical force for long-term growth and economic stability for Pakistan,
though its success very much depends upon the quality of governance and institution building.
With FDI entry come financial capitals, technology, and skills, but without institutional reforms
and policy clarity, in many cases its full potential may be curbed. Pakistan would need to take care
of economically sustainable policies, infrastructure development, and creating an open investment-
friendly environment to leverage FDI as a consistent spur for long-run growth.

Conclusion

This research reaffirms that Foreign Direct Investment (FDI) is a key factor in Pakistan's economic
growth and stability. While FDI contributes positively to technological advancements, human
capital formation, and global trade integration, policy challenges and governance issues remain
major hurdles. A proactive investment strategy, infrastructure enhancement, and regulatory
improvements will be essential to fully leverage FDI’s potential. Addressing these challenges will
enable Pakistan to attract higher FDI inflows and sustain long-term economic prosperity. In spite
of the favorable effects of FDI on GDP growth, employment generation, technology transfer, and
market competition, difficulties in the form of corruption, poor infrastructure, and regulatory
issues restrict Pakistan's potential to draw larger volumes of investment. The research emphasizes
that Pakistan needs to ensure a sound economic environment and enact investor-friendly policies
to attract increased FDI flows. Major recommendations are enhancing governance to fight
corruption, enhancing infrastructure, streamlining regulations, and providing tax holidays for
foreign investors. Furthermore, targeting FDI towards high-potential sectors like manufacturing,
technology, and alternative energy will further drive economic development. By overcoming
current challenges, Pakistan can achieve maximum gains from FDI, leading to long-term economic
stability and sustainable development. FDI plays a vital role in supplying capital necessary
Required for economic growth and stability.
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