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1. Introduction

Pakistan like many developing countries actively seek capital and technology from
advanced countries. The pattern of capital inflow was favourable during early 50's and 60’s
when Pakistan enjoyed a significant amount of foreign assistance and easy loans. Since
mid-seventies most of the loans were matured and we faced a growing problem of debt
servicing and access to mostly hard loans. The continuing heavy imports bill with exports
of dominantly basic commodities had deteriorated the balance of payments throughout.
However, after 1974 the remittances from Middle Eastern countries eased the situation to
some extent (Nishat and Bilgrami, 1991) but as a character we still needed foreign capital
to supplement and complement the resources for endeavour towards development. Also
in recent years, most of the developed and exporting countries have started to channel
their capital flows through private investment to developing countries due to economic and
ideological reasons. These developing countries continue relying on foreign investment
because itdoes notadd to their burden, they get access to new technology, upgrades their
managerial skills and it apens new marketing possibilities abroad. However, the develop-
ing countries are facing significant international competition to attract foreign investment.

Since early eighties, Pakistan government has initiated several incentives to attract
foreign investments. These incentives included deregulation policies, one window facili-
ties sanction for industrial investors, concessians and security to foreign private investors.
Under these incentive schemes, foreign investors were allowed to remit profit and capital,
exempt on budensome taxes on income and relief from double taxation in case of specific
countries. These policies were made even more attractive during 90's for foreign investors
and also extended to non-resident Pakistanis (Economic Survey, Ministry of Finance,
Government of Pakistan).

Itis important to mention that besides these incentives and attractive policies foreign
investors still look towards economic, social climate and political stability of the host
country. In a recent survey about 67 percent of potential Pakistani migrant investors in
Middle Eastern countries indicated the political unrestness as one of the crucial param-
eters for them to decide whether to invest in Pakistan or not (Nishat and Bilgrami, 1994).

Todate only few studies are undertaken to investigate the determinants of foreign
investment in Pakistan (Root and Ahmed, 1979: Lim, 1983; Hasan and Nishat, 1989).
These studies are based mainly on cross-sectional analysis, while it is mere relevant to
do the time-series analysis as average of investment for the short periods may not reflect
acountry’s long run economic development and not in growth of short periods (Lim, 1983).
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WTI, = Value added in Wholesale and retail trade

TCL, = Value added in tfransport and communications

EMML = Employmentin mining and manufaturing

DIL, = Number of industrial disputes/stoppage

XGGL, = Ratio of exports to GDP

TTL, = Number of telephone lines

RDL, = Length of roads in kilometres

EDVL, = Primary education enrolment

D, = Dummy variable for structural change having value of zero before 1983

and 1 for 1984 and years after.

Itis being hypothesised in the model that foreign investment is positively related to the
growth rate of the economy. Foreign investars will find profitable to invest in countries
which show a steady growth rate. The general index of share prices reflects the political
stability. It is positively related to foreign investment. Mineral resources, growth in
wholesale and retail trade sector indicating growth in financial and commercial activities
and infrastructure facilities. all play a positive role in attracting investment from akroad. As
foreign investment brings high technology and provide opportunity of capital goods
production in host country. In our model the explanatory variable of employment is
positively related with the dependent variable as inflow of technology and growing role of
manufacturing sectors ensures largely employing technical and trained labour. The export
is considered as engine of growth and increasing level of exports in domestic income
ensures more development in economy and builds up the confidence and motivate the
foreign investor positively.

Law and order situation influences the decision making of foreign investors. Labour
disputes may have negative impact on foreign investment. The dummy variable is used
as a proxy for denationalisation and financial structural changes after 1984,

3. Data

This study is based on published data for the period 1960-61 to 1993-94. The total
foreign investment is in Rupees million. This data is published in "Assets, Liabilities and
Foreign Investment” published by State Bank of Pakistan. The figures for GDP, exports,
wholesale and retail trade are in Rupees million and published in Pakistan Economic
Survey of Ministry of Finance, Government of Pakistan. The coal figures (in thousand
tonnes), telephones (in thousand number), roads (in kilometres), all are from various
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issues of Pakistan Economic Survey. The employment in manufacturing figures are in
million and are from Statistical Year Book, published by Federal Bureau of Statistics,
Government of Pakistan. The General Share price index is collected from Statistical Year
Book and from various issues of Annual Reports of State Bank of Pakistan. The number
of industrial disputes and stoppage are from various isgues of Pakistan Labour Gazette
published by Ministry of Labour. Manpower. and Overseas Pakistanis. The primary school
enrolment is from various issues of Monthly Statistical Bulletin.

4. Estimation and Empirical Results

The model in equation 1 is estimated by log-linear OLS method. The results presented
in Table 1 indicates that all the coefficients have the exgected signs, except for transport
and communications and the ratio of exports to GDP

The coefficient of GDP is positively related but statigtically insignificant. This may be
due to a constant growth in the GDP at about 6 percant during the study period. The
coefficient of General Share Price index is positive and highly significant pointing towards
the importance of political stability in attracting foreign inyestment in Pakistan. The results
also highlights the importance of human and non-human resources in decision making of
foreign investors. The same is implied by our significant positive coefficient of coal and
employment. An increase in employment in manufacturing sector, which absorb a good
proportion of skilled and semi-skilled labours, has pogitive influence to attract foreign
investment in Pakistan The model indicates a signifigant negative effect on inflow of
foreign direct investment if the industrial disputes and stoppage increases. The coefficient
of export to GDP ratio turned out to be negative but it i$ insignificant. The infrastructure
facilities variable indicated a negative and significant impact on foreign investment. The
reason for this behaviour is due to the fact that if infrastructure facilities are available the
gap is likely to book the domestic investment rather than direct foreign investment. The
dummy variable coefficient which identifies the impact of structural changes has positive
signandis significant. Itimplies a positive effect of goverqment policies in attracting foreign
investment during study period.

To tackle with the negative and significant coefficient of transport and communication
we tried to find some other proxies for infrastructural fadilities like number of telephones
kilometres of road and also we look one year lagged variable of value added in this sector.
The coefficient of education reflecting human capital respurce turned out to be positive as
we expected but it is significant at only 85 percent significance level. Moreover, with the
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inclusion of this variable in the model our coefficient for the GDP became insignificant
indicating a strong relationschip between economic growth and human resource

Table 1: Dependent Vanable FINVL

Log-linear OLS

Model 1
C 4317
(27,6334
GOPL 14777
(5 9663
GINDL 1 427
04709
GLL 41139
{1.6596)7"
WTL 11833
(5 3619)
EMML 7.2008
{2:7T817)
8118 02133
(0, 2085) "
XGGL 09014
(0'9386)"""
TOoL 7 B268
(30624)"
TTL
ROL
TCL-2)
EDVL
D 1.4197
H
A'-ad 0 924
Dw 19
SER (1 458
F statistics 37 450

The figures in parentheses are standard orrors
e 59 peroent sgrnificance leval

95 percent signihcance level

30 percent sigribcance leval
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Table 2: Depengent Varabie FINVL

Log-linear OLS

Model Model 2 Model 3 Model 4 Model 5
c -76.4701 -19.2922
134 0285 (27 9475)
GOPL | 51577 -0 7470
| |5.B87H) (6.0951)
GINDL { 02883 03922
5789 (01 5948
CLL 1 6548 40010
YB107)* (1.6320)""
WTL 29901 | 9 BA94 05359
(553017 15.4528)" (6.1760)
EMML 34585 5.8050 89413
|2.7841)" (2 6BBY)™"" [2.5167)" {3.0887)"""
oL 01878 01017 01432 .0466
o123 (0 1954) [0.1842) (0.1934)
rGGL 1.0543 19324 1 4584 1.0699
i {G9g11)™ (0.9235)"** (0.8535)
TCL
TTL 42359
i1 BOTEL”
RDL 6 6489
| 12.5699)"*
TCLi-2) | 5.9655
[2.6404)""
EDVL 1.8545 | 8478 22614 4.9799
(2.1976)** (21471 [2.0434)"" (2.2068)""
] 1 3247 02762 0.2587 0.0252
106912 (0 5410} (0 5488
B 0357 0953 | : 0852
H--ad| 3 0925 | 0.az29 0924
ow 196 1.94
SER 2 0441 0 457
F-statistics 36 48 33gz

The figures in parenthesss are standard grrors
99 percent sign fice laval
95 percent signibicance level
90 percent signibicanoe laval

development. By comparing these versions (see Tabl

1 gives the best and a robust model.

2) of our model presented in table
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5. Concluding Remarks

This paper has identified various demand side determinants of direct foreign invest-
ment in Pakistan during 1961 to 1994. The model selected with nine macro level
determinants have 94 percent explanatory power. It is evident from our findings that
political stability, peaceful law and order situation, level of technical labour force and
mineral resource exploitation do attract foreign investors. The existing liberal policies by
the government during last decade have been successful in attracting the foreign direct
investment in Pakistan.
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Abstract

There Is an increasing role of foreign direct investment in the economies of many
growing developing countries. Pakistan like many other developing countries faces
significant international competition in attracting foreign private investment. This paper
attempts to empirically identify the determinants of direct foreign investment in Pakistan
during the period 1961 to 1994. The study selects many demand side economic, social and
political parameters which reflect the general investment climate and are crucial to attract
or unattract the private foreign investment. From our findings it is evident that political
stability, peaceful law and order situation, level of technical labor force and mineral
resouce exploitation do attract foreign investors. The existing liberal policies by the
government during last decade have been successful in attracting foreign direct invest-
ment in Pakistan.

LES CAUSES DETERMINANTES DES INVESTISSEMENTS ETRANGERS DI-
RECTS AU PAKISTAN

Résume

Dans maintes pays en voie de développement, les investissement etrangers directs
Jjouent un réle de plus un plus important. Le Pakistan. comme beaucoup d'autres pays en
voie de developpement. doit faire face a une concurrence internationale importante quand
il s'agit d'attier ce type d'investissements. Cet étude se propose d'identifier de maniére
empirigue les determinantes des investissements étrangers directs au Pakistan dans la
période 1961-1994. A cet effet, les auteurs ont choisi une série de paramelres economiques
du cote de la demande, de parametres sociaux et de parameétres politiques qui téemoignent
du climat d'investissement genéral du pays et qui sont d'importance cruciale quand il est
question dattirer ou de ne pas attirer les investissements étrangers prives. Les résultats
de cet etude confirment que la stabilité politique, I'ordre public, le niveau technique de Ia
main doeuvre et |'exploitation des ressources miniéres sont des facteurs importants
d'attraction des investisseurs étrangers et que les politiques libérales mises en place par
le gouvernement dans la derniére décennie ont réussi a attirer les investissements
etrangers directs au Pakistan.
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