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Abstract

Foreign private investment (FPI) is the favorite domain not only for developed nations 

but also the developing countries. There were found many theories related to the foreign 

private investment. The institutional theory of foreign private investment states that 

institutions of the host country play important role in attracting the inflow of foreign 

private investment. It is believe that sound institutional performance and better 

macroeconomic management are keys to attract foreign private investment.

The objective of this study was to investigate the impact of institutional 

performance and macroeconomic management on foreign private investment in Pakistan. 

To achieve this objective, study used secondary data ranging from 1984 to 2013. The data 

regarding institutional performance was extracted from International Country Risk Guide 

(ICRG) website and data regarding macroeconomic management and foreign private 

investment were extracted from World Development Indicators (WDI) website. The 

study employed the descriptive statistic, correlation analysis, graphical analysis and 

stationarity analysis techniques to have primary investigation. To achieve the main 

objective of the study, firstly the regression analysis was employed to find the impact of 

explanatory variables on the dependent variable. To study the long run and short run 

behavior of the variables, study employed the cointegration test, autoregressive 

distributed lag (ARDL) model and error correction mechanism (ECM). The Granger 

causality test is also applied in order to investigate the cause and effect relationship 

among the variables.
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The study concluded that the better institutional performance has a significant 

positive impact of foreign private investment inflow in Pakistan. The institutional 

performance indicators including government stability, investment profile, lowering 

external conflicts and bureaucratic quality have a significant positive impact on foreign 

private investment inflow. The study also concluded that the sound macroeconomic 

management including interest rate, per capita gross domestic product and natural 

resources has a significant positive impact of foreign private investment inflow.

The findings from the cointegration test concluded that the institutional 

performance and macroeconomic management have a long run co-integrated relationship 

among them. The findings from the ARDL model concluded that institutional 

performance, per capita GDP and natural resources have a significant positive long run 

elasticities affecting foreign private investment. The findings from the error correction 

mechanism (ECM) concluded that there is a long run convergence ability in the model to 

create equilibrium in the economy. The findings from the Granger causality analysis 

concluded that institutional performance, macroeconomic management and foreign 

private investment have a bi-directional relationship between them. On the basis of 

findings of the study it is suggested that the government and its institutions concerned to 

the foreign investment especially board of investment must focus on the institutional 

performance and macroeconomic management of the country to improve the inflow of 

FPI. It is also recommended for future research that one can use political, economic and 

financial risk analysis as well as composite macroeconomic management index for 

studying inflow of FPI.
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CHAPTER ONE

INTRODUCTION

In the era of globalization, it is difficult for a company to survive while conducting business only

in the national boundaries (Dunning & Rugman, 1985). Dealing with this type of problem, it is 

necessary for a company to expand its operations beyond the country’s frontiers through foreign 

investment (Zahra & Garvis, 2000). Foreign private investment (FPI) is growing even more 

rapidly than international trade (Caves, 1996). The majority of the countries of the world have

now opened their borders for foreign investors and attracting foreign capital by providing them 

more friendly environment and regulations (Sethi, Guisinger, Phelan & Berg, 2003). Thus 

foreign investment is the favorite domain not only for developed nations but also the developing 

countries (Zhang, 2001). 

Literature on FPI identified various factors that have strong potential to affect the foreign 

investment inflow. The influx of foreign private investment in a host country depends upon the 

macroeconomic management and institutional performance of that country. The poor 

macroeconomic management and poor institutional performance have a discouraging impact on 

foreign private investment (Alguacil, Cuadros, & Orts, 2011). There are many macroeconomic 

and institutional factors which affect the foreign private investment. Majority of studies are 

related to foreign investment describes the behavior of foreign investment in developed 

countries; however, literature about foreign investment in developing countries and countries in 

transitions is hardly available (Cheng & Kwan, 2000). 
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1.1Background

Investment has a crucial position in the economic and social wellbeing of the residents of the 

country, as it elevates the production capacity by utilizing domestic resources as well as external 

resources and also increases the employment (Atique, Ahmad & Azhar, 2004). It is also 

important in determining technological progress, infrastructural development and the long-run 

productive capabilities of a country (Khan, 2007). 

Investment mainly deals with two types of investments: domestic investment and foreign

private investment. The domestic investment is the investment made by the residents of the 

country; while foreign private investment is related to the investment by other countries (Zhang, 

2001). Foreign private investment to the host country enhances stock of capital, technological 

development, knowledge building, improving management capabilities, enhancing

competitiveness and strengthen balance of trade (Aykut & Sayek, 2005). The outcomes of 

foreign private investment includes capital transfer, transfer of managerial expertise, technology 

transfers, employment generation, employee training and development, introduction of new 

production processes, productivity gains as well as socio-cultural impacts (Anwar & Afza, 

2014). 

In context of open economy, the investment is funded by domestic savings as well as 

external capital including foreign private investment (Kemel, 2000). Thus, FPI facilitates 

economies to attain investment levels to improve their socioeconomic condition (Le & Ataullah, 

2002). MNCs was the main contributors promoting FPI and are still performing majorly through 

investing. According to World Investment Report of 2000, about 100 largest multinational 

companies have contributed four and half percent of the world’s gross domestic product and 
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having US$ 6.3 trillion of their assets. Similarly they had assembled foreign sales of US$ 2.4 

trillion and employed 14.1 million employees for their foreign as well as domestic operations 

(UNCTAD, 2004). 

Many studies revealed that FPI have a considerable positive impact on economic growth 

(Cheng & Kwan, 2000; Zhang, 2001). To boost the level of FPI, trade liberalization, relaxing 

investment policies and offering special motivations in the form of tax reduction, providing 

subsidies to foreign investors plays a critical role to encourage foreign private investment inflow 

(Arslan & Qaisar, 2013; Demir, 2016). Azam and Khattak (2009) suggested that investment 

receiving country should offer investor friendly and attractive incentives to motivate the foreign 

investors, as these types of policies can attract the foreign investment. Khan (2007) also argued 

that the government policies regarding foreign investment exert a significant influence on the 

decisions of investors. However, it is generally believed that sustained economic growth, well-

functioning financial system, sound macroeconomic management and better institutional 

performance make a country more attractive host for foreign private investors (Ang, 2008). 

Foreign private investment is seriously affected due to poor macroeconomic management 

and poor institutional performance of the host country (Asiedu, 2002; Zhang, 2016). The inflow 

of foreign private investment in Pakistan has been observed diminishing in the last two decades 

due to unwanted political environment, poor law and order situation, poor macroeconomic

management, inappropriate infrastructure and energy crisis (Aqeel & Nishat, 2007; Azam & 

Khattak, 2009; Cuervo-Cazurra, 2016). The inflow of foreign private investment was not worth 

mentioning until 1991; however, it steadily increased after that (Khan, 1997). Actual inflows of 

FPI in Pakistan have increased from $119.6 million in 1975-79 to $3299.8 million in 1995-99 

and $485 million in 2001-02 to $5,152.80 million in 2007 -08 (BOI, 2014). Like other 
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developing countries of the world, Pakistan needs foreign private investment inflow to fill the 

developmental gaps like export-import gap, saving-investment gap and to accelerate economic 

growth (Chaudhary, Anwar & Tahir, 2000; Khan & Ahmed, 2007). The inflow of foreign private

investment also creates employment opportunities, helps in increasing productivity and brings 

other economic, social and financial benefits (Azam and Khattak, 2009). The government of 

Pakistan is consistently stressing the importance of FPI inflow to assist the economic growth of 

the country. As the case of Pakistan, the FPI inflow sharply increase after the huge investment 

made by the foreign investors in various projects like Gawadar port, Kashghar – Gawadar Motor 

way, Pak-Iran Gas Pipeline, CASA-1000 ( Central Asia South Asia Project), Khunjrab Havelian 

Railway, Havelian Dry Port, Hazara Moterway. 

During last three decades, there has been a drastic change in growth of World’s foreign 

private investment. The total stock of FPI in developing countries was 6.6 percent of the world 

GDP in 1980, while it was improved to 23 percent in 2003 (UNCTAD, 2004). The inflow of FPI 

in developing countries was reached to $330 billion in 2005 and $585 billion in 2008. Similarly, 

this increase in FPI was recorded up to $639 billion in 2012 (UNCTAD, 2015). This drastic 

improvement in global FPI is due to international trade (Johnson, 2000). According to the World 

Investment Report (2015), The FPI has climbed up to its peak in developing economies by a rise 

of 2 percent to $681 billion in year 2014. This report further stated that, out of top ten FPI host 

countries, 5 were from the developing economies of the world. Emphasizing upon the role of 

FPI, developing, countries possessed more liberalized policies to attract FPI inflow (Le and 

Ataullah, 2002).

Like other developing countries, Pakistan also requires FPI to accelerate economic 

growth (Azam and Khattak, 2009). The inflow of FPI was observed very low in 2003 but there 
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was an increasing trend in FPI after 2003. The inflow of FPI in Pakistan was $2.2 billion in 2005 

while it was reached to $5.59 billion in 2007 (UNCTAD, 2015). It was recorded 3.7% of GDP in 

the year 2007 (World Bank, 2010). The figure-1 depicts that there was a continuous downfall in 

inflow of foreign direct investment in Pakistan after 2007. This was the real motivation to dig out 

that what are the main causes of this decreasing trend in FPI.  In year 2009, the inflow of FPI 

was decreased to $2.33 billion while it was worst in 2012 with $0.8 billion. In 2014, the FPI in 

Pakistan was increased to 31 percent at $1.7 billion. This was done by the investment made by 

the Chinese companies. According to the China-Pakistan Industrial Corridor agreement 2015, the 

Chinese companies will invest about $45.6 billion in Pakistan in next few years (World 

Investment Report, 2015). These long term investment agreements demand nothing but better 

law and order conditions, institutional as well as political stability.

1.2 Statement of the Problem

Pakistan being a developing country is highly dependent on foreign private investment to fill the 

investment savings gap. But the inflow of foreign private investment in Pakistan is very low with 

respect to neighboring and other developing countries. The inflow of FPI has increased all over 

the world especially in developing countries during last three decades as explained above but the 

situation is quite different in case of Pakistan. After 2003 there was an upward moving trend in 

FPI inflow till 2008 but after that there was a steady downfall in FPI inflow as depicted in figure 

below. This discouraging trend not only affected the economic growth of the country but also 

influenced the profile of the country all over the world. This evidence leads to investigate the 

reasons behind this low response of multinational companies and foreign investors that why they 

do not consider Pakistan for investment.



6

Figure 1.1: FPI Trend in Pakistan (1984 – 2013)

Source: Board of Investment Pakistan

There are many factors found in the literature that affect the inflow of foreign private 

investment (Cheng & Kwan, 2000; Garibaldi, Mora, Sahay & Zettelmeyer, 2002). Broadly 

speaking, these factors consist of macroeconomic management indicators (Banga, 2003), 

political indicators (Asiedu, 2002), and institutional performance indicators (Busse & Hefeker, 

2007; Du, Lu, & Tao, 2012; Hong, Sun & Huang, 2016). The macroeconomic management 

indicators include exchange rate, inflation, interest rate, trade openness, per capita gross 

domestic product (Chaudhary et al., 2000) etc. The political indicators include political stability, 

government stability (Garibaldi et al., 2002) etc. Lastly, the institutional performance indicators 

include law and order, corruption, external and internal conflicts, socioeconomic conditions, 

investment profile of the country in the eyes of investors, religious tensions, ethnicity, 

bureaucratic quality, democratic accountability and involvement of military in the affairs of the 

state (Busse & Hefeker, 2007). 

There are many studies available in literature with cross country data finding the impact 

of institutions and institutional variables on FDI, but there are very limited studies available, 
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finding the impact of institutional performance and macroeconomic management on foreign 

private investment in general and particularly for Pakistan. As every country of the world, is 

unique with respect to their management systems, social and cultural values, geographical 

location, and work behavior. Therefore, these attributes affect the inflow of foreign private 

investment into a specific country differently. Thus, this study is initiated to investigate the 

impact of institutional performance and macroeconomic management on foreign private 

investment in Pakistan. 

1.3Research Questions

This study attempts to answer the following key questions.

 What are the key indicators that affect the inflow of foreign private investment in 

Pakistan? 

 What are the macroeconomic management factors that affect the inflow of foreign private 

investment in Pakistan?

 What are the institutional performance indicators that affect the inflow of foreign private 

investment in Pakistan?

 Among the macroeconomic management and institutional performance indicators which 

are the key indicators that largely influence the inflow of foreign private investment.

1.4Objectives of the Study

The primary objectives of the study are:

1. To investigate the impact of macroeconomic management on foreign private investment.

2. To investigate the impact of institutional performance on foreign private investment.
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The primary objectives of the study are further subdivided into the following categories:

1. To investigate the impacts of macroeconomic management on foreign private 

investment in Pakistan in the long run and short run. This objective is operationalized

into the following sub parts:

i. To analyze the impact of exchange rate on FPI.

ii. To analyze the impact of exchange rate volatility on FPI.

iii. To analyze the impact of per capita GDP on FPI.

iv. To analyze the impact of inflation on FPI.

v. To analyze the impact of natural resources on FPI.

vi. To analyze the impact of interest rate on FPI.

2. To investigate the impact of institutional performance indicators on foreign 

private investment in Pakistan in the long run and short run. This objective is also 

operationalized into following parts:

i. To analyze the impact of government stability on FPI.

ii. To analyze the impact of investment profile on FPI.

iii. To analyze the impact of internal conflicts on FPI.

iv. To analyze the impact of external conflicts on FPI.

v. To analyze the impact of law and order on FPI.

vi. To analyze the impact of corruption on FPI.

vii. To analyze the impact of democratic accountability on FPI.

viii. To analyze the impact of ethnic tension on FPI.

ix. To analyze the impact of religious tension on FPI.

x. To analyze the impact of the military in politics on FPI.
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xi. To analyze the impact of bureaucratic quality on FPI.

xii. To analyze the impact of socioeconomic condition on FPI.

1.5Scope of the Study

Many researchers have used the terms foreign private investment, institutional performance and 

macroeconomic management indicators. There are various studies, explain the determinants of 

foreign private investment. Several studies used the institutional performance and 

macroeconomic management indicators as the explanatory factors of foreign private investment.  

But in this study, foreign private investment is used as the dependent variable. Foreign private 

investment is the sum of foreign direct investment and portfolio investment. The volume of the 

portfolio investment in the case of Pakistan is very low as compared to the foreign direct 

investment. So in this study the foreign direct investment is considered as the inflow of foreign

private investment. 

There are various definitions of institutions available in the literature. According to North 

(1990), institutions are humanly devised constraints that shape human interactions. North (1997) 

also defines institutions as the rules and regulations that structure political, economic and social 

interactions. These rules are either informal like customs, traditions, and formal like laws and 

property rights. The issues of property rights, tax laws, government stability, investment profile 

and corruption are taken in to account when someone is making investment decisions (Basemera, 

Mutenyo, Hisali, & Bbaale, 2012). North (1990), Butler and Joaquin (1998) viewed that 

performance associated with political institutions makes unpredicted variation in the institutional

environment in which business activities operate. 
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Based on definitions of North (1990), we have defined the institutions as the systems of 

government that are devised to shape political interactions to attract foreign private investment. 

Thus our study is limited to political institutions only and assumed that better performance of the 

political institutions particularly securing rule of law, controlling corruption, securing 

government stability and reducing conflicts are vital for investors to participate in productive 

activities and get benefits of their investments. Hence, institutional performance here means 

quality of institutions or the ability of the government and its institutions to provide regulations 

for controlling law and order situation, political instability, enhancing government stability and 

investment profile of the country in the eyes of investors, reducing internal and external conflicts 

and controlling corruption within the political system. Better institutional performance within the 

country built foreign as well as local investor confidence to invest. Better performing 

institutions, increase productivity and attract foreign investment while poor institutional 

performance discourages foreign private investment.

The most recently used institutional performance indicators (e.g. Asiedu, 2005; Basemera 

et al., 2012; Gastanaga et al., 1998; Harms & Ursprung, 2002; Kinoshita & Campos, 2001; Wei, 

2000; Wheeler & Moody, 1992) are government stability, external conflicts, investment profile, 

internal conflicts, law and order, corruption, socioeconomic conditions, military in politics, 

democratic accountability, bureaucratic quality, religious tension and ethnic tension compiled by 

International Country Risk Guide (ICRG) of Political Risk Services (PRS) group. Thus, in this 

study, the government is considered as institution and ICRG data is taken to measure the 

institutional performance and in the rest of this document institutional performance indicators are 

meant as political risk indicators of ICRG.
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There are several studies available discussing the macroeconomic determinants of foreign 

private investment. According to Ang (2008), better macroeconomic management boosts the 

inflow of foreign private investment. Macroeconomic management represents the deliberate 

measures or actions taken by the government in the form of exchange rate policy, fiscal policy, 

export-import incentives, controlling inflation and providing employment to improve the level of 

foreign private investment (Anderson, Silva & Velandia- Rubiano, 2010). Sound macroeconomic 

management within the country attracts foreign investment (Akhtar, 2007; CPIA, 2014). In this 

study, only the exchange rate, inflation, GDP per capita, interest rate, exchange rate volatility 

and trade openness are taken as macroeconomic management indicators. An appreciation of the 

real exchange rate will encourage the inflow of foreign private investment. High interest rate 

charged and large fluctuations in the exchange rate will discourage the inflow of foreign private 

investment. GDP per capita and trade openness is considered as the positive predictors of the 

foreign private investment. The high rate of inflation shows the macroeconomic instability and it 

discourages the foreign private investment inflow.

The annual data for the sample period started from 1984 to 2013 is used for estimation. 

There are two reasons to take data from 1984. One reason is that Pakistan started its journey of 

trade liberalization in 1980s and formulated the new trade policy in 1987 (Yousaf, Hussain & 

Ahmad, 2008) and the second reason is the data available on ICRG website are from 1984. In 

addition to that, secondary data was obtained from various national and international institutions 

namely, World Development Indicators (2014), Board of Investment Pakistan (2014), and 

International Country Risk Guide (2014). The data regarding foreign private investment and 

macroeconomic management, i.e. Exchange rate, inflation, gross domestic product growth, 

interest rate and trade openness is taken from World Development Indicators (WDI). Data
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regarding institutional performance, i.e. Government stability, external conflicts, investment 

profile, internal conflicts, law and order, corruption, bureaucratic quality, democratic quality, 

military in politics, religious tension, ethnic tension and socioeconomic condition are extracted 

from International Country Risk Guide (ICRG) website.

1.6 Significance of the study

The current study is aimed to identify the macroeconomic management and institutional 

performance indicators that influence foreign private investment in Pakistan and suggesting new 

thinking to contribute in the field of institutional development, international business, 

international trade and behavioral finance. This study is intended to explore the impact of 

macroeconomic management and institutional performance on foreign private investment, which 

will be an imperative contribution to the literature. Also this research is unique in a way that it 

first investigates the impact of macroeconomic management and institutional performance on 

foreign private investment and then investigates the other important relationships.

All above mentioned studies focused on finding importance of institutions in determining 

foreign direct investment inflows. These studies used one or more individual or aggregate indices 

for institutional performance. The individual indices include corruption, law and order, 

democratic accountability, government stability, ethnicity, internal conflicts, external conflicts, 

bureaucratic quality and contract viability. None of the studies focused Pakistan to analyze the 

impact of institutional performance in determining foreign private investment inflow. To deviate 

from previous studies, the current study will focus on analyzing the impact of different 

individual indices of institutions as well as aggregate indices of institutional performance on 

foreign private investment. Thus for current study the individual indices like government 
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stability, investment profile, internal conflicts, external conflicts, law and order, corruption, 

bureaucratic quality, democratic quality, military in politics, religious tension, ethnic tension, 

socioeconomic condition and their aggregate indices will be used to study the impact of 

institutional performance of foreign private investment in Pakistan.

Beside above mentioned realities, Pakistan is a natural resource abundant country. The 

country is also self sufficient in efficient and hardworking labor force. Pakistan also has 

important geographical location which is a great motivation for foreign investors. MNCs from all 

over the world has invested in Pakistan in different projects and there will be huge investment is 

expected in next few years. Therefore, in this context the current study is very much imperative 

for policy makers as well as for MNCs. 

1.7 Motivation for Study

The role of foreign private investment is very much critical to accelerate the economic as well as 

the financial growth of the country. The inflow of the foreign private investment not only brings 

the financial assets but also carry managerial and technical expertise to the recipient country. 

Due to the importance of foreign private investment every country of the world is trying to 

attract the FPI. During last three decades, there has been a drastic change in growth of World’s 

FPI. The total stock of FPI was 6.6 percent of the world GDP in 1980, while it was improved to 

23 percent in 2003 (UNCATD, 2004). This drastic improvement in global foreign private 

investment is due to international trade (Johnson, 2005). According to the World Investment 

Report (2015), The foreign private investment has climbed up to its peak in developing 

economies by a rise of 2 percent to $681 billion in year 2014. This report further stated that, out 

of top ten foreign private investment host countries, 5 were from the developing economies of 

the world. Emphasizing upon the role of foreign private investment, developing, countries 
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possessed more liberalized policies to attract foreign private investment inflow (Le and Ataullah, 

2002).

Like other developing countries, Pakistan also requires foreign private investment to 

accelerate economic growth (Azam and Khattak, 2009). Before 2003 the inflows of FPI was 

recorded about to 2% of the GDP but after that it moved upward substantially and reached up to 

3.7% of GDP  as observed in 2007 (World Bank, 2010). The data depicts that there was a 

continuous downfall in inflow of foreign private investment in Pakistan after 2007. This was the 

real motivation to dig out that what are the main causes of this decreasing trend in foreign private 

investment. In 2014, the foreign private investment in Pakistan was increased to 31 percent at 

$1.7 billion. This was done by the investment made by the Chinese companies. According to the 

China-Pakistan Industrial Corridor agreement 2015, the Chinese companies will invest about 

$45.6 billion in Pakistan in next few years (World Investment Report, 2015). These long term 

investment agreements demand nothing but better law and order conditions, institutional as well 

as political stability. With these backgrounds, this provide me the inspiration to investigate why 

multinational companies and investors did not opted Pakistan for investment, although the 

government of Pakistan launched its first investment policy in 1997 and then in 2013 and every 

possible effort was made to facilitate the investors by providing credit facilities, visa relaxations, 

easy business regulations, property rights and tax concessions.
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1.8Definitions of Key Terms

The definitions of key terms used in the study are given below.

1.8.1 Foreign Private Investment (FPI): Foreign private investment represents the inflow of 

foreign capital in the host country. It is the sum of foreign direct investment (FDI) and portfolio 

investment (Mishrara & Mody, 2001).

1.8.2 Macroeconomic Management (MEM): Macroeconomic management represents the 

deliberate measures or actions taken by the government to improve the investment level and to 

boost economic growth in the country (Gastanaga, Nugent & Pashamova, 1998). 

Macroeconomic management includes exchange rate, interest rate, export-import incentives, 

controlling inflation and providing employment (Brunetti, 1997; the African Development Bank, 

2015; IMF, 2002). 

1.8.3 Institutions: The institutions are the systems of governments that are devised to shape 

political interactions which affect the inflow of foreign private investment (Hodgson, 2007; 

North, 1990). 

1.8.4 Institutional Performance: In this study institutional performance means the quality of 

government institutions (Basemera et al., 2012; Garibaldi, et al., 2002). Many researchers used 

ICRG data for measuring performance of the institutions. The ICRG data are consists of 

individual perception based indices. These indices are government stability, investment profile, 

internal conflicts, external conflicts, law and order, corruption, bureaucratic quality, democratic 
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quality, military in politics, religious tension, ethnic tension and socioeconomic condition (Busse 

& Hefeker, 2007; Du, et al., 2012). Thus, these indicators are considered as the institutional 

performance indicators in this study.

1.8.5 Government Stability: It is the judgment of the government’s capability to run its stated 

programs and retain its position for a specific period of time (Alesina & Perotti, 1996; Banga, 

2003; Ramady, 2013).

1.8.6 Investment Profile: Investment profile is an assessment of indicators that cause 

unfavorable conditions for investment in the country (Neumayer & Spess, 2005; Ramady, 2013).

1.8.7 Internal Conflicts: Internal conflict is a measurement of political aggression and its 

possible impact on government and governance system (Dutta & Roy, 2011; Ramady, 2013; 

Aysan, Nabli & Veganzones-Varoudakis, 2006).

1.8.8 External Conflicts: The measurement of external conflict is the threats to the current 

government of foreign action e.g. political pressures, business limitations, sanctions, cross-

border conflicts etc (Gaibulloev & Sandler, 2009; Ramady, 2013).

1.8.9 Law and Order: Law and order is the measurement of strength and neutrality of the 

legal system. It is also the execution of the law (Markusen, 2001). Poor law and order 

discourages the investment from the abroad (Daude & Stein, 2007).
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1.8.10 Corruption: Corruption is an assessment of dishonesty, exploitations and fraud within 

the political system (Wei, 2000). Corruption is a threat and has a significant negative impact on 

foreign direct investment (Alesina & Weder, 1999; Al-Sadig, 2009; Basemera, et al., 2012; Qian,

& Sandoval-Hernandez, 2016).

1.8.11 Bureaucratic Quality: The bureaucratic quality is an assessment of strength and 

expertise of bureaucracy to run the affairs of the state without severe changes in policy or 

government services (Garibaldi, et al., 2002).

1.8.12 Democratic Accountability: This is an assessment of government response to its 

citizens (Busse & Hefeker, 2007).

1.8.13 Ethnic Tension: Ethnic tension is the measurement of the extent of stress and anxiety 

prevailing in the country due to ethnic, cultural, tribal, nationality, or language divisions

(Markusen, 2001). 

1.8.14 Religious Tension: Religious tension is an assessment of dominance of a single religious 

group in the society (Busse & Hefeker, 2007).

1.8.15 Military in Politics: Military in politics is an assessment of involvement of the military

in politics. The military is not elected by the general public. Therefore, its interference in the 

affairs of state and politics can cause problems for elected or ruling government (Nordal, 2001).
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1.8.16 Socioeconomic Condition: This is a measurement of socioeconomic stress in the society. 

Socioeconomic pressures can cause government policies and have ability to stimulate social 

dissatisfaction in the society (Du et al., 2012).

1.8.17 Exchange Rate: The exchange rate is the measurement of the real exchange rate i.e. 1 

USD/ RS (Cushman, 1985).

1.8.18 Exchange Rate Volatility: The Exchange Rate Volatility is the measurement of 

uncertainty, calculated by the formula that is the moving sample standard deviation of the 

percentage real exchange rates (Chowdhury, 1993; Koray & Lastrapes, 1989).
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1.8.19 Natural Resources: The natural resources are useful raw materials that we get from the 

Earth. They occur naturally, which means that humans cannot make natural resources. The coal, 

natural gas, oil and minerals are some of the examples of natural resources (Asiedu & Lien, 

2011; Orji & Mba, 2008).

1.8.20 Inflation: The inflation is the measure of consumer price index (Banga, 2003). Inflation 

represents the macroeconomic stability of the country (Taylor, 2000). 

1.8.21 Interest Rate: The interest rate is the amount charged by the lender to the borrower for 

the use of assets (Were & Wambua, 2014).
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1.9 Organization of the Study

The organization of the whole study is highlighted in this section. This section provides a bird 

eye view of the dissertation. The research dissertation consists of five chapters. The contents of 

each chapter are presented in the coming paragraphs.

Chapter one is comprised of detailed introduction of the study followed by detailed 

background of the study. Statement of the problem, major research questions, objectives of the 

study, motivation, significance and scope of the study was also discussed. At the end of chapter 

one, definitions and explanations of important terms were also given for better understanding of 

the concept. 

In chapter two, theoretical and empirical evidences are presented regarding investment, 

foreign private investment, foreign direct investment and some relevant theories of foreign 

investment are discussed in detail. These theories include capital factor theory, the market

imperfection theory, internationalization theory, product life cycle theory, location specific 

theory and electric theory. The factors affecting FPI and motives of FPI are also discussed in this 

chapter. The discussion on the inflow of foreign private investment in Pakistan investment 

policies are some other areas of focus of this chapter

In chapter three, data sources and analysis techniques have been described. The 

methodology designed for the study has also been discussed in this chapter. To achieve the 

objectives of the study, the whole study formulated the two main hypotheses followed by their 

sub-hypotheses. These hypotheses were converted into their functional forms and discussed with 

detail. The methodology is discussed in detail in this chapter. The ordinary least square (OLS), 
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stationarity, autoregressive distributed lag model and the error correction model were also 

discussed. At the end of the chapter, the conceptual framework of the study was discussed.

Chapter four presents several techniques to analyze data for the purpose of achieving 

objectives. Firstly, the descriptive and correlation analysis of the data set is presented for better 

understanding of the nature of each variable under consideration. Secondly, simple linear 

regression analysis was employed to estimate the results. Thirdly, stationarity analysis of 

selected variable is checked by applying ADF Test. Cointegration and ECM were used to 

estimate the long as well as short term relationship. Diagnostic test was performed to confirm the 

significance of results. 

Finally, chapter five consists of summary, conclusion, recommendations, policy 

implications and future prospects. The summary consists of an overview of the dissertation and 

conclusion consists of the main findings of the study. Important recommendations are based on 

the major findings of the study to assist the policy makers, investors and government. Policy 

implications and future prospects are also discussed in detail in this chapter.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

In this chapter, foreign private investment, institutional performance and macroeconomic 

management are discussed in detail. Theories related to foreign private investment, institutional 

performance and macroeconomic management have also been discussed. These theories include 

capital factor theory, the market imperfection theory, internationalization theory, product life 

cycle theory, location specific theory and electric theory. The factors that affect foreign private 

investment have been presented in this chapter. The modes of investment followed by foreign 

investment in Pakistan have been given in more detail. At the end of this chapter, major variables 

related to macroeconomic management and institutional performance and their relationship with 

foreign private investment have been discussed.

2.2 Foreign Private Investment

2.2.1 Understanding Foreign Private Investment

Foreign private investment is an investment made by a foreigner into a country in the form of 

external capital, machinery and equipments, technical skill or any other form that the 

government of host country approves (BOI, 2011; Caves, 1996). Foreign private investment is 

one of the two types of investment: domestic private investment and foreign private investment 

(Kemal, 2000). FPI is considered to be the more important element in the future of a country as a 

source of capital, management expertise, technical knowledge and technology for developing 

countries as well as for economies in transition (Akhtar, 2000). This also provides the physical as 

well as financial opportunity to enhance the capital (Osinubi & Amaghionyeodiwe, 2010). 
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Explaining the importance of foreign private investment, Drucker (1992, p-35) said that, 

“Increasingly world investment rather than world trade will be driving the international 

economy. Exchange rates, taxes, and legal rules will become more important than wage rates and 

tariffs.”

The literature has classified the foreign private investment into two major components 

that are foreign direct investment and portfolio investment (Anwar & Afza, 2014). FDI is a form 

of financing which involves the transfer of resources, including capital, technology, managerial 

and technical skill and management and marketing expertise (Alfaro, Chanda, Kalemli-Ozcan &

Sayek, 2003).  According to Odozi (1993) these kinds of resources generally improve the 

production ability of the host country.  While discussing the foreign portfolio investment Obadan 

(2004) viewed that it consists of the acquisition of assets by a foreign national. 

Foreign private investment has emerged all over the world as a main source of external 

inflow of investment especially for developing countries (Nishat & Anjum, 2004). FPI has a 

significantly important contribution developing technology, encouraging human capital 

formation, encouraging trade integration, enhancing competition in business and supporting 

business organizations (BOI, 2011). One can easily understand the concept of foreign private 

investment by studying the theories of foreign private investment. In this regard a number of 

attempts have been made to formulate a theory to explain the foreign private investment.
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2.2.2 Theoretical Underpinning of Foreign Private Investment

To explain working of foreign private investment, many efforts were made in past. These efforts

are explained in the form of theories e.g. theory of capital movement, market imperfections 

theory, internationalization theory, appropritability theory, location specific advantage theory, 

international product life theory, electric theory and oligopolistic reaction and multinational 

enterprise theory (Cherunilam, 2007). These theories are commonly used in international 

business, management, international marketing and economics (Sukhoruchenko, 2007). In the 

words of Sukhoruchenko (2007, p-11), “there are three levels of foreign private investments i.e., 

macroeconomic, mesoeconomic and microeconomic levels”. He further explained that, 

Macroeconomic theories of foreign private investment are based on conventional trade 

considering the national and international trends of FPI while the mesoeconomic theories are

based on industrial organization. These theories focused on studying FPI at industrial 

development stage and stressed on competition either in economic, financial or environmental 

level. Lastly, the microeconomic theories are concerned with the competitive advantages of the 

firm and industry (Smit, 2010). 

2.2.2.1 Microeconomic Theories of FPI

2.2.2.1.1 Internationalization Theory

This theory is the extension of the market imperfection theory in which the foreign private 

investment is to internalize a superior knowledge that is keeping the knowledge within the firm 

to maintain the competitive edge (Cherunilam, 2007). The firm does not make any investment 

abroad if the firm decided to externalize its know-how in licensing but if the firm is decided to 

internalize than it may invest in production facilities using formal ways like patents, copyrights, 
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secrecy and family networks. The main concern of the internationalization theory is to extend the 

operations of the firm (Buckley, 2000). 

2.2.2.1.2 Appropriability Theory

The appropriability theory emphasizes the conflict between innovators and followers of the new 

innovated technologies (Vernon, 1979). According to this theory, a firm should be able to 

appropriate the benefits resulting from their own generated technology. If these type of 

circumstances are not fulfilled by the firm than it is not in position to face the cost of technology 

generation and thus it has no incentive for research and development (Cherunilam, 2007; Kumar, 

2005). 

2.2.2.2 Mesoeconomic Theories of FPI

2.2.2.2.1 Market Imperfections Theory

According to Kindleberger (1969) this theory provides a base for foreign private investment. 

Hymer (1976) recommended that superiority in economies of scale and scope of a firm over the 

other local firm can easily attract the foreign investors. Porter (1985) suggested that the reality of 

imperfect competition is reflected in industrial organization theory.

2.2.2.3 Macroeconomic Theories of FPI

2.2.2.3.1 Investment Development Path Theory

Investment development path (IDP) theory states five different phases of investment (Dunning, 

1996; Dunning, 1993). This theory states that at first stage the net investment level of developing 

country is observed as low level (Caves, 1996). The next stage of the theory states that the level 
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of inward investment raises as labor productivity and market growth while the outward 

investment remains constant (Dunning, Kim & Lin, 2001). In the third phase of the investment, it 

reached at intermediate level of industrialization (Kumar, 1995). The fourth stage states that the 

outward investment exceeds the inward investment due to location specific advantages offered 

by the host country (Blomstorm & Kokko, 2003; Chen, 2002). Finally, outward and inward 

investments become balanced (Dunning, 1993). The graphical representation of five phases of 

investment development is presented in figure 2.1.

Figure 2.1: Stages of Investment Development Path, Dunning and Narula (1996)

2.2.2.3.2 Theory of Capital Movement

Advocates of capital movement theory assumed that the market is perfectly competitive and they 

considered the foreign private investment as a form of factor movement (Cherunilam, 2007). 

Kindleberger (1969) stated that under perfect competition, foreign private investment would not 

occur. According to him, market imperfections have ability to create the probability for the 

existence of foreign private investment in the economy.
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2.2.2.3.3 Location Specific Advantage Theory

This theory suggests that foreign private investment is attracted due to certain location specific 

advantages (Smit, 2010). According to Hood and Young (1979) there are four factors that attract 

foreign private investment. These factors are labor cost, trade barriers, government policies and 

marketing factors like size of the market, market capitalization, stages of development and local 

competition (Aykut & Sayek, 2005). There are some other factors as well which affects foreign 

private investment like cultural factors and cost of raw material (Cherunilam, 2010).

2.2.2.3.4 International Product Life Cycle Theory

According to Vernon (1966), the production process of a product passes through various stages 

of the product life cycle. Firstly, the product is manufactured in a developed country and then 

exported to other markets of the world (Daniels, Radebaugh, Sullivan, & Salwan, 2010). By the 

increasing competition in the markets, the nest strategy of the firm is to extend their operation to 

the developing markets as well (Cherunilam, 2007).  As the product becomes standardize and 

competition further increases, manufacturing facilities are established in developing countries 

due to lower cost of labor and raw material (Popovici & Calin, 2014). Vernon developed this 

theory later on and explained this theory that manufacturing of product passes through four 

stages of maturity (Vernon, 1979). 

2.2.2.3.5 The Comparative Advantage Theory

Theory of comparative advantage is focusing on efficient utilization of free trade, perfect 

competition and laissez faire economy (Schumacher, 2013). The theory comparative 
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advantage was first introduced by Ricardoin in 1817. He has focused on the benefits and 

incentives of international trade for countries (Maneschi, 1998). 

Trade and businesses have a comparative advantage over their opponents representing 

certain assets, technical knowledge, geographical and locational factors (Aldrich, 2004; 

Morrison, 2011). According to Markusen (2002) some countries can produce product efficiently 

and effectively than other specialized countries by reducing opportunity cost. There are some 

strategic motivational indicators for a firm to take decision to invest beyond the geographical 

boundaries of the country (Daniels et al., 2010). These motivations for the firms are: new 

markets, cheaper raw material, production efficiency, labor efficiency, locational advantages, 

access to the state of the art knowledge, macroeconomic stability, institutional performance and 

political stability (Basemera et al., 2012; Blomstorm & Kokko, 2003).

2.2.2.3.6 Electric Theory

The electric theory is developed by Dunning (1998). He has attempted to formulate a general 

theory by combining various theories. Foreign private investment by MNCs is an outcome due to 

three comparative advantages that are ownership specific, location specific and 

internationalization specific advantages (Obwona, 2001; Mutenyo, 2008). The ownership

specific advantages are consists of intangible assets like knowledge, organizational skills, 

patents, brand names (Basemera et al., 2012; Helpman, 1984). The internalization advantage 

explains why firms opt for transactions in the international markets rather than to allow 

transactions within the market (Markusen, 2001). Through internationalization and by expanding 

business firms can reduce their transactional cost (Johnson, Boone, Breach, & Friedman, 2000; 

Helpman, Marc & Stephen, 2004). The location specific advantage makes investment more
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profitable for a firm to utilize its assets abroad (Dunning, 1993). The considerable drawback of 

this theory is that it failed in explaining the role of acquisitions for FPI, which have become a 

vital route to internationalization (Popovici & Calin, 2014). This theory is widely used in the 

near past researches because this is a most appropriate theory in macroeconomic investment

which includes the significant components of other theories (Dunning, 1996). 

2.2.2.4 Institutional Theory

This theory is focusing on role and importance of institutions in catching the attention of foreign 

investors (Popovici & Calin, 2012).  The advocates of this theory believe that the inflow of 

foreign private investment is the outcome of competitions between the economies (Assuncao, 

Forte & Teixeira, 2011; Lucke, & Eichler, 2016). They further stated that, these are the 

governments that set the rules of the game to capture as many as the amount of foreign capital by 

providing ease in business regulations, providing incentives and attractive environment to the 

investors. Due to effective and increasing role of institutions and institutional performance 

(Smimou, 2014), the size of the market, wage rates, labor efficiency and low labor cost become 

less effective determinants of foreign private investment (Kinoshita & Campos, 2006; Popovici 

& Calin, 2013). Popovici and Calin (2014) found similar results as that of Assuncao et al., (2011) 

and Kinoshita and Campos (2006). 

The current study is based on the idea of institutional theory. In this study, institutional 

performance as well as the macroeconomic management is considering the important agents in 

attracting the inflow of foreign private investment in Pakistan. To throw light on this theory with 

special reference to Pakistan, various studies considering the institutions, macroeconomic and 

other variables were discussed in the following sections.
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2.2.3 Factors Affecting Foreign Private Investment

Foreign private investment is affected by macroeconomic management and institutional 

performance of the host country (Basemera et al., 2012). These factors affect the inflow of 

foreign private investment either directly or indirectly. Stable macroeconomic policies increase 

the investor confidence to invest more in the host country and these policies affect foreign 

private investment positively (Ang, 2008). The investor must rely upon the integrity of host 

country (Aqeel & Nishat, 2004) and its ability to maintain law and order (Du et al., 2012; 

Hashimoto & Wacker, 2016). The size and potential of the domestic markets also play a vital 

role to enhance foreign private investment. The investor does not invest in a country whose 

market has little potential to make profit (Contractor, 2013; Shah, Ahmad &Ahmed, 2016). 

Market freedom to perform different activities by the foreign investors attracts more investment 

(Lipsey, 2000). Those countries accumulate more foreign private investment which provide more 

reliable and flexible government regulations as well as property rights and their protection 

(Goswami & Haider, 2014; Ramady, 2013)

The investment cannot yield sufficient financial returns without suitable and reliable 

transportation, power generation, insurance and accounting services (Difffield, 2001). Quality

factors of productions play a key role in accumulating foreign private investment and gain 

investor confidence (Elfakhani & Mackie, 2015; Pigato, 2000). As foreign private investment 

brings capital, management and technology from the home country but they need cheaper but 

quality raw material as well as skilled labor force to earn sufficient financial return (Chen, 

1983b). A favorable tax climate is geared to attract initial investment. A company final decision 

regarding investment is usually based on host country taxation system that affects the normal 

operating environment (Gammoudi & Cherif, 2015).   
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Ekpo (1997) and Ehimare (2011) stated that the foreign private investment significantly 

shows variation due to inflation, exchange rate volatility and real exchange rate as well as 

institutional and political performance factors. Iyoha (1998) stated that macroeconomic policies 

especially fiscal and monetary policies, exchange rate policy and macroeconomic instability 

affect the inflow of foreign private investment. Bakare (2011) mentioned that political and 

macroeconomic instability and poor infrastructure are the major obstacles of the foreign private 

investment. Skully (1997), Jayaraman (1996) and Weder (1998) found that foreign private 

investment is largely influenced by the earning incentives as well as the macroeconomic 

management  including real exchange rate, inflation, interest rate and cost of raw material.

The exchange rate plays a significant role for those countries which rely on trade

(Duncan, Cuthbertson & Bosworth, 1999). The exchange rate appreciation improves the balance 

of payments and reduces external debt (Iyoha, 1998). Akpokodje (1998) stated that a higher the 

rate of inflation discourages the level of real interest rate, which boosts the influx of foreign

private investment in recipient country. A high rate of inflation indicates that government is 

unable to control and manage the economy (Blejer, 1991; Shah & Masood, 2003).

2.3 Institutional Performance

2.3.1 Understanding Institutions

There are a variety of definitions of institutions that are available in the literature. The 

contributions of Acemoglu, Johnson, Robinson, and Yared (2008), Hodgson (2007), Mathews 

(1986), North and Thomas (1973) and North (1990) are significant in this regard. Institutions are 

organizations (North, 1993), system of a government (Hodgson, 2007) or well established law 
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(Keefer & Knack, 1997). According to North (1990, p-3), “the institutions are humanly devised 

constraints that shape human interactions”. Institutions are formed of both formal and informal 

constraint (North, 1994). The formal constraints are like organizations, rule and laws. The 

informal constraints are like customs, traditions and way of life (Mbaku, 2000). “Both formal 

and informal institutions determine the incentive structure for the betterment of the society” 

(Fanta, 2011, p-8). Since, institutions are key determinants of incentive to invest so; they have a 

vital impact on economic performance of the country (Portes and Rey, 2005). 

Acemoglu et al. (2008) identified three features of institutions that they are humanly 

devised constraints, they are rules of the game with certain enforcement mechanism and they 

determine incentive structure. Societies improve the living standard through the prosperity of the 

country with sound rules and regulations (Anwar & Afza, 2014). In the absence of peace and 

harmony there is a lack of production (Olson, 2003). According to Engerman and Sokoloff 

(2002), countries with better institutions and more property rights are fairly better in economic 

performance than countries with worse institutions. Better institutions increase productivity and 

attract foreign investment. Similarly, bad institutions discourage foreign investment (Alfaro et 

al., 2003).

2.3.2 Measuring Institutional Performance

Institutional performance is defined as the quality of institutions or the ability of the government 

and its institutions to provide regulations for controlling law and order situation, political 

instability, enhancing government stability and investment profile of the country in the eyes of 

investors, reducing internal and external conflicts and controlling corruption within the political 

system (Kuncic & Jaklic, 2014; Kuzmina, Volchkova & Zueva, 2014). Measuring institutional 
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performance is the most difficult task for economists (Lehne, Mo & Plekhanov, 2014). As there 

is no clear measure available till today to gauge the institutional performance (Carter, 2009), so 

the main problem is that the institutions are not something tangible that can be easily measured. 

Therefore, the economists used the data as a proxy of institutional performance collected by 

various organizations for other purposes (Asiedu & Lien, 2011; Lehne et al., 2014). Earlier

contributions towards institutions and institutional performance used objective measures but 

recent work is based on subjective measures of institutional performance.

2.3.2.1 Objective Measure

The objective measures mean, the measures that are based on actual data (Kaufmann, Kraay & 

Mastruzzi, 2009). These objective measures include whether the country ever was the socialist or 

not, the number of political assassinations, revolutions and coups per year. These factors are 

assumed to be inversely affecting the property rights, investment and growth. Another objective 

measure is the Gastil (1994) measures of civil liberties and political freedom. The World Bank 

ease of doing business data is also considered as objective measure of institutional performance 

(Lehne et al., 2014). The advantage of the objective measure is that one can get actual figures on 

these variables. The disadvantage is that these measures provide incomplete information about 

the threats faced by the entrepreneur on protection of property rights. Due to these limitations the 

economists use subjective measures of institutional performance (Kahneman & Krueger, 2006).

2.3.2.2 Subjective Measure

The first attempt to use the subjective measurement is made by Knack and Keefer (1995) and 

Mauro (1995). Subjective measures here it means the institutional measures based on perception 
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data. Mauro used the data collected by an organization called Business International (BI) and the 

Knack and Keefer used the data collected by ICRG and BERI (Knack & Keefer, 1995). After 

Knack and Keefer, a large number of institutional and growth economists used this data (Fanta, 

2011). This data set covers the indices proxies for corruption and political stability (Olson, 

2000).

Information gathers from these two organizations is for sale for international investors 

who are seeking information for the prospect of investing in the foreign country (Kaufmann, 

Kraay & Mastruzzi, 2010). According to Mauro (1995), the evidence of reliability of these data 

is the willingness of these firms to pay considerable attention to get the data. The most recently 

used indicators for institutional performance or quality are Worldwide Governance Indicators 

compiled by Kaufmann and Kraay (2008) and his colleagues on behalf of the World Bank. These 

indicators quantify six different areas of governance or institutional performance. The indicators 

are government effectiveness, voice and accountability, political stability, controlling corruption, 

regulatory quality and rule of law (Kaufmann et al., 2010; Kaufmann et al., 2009). This data set 

is compiled from 35 institutional measures and collected from 33 organizations of the world. 

This data set is recently used by many researchers (Fanta, 2011).

The Global Competitive Index of the World Economic Forum is another source of 

subjective data which cover a wide variety of institutional indicators consisting of property 

rights, corruption and government quality (Adsera, Boix & Payne, 2003). There are other 

organizations including Transparency International, Freedom House and The World Justice 

Project that collect data on various measures of institutions (Knack & Keefer, 1997). The 

advantage of the subjective data is that it is based on perception rather than actual data and the 

disadvantage is that the information is limited to the formal and urban area of the economy 
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(Mauro, 1995). The subjective data is based on the perception of the evaluators and it is 

considered as the most suitable measure for institutional performance (Lehne et al., 2014). 

Whatever the institutional measurements are, it is believed that sound inflow of foreign private 

investment and good economic progress positively influenced by the performance of the 

institutions (Adsera, et al., 2003).

The institutional performance is associated with government and political regime 

(Commander & Nikoloski, 2011). The government performance can be considered as 

institutional performance (Busse & Hefeker, 2005). Government plays an important role in 

creating more secure and peaceful society and shaping the living standard and economic life of 

the citizens of the country by various ways (Gastanaga et al., 1998; Krammer, 2015). The 

government can provide property rights, resolving disputes and serving public through its agents 

(La Porta, López de Silanes, Shleifer & Vishny, 1999). The ability of poor countries to catch up 

with advanced economies significantly depends upon the performance of their institutions 

(Keefer & Knack, 1997). They used cross country data collected by International Country Risk 

Guide (ICRG) to investigate the effect of institutions on countries’ ability to convergence to their 

steady state level. 

The six Kaufmann institutional performance indicators are discussed as follows. The first 

indicator they used is Voice and accountability which measures the role of citizens of the country 

by electing their government without any external pressure (Kaufmann, Kraay & Zoido, 2011). It 

also reflects the extent of press and media freedom. Political stability and non-existence of 

aggression indicate the perceived likelihood that political instability shocked the government or 

government is remove from power by illegal and violent means including politically supported

unrest, apprehension, tension and terrorism (Kaufmann & Kraay, 2008). Government 
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effectiveness refers to the public opinion about the public services including the effectiveness of 

the bureaucracy and its freedom from political interference, the process of government policy 

execution as well as credibility of policy reforms (Ott, 2010). Regulatory quality refers to the 

capacity of government to execute their policies and implement regulations that promote and 

protect private and public sector development (Kaufmann et al., 2011). Rule of law measures the 

extent of which the citizens are confident and abide by the rules of the game in the public and 

private interactions. It is about the quality of the legal system particularly citizens trust, 

protection of property rights and effectiveness and the independence of the courts (Rothstein &

Teorell, 2008). Control of corruption measures respondent’s perception on the soundness of 

public strength and power used for protecting private benefits. It refers to the extent of lawless 

and unfair behavior in public and private interactions (Kaufmann & Kraay, 2008). 

2.3.3 Institutional Performance Indicators

The indicators were used by Keefer and Knack (1997) to measure institutional performances are

International Country Risk Guide (ICRG) rating. These indicators are government stability, 

investment profile, internal conflicts, external conflicts, law and order, corruption, ethnic tension, 

socioeconomic condition, military in politics, bureaucratic quality, democratic accountability and 

religious tension. Detail of each individual indicator is given below.
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Table 2.1
ICRG Institutional Performance Indicators

S.No Component Maximum 
Points

S.No Component Maximum 
Points

1 Government Stability 12 7 Military in Politics 6

2 Socioeconomic Conditions 12 8 Religious Tensions 6

3 Investment Profile 12 9 Law and Order 6

4 Internal Conflict 12 10 Ethnic Tensions 6

5 External Conflict 12 11 Democratic Accountability 6

6 Corruption 6 12 Bureaucratic Quality 4

Total Points 100

2.3.3.1 Government Stability (0 – 12)

Government stability is measurement of government’s ability to run its planned projects within 

stipulated time and its ability to remain as a part of government (Alesina & Perotti, 1996; Banga, 

2003; Ramady, 2013). It is generally believed that the government stability has ability to attract 

the foreign private investment and investors have greater confidence to invest in the host country 

where the government is more stable and will complete its tenure (Gastanaga et al., 1998; Harms 

& Ursprung, 2002; Khan, 1997). Hyun (2006) analyzed the government stability as an indicator 

of institutional quality that affects foreign private investment positively both in the long run and 

short run. Stein and Daude (2001) examined the impact of institutional performance on foreign 

private investment and found that countries whose governance and institutions performed well 

according to the expectations of the investors can do better in attracting foreign private 

investment. He further analyzed that the individual indices like control of corruption, protecting 

property rights, new business regulations, ease of doing business policies, etc. and they further 

concluded that they also have significant impact on FPI inflow regardless of the other control 

variables. Harms and Ursprung (2002) has explored the association between FPI and institutional 

performance indicators including political rights, civil liberties, and suppression. They found a 
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significant negative relationship between foreign investment and mentioned explanatory 

indicators. The results suggest that a country with a more stable government can protect 

democratic rights and can receive more FPI. The MNCs prefer to invest in countries where 

democratic rights are more protected (La Porta et al., 1999; Sambharya &  Rasheed, 2015). 

Ashfaque (1997) studied the determinants of foreign private investment in Pakistan. He 

suggested that government should focus on the affairs of economic activities and insure political 

harmony in the country and this will leave a good impression on investors. Thus, these 

arguments lead to the hypothesis that there is a significant positive impact of government 

stability on foreign private investment.

According to ICRG (2014) the rating assigned to this indicator is accomplished by adding 

three sub-indices, in each index the maximum number is four and contain zero as minimum 

value (Aysan et al., 2006). The subcomponents are government unity, legislative strength and 

popular support. The maximum score for government stability is twelve and the minimum score 

is zero. A score of twelve points equates to high government stability and a score of zero points 

to low government stability. 

2.3.3.2 External Conflicts (0 – 12)

External conflicts are taken as a second political factor that affects the FPI inflow. The 

measurement of external conflict is an assessment of the risks to the current government from 

foreign action including diplomatic pressures, imposing restrictions of trade and cross border 

conflicts (Gaibulloev & Sandler, 2009; Ramady, 2013). External conflicts exert negative image 

on investors that discourage foreign business (Bekaert, Harvey, Lundblad, & Siegel, 2014; Busse 

& Hefeker, 2007). Khan (1997) also viewed that high level of external conflicts discourages the 
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foreign private investment inflow. Mohamed and Sidiropoulos (2010) studied the determinants 

of foreign private investment in MENA countries. The study concluded that, countries with less 

foreign investment can become more attractive host for potential foreign investors by making 

institutional adjustments like reducing external conflicts and by developing appropriate 

institutions. Gissinger and Gleditsch (2000) in their study on globalization and peaceful world 

focus on external peace and harmony to attract FPI. They argued that external and internal peace 

in required to experience the higher capital inflow, economic growth, more democracy and 

greater affluence. These arguments lead to the hypothesis that there is a significant positive 

impact of low external conflicts on foreign private investment.

According to ICRG (2014), the rating assigned to this indicator is the total of three sub-

indices, each having four points as maximum value and zero points as minimum value. (Aysan et 

al., 2006). The subcomponents are: war, cross-border conflict and foreign pressures. The 

maximum score for government stability is twelve and the minimum score is zero. The 

maximum score for external conflicts is twelve and the minimum score is zero. A score of twelve 

points equates to low external and a score of zero points to high external conflicts.

2.3.3.3 Investment Profile (0 – 12)

Investment profile has been taken as a third political indicator that affects FPI inflow. Investment 

profile is an assessment of factors affecting the investment decision rather to invest in the host 

country or not (O'Neill, 2014). These factors include stock market behavior, payment history of 

the country and business ethics (Neumayer & Spess, 2005; Ramady, 2013). A good investment 

profile of the country attracts foreign investors while the poor investment profile adversely 



39

affects the FPI inflows (Asiedu, 2002; Dutta & Roy, 2011; Garibaldi et. al. 2002; Rosen &

Hanemann, 2009). 

Khan (1997) pointed out that local business environment, investment profile, 

infrastructure, quality of life and welcoming attitude are the key areas where Pakistan need 

improvements to attract more foreign private investment. Asante (2000) found that 

macroeconomic instability and poor investment profile are the major hindrances to private 

investment. Therefore, this discussion leads to the hypothesis that there is a significant positive 

impact of good investment profile on foreign private investment.

According to ICRG (2014), investment profile is accomplished by summing up the three 

individual indices having minimum score zero and maximum score. The sub indices are contract 

viability and expropriation, profits repatriation and payment delays (Aysan et al., 2006). The 

maximum score for investment profile is twelve. A score of zero represents the poor investment 

profile of the country and a score of twelve represents the high investment profile of the country.

2.3.3.4 Internal Conflict (0 – 12)

Internal conflict is the fourth variable according to ICRG that can affect FPI inflow. Internal 

conflict is measurement of political aggression and its impact on governance (Dutta & Roy, 

2011; Ramady, 2013). The system of the government without involvement of armed forces or 

any other civil opposition faced by the government were given higher priorities for investment

The low internal conflicts of the host country attract the inflow of foreign investment (Asante, 

2000; Asiedu, 2002; Khan, 1997). 
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Alesina and Perotti (1996) highlighted the fact that internal conflicts generate political 

and economic volatility, increase risks and reducing investment. They also argued that this 

situation leads to higher inflation and consequently adversely affects the economic growth. 

Internal conflicts not only shorten the horizons of government but also disrupting the long term 

economic policies (Hayakawa, Kimura & Lee, 2013).

Akinlo (2004) explored the determinants of FDI in Nigerian economy. He found that 

corruption, internal conflicts and poor infrastructure discourage investment. Likewise, Azam and 

Khattak (2009) studied the relationship among the institutions, macroeconomic indicators and 

foreign private investment. They suggested that a sound institutional arrangement plays a key 

role in attracting FPI. Poor macroeconomic policy and internal conflicts produces negative 

impact on FPI (Long, Yang, & Zhang, 2015). This leads to the hypothesis that there exists a 

negative relationship of internal conflicts on foreign private investment.

The risk rating assigned to this variable is the sum of three subcomponents. These

subcomponents are: civil war, political violent behavior and civil anarchy (ICRG, 2014). The 

maximum score for internal conflict variable is twelve. A score of zero represents the political 

instability, unrest, terrorism/political violence and tension within the country; and a score of 

twelve represents the ideal conditions to live in peace and harmony within the country.

2.3.3.5 Law and Order (0 – 6)

Law and order is the fifth political indicator in this study, which is the measurement of strength

and neutrality of the officially authorized system. It is also the observance as well as execution of 

the law in the country (Markusen, 2001). Poor law and order discourage the investment from the 
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abroad (Daude & Stein, 2007; Khan, 1997; Pierre, 2015). Johnson et al. (2000) found that law 

and order and stock market performance played a significant role during the Asian crisis. Khan 

(1997) pointed out the political strength, economic strength, law & order situation and 

infrastructure are major determinants of FPI in Pakistan. These arguments lead to the hypothesis 

that there exist a negative impact of worse law and order situation on foreign private investment. 

According to ICRD (2014), the maximum value assigned to this variable is six and minimum 

value of zero. The value of zero means poor law and order or no rule of law and the value of six 

means strong law and order or high rule of law.

2.3.3.6 Corruption (0 – 6)

Corruption is an assessment of dishonesty, exploitations and fraud within the political system 

(Wei, 2000). Corruption is a threat and has a significant negative impact on foreign private 

investment (Alesina & Weder, 1999; Al-Sadig, 2009; Ambrey et al., 2015; Basemera et al., 

2012; Rose, 2016). The most common form of corruption faced by businesses is financial 

corruption. Financial corruption includes demand for kickbacks, bribes, commissions related to 

business activities (Habib & Zurawicki, 2002; Wei & Wu, 2002; Voyer & Beamish, 2004). 

Corruption with its various types makes it hard to run the business effectively (Wilhelm, 2002). 

Literature suggested that MNCs avoid investing in those countries where the corruption is 

highly visible in the society and poor control of corruption leads to institutional inefficiency 

(Habib &Zurawicki, 2002; Smith & Thomas, 2015; Wei & Wu, 2002). Abed and Davoodi 

(2000) also suggested that it is the level of corruption that determines the attraction for foreign 

private investment, that’s why the countries fewer corruption can motivate investors for starting 

a business. They conclude that structural reform in bureaucracy and democratic accountability 
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are important for reduction of corruption. Al-Sadig (2009) found an inverse relationship of 

corruption with FPI inflows. This discussion leads to the hypothesis that there exists a negative 

influence of corruption on foreign private investment. In the assessment of corruption, the 

variable equates the maximum value of six and the minimum value of zero. The value of six 

means no corruption or corruption is highly controlled and values of zero mean no control on 

corruption (ICRG, 2014).

2.3.3.7 Socioeconomic Conditions (0 – 12)

The socioeconomic condition is a measurement of the socioeconomic anxiety in society that 

leads to social dissatisfaction (ICRG, 2014). This is basically the addition of three sub indicators: 

unemployment, consumer confidence and poverty (Busse & Hefeker, 2007). In the words of Wei 

(2000, p-5), “poor socioeconomic conditions discourage the inflow of foreign private 

investment”. Mercereau (2005) also used the ICRG socioeconomic conditions data as the 

determinant of foreign private investment inflow. He found better socioeconomic conditions 

have a significant positive relationship with foreign private investment inflow. 

2.3.3.8 Military in Politics (0 – 6)

This is an assessment of involvement of military in politics (Busse & Hefeker, 2007: Dutta &

Roy, 2011). As military is not elected by anyone, therefore, its involvement in politics, is a 

shrinking of an elected government and democratic accountability (ICRG, 2014). The military

involvement in government can create internal as well as external threat (Li & Vashchilko, 

2010). In some countries, the military intervention in government policies is very much obvious 

that can force to take-over an elected government or can replace the government according to 
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their own liking (Turan, 2007). A military takeover clearly indicates that the political 

government is so weak that it could not perform well according to the wishes of their citizens. 

Therefore, such situation is not favorable for foreign private investment as the investors feel 

uneasy when military is in power (Buthe & Milner, 2008; Li & Vashchilko, 2010). The higher

ratings indicate a fever involvement of military in politics and vice versa.

2.3.3.9 Religious Tensions (0 – 6)

Religious tension is an assessment of dominance of a single religious group in the society (Busse 

& Hefeker, 2007). Religious tensions include the exclusion of other religions from the political 

and social process (Dutta & Roy, 2011). The threat of religious tension that is due to supremacy 

of a single religious thought to overcome governance can create a country unattractive for 

foreign investment (ICRG, 2014). Jordan and Lenkoski (2012) was of the views that it is the 

religious and ethnic tensions that leads to internal conflicts and caused to diminish foreign 

private investment inflow. Gammoudi and Cherif (2015) suggested that reducing the risk of 

religious tension is the most suitable strategy to enhance foreign private investment in the 

country.

2.3.3.10 Ethnic Tensions (0 – 6)

Ethnic Tension is an evaluation of the extent of tension within a country created on the basis of 

regional languages, culture, norms or racial behavior of the society (Busse & Hefeker, 2007). 

This component consists of Lower ratings where the countries are facing more racial, language 

and cultural differences (Jordan & Lenkoski, 2012). Higher ratings were awarded to those 
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economies where the ethnic tensions are less reported. Gammoudi and Cherif (2015) suggested

that low ethnic tension promotes foreign private investment inflow.

2.3.3.11 Democratic Accountability (0 – 6)

Democratic accountability is the measure of government response to its citizens (Faran, 2014). 

The rating in this institutional performance indicator is granted on the basis of system of 

government enjoyed by citizens of that society (ICRG, 2014). According to International 

Country Risk Guide (ICRG) methodology the value of this measure varies between 0 and 6. It is 

measured as the democratic accountability in which the minimum value 0 means the absence of

democratic accountability or risk is high and the maximum value 6 represents the lowest risk 

regarding democratic accountability. Democratic accountability is an important indicator of 

promoting foreign private investment inflow (Gammoudi & Cherif, 2015; Faran, 2014). They 

were of the views that democratic institutions reduce the risk of expropriation and thus 

encourage FPI inflows (Li, & Resnick, 2003). Faran (2014) found that democratic accountability 

has a significant positive relationship with foreign private investment and suggested that 

democratic institutions are capable of attracting more FPI in the country.

2.3.3.12 Bureaucratic Quality (0 – 4)

This is an assessment of quality of bureaucracy in the country (Jordan & Lenkoski, 2012). The 

effective and efficient government bureaucracy has ability to overcome the economic, financial 

and administrative shocks. Therefore, those countries are considered as suitable for investment 

where the bureaucracy has their competence and ability to execute government policies because 

bureaucracy does not rule out if the political government is overthrown (Dutta & Roy, 2011). 
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Onyeiwu (2003) suggested that good bureaucratic quality is an important determinant of foreign 

private investment. This indicator of institutional performance has minimum score equal to zero 

mentioning that quality of bureaucracy is poor and maximum score equal to 4 representing that 

governmental bureaucracy is well functioning.

2.3.2.13      Institutional Performance (0 -100)

This is an assessment of the overall performance of the country’s institutions (Busse & Hefeker, 

2007; Faran, 2014). It is the composite measure by summing up the maximum points of all the 

individual indicators. Thus it has the minimum value equal to 0 which represents the high risk or 

low institutional performance and maximum value equal to 100 which represent low risk or high 

institutional performance. Institutional performance has a significant positive relationship with 

foreign private investment (Harms & Ursprung, 2002; Faran, 2014; Jensen, 2003). 

2.3.4 Institutional Performance and Foreign Private Investment

Several studies have been done providing considerable evidence in favor of the relationship

between institutional performance and foreign private investment. These studies show diverse 

relationship of various factors of institutions and their impact on foreign private investment, 

economic growth, income, exports and other macroeconomic variables depending upon the 

nature of the economy. 

Basemera et al., (2012) analyzed the inflow of FPI to East Africa, by using eclectic 

paradigm model ranging from 1987 and 2008. They found that institutional performance 

indicators including economic risk rating, financial risk rating, and corruption are significantly 

influential in attracting inflow of FPI. In contrast, governance and law and order have not shown 
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any significant influence on foreign private investment inflows. Also macroeconomic

management indicators including inflation, per capita GDP and trade openness were found 

important in boosting FPI.

Al-Sadig (2009) investigated similar findings to that of the Basemera et al., (2012).  He 

analyzed the impact of corruption on aggregate FPI into various host countries. He found an 

inverse association of corruption on inflow of FPI, but this consequence dies out if the quality of 

institutions is insured. 

Hyun (2006) investigated the relationship between institutional performance and FPI 

inflows by analyzing the data ranging from 1984 to 2003. He investigated that institutional 

performance influences FPI positively both in the short run and long run. Similarly, Anghel

(2005) examined the impact of institutional performance on foreign private investment and found 

that efficiently performing government and better institutions have ability to attract FPI. He also 

found that various aspects of the institutional performance like control of corruption, protection 

of property rights, government stability, investment profile etc. have a significant contribution in

explaining the variation in foreign private investment inflow. 

Similar to the previous studies discussed, Alesina and Perotti (1996) discussed the 

relationship between institutions and foreign private investment. They showed that 

socioeconomic instability and government instability generate an uncertain political, social and 

economic environment by raising the risks and reducing foreign private investment as well as 

domestic private investment. Political instability directs to higher inflation and inflation in a 

country badly influences economic growth. Political instability shortens the horizons of 

government’s stability and dislocates long term economic policies.
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Javed et al. (2013) also discussed the importance of institutions with regards to foreign 

private investment and economic growth. They studied determinants of foreign private 

investment by using co-integration for a long run relationship and the error correction model for 

a short run. The data set covering the time period 1973 to 2011 used for estimation. They 

suggested that the ruling government must focus on political stability and ensure institutional 

quality so that the country may be able to capture more inflow of FPI. 

Likewise with the work of Alesina and Perotti (1996) and Javed et al., (2013), and Azam 

and Khattak (2011) also examined the relationship among FPI, institutions and macroeconomic

factors by utilizing the time period from 1996 to 2007. They found that better institutional 

performance has a key role in attracting foreign private investment inflows. Weak

macroeconomic management and poor investment policy exert a negative impression on foreign 

private investment inflow. 

While working on institutions and institutional performance, Harms and Ursprung (2002) 

examined the relationship between FPI and institutional performance indicators including 

political stability, civil liberties and socioeconomic situation in the host country. They suggested 

that countries can receive heavy amount of FPI by insuring and protecting the democratic 

accountability.  Habib and Zurawicki (2002) investigated the impact of institutional performance 

on foreign private investment. They focused on corruption as an institutional performance 

indicator affecting FPI inflow. They used panel data for analysis and found that MNCs avoid 

investment in a country where corruption is significantly present. They found that corruption is 

an important cause of low institutional performance. 
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Abed and Davoodi (2000) were similar to that of Al-Sadiq (2009) and Habib and 

Zurawicki (2002) in investigating the role of corruption as the key indicator causing the 

institutional performance. They examined the influence of corruption on foreign private 

investment inflows to transition economies. They found that sound control of corruption is a 

better strategy to attract FPI. However, corruption becomes insignificant when firms went

through some structural reforms within the firms. They observed that structural transformations

are more influential than that of controlling corruption as for as the foreign private investment is 

concerned. 

The views of Asiedu (2002) were also similar to that of Javed et al. (2013). He found that 

macroeconomic stability, better institutional performance, government stability and sound 

regulatory structure have a significant impact on FPI. The results were evident that the Sub-

Saharan Africa has ability to attract more FPI by promoting institutional performance and 

controlling macroeconomic management.

By keeping in mind the importance of institutional performance and macroeconomic 

management indicators, Dogru (2012) provided the evidence from upper-middle income 

countries that how much these variables are important in determining the inflow of foreign 

private investment. He employed the panel least square to examine the impact of macroeconomic 

and institutional indicators on FPI. The results revealed that GDP growth, per capita GDP 

growth, growth rate of population and school enrolment were the major indicators of FPI.

Among institutional indicators, low risk and investment profile of the country are the important 

components of foreign private investment.



49

The contribution of Ozturk and Kalyoncu (2007) is also significant in investigating the 

effect of institutional performance and macroeconomic management indicators on foreign private 

investment inflow. It was obvious from their results that good functioning institutions, degree of 

openness, low business cost and low tax rates are important indicators for FPI. But low wage rate 

and high were not found important factors in attracting FPI. Similarly, to investigate the 

association between institutional performance and foreign private investment Bengoa and 

Sanchez-Robles (2002) explored the relationship between globalization, foreign private 

investment and economic growth. The results indicated that economic freedom has a positive

relationship with FPI. They suggested that countries in which the institutional performance is 

better were considered as more attractive hosts for investors. 

The findings of Garibaldi et al. (2002) were also supportive to the better institutional 

performance in attracting foreign private investment inflow. They analyzed the impact of foreign 

private investment inflow to 26 transition economies. Data ranging from 1990 to 1999 were used 

for estimation. The  result indicates  that  the  FPI  inflows  are  well  explained  by 

macroeconomic management and institutional performance indicators including inflation,

exchange rate, trade openness, availability of  natural resources, democratic accountability and 

bureaucratic quality. They suggested that those countries can be better host for foreign private 

investment in which the government and its institutions are democratically accountable for their 

actions.

Johnson et al., (2000) also suggested that better institutions have greater ability to absorb

financial risks. They viewed a supportive evidence for the relationship between institutional 

performance and foreign investment. They found that countries with better institutions and 
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institutional performance experienced minor shocks, while institutions with low institutional 

performance suffered the major shocks during Asian financial crises.

Among the few, Khan (1997) analyzed the major determinants of foreign private 

investment in Pakistan. He tried to find out the reasons that cause hindrance in attracting foreign 

private investment in Pakistan. He pointed out that institutional performance has a significant 

impact in influencing foreign private investment. The main institutional performance indicators 

and other variables including political stability, law and order, government polices, bureaucratic 

quality, investment profile of the country, infrastructure, labor force, socioeconomic conditions 

and external conflicts. He suggested that a sufficient improvement is required in all these 

indicators to encourage FPI in Pakistan.

Likewise the previous study of Khan (1997), Bakare (2011) also investigated the 

relationship between institutional performance indicators and foreign private investment. He 

observed the factors affecting the inflow of FPI in the Nigerian economy by using time series 

data ranging from 1978 to 2008. He used cointegration test to analyze the results. The results 

showed that among institutional performance indicators, corruption, macroeconomic instability, 

political and government instability and poor infrastructure are the major factors that discourage 

the inflow of foreign private investment. 

The findings of  Muyambiri, Chiwira, Batuo and Chiranga (2010) are also in lined with 

the previous studies. While discussing the impact of institutional performance, they also 

examined the causality between institutional performance and foreign investment in Zimbabwe 

using time series data ranging from 1970 to 2007. They suggested that government and political 

stability can serve the government in securing the economic future of any economy. In 
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conecction to the findings of Muyambiri et al., (2010), Ang (2008) examined the determinants of 

foreign private investment in Malaysia. He also focused on institutional performance indicators 

as well as the macroeconomic indicators. He found that performance of country’s institutions

plays an important role in investments decision.  

Likewise previous studies, Ouattara (2004) also focused on institutional performance 

indicators. He tried to  investigate the long term factors affecting the inflow of FPI in Senegal by 

using the Johansen co integration approach and the autoregressive distributed lag (ARDL) 

bounds testing approach over the period of 1970- 2000. He found that foreign private investment

reacts to the better institutions positively and significantly.

According to the findings of Asante (2000), the factors that affect the inflow of foreign 

private investment in Ghana include institutional performance and macroeconomic stability. He 

found that macroeconomic instability is a major hindrance to foreign private investment. He also 

suggested that policies that deal with some components of macroeconomic instability may not be 

enough to stimulate foreign private investment. In his opinion to attract the inflow of foreign 

private investment, a country must focus on government stability, bureaucratic quality, and 

macroeconomic management of the country. 

2.4 Macroeconomic Management

Macroeconomic management of a country plays a vital role in the economic development of a 

country (Ang, 2007). Sound macroeconomic management policies not only encourage domestic 

private investment but also attract foreign private investment (Chenaf-Nicet & Rougier, 2016; 

Nica & Popescu, 2006). There are many definitions available in the literature, defining 
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macroeconomic management. According to Acharya (2002), Celasun, Denizer and He (1999)

and Rena (2009), the macroeconomic management can be stated as:

“Macroeconomic management is the formulating, organizing, monitoring, 

controlling and implementation of macroeconomic policies including issues 

related to major sectors of the economy. The objective of these policies is to 

encourage foreign private investment and economic development in the country. ”

The concept of macroeconomic management is not limited to some macroeconomic 

policies, but it is covering all aspects of macroeconomic and management issues. 

Macroeconomic management represents the measures or actions taken by the government 

(Anderson et al., 2010) in the form of exchange rate policy, fiscal policy, export-import 

incentives, controlling inflation and providing employment to improve the volume of foreign 

private investment (CPIA, 2014; Akhtar, 2007). Sound macroeconomic management within the 

country attracts foreign private investment (Hussein, 1995). Macroeconomic management 

assesses the monetary, exchange rate and aggregate demand policy framework (World Bank, 

2010). Country policy and institutional assessment (CPIA) macroeconomic management rating is 

ranging from 1 to 6. The value 1 represents the poor or low macroeconomic management and 6 

represents the sound or high macroeconomic management. In table 2.2, data regarding 

macroeconomic management rating for SAARC countries are presented from 2005 to 2013.
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Table 2.2
Macroeconomic Management Rating for SAARC countries

Macroeconomic Management Rating

Year Pakistan India Bhutan Bangladesh Nepal Sri Lanka

2005 4.5 4.5 4 4 4.5 3.5

2006 4 4.5 4.5 4 4.5 3

2007 3.5 4.5 4.5 4 4.5 2.5

2008 2.5 4.5 4.5 4 4 2.5

2009 3 4.5 4.5 4 3.5 3

2010 2.5 4.5 4.5 4 3.5 3

2011 2.5 4.5 4 3.5 3 3

2012 2.5 4.5 3.5 3.5 3 3

2013 2.5 4.5 3.5 3.5 3 3

Source: World Development Indicator (2014)

The information in table 2.2 is evident that the Pakistan’s macroeconomic management 

was sound in 2005 but there was a decline in macroeconomic management policies after that, 

thus macroeconomic management observed in 2013 was less encouraging than the past. This 

leads to explore the impact of this decline in macroeconomic management in one of the major 

macroeconomic boost to the economy that is foreign private investment. To address this issue, 

the relationship between macroeconomic management and foreign private investment is 

discussed in detail.
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2.4.1 Macroeconomic Management and Foreign Private Investment

In this section, efforts are made to highlight the relationship between macroeconomic 

management and foreign private investment. Several studies have been done providing 

considerable evidence in favor of the relationship between foreign private investment and 

macroeconomic management. 

Javed, Azim and Irshad (2013) investigated the relationship between macroeconomic 

management and foreign private investment by applying co-integration approach and ECM. 

They found that macroeconomic management indicators including GDP, CPI, exchange rate and 

growth rate of population were significant in attracting FPI. They also found political instability 

as the institutional variable influencing FPI inflow. Moreover, they suggested that the 

government should focus on the improvement of macroeconomic management of the country, 

promote political stability and reduce internal conflicts as well as external conflicts to attract 

more foreign private investment inflow in the country. Similar to the above mentioned study, 

Pervez and Malik (2013) has also analyzed the impact of macroeconomic management on 

foreign private investment. They found that rate of inflation encourage FPI whereas GFCF has 

no effect on FPI inflow. 

Khan and Nawaz (2010), investigated the macroeconomic management indicators and 

FPI relationship for Pakistan for over the years 1970 to 2005 using OLS technique. They found 

GDP growth , exports, tariff, restriction on imports, and consumer price index as the potential 

determinants of FPI. The results were evident that any increase in GDP growth will influence the 

inflow of FPI in Pakistan. The study found that export demand is the major determinant of FPI in 

Pakistan. Likewise the work of Khan and Nawaz (2010), Zaman, Hashim and Awan (2006) also 
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analyzed the macroeconomic determinants of FPI in Pakistan for the years ranging from 1971 to 

2003. They used cost of labor, rate of inflation, market size, trade openness, per capita gross 

domestic product and trade balance as the explanatory variables affecting foreign private 

investment. They found that trade balance, unit labor cost, inflation, and market size have 

significant impact on FPI, while service sector has no significant role in attracting FPI inflows in 

Pakistan.

The findings of Sahoo (2006) were also inclined with previous studies. He analyzed the 

impact of macroeconomic indicators on foreign private investment inflow in five South Asian 

countries. He employed co-integration technique to estimate the long run impact of 

macroeconomic indicators on FPI. He found that size of the market, openness in trade, 

infrastructure development and labor participation are the main determinants of foreign private 

investment. In connection to the work of Sahoo (2006), Aqeel and Nishat (2005) have similar 

views regarding macroeconomic management and foreign private investment inflow. They 

observed the major determinants of FPI and macroeconomic management and employed co-

integration technique and error correction model. They considered the exchange rate, business 

taxation and loan facility to investors, as the major determinants having significant impact on 

foreign private investment.

The findings of Rehman (2003) are also significant in explaining the relationship between 

macroeconomic management and foreign private investment. He analyzed the impact of trade 

liberalization policy of the host country to attract foreign private investment inflows to 

developing countries. He used the data for 74 developing countries including Pakistan for the 

period1980-1998. He concluded that the creditability of trade policy to attract FPI inflows in 

developing countries is very much essential in capturing more FPI. 
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Among the others, Ahmed and Hyder (2003) also focused to observe the behavior of 

macroeconomic management in attracting foreign private investment. They investigated the main 

reasons for low foreign private investment in Pakistan. The data set used for analysis ranges from 

1974 to 1999. They found that there are economic as well as non-economic indicators 

responsible for the declining foreign private investment. The economic factors include interest 

rate and exchange rate while non-economic factors include internal conflicts and external 

conflicts. Similarly, Khan and Khan (2011) investigated the relationship between FPI and 

macroeconomic management in Pakistan. They focused on economic growth as the potential

determinant of FPI. They used cointegration as well as the causality test to analyze the data 

ranging from 1981 t0 2008. They found that FPI has a significant effect on output growth. 

Jayachandran and Seilan (2010) found similar evidence for macroeconomic management 

indicators and foreign private investment as that of previous studies. They used the data ranging 

from 1970 t0 2007 to investigate the relationship among trade openness, FPI and economic 

growth for Indian Economy. They analyzed the direction of the relationship between economic 

growth, foreign private investment and exports by using Granger causality. The direction of 

causality relationship is from exports to foreign private investment, exports to economic growth 

and foreign private investment to economic growth but there is no causal relationship from 

foreign private investment to exports, economic growth to exports and economic growth to 

foreign private investment.

In connection to the work of Khan and Khan (2011), Sharif and Huang (2009) also 

investigated the causal relationship between macroeconomic management indicators and foreign 

private investment. They used Toda-Yamamoto methodology to find the causal relationship 

between FPI and economic growth. They also used co-integration to analyze the important 
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results. They used time-series data ranging from 1970 to 2005 for Malaysia. The results revealed 

that for Malaysian economy there was no evidence found for bi-directional causality. They 

suggested that sound macroeconomic management encourages foreign private investment inflow.

Likewise the previous studies, Orji and Mba (2008) focused the relationship between 

macroeconomic management indicators and FPI is influenced by gross fixed capital formation

(GFCF) and economic growth in Nigeria. But the impact of GFCF and FPI on economic growth 

is smaller in the short run. Similarly, Samsu, Derus, Ooi and Ghazali (2008) empirically 

analyzed the causal relationship between FPI inflows and macroeconomic indicator. They 

considered exports as the influencing factor for FPI inflow in Malaysia. They used annual time 

series data for the period 1970 to 2003. They employed stationary time series techniques and 

multivariate Granger causality to carry out the investigation. The findings of the studies show 

that the FPI and exports are co integrated, thus it is concluded that there is a long run relationship 

between them. They suggested that sound macroeconomic management in terms of exports is 

key to improve the inflow of FPI in the country.

Similar to the previous study, Nunnenkamp, Schweickert and Wiebelt (2007) found 

supportive evidence for macroeconomic management indicators and foreign private investment. 

They used a panel cointegration to investigate the important results. It was found that the 

economic growth effects foreign private investment inflow across different sectors of the 

economy.

Khan (2007) examined the relationship between macroeconomic management and 

foreign private investment in Pakistan. He used domestic financial growth and economic growth 

as the key indicators of foreign private investment over the period 1972 to 2005. He used the 
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bound testing approach of cointegration. The results show that foreign private investment inflow 

and economic growth have a significant positive relationship in the short-run as well as in the 

long-run.  

In connection to the work of Khan (2007), Asian Development Bank (ADB, 2004) report 

pointed that in current years foreign private investment has substantially encourage due to many 

influencing factors, including macroeconomic management and other factors such as rapid 

technological progress, trade liberalization and efficient institutions. Similar to the previous 

studies, Kim and Seo (2003) investigated the relationship between macroeconomic management 

and foreign private investment. They also used domestic private investment and economic 

growth relationship with foreign private investment in Korea by employing VAR model. They 

suggested better macroeconomic management can serve as effective host for foreign private 

investment.

Bengoa and Sanchez-Robles (2002) explored the relationship between institutions, 

foreign private investment and macroeconomic management indicators. They focused on 

economic freedom as institutional indicator and economic growth as macroeconomic indicator to 

analyze the results. They used panel data analysis techniques for 18 Latin American countries for 

the period 1977 to 1990 like Haussmann effect, fixed effect and fisher effect. Results indicate 

that economic freedom has a significant positive impact on foreign private investment. They also 

found the countries in which the institutional framework is sound and less regulated were 

regarded as more attractive for foreign investors. The results are in lined with the market-size 

hypothesis, according to which multinational companies will tend to favor larger countries to 

exploit economies of scale.
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Akçay and Demirhan (2005) found relationship among foreign private investment, 

macroeconomic management indicators and corruption. He also used macroeconomic indicators 

affecting inflow of foreign private investment. He found no negative relationship between 

foreign private investment and corruption. Further he concluded that market size, corporate tax, 

labor cost, exchange rate, inflation and trade openness are the significant determinants of foreign 

private investment.

There are some studies related the locational determinants of foreign private investment. 

In this regard the work of Kinoshita and Campos (2001) is important in explaining the 

relationship among macroeconomic indicators, locational factors and foreign private investment. 

They also investigated that the institutional quality is the main predictor variable in boosting FPI. 

Similarly, Grossman and Helpman (1995) also pointed out that less-developed countries with 

abundant natural resources and effective labor force participation can become the better host for 

foreign private investment. 

Likewise previous studies, Beven and Estrin (2004) also focused on transition economies 

to explore the relationship of institutions, macroeconomic management and foreign private 

investment. According to them, major determinants consider for analysis were country risk, labor 

cost and host market size. The data set ranging from 1994 to1998 was used for analysis. The 

study observed that country risks are major determinants influencing private sector development, 

industrial sector development, the balance of payments, foreign exchange reserves and 

corruption within the political system. Similar to these findings, views of Forgha and Mbella 

(2013) were also supportive to the role of institutions and macroeconomic management to attract 

foreign private investment. They  found infrastructural  development  and  maintenance, quality  



60

education  and  research,  industrialization,  good  governance  and  rule of law, and sound 

macroeconomic management as the major determinants of foreign private investment.

In above mentioned discussion, efforts were made to highlight the results and findings 

from the previous studies regarding the relationship between macroeconomic management 

indicators and foreign private investment. Most of the studies, considered the macroeconomic 

management indicators in connection with institutional performance indicators. Few of the 

studies also investigated the relationship between locational factors and foreign private 

investment. It is viewed that all the mentioned studies were supportive to the role of 

macroeconomic management in attracting foreign private investment inflow. 

2.5 Foreign Private Investment in Context of Pakistan

To attract foreign private investment, Pakistan has gradually liberalized its policies (Abbas, 

2015). From 1947 to 1958, there was complete restriction on foreign trade but Ayub Khan 

changed his foreign trade policy and removed the restriction on imports in 1962. He also 

introduced investor’s friendly policies and provided incentives for foreign investors (Shoaib &

Bandara, 2009). From 1971 to 1977, Zulfiqar Ali Bhutto changed trade liberalization policies for 

his nationalization policy. To support his nationalization policy, he provided concession on 

import of machineries and passed an act in 1976 to improve the foreign private investment and to 

protect the foreign investors (Hussain, 2011). In 1980s, the government introduced market based 

economic policy and reduced tariff rate from 225 percent to 125 percent (Shoaib & Bandara, 

2009). The government from 1988 to 1999 gone through a series of Structural Adjustment 

Programs (SAP) and provided a fair trade policy, fiscal incentives, tariff facilities, and better 

business environment to attract more foreign private investment in Pakistan (World Investment 
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Report, 2014). In mid 1990s, the government reduced the tariff rate from 125 percent to 80 

percent. In1997 a new investment policy was introduced to facilitate the foreign private 

investment in the country by providing easy visa procedures and easy business regulations 

(Hussain, 2011). From 2000 to 2007, the era of Pervaiz Musharraf was considered to be most 

successful in economic development of Pakistan. He introduced Economic Regulation Program 

(ERP) and reduced tariff rate from 80 percent to 25 percent. In 2005, Pakistan removed the tariff

on sugar, cement, livestock and vegetables (World Investment Report, 2014). Pakistan has 

attracted foreign private investment during 2007-8 but there was a down fall in FPI onward. The 

country witnessed a sharp fall of 61% in the FPI during the first four months of this fiscal year 

2011-12 (World Bank, 2014). 

       Figure 2.2: Trend of FDI, Portfolio Investment and FPI

The figure 2.2 shows the trend of foreign direct investment, portfolio investment and 

foreign private investment in Pakistan. 

2.5.1 Pakistan Investment Policy 2013

Investment liberalization is strongest driver of economic growth (Zahra & Garvis, 2000). During 

last few decades, investment liberalization gave a significant boost to the developed as well as 
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developing economies through global integration of economies (Cheng & Kwan, 2000). 

Economies around the globe are adopting more flexible, investor friendly and more liberalized 

investment policies to attract foreign private investment (Khan, 1997).

The first investment policy of Pakistan was initiated in 1997. Under this policy the

services were opened for foreign and local investors (Zaheer, 1996). Prior to this policy, foreign 

private investment was restricted to the manufacturing sector only. The investment policy 2013 

includes all major components of 1997 investment policy. New Investment Policy 2013 has been 

done by keeping in view the regional and global investment trends, present economic challenges 

and future strategic vision (BOI, 2014).

2.5.2 Ease of Doing Business 

The flow of foreign private investment in a country highly depends on the ease of doing business 

regulations. The more flexible regulations of a country to start and run the business, the more is 

the volume of foreign private investment made by the multinational companies in the country 

(UNCTAD, 2013). The ease of doing business includes problems related to starting a business, 

getting credit, registering property, getting energy and electricity etc. The World Bank created an 

index for ease of doing business in various countries of the world (Doing Business Report, 

2013). The higher ranking indicates sound rule and regulations for businesses and stronger 

protections for property rights, electricity provisions and easy to get the loan from the banks. The 

World Bank provides funds for empirical research to explore solutions for problems related to 

ease of doing business and its effect on economic growth (UNCTAD, 2012). 

The ease of doing business index measures rules and regulations directly affecting 

businesses all over the world (Doing Business Report, 2014). This is not concerned with the 
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measurement of general situations like quality of infrastructure, inflation, institutional 

performance, macroeconomic stability and degree of crime (UNCTAD, 2014). A nation's 

ranking on the index is based on the average of 10 sub-indices. The details of sub indicators are 

as under:

i. Starting a business: This includes the procedures, estimated time, estimated cost and 

minimum capital required to open and run a new business.

ii. Dealing with construction permits: This includes the procedures, estimated time 

and estimated cost to build a warehouse in the host country.

iii. Getting electricity: This includes the procedures, expected time and estimated cost 

required for a business to acquire a permanent electricity connection and provision 

for a newly constructed warehouse.

iv. Registering property: This includes the procedures; expected time and estimated 

cost to get register the property from the government office and other property related 

issues.

v. Getting credit: This includes procedures related to get credit from the host country 

banking system. This also provides the strength of legal rights to acquire this facility.

vi. Protecting investors: The index of protecting investors provides the extent of 

protection from the political, social, economic and financial risks faced by the foreign 

as well as local investors.

vii. Paying taxes: This sub index of ease of doing business includes the number of taxes 

paid, hours per year spent in preparing tax return file and total tax payable amount 

and its share of gross profit.
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viii. Trading across borders: This sub index is consists of a number of documents 

required for across borders trading, estimated cost and expected time duration in 

necessary export and import situation.

ix. Enforcing contracts: This includes the procedures, expected time and estimated cost 

to enforce a debt contract. 

x. Resolving insolvency: This sub index of ease of doing business includes expected 

time, estimated cost and recovery rate in the form of percentage in the case of (%) 

bankruptcy proceeding or increase of failure of the financial system of the host 

country.

In table 2.3, data regarding ease of doing business are presented from different 

economies. The lowest number represents the more ease in doing business in a certain economy 

and a highest number represents the more complex regulations in doing a business. The 

macroeconomic management, political and institutional performance conditions and regulations 

are more investor friendly in Hong Kong than in Malaysia. 
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Table 2.3

Ease of Doing Business Ranking

Country/Years 2013 2012 2011 2010 2009 2008 2007 2006

Hong Kong 2 2 2 2 2 4 4 4

Malaysia 12 18 21 23 21 23 20 17

Taiwan 16 25 33 46 61 58 54 44

Thailand 18 17 19 12 12 19 23 23

Japan 24 20 18 15 13 11 11 11

Turkey 71 71 65 73 63 60 71 60

Sri Lanka 81 89 102 105 97 103 101 81

China 91 91 79 89 86 90 88 89

Maldives 95 79 85 87 71 69 65 54

Pakistan 107 105 83 85 85 74 69 61

Nepal 108 107 116 123 123 112 103 80

Bangladesh 129 122 107 119 115 106 102 82

India 132 132 134 133 132 120 124 116

Source: World Investment Report 2014 (Various Issues)

The data are evident that the doing business is more easy in Hong Kong in 2013 than in 

past 2006. Similarly the ease of doing business index value for Pakistan was 61 in 2006 and 107 

in 2013. The table shows that how gradually the index values went down from 2006 to 2013. 

This is evident that with this gradual decrease in ease of doing business index for the foreign 

investor lose their confidence to invest or invest more in Pakistan.
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Table 2.4

Ease of Doing Business- Comparing Economies

Economy Ease of 
doing 
Business

Starting 
a 
Business

Dealing 
with 
Construction 
Permits

Getting 
Electricity

Registering 
Property

Getting 
Credit

Protecting 
Investors

Paying 
Taxes

Trading 
Across 
Borders

Enforcing 
Contracts

Resolving 
Insolvency

Sri Lanka 81 2 5 2 5 2 3 8 1 3 2

Maldives 95 3 1 5 6 8 5 1 5 2 1
Pakistan 107 6 4 7 4 2 2 7 2 5 3
Nepal 108 7 3 1 1 2 5 5 6 4 7
Bangladesh 129 5 2 8 8 5 1 4 3 7 6
India 132 8 8 3 3 1 3 6 4 8 5
Bhutan 148 4 6 6 2 6 7 2 7 1 8
Afghanistan 168 1 7 4 7 7 8 3 8 6 4

Source: World Investment Report 2014 (Various issues)

The table 2.4 shows that starting a business in Sri Lanka is easier than Pakistan and more 

complex than India and Afghanistan. Dealing with construction permits is easy in Maldives but 

complex process in India. Getting credit, protecting investor, trading across the border, resolving 

insolvency is easier in Pakistan but getting electricity, paying taxes and enforcing contracts is 

more complex. If we compare Pakistan with India, getting electricity in India is easier than 

Pakistan. The situation is same in case of Pakistan and Nepal as for as electricity is concerned.

The comparison of ease of doing business index with previous year 2012 is presented in 

table 2.5. Opening a business, receiving electricity, access to get credit, providing protection to 

the investors, paying taxes, trading across boarder and resolving insolvency was easier in 2012 

than 2013 but we achieved higher position in the case of enforcing contracts. Dealing with 

construction permits and registering property was remaining the same as there was no change 

recorded.
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Table 2.5

Pakistan Ease of Doing Business Comparison

Topics Doing Business 2013 Doing Business 2012

Opening Business         98 97

Dealing Permits (Construction) 105 105

Having Electricity 171 166

Property Registration 126 126

Access to Loan Facility 70 67

Investors Protection 32 29

Depositing Taxes 162 160

Cross Boarder Trading 85 80

Contracts Enforcement 155 156

Insolvency Resolution 78 77

Source: World Investment Report 2104 (Various Issues)

The management practices like international marketing, global human resource 

management and international finance are concerned with level of FPI. If the level of FPI is high,

then the management practices are more frequently will be exercised in the host country. The 

level of FPI is based on ease of doing business. The ease of doing business in the host country is 

dependent on macroeconomic management and institutional performance of the recipient 

country. According to the World Bank ease of doing business ranking, Pakistan is at 107th

position among 185 economies of the world in 2013 but it was at 61st position in 2006. Due to 



68

low institutional performance and poor macroeconomic management in the last decade, foreign

investors lose their confidence to invest in the country.

2.6 Conclusion 

This chapter provided the detail information of foreign private investment and theories related to 

foreign private investment, institutional performance and macroeconomics management. These 

theories include capital factor theory, the market imperfection theory, internationalization theory, 

international product life cycle theory, location specific theory and Dunning’s electric theory. 

The factors that affect foreign investment have been elaborated in greater detail. Broadly 

discussing, these factors are macroeconomic, institutional, political or managerial level. The 

motivation followed by foreign investment in Pakistan has been given in more detail. The role of 

investment policy of Pakistan was also discussed to assess the measures taken by the Board of 

Investment to encourage foreign private investment inflow. At the end of this chapter, the foreign 

private investment in the context of Pakistan is briefly discussed to understand the history of 

trade liberalization in Pakistan. The ease of doing business is also discussed in this chapter.
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CHAPTER THREE

RESEARCH METHODOLOGY AND DATA SOURCES

3.1 Introduction

In this chapter, the methodology used to find out the impact of institutional performance and 

macroeconomic management on foreign private investment is discussed. The performance of 

government institutions strongly affects the inflow of foreign private investment in any country. 

Similarly, the role of macroeconomic management of the country also influences the strength of 

foreign private investment. To investigate the impact of institutional performance and 

macroeconomic management indicators, ordinary least square is used to estimate the results. The 

cointegration techniques and error correction models are heavily used in the time series analysis. 

The cointegration provides the long run relationship among the variables while the error

correction model provides short run dynamics of the model. Thus, in this study the cointegration

and an error correction model is also used in the long run and short run relationship among the 

institutional performance indicators, macroeconomic management indicators and foreign private 

investment. The diagnostic statistics are very much vital to assess the validity and reliability of 

the data as well as the model used to estimate the results. All the necessary diagnostic analysis is 

presented to verify the estimated results. 

The authenticity of research depends upon the quality of data. If the data are obtained 

from unauthentic source, thus this leads to some non-scene estimation and this can create 

misleading forecasts.  Thus, for this study the data were extracted from reliable and worldwide 

acceptable sources. The data regarding, foreign private investment and macroeconomic 

management indicators was obtained from world development indicators website while the data 
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regarding institutional performance indicators were obtained from international country risk 

guide website. This chapter also includes descriptive statistics, correlation analysis, graphical 

analysis and stationarity analysis. The robustness test is also performed in this chapter to check 

the sensitivity of the data and methodology. The analytical framework, econometric models and 

their related issues are also discussed in this chapter in detail. 

3.2Data Sources

Pakistan started its journey of trade liberalization in 1980s and formulated the new trade policy 

in 1987 (Yasmin, Jehan & Chaudhary, 2006). Thus the annual data for the sample period started 

from 1984 to 2013 is used for estimation. Secondary data were obtained mainly from World 

Development Indicators (2014) of the World Bank and International Country Risk Guide (2014) 

of Political Risk Services (PRS) group. 

The data regarding foreign private investment are extracted from WDI website. The 

majority of studies concerning foreign private investment used data of foreign direct investment 

as a percentage of GDP for estimation. Thus, in this study, net foreign private investment inflow 

as a percentage of gross domestic product is considered for analysis.

Data regarding macroeconomic management i.e. Exchange rate, inflation, gross domestic 

product growth, interest rate and trade openness is taken from WDI website. Exchange rate data 

are considered as the value of one US dollar in Pakistani Rupee. When there is a decrease in the 

value of Pakistani Rupee will appreciate the value of one US dollar. The rate of inflation 

represents the strength or weakness of the macroeconomic stability of the country. Data

regarding inflation are extracted from the WDI website.  The growth rate of gross domestic 

product is the necessary component of influencing factor of foreign private investment. Thus 
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time series data of gross domestic product growth are extracted from WDI website for 

estimation. The real interest rate also affects the inflow of foreign private investment, so data of 

the real interest rate are considered for analysis and taken from World Development Indicators. 

The trade openness is the ratio of sum of exports and imports and gross domestic product. Thus, 

the data regarding exports, imports and gross domestic product is extracted from WDI to 

calculate trade openness. The per capita gross domestic product represents the productivity of the 

human capital, which positively contributes to attract the inflow of foreign private investment in 

the host country. The data regarding per capita gross domestic product measured in US dollar are

extracted from WDI.  Data regarding exchange rate volatility are calculated from real exchange 

rate data. Exchange rate volatility is the moving standard deviation of the percentage real 

exchange rates (Chowdhury, 1993; Koray and Lastrapes, 1989). 
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Data regarding institutional performance indicators i.e. Government stability, investment 

profile, external conflicts, internal conflicts, law and order, corruption, socioeconomic condition, 

military in politics, religious tension, ethnic tension, democratic accountability and bureaucratic 

quality are taken from the International Country Risk Guide (ICRG) website.  The institutional 

performance is considered as the sum of maximum points assigned to each individual indices of 

institutional performance. This represents the composite measure of institutional performance 

having the minimum value 0 representing very low institutional performance and maximum 

value 100, representing a very high level of institutional performance. The individual indices of 

institutional performance are also used to analyze the results, but these indices were measured 

with different ranges. The ranges of these individual indices of institutional performance were 
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changed and converted into a uniform range that is 0 to 12, where the value 0 means very low 

performance and 12 means very high performance. The following formula (Loretto, 1997) is 

used to change the range values.

? � ?? − ?? − ? ? ó Æ? − ? �

Where X is the new value of the index, A is the old value of the index, B is the lowest range 

value of the old index, C is the upper range value of the old index, D is the upper range value of 

the new index and E is the lowest range value of the new index. The detail of institutional 

performance indicators is given in table 2.1.

3.3 Construction of the Model

Foreign private investment depends upon sound macroeconomic management and institutional 

performance of the host country. If the macroeconomic management of the country is sound and 

healthy, then it attracts more foreign private investment. The poor macroeconomic management 

discourages the inflow of foreign private investment. Similarly the better institutional 

performance attracts and poor institutional performance discourages foreign private investment 

inflow to the recipient country. To analyze the impact of macroeconomic management and 

institutional performance on foreign private investment, the key macroeconomic and institutional 

indicators are linked to observe the process and their role in the economic development of 

Pakistan. 

The foreign private investment depends on macroeconomic management and institutional

performance of the host country as discussed by Fanta (2011), Ehimare (2011), Bakare (2011), 
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Wafure and Nurudeen (2010), Zakaria (2008), Iyoha (1998) and Ekpo (1997). Thus, based on the 

previous studies, the current study is comprised of following model.

FPI = f (Macroeconomic Management, Institutional Performance) ---------------------- (1)

Mathematically equation can be written as: 

( , )FPI f MEM IP ------------------ (2)

Where FPI is the foreign private investment, MEM is the macroeconomic management and IP is 

the institutional performance. The inflow of foreign private investment is influenced by the 

macroeconomic management and the institutional performance of the host country. As discussed 

in the previous chapter, the macroeconomic management of the country is comprised of real 

exchange rate, inflation, growth of gross domestic product, real interest rate and trade openness 

of the country. Exchange rate volatility measured from real exchange rate data also affects the 

inflow of foreign private investment. The macroeconomic management variables explaining the 

variation in foreign private investment can be expressed as:

? ? ? � ? Æ? ? � ?? ? � ? ? ? � ? ? ? ? � ?? � ? ? ? ? � ----------------- (3)

Where ER is the real exchange rate, OPEN is the degree of openness, INF is the inflation, GDPG 

is the GDP growth, IR is the interest rate, and ERV is the exchange rate volatility calculated by 

the formula discussed in the previous section.

In the above equation 2, IP represents the institutional performance of the host country. 

The institutional performance indicators as already discussed in detail in the previous chapter, 

are government stability, external conflicts, investment profile, internal conflicts, law and order, 
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socioeconomic condition, military in politics, ethnic tension, religious tension, bureaucratic 

quality, democratic accountability and corruption. It is assumed that the variation in the 

institutional performance indicators over the study period that is 1984 to 2013 have a significant 

impact on foreign private investment inflow to Pakistan. Mathematically, this can be written as:

? ? ? � ? Æ? ? � ?? ? � ?? � ? ? � ?? ? � ?? ? ?? � ? ?? � ? ? ? � ? ? � ? ? � ? ? � ? ? ? � -------------- (4)

Where FPI is the foreign private investment inflow as a percentage of GDP, GS is the 

government stability, INP is the investment profile, IC is the internal conflicts, EC is the external 

conflicts, LAW is the law and order, SOCIO is the socioeconomic condition, MIP is the military 

in politics, Eth is the ethnic tension, RT is the religious tension, BQ is the bureaucratic quality, 

DA is the democratic accountability and COR is the corruption.

The inflow of foreign private investment depends on appreciation or depreciation of the 

real exchange rate of the host country. The investors invest more in the economy where the 

exchange rate is unstable because the return on investment is becoming more due to host country 

exchange rate depreciation.  Thus, a direct relationship is expected between real exchange rate 

and foreign private investment. The macroeconomic stability of the country is seen by the rate of 

inflation. If the rate of inflation is high it means the macroeconomic instability. The inflow of 

foreign private investment and macroeconomic stability of the host country are directly 

proportional to each other because foreign private investment increases the level of employment 

and thus reduces the rate of inflation. The relaxation in the real interest rate is a strong motive for 

investors. The high rate of interest rate discourages the decision to invest in the target host 

country. The inverse relationship between real interest rate and FPI reveals that the inflow of FPI

is more in the countries where the host country provides special interest rates and tax relaxations 

to attract more FPI. The volatility of the exchange rate (ERV) presents the fluctuations in the 
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exchange rate. This volatility has a negative relationship with FPI because it is very difficult for 

investors to investment in the country, where the exchange rate is unpredictable. 

Beside macroeconomic management variables and institutional performance indicators, 

there are various other factors that influence the inflow of foreign private investment. The most 

significant contribution as discussed in previous studies is recorded for the infrastructure 

development, natural resources and per capita gross domestic product. Thus, these variables are 

considered as the control variables for this study. Therefore, the equation 2 above can be re-

written as:

? ? ? � ? (? ? ? � ?? � ? ? ? ? )  ------------------- (5)

? ? ? � ? (? ? ? � ?? � ? ? ? ? ? ? � ? ? ? ? ? ) ------------- (6)

Where CONT is representing the control variables used in the study. These control variables are 

natural resources (NATRES) measured as the percentage of GDP and per capita gross domestic 

product (GDPPC) measured as the average annual income of the individuals in US dollars.

3.4 Conceptual Framework

Based on the above methodology and the theoretical discussion the conceptual framework of the 

study is presented below. The foreign private investment depends on macroeconomic 

management and institutional performance of the host country. Macroeconomic management 

includes many factors like exchange rate, exchange rate uncertainty, interest rate, inflation, gross 

domestic product growth and openness. The institutional performance includes government 

stability, external conflicts, investment profile, internal conflicts, law and order, ethnic tension, 
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religious tension, military in politics, socioeconomic condition, bureaucratic quality, democratic 

accountability and corruption.

The inflow of foreign private investment is more rapid in the country where the 

ownership of the investor is protected by the host government and the country is location and 

internalization specific. The better institutional performance such as low corruption, political 

stability, democratic government, better law and order situation, property rights and better 

investment profile of the country encourages the inflow of foreign private investment.

Figure 3.1: Conceptual framework of the study

The theoretical representation and conceptual framework of the study leads to follow the 

hypothesis. These hypotheses could be verified using appropriate empirical data. The empirical 

tests either accept or reject the following hypotheses.
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Hypothesis 1 (H1): The macroeconomic management plays a vital role in attracting foreign 

private investment inflow in the country. 

The sound macroeconomic management exerts a significant positive impact on foreign private 

investment inflow. The foreign as well as local investors tend to invest more in a country where 

the macroeconomic management is sound and healthy. Similarly, poor macroeconomic 

management discourages the inflow of foreign private investment. As the macroeconomic 

management is comprised of exchange rate, inflation rate, interest rate, gross domestic product 

growth, trade openness and exchange rate volatility in this study, so hypothesis 1 is divided into 

sub-hypothesis. These sub-hypothesis are presented as:

H1a: The real exchange rate has a positive impact on FPI.

H1b: The inflation rate has a negative impact on FPI.

H1c: The interest rate has a negative impact on FPI.

H1d: The gross domestic product growth has a positive impact on FPI.

H1e: The trade openness has a positive impact on FPI.

H1f: The exchange rate volatility has a negative impact on FPI.

Hypothesis 2 (H2): The institutional performance plays an important role in attracting foreign 

private investment inflow. 

The better institutional performance has a significant positive contribution in attracting foreign 

private investment inflow in the country. Investors try to invest more in the country where the 

performance of the country’s institutions is remarkable, especially the government performance 

in providing incentives and other facilities so that they can do their business easily. As the 
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institutional performance is consists of government stability, external conflicts, investment 

profile, internal conflicts, law and order, ethnic tension, religious tension, military in politics, 

socioeconomic condition, bureaucratic quality, democratic accountability and corruption so, 

hypothesis 2 is further divided into sub-hypotheses. These sub-hypotheses are as under:

H2a: The government stability has a positive impact on FPI.

H2b: The investment profile has a positive impact on FPI.

H2c: The low external conflicts have a positive impact on FPI.

H2d: The low internal conflicts have a positive impact on FPI.

H2e: The law and order have a positive impact on FPI.

H2f: The low level of corruption has a positive impact on FPI.

H2g: The better socioeconomic conditions have a positive impact on FPI.

H2h: The low religious tension has a positive impact on FPI.

H2i: The low ethnic tension has a positive impact on FPI.

H2j: The fever role of military in politics has a positive impact on FPI.

H2k: The democratic accountability has a positive impact on FPI.

H2l: The bureaucratic quality has a positive impact on FPI.

3.5 Data Analysis Techniques

Data analysis techniques are comprised of descriptive statistics (minimum value, maximum 

value, mean value, variance, standard deviation, skewness and kurtosis), correlation analysis, 

regression analysis, stepwise regression analysis, stationarity analysis, cointegration analysis and 

causality analysis. 
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3.5.1 Descriptive Statistics

Most of the statistical information available for the general public is presented in the form of 

tables, graphs and diagrams that reader can easily understand the information summarized. Such 

summarized form of data is said to descriptive statistics. The descriptive statistics enable the 

reader to understand the nature of the data (Anderson et al., 2008).The descriptive statistics 

analysis includes total number of observations, minimum value, maximum value, mean, standard 

deviation, Skewness and Kurtosis. 

3.5.2 Correlation Analysis

The correlation is the statistical technique used to assess the association between two indicators. 

The correlation coefficient varies from -1 to +1. The value, equal to -1 shows 100% negative 

correlation and +1 shows 100% positive correlation (Guar & Guar, 2006). According to Levin et 

al. (2013), the correlation analysis describes the amount to which one variable is linearly 

associated to another variable. Most of the time correlation analysis are used in combination with 

regression analysis to measure how fit the regression line in explaining the changes in the 

dependant variable. 

3.5.3 Regression Analysis

The regression analysis is used to assess the relationship between dependent variable and one or 

several explanatory variables. This is the most commonly used technique in many of the social 

sciences and business research. The regression coefficient is a measure of how strongly each 

explanatory variable forecast the variation in the explained variable (Guar & Guar, 

2006).According to Maddala and Lahiri (2009) regression analysis is concerned with describing 

and evaluating the relationship between explained variable and one or more than one explanatory 
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variables. The main regression equations are in the form of linear regression equations. The 

equation 7 is representing the impact of institutional performance indicators on foreign private 

investment.

? ? ?? � ? ? � ? ? ? ?? � ? ? ?? ? � ? ? ??? � ? ? ??? � ? ? ?? ? ? � ? ? ???? � ? ? ? ?? ? � ? ? ??ℎ? �
? ? ?????? � ? ? ? ??? � ? ? ? ? ? ? � ? ? ? ? ? ? � ??----------- (7)

The equation 8 is representing the impact of macroeconomic management indicators on foreign 

private investment. 

? ? ?? � ? ? � ? ? ??? � ? ? ??? ? � ? ? ?? ?? � ?? ??? � ? ? ? ? ? ? ? � ? ? ?? ?? ? � ? ? ? ? ????? �
? ? ? ? ? ? ?? � ? ? ----------------- (8)

Where α0 and β0 are the intercepts and α1, α2, α3, α4, α5, α6, α7, α8, α9, α10, α11, α12, 

β1,β2,β3,β4,β5,β6, β7,β8 are the coefficients of each indicator used in the study. Also Ɛt and µt are 

the error terms.

3.5.4 Testing for Stationarity

The majority of the time, economic time series data are non-stationary (Gujarati, 2004) and the 

estimation based on the non-stationary data cause the spurious regression problem (Asteriou &

Hall, 2007). To avoid the spurious regression problem that may arise from regressing a non-

stationary time series with one or more non-stationary time series, so we have to check the 
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stationarity of data before estimation. Granger and Newbold (1974) proposed that if the R-square 

is greater than Durban Watson statistic than the regression must be spurious.

According to Gujarati (2004), an Augmented Dickey-Fuller (ADF) test can be applied to 

verify the stationarity or non-stationarity of the given time series. The computed ADF value is 

compared with the critical values for taking decision for stationarity of the series. In equation 9, 

Yt represents the series under consideration and Yt-1 is the auto-regression of the series (Dickey 

et al., 1991: Hussain, 2011).

?? � ? ??? ? � ? ? 				? ℎ??? − È � 	? � È ------------ (9)

If = 1 then the series under observation is non-stationary (the case of unit root). Statistical

package Eviews 6 was used to conduct the unit root test of stationarity analysis. 

3.5.5 Testing for Cointegration

The cointegration is widely used to check the long run relationship among the variable. An 

Unrestricted Error Correction Model (UECM) is prerequisite for applying cointegration. For 

UECM, the numbers of lags are important that can be determined by using Akaike Information 

Criteria (AIC) and Schwarz Criteria (SC) (Altintas and Taban, 2011). Wald test is used to check 

the existence of cointegration. Wald test is applicable where the equation under consideration is 

not suffering from the serial correlation problem. The next step in estimating cointegration is to 

estimate UECM. 

To confirm the long run relationship among the variables under study, the Wald F 

statistic was applied. The Wald F value is compared with Pesaran, Shin and Smith (2001) critical 

bounds values. If the estimated F value is greater than the upper limit of the critical values then 
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the null hypothesis which states no cointegration is rejected. Similarly, if the estimated F value is 

lower than the lower limit of critical values, then the null hypothesis of no cointegration cannot 

be rejected. If the value of F falls in between the upper and lower critical bounds, then the 

decision leads to prove nothing. Alternatively, one can use Narayan (2004) critical bounds values 

also.

Table 3.1

Pesaran et al. Critical Bounds Test Values for Cointegration Analysis

Critical value Lower Bound Value Upper Bound Value

1% 3.74 5.06

5% 2.86 4.01

10% 2.45 3.52

Note: * Critical Values are cited from Pesaran et al. (2001)

Table 3.2

Narayan Critical Bounds Test Values for Cointegration Analysis

Critical value Lower Bound Value Upper Bound Value

1% 4.400 5.664

5% 3.152 4.156

10% 2.622 3.506

Note: * Critical Values are cited from Narayan (2004)

In the second step of the cointegration is to establish the long run and short run relationship 

among the variables by using the ARDL model.
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3.5.6Autoregressive Distributed Lag (ARDL) Model

To verify the existence of co-integrated relationship among the explanatory and explained 

variables, one can use auto regressive distributed lag approach by utilizing critical bounds 

values. The ARDL model is frequently used in time series research due to some attributes. First, 

this procedure is more suitable when the data are of a small sample size (Pesaran et al., 2001). 

Second, there is no restriction is obligatory on the order of integration. Thus one can use this 

model irrespective of whether the underlying explanatory variables are integrated at the level i.e. 

I(0) or integrated at first difference i.e. I(1). The equation of ARDL model is given below:

0 1 1 2 1 3 1 4 1 5 1 6
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0 0 0 0
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---- (10)

The null hypothesis of no cointegration amongst the variables is

0 1 2 3 4 5: 0H         
Against the alternative hypothesis

1 1 2 3 4 5: 0H         

Once it is established that there exist a co-integrated relationship, the second step of ARDL is to 

perform Error Correction Model (ECM).

3.5.7 Error Correction Mechanism (ECM)

An Error Correction Mechanism is used to determine the short term relationship among the 

variables (Dickey, Jansen, & Fuller, 1991; Kingu, 2014). In ECM, first difference of the 

dependent variable is regressed on the first difference of all independent variables and the lag 
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value of the residual obtained from regression of variables at level. The coefficient of lag value 

of residual term shows the speed of adjustment in which the short term disequilibrium is restored 

(Dhungel, 2014).

After the estimation of ARDL equation and the existence of co-integrated relationship, 

the next step is to establish ECM for short term dynamics and to check the stability of long run 

parameters. The equation of ECM is as under.

t 0 1 2 3
1 1 1

4 5 6 1
1 1

F P I 2
k k k

t i t i t i
i i i

k k

t i t i t t
i i
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----- (11)

Where ECM is the error correction term and the coefficient of ECM is expected to be negative, 

this represents the speed of adjustment towards equilibrium each year. The ECM is calculated 

from the long run normalized coefficients based on equation 10.

3.5.8 Causality Test

According to Gujrati (2004), the Granger Causality test shows the existence of causation 

between two variables. The cause and effect relationship among foreign private investment, 

institutional performance, macroeconomic management indicators, natural resources and per 

capita GDP is analyzed by using Granger causality test. This test will confirm that it is the 

institutional performance and macroeconomic management that make changes in the foreign 

private investment or foreign private investment that causes institutional performance or 

macroeconomic management.
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3.6 Concluding Remarks

In this chapter an attempt was made to describe the design of the study. After discussing the 

main theme of the study, the study was stream lined into distinctive objectives and hypotheses. 

This chapter also reviewed the sources of all the variables employed in this study. The 

construction of the model, conceptual framework and data analysis techniques was also 

discussed. Augmented Dickey Fuller test is used to test the stationarity of each variable. Wald F

test is used to check co-integrated relationship and ECM is used for short run relationship among 

the variables. Furthermore, the impact of macroeconomic management and institutional 

performance on foreign private investment is analyzed. Theoretical as well as empirical line of 

action of the study is discussed in detail that how foreign private investment affects economic 

growth and balance of payments of the country. The conceptual framework also describes that 

how foreign private investment is affected by macroeconomic management and institutional 

performance of the country.
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CHAPTER FOUR
RESULTS AND DISCUSSION

4.1 Introduction
In this chapter, the results were analyzed through various techniques as discussed in the previous

chapter. To analyze the impact of institutional performance and macroeconomic management on 

foreign private investment, firstly the preliminary analysis including descriptive statistics, 

correlation analysis, graphical analysis and stationarity analysis was performed to understand the 

nature and behavior of each series. Secondly, the regression analysis was performed to find the 

direction and contribution of explanatory variables in predicting the foreign private investment.

The sensitivity analysis plays a very important role to compare and contrast the estimated results 

and techniques applied for estimation. To verify the results, sensitivity analysis was also 

employed in this chapter. Cointegration and error correction mechanism was also employed to 

ascertain the long run and short run relationship among the selected institutional performance 

indicators, macroeconomic management indicators and foreign private investment. Finally, to 

check the cause and effect relationship among the variables, Granger causality was also 

employed. Each analysis is discussed in detail in the next sections.

4.2     Preliminary Analysis

4.2.1 Descriptive Analysis

The descriptive statistics analysis includes total number of observations, minimum value, 

maximum value, mean, standard deviation, Skewness and Kurtosis. The descriptive statistics 

show that the majority of the institutional performance or governance indicators are normally 

distributed. The coefficient of Skewness and Kurtosis is high for religious tensions and 

bureaucratic quality indicators which represents the abnormality of these two variables.
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Table 4.1
Descriptive Analysis

Institutional Performance Indicators and Foreign Private Investment

N Minimum Maximum Mean Std. Deviation Skewness Kurtosis

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. Error

Government Stability 30 2.17 10.83 6.9750 2.32860 -.104 .427 -1.065 .833

Socioeconomic Conditions 30 4.25 6.92 5.5053 .71108 .404 .427 -1.116 .833

Investment Profile 30 2.42 8.00 5.5777 1.46905 -.012 .427 -.902 .833

Internal Conflict 30 5.00 10.75 6.5947 1.70394 1.143 .427 .440 .833

External Conflict 30 5.33 11.17 7.7347 1.49218 .218 .427 -.614 .833

Corruption 30 2.00 6.00 3.9193 .76989 .510 .427 2.769 .833

Military in Politics 30 .00 3.00 1.5028 1.03495 -.386 .427 -1.113 .833

Religion Tensions 30 2.00 4.00 2.1778 .53950 3.040 .427 8.196 .833

Law and Order 30 2.00 7.83 5.3778 1.52874 -.767 .427 -.198 .833

Ethnic Tensions 30 2.00 10.00 4.8944 3.60249 .609 .427 -1.612 .833

Democratic Accountability 30 .00 10.00 4.0944 2.39349 .528 .427 .116 .833

Bureaucratic Quality 30 3.75 6.00 5.9250 .41079 -5.477 .427 30.000 .833

Foreign Private Investment 30 .18 3.67 1.0359 .87590 1.945 .427 3.242 .833
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Table 4.2
Descriptive Analysis

Macroeconomic Management Indicators and Foreign Private Investment

4.2.2 Correlation Analysis

The results of correlation analysis are evident that bureaucratic quality, external conflicts, 

government stability, internal conflicts and investment profile, law and order and military in 

politics are directly associated with foreign private investment inflow in Pakistan. Similarly 

corruption, democratic accountability, ethnic tension, religious tension and socioeconomic 

conditions are inversely associated with foreign private investment inflow in Pakistan. Positively 

associated institutional performance indicators like bureaucratic quality, external conflicts, 

government stability, internal conflicts and investment profile, law and order and military in 

politics have 18%, 44%, 16%, 9%, 49%, 32% and 12% correlation with foreign private 

investment respectively. Negatively associated institutional performance indicators like 

Descriptive Statistics

N Minimum Maximum Mean Std. Dev Variance Skewness Kurtosis

Statistic Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. Error

Foreign Private Investment 30.000 0.178 3.668 1.036 0.876 0.767 1.945 0.427 3.242 0.833

GDP Growth 30.000 1.014 7.706 4.544 1.985 3.940 0.027 0.427 -0.882 0.833

Exchange Rate 30.000 14.046 101.629 47.524 25.701 660.546 0.438 0.427 -0.840 0.833

Natural Resources 30.000 2.867 8.342 4.392 1.496 2.239 1.440 0.427 1.400 0.833

Inflation 30.000 2,91 20.286 8.553 3.934 15.478 0.746 0.427 1.179 0.833

Interest Rate 30.000 -5.600 4.930 0.351 2.943 8.662 -0.469 0.427 -0.451 0.833

GDP per Capita 30.000 446,27 806.383 612.068 102.766 10560.75 0.343 0.427 -1.000 0.833

Exchange Rate Volatility 30.000 0.023 0.133 0.095 0.026 0.001 -1.143 0.427 1.399 0.833

Trade Openness 30.000 0.180 0.436 0.336 0.070 0.005 -0.555 0.427 -0.384 0.833
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corruption, democratic accountability, ethnic tension, religious tension and socioeconomic 

conditions have 9%, 12%, 13%, 11% and 11% correlation with foreign private investment in 

Pakistan.

Table 4.3

Correlation Analysis

Institutional Performance Indicators and Foreign Private Investment

BQ COR DA EC ETH GS IC IP LAW MIP RT SOCIO FPI

BQ 1.00

COR 0.47** 1.00

DA 0.17 0.59** 1.00

EC 0.10 0.10 0.53** 1.00

ETH 0.11 0.22 0.09 0.28 1.00

GS 0.14 0.09 -0.17 0.21* 0.74** 1.00

IC 0.18 0.41* 0.52** 0.69** 0.73** 0.47 1.00

IP -0.13 0.05 0.23 0.35 -0.43* -0.09 -0.17 1.00

LAW 0.17 0.17 0.31 0.72* 0.41 0.55** 0.46 0.43* 1.00

MIP -0.09 0.28 0.53** 0.42 -0.35 -0.17 0.08 0.67 0.40* 1.00

RT 0.06 0.04 0.16 0.29 0.04 -0.21 0.40* -0.32 -0.21 0.10 1.00

SOCIO -0.38* -0.58* -0.50* -0.25 0.12 0.32 -0.23 -0.03 -0.04 -0.30 -0.24 1.00

FPI 0.18 -0.09 -0.12 0.44* -0.13 0.16 0.09 0.49** 0.32 0.12 -0.11 -0.11 1.00
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Table 4.4

Correlation Analysis

Macroeconomic Management Indicators and Foreign Private Investment

FPI INF ER ERV GDPG GDPPC NATRES IR OPEN

FPI 1.00

INF 0.39* 1.00

ER 0.31 0.23 1.00

ERV -0.18 0.31 0.08 1.00

GDPG -0.08 -0.32 -0.34 0.20 1.00

GDPPC 0.53** 0.41 0.95** 0.12 -0.25 1.00

NATRES 0.76** 0.24 0.39* -0.02 0.10 0.52** 1.00

IR -0.28 -0.55** 0.18 -0.16 -0.25 -0.03* -0.26 1.00

OPEN -0.20 -0.11 -0.91** -0.23** 0.32 -0.82** -0.32 -0.29 1.00

4.2.3 Graphical Analysis

4.2.3.1 Fluctuations in Institutional Performance Indicators

The graphical analysis is done to study the fluctuation over time in each institutional 

performance indicator and macroeconomic management indicators. In each graph of the 

institutional performance indicators, the vertical axes indicate the index values from 0 to 12 and 

the horizontal axis represents the years ranging from 1984 to 2013. The graphical analysis shows 

that there are evidences for fluctuation in government stability, corruption, investment profile, 

socioeconomic condition, democratic accountability, ethnic tension, military in politics, internal 

conflicts, external conflicts and law and order. Contrary to this, bureaucratic quality and religious 

tension show stationary trend over study time. There are certain evidences for fluctuation in 

foreign private investment inflow in Pakistan. 
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Figure 4.1

The Fluctuations in Institutional Performance Indicators
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4.2.3.2 Fluctuations in Macroeconomic Management Indicators

In each figure of the macroeconomic management indicators, the vertical axes indicate the values 

of each indicator and horizontal axes represent the years ranging from 1984 to 2013. The 

graphical analysis shows that there are evidences for fluctuations in the real exchange rate, 

exchange rate volatility, inflation rate, interest rate, gross domestic product growth, per capita 

gross domestic product, trade openness and natural resources. 

Figure 4.2
The Fluctuation in Macroeconomic Management Indicators
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In this study, two proxies of institutional performance are also used to analyze the results. In first 

proxy, that is INSP1, is the sum of all the twelve individual indices of institutional performance 

indicators. The minimum value of INSP1 is 0 and maximum value is 100. In proxy second, that 

is INSP2 (IQ) is the sum of six individual institutional performance indicators namely 

government stability, investment profile, internal conflicts, external conflicts, law & order and 

corruption. The minimum value of INSP2 (IQ) is 0 and maximum value is 72. In both the higher 

values represent the better institutional performance. The graphical analysis represents that there 

is fluctuation in institutional performance within the study period.

Figure 4.3
The Fluctuation in Institutional Performance (Proxies)
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are inclined with the graphical analysis results. The government stability, corruption, investment 

profile, socioeconomic condition, democratic accountability, ethnic tension, military in politics, 

internal conflicts, external conflicts and law and order have absolute ADF test value less than the 

absolute critical value at 5% level of significance, which show that the mean and variance of 

these series is not constant from 1984 to 2013, while the situation is different in case of religious 

tension and bureaucratic quality. The p-values for each series are shown in the parenthesis. The 

unit root test is performed in level and first difference with intercept and trend.

The results of unit root test are inclined with the graphical analysis results. The 

government stability, corruption, investment profile, internal conflicts, external conflicts and law 

and order have absolute ADF test value less than the absolute critical value at 5% level of

significance, which show that the mean and variance of these series is not constant from 1984 to 

2013. The p-values for each series are shown in the parenthesis. The unit root test is performed 

in level and first difference with intercept.
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Table 4.5
Unit Root Test (ADF) for Institutional Performance Indicators

Variables At Level At 1st Difference     Decision 

Intercept & trend Intercept & trend

Investment Profile -2.177 -4.803 Absolute ADF 
values are less 
than the 
absolute critical 
values, thus 
mean and 
variance of 
each series is 
not constant 
(series have 
fluctuation over 
time). All the 
series are
integrated at 
first difference 
i.e. I(1)

Law and Order -1.209 -3.982

Government Stability -1.356 -4.714

Democratic Accountability -1.838 -4.694

Socioeconomic Conditions -2.504 -4.530

External Conflicts -1.788 -4.681

Ethnic Tensions -1.097 -4.317

Internal Conflicts -1.946 -3.708

Military in Politics -1.986 -4.121

Corruption -2.430 -5.547

Religious Tensions -3.376 -4.393

Bureaucratic Quality Data have zero variance

IQ (Institutional Performance) -2.09 -3.94

INSP (Institutional Performance) -1.50 -3.98

Foreign Private investment -2.635 -3.472

Critical values: -3.68, -2.97, -2.62 at 1%, 5% and 10% respectively

The unit root test is used to measure the fluctuations in the series. If the mean and 

variance of a series are not constant over the period of time, then the series is non-stationary 

(Libanio, 2005). This non-stationary trend shows that the series has the fluctuation. To check the 

stationarity of the variables, the Augmented Dickey-Fuller (ADF) test is performed. Initially the 

ADF test is performed at the level. The results of the Augmented Dickey-Fuller (ADF) Unit Root 

Test are presented in the Table 1 below.  Mostly the variables are non-stationary at the level and 

make them stationary after taking the first difference. The table computes the ADF test statistics 
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for the model with intercept. The critical values at 5% level of significance are given at the 

bottom of table.

Table 4.6
Unit Root Test (ADF) for Macroeconomic Management Indicators

Variables Level First Difference Conclusion

Intercept and trend Intercept and trend

FPI -2.99 -3.42 Absolute ADF values are 
less than the absolute 
critical values, thus mean 
and variance of each 
series is not constant 
(series have fluctuation 
over time). All the series 
are integrated at first 
difference i.e. I(1)

ER -1.75 -3.95

ERV -1.94 -5.56

INF -2.47 -6.43

IR -2.93 -7.16

GDPG -3.31 -6.49

OPEN -3.64 -6.66

GDPPC -1.94 -2.84

NATRES -2.55 -7.48

Critical values: -3.68, -2.97, -2.62 at 1%, 5% and 10% respectively

4.3 Regression Analysis

The results of regression analysis are discussed in the tables below. Ordinary Least Square 

(OLS) method is used to estimate the results. Firstly, the results were estimated with all twelve 

institutional performance indicators as explanatory variables and foreign private investment as 

dependent variable as shown in appendix table 4.Secondly, the results were estimated with 

macroeconomic management indicators, control variables and foreign private investment as 

shown in appendix table 5. A general to specific approach was used to analyze the final results. 

Those variables were removed one by one which found insignificant. The final regression results 

are shown in tables 4.7, 4.8 and 4.9 below. At the end of each table, the diagnostic statistics are 

given to verify the model suitability.
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4.3.1 Impact of Institutional Performance Indicators on Foreign Private Investment

The results of institutional performance indicators and foreign private investment are given in 

table 4.7. In this regression the institutional performance indicators like corruption, 

socioeconomic conditions, military in politics, religious tension, ethnic tension and democratic 

accountability were found insignificant while investment profile, external conflicts reduction, 

internal conflict reduction, law and order, government stability and bureaucratic quality were 

found significant. The asterisk ‘*’, ‘**’, ‘***’ represents that the results are significant at 10%, 

5%, and 1% respectively. The results show that, there is a significant positive impact of 

government stability, external conflicts reduction, bureaucratic quality and investment profile on 

foreign private investment in Pakistan while reduction in internal conflicts and law and order has 

significant negative impact on foreign private investment in Pakistan. 

The results are evident that an increase in investment profile index, external conflicts 

index, government stability index and bureaucratic quality index will increase foreign private 

investment by 26%, 62%, 24% and 58% respectively. On the other hand, any increase in the 

index of law & order and internal conflicts will discourage foreign private investment by 44% 

and 28% respectively. The diagnostic statistics show that the value of R-square is 0.54, 

explaining that there is 54 percent variation in foreign private investment is measured by the six 

institutional performance indicators that is investment profile, external conflicts reduction, 

internal conflict reduction, law and order, government stability and bureaucratic quality. The 

overall significance of the model is explained by F-statistic whose value is 4.46 which is higher 

than the critical value 3.47, verifying that the model fitted well. To test the existence of 

heteroscedasticity, ARCH test and White test were performed. The results show that the model is 

free of heteroscedasticity problem. The serial LM test and Durban Watson test are used to verify 
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the autocorrelation problem in the model. To test the stability of the model, Ramsey RESET test 

is used. The results are evident that the model is stable and functionally reliable.

Table 4.7
Institutional Performance Indicators and Foreign Private Investment

Foreign private Investment is the Dependent Variable

Variable Coefficient t-Statistic Prob.  

C -6.093707*** -2.912657 0.0078

Investment Profile (IP) 0.263611** 2.157629 0.0416

External Conflicts (EC) 0.620618*** 3.078557 0.0053

Law & Order (LAW) -0.440797** -2.530938 0.0187

Govt. Stability (GS) 0.235405** 2.707534 0.0126

Bureaucratic Quality (BQ) 0.584306* 1.847969 0.0775

Internal Conflicts (IC) -0.284235* -1.920523 0.0673
Diagnostic Statistics

R-squared = 0.537801       Adjusted R-squared = 0.417228    F-statistic = 4.460358 DW

stat = 1.089315Prob(F-statistic) = 0.003911     Ramsey RESET Test = 11.197 (0.000)    

Serial Correlation LM Test = 7.661 (0.021)     Heteroskedasticity Test (ARCH) = 3.259 

(0.071)Jarque-Bera = 4.645 (0.098)

Heteroskedasticity Test (White) = 18.912 (0.590)    

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively

The impact of government stability, external conflicts, internal conflicts, investment 

profile, law & order and corruption on foreign private investment is shown in table 4.8. This 

table also represents the robustness analysis of the model. This represents that the government 

stability, investment profile and external conflicts reduction has a positive relationship with 

foreign private investment while law & order and internal conflicts have a negative relationship 
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with foreign private investment. Control of corruption has appositive but insignificant 

relationship ship with foreign private investment. The results were again regressed by removing 

the corruption variable. The signs of coefficients of each indicator were remained the same with 

a slight change in their coefficient value. This represents the strength of the regression model. 

The value of F-statistic is 4.24, which is higher than the critical value 3.47. The goodness of fit 

of the model is obvious as the value of R-square is 0.469, representing that there is a 47 percent 

change in the dependent variable are predicted due to explanatory variable used in this 

regression. Other diagnostic statistics include Jarque-Bera statistics (3.92), Serial L-M test 

(3.36), Heteroscedasticity test (1.29) and Ramsey RESET test (10.13) representing that the 

model is free from econometric issues.

Table 4.8
Regression Analysis

Dependant Variable is Foreign Private Investment
Variables Coefficients Std. Error Coefficients Std. Error

Constant -3.12** 1.27 -2.58** 0.91

Govt. Stability (GS) 0.25** 0.10 0.22** 0.09

External Conflicts (EC) 0.70** 0.27 0.59*** 0.21

Investment Profile (IP) 0.18 0.13 0.22* 0.12

Internal Conflicts (IC) -0.36 0.22 -0.26* 0.15

Law and Order (LAW) -0.42** 0.19 -0.37** 0.17

Corruption (COR) 0.15 0.24

Diagnostic Testing F-Statistic = 3.51

R-Square = 0.478

Adj. R-Square = 0.342

Durban-Watson = 1.03

F-Statistic = 4.24

R-Square = 0.469

Adj. R-Square = 0.358

Durban-Watson = 0.95

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively
Jarque-Bera = 3.92, Serial LM Test = 3.36 (0.53), Hetero. Test = 1.29 (0.29), Ramsey RESET = 10.13 (0.004)
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Macroeconomic management indicators of the country play an important role in 

determining the inflow of the foreign private investment. The impact of macroeconomic 

management indicators including exchange rate, interest rate, inflation, trade openness, gross 

domestic product growth and exchange rate volatility on foreign private investment is regressed 

and their results are presented in table 4.9 below. The natural resources and per capita gross

domestic product are used as control variables for location specific advantages for the foreign 

investors. The impact of inflation and trade openness was found insignificant as showed in 

Appendix Table 5. Interest rate, natural resources and per capita GDP has a significant positive 

impact on foreign private investment while exchange rate depreciation, exchange rate volatility 

and GDP growth have a significant negative impact on foreign private investment. An increase 

in real exchange rate depreciation will discourage the inflow of foreign private investment by 7 

percent. Exchange rate volatility negatively influences the inflow of foreign private investment 

by more than six hundred percent. This represents the biggest shock to the foreign private

investment inflow in Pakistan. The results show that an increase in GDP growth will decrease 

foreign private investment by 8 percent. Location specific indicators play an important role in 

attracting foreign private investment in the country. The natural resources of the country 

represent the ability of the host country to attract foreign investors especially who in search of 

abundant natural resources like petroleum, natural gas, coal and precious stones. The natural 

resource of the country attracts 29 percent of the foreign private investment. Similarly, the per 

capita GDP represents the labor efficiency of the human resource of the country. The results are 

evident that an increase in per capita GDP will improve foreign private investment inflow by 2 

percent. The efficiency of human resource of the host country also plays an important role in 

attracting foreign private investment inflow. There is an 86 percent change is estimated in 
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foreign private investment due to explanatory variables as given by the R-square value. The 

overall significance of the model is obvious from the F-statistic value, given as 24.32, which is 

higher than the critical value. The Durban-Watson statistic and serial correlation L-M test value 

represents that there is no serial correlation existed in the model. Other diagnostic statistics are 

also supporting the results.

Table 4.9
Regression Analysis of Macroeconomic Management Indicators

Foreign Private Investment is the Dependent Variable

Variable Coefficient t-Statistic Prob.  

C -6.945011*** -5.930124 0.0000

ER -0.065026*** -5.842313 0.0000

IR 0.055992* 1.833507 0.0797

GDPG -0.077702* -1.992905 0.0583

ERV -6.582866** -2.414725 0.0241

NATRES 0.287137*** 4.875261 0.0001

GDPPC 0.017594*** 6.206928 0.0000
Diagnostic Statistics

R-squared = 0.863869         Adjusted R-squared = 0.828356 F-statistic = 24.32573

DW stat = 2.024843       Prob(F-statistic) = 0.000000  Serial Correlation LM Test = 

1.545 (0.461)         Ramsey RESET Test = 26.349 (0.000)

Heteroskedasticity Test (White) = 29.780 (0.321)             Jarque- Bera = 2.092 (0.351)

Heteroskedasticity Test (ARCH) = 0.030 (0.860),

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively

In this section, the impact of institutional performance indicators on foreign private 

investment and impact of macroeconomic management indicators on foreign private investment 
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is presented. In next section, the impact of institutional performance as a whole, macroeconomic 

management indicators and control variables on foreign private investment will be discussed.

4.3.2 Impact of Institutional Performance and Macroeconomic Management Indicators 

on FPI

The institutional performance of the host country institutions is the backbone of the economy in 

attracting the foreign private investment. Any improvement in the institution’s performance will 

bring significant positive change in foreign private investment. Results in table 4.10 are evident 

that institutional performance has a direct impact on attracting the inflow of foreign private 

investment in Pakistan. An increase in institutional performance index will bring 3.3 percent 

change in foreign private investment. Here the institutional performance variable (INSP1) is the 

sum of all the twelve individual indices of institutional performance indicators. Similarly, an 

increase in per capita GDP and natural resources will bring 1.3 percent and 30 percent change in 

the dependent variable respectively. The real exchange rate depreciation will discourage FPI 

inflow by 4.8 percent each year. The diagnostic statistics of the model revealed that the model is 

best fit and free from econometric issues. The R-square indicates that 82% change occurred in 

the dependent variable is due to explanatory variables used for this analysis. The value of F-

statistics is 29.09, representing the overall significance of the regression model. Durban-Watson

stats and serial correlation test negate the autocorrelation biasness. The functional stability of the 

model is clear from the Ramsey RESET value i.e. 27.85. Normality of model is obvious from 

Jarque-Bera statistic. The ARCH test and White test represent that there is no problem of 

heteroscedasticity in the model. All the diagnostic statistics revealed that the estimators are best, 

linear and unbiased and reliable for future forecasting.
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Table 4.10
Regression Analysis: Impact of Institutional Performance and Macroeconomic 

Management Indicators on Foreign Private Investment

Variable Coefficient t-Statistic Prob.  

C -7.506949*** -6.592399 0.0000

INSP1 0.033081*** 3.062251 0.0052

ER -0.048462*** -5.073932 0.0000

GDPPC 0.013112*** 5.132066 0.0000

NATRES 0.300495*** 4.812787 0.0001
Diagnostic Statistics

R-squared = 0.823183Adjusted R-squared = 0.794892F-statistic = 29.09731

DW stat = 1.437175Prob(F-statistic) = 0.000000   Serial Correlation LM Test = 4.218 

(0.1213)   Ramsey RESET Test = 27.853 (0.0000) 

Heteroskedasticity Test (ARCH) = 2.005 (0.156)   Jarque-Bera = 2.316 (0.314)   

Heteroskedasticity Test (White) = 17.331 (0.238)   

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively

In table 4.11, the institutional performance variable (INSP2) is the sum six individual 

indices (government stability, external conflicts, internal conflicts, investment profile, law & 

order and corruption) of institutional performance indicators after converting the range of 

individual indices of each indicator into same unit. The other variables are same as used in 

previous regression table 4.10. The results were found similar to the previous one. The 

institutional performance (INSP2) is significantly positively contributing in determining the 

inflow of foreign private investment in Pakistan. The diagnostic statistics are strongly supporting 

the regression results.
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Table 4.11
Regression Analysis: Impact of Institutional Performance and Macroeconomic 

Management Indicators on Foreign Private Investment

Variable Coefficient t-Statistic Prob.  

C -7.318649*** -6.865273 0.0000

INSP2 0.043939*** 3.421477 0.0021

ER -0.048659*** -5.266821 0.0000

GDPPC 0.012775*** 5.166301 0.0000

NATRES 0.286520*** 4.769408 0.0001
Diagnostic Statistic

R-squared = 0.834403Adjusted R-squared = 0.807907F-statistic = 31.49215DW stat 

= 1.529814Prob(F-statistic) = 0.000000Serial Correlation LM Test = 3.507 (0.173)   

Ramsey RESET Test = 28.149 (0.0000)Heteroskedasticity Test (ARCH) = 0.767 

(0.381)   Jarque-Bera = 3.936 (0.139)   Heteroskedasticity Test (White) = 18.655 

(0.178)  

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively

The sensitivity of the variable institutional performance used in both the regression is 

quite clear that it has a significant positive impact on foreign private investment inflow either 

used the institutional performance proxy INSP1 or INSP2. There is no significant change in the 

results of both the regression. This also represents the strength of the variable used in the study.
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4.3.3 Impact of Selected Institutional Performance Indicators and Macroeconomic 

Management Indicators on FPI

The results of regression analysis in which the impact of some selected institutional performance 

indicators (government stability and investment profile) and macroeconomic management 

indicators (exchange rate and per capita GDP) on foreign private investment is shown in table 

4.12. Foreign private investment is used as the explained variable while the investment profile, 

government stability, exchange rate and per capita GDP are used as independent variables. The 

results show that the investment profile, government stability and per capita GDP has a 

significant positive relationship with foreign private investment while the real exchange rate has 

a significant negative relationship with foreign private investment. The diagnostic statistics of 

the model are shown in the table 4.12 below. The value of R-Square is 0.838 which reveals that 

there is 84% variation in the dependent variable is explained by the explanatory variables. This 

also represents the goodness of fit of the model. The value of F-statistics is 24.96 which is 

significantly highly than the bench mark and represents the overall significance of the model. 

The value of Durban-Watson is 1.868 which represents that there is no serious problem of serial 

correlation. Same is the confirmed by the serial L-M statistics. The Jarque-Bera statistics 

represent the normality of the data. The value of ARCH test and White test revealed that there is 

no hetroscedasticity present in the model. The Ramsey RESET value represents the stability of 

the model. All the statistics show that there is no serious econometric problem with the 

regression model.



106

Table 4.12
Regression Analysis

Impact of Selected Institutional Performance Indicators and Macroeconomic Management 
of FPI

                                                Dependent Variable: FPI

Variable Coefficient Std. Error t-Statistic Prob.  

C -9.361556*** 1.483065 -6.312305 0.0000

IP 0.141621* 0.069753 2.030324 0.0535

ER -0.068836*** 0.012564 -5.478991 0.0000

GDPPC 0.019518*** 0.003184 6.130753 0.0000

GS 0.133186*** 0.045238 2.944126 0.0071

MA(1) 0.473329** 0.186891 2.532652 0.0183

Diagnostic Statistics

R-squared = 0.838753,     Adjusted R-squared = 0.805160        F-statistic = 24.96805

DW stat = 1.867801,     Jarque- Bera = 1.6916 (0.429),   Breusch-Godfrey Serial 

Correlation LM Test = 0.462 (0.793),  Heteroskedasticity ARCH Test = 3.53 (0.06)       

Heteroskedasticity White Test = 6.131(0.408),     Ramsey RESET Test = 34.043 (0.000)

Note: ‘*’, ‘**’, ‘***’ represents that the result is significant at 10%, 5%, and 1% respectively

From the table, 4.12, it is clear that the investment profile of the host country positively 

contributes to the foreign private investment inflow. The results show that a unit increase in 

investment profile of the country will bring a 0.14 unit increase in foreign private investment. An 

improvement in the investment profile of the country will boost the confidence level of the 

investors which leaves a significant and encouraging impact on foreign private investment in 

flow. Similarly, government stability has also an encouraging impact on foreign private 

investment. Investors used to investment more in the country where the government is stable, 
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political stability and smooth functioning of government institutions. The results show that a unit 

increase in government stability will improve foreign private investment by 0.133 units in 

Pakistan. The exchange rate has a significant negative relationship with foreign private 

investment. The results show that unit depreciation in the domestic exchange rate will discourage 

foreign private investment by 0.067 units. The investors invest more in a country where the 

exchange rate is stable. The investors do not invest in the economy whose exchange rate has 

frequent fluctuations in the exchange rate over a limited period of time. Finally, per capita GDP 

has a significant positive contribution in attracting foreign private investment inflow. The results 

show that a unit increase in per capita GDP will encourage foreign private investment by 0.02 

unit. Per capita GDP represents the strength of labor productivity. The investors invest more in 

an economy where human capital is more productive and efficient. In the light of above 

estimated results it is suggested that to attract foreign private investment in the country the 

government must ensure the stability of the political system as well as to their institutions. The 

government should ensure a stable exchange rate policy to attract foreign private investment.

4.3.4 Sensitivity Analysis

The results of macroeconomic management variables and institutional performance are shown in 

table 4.13. The macroeconomic management variables used for analysis are exchange rate and 

per capita gross domestic product and institutional performance (INSP2) variable is the sum of 

the six individual institutional variables. The natural resource variable is used as a proxy for 

location specific country. In the first three estimations (Model I, Model II and Model III), the 

macroeconomic management variables and natural resources are separately regressed with 

foreign private investment. Exchange rate, per capita gross domestic product and natural 

resources have a significant positive relationship with foreign private investment. The R2, the
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goodness of fit of the model shows that the natural resources individually explain the 57 percent 

variation in the dependent variable. 

In model IV, exchange rate, per capita GDP and institutional performance is taken as 

independent variables. The results show that a unit depreciation in the real exchange rate will 

discourage foreign private investment inflow by 6 percent and 1% increase in per capita GDP 

will increase the foreign private investment by 2 percent. The institutional performance variable 

reveals a positive relationship with foreign private investment and suggests that a unit increase in 

institutional performance will encourage by 4 percent. The value of R2 is 0.68, it means that the 

variation in the dependent variable due to explanatory variables is about 68 percent. All the 

explanatory variables represent a significant relationship at 1 5 and 5 percent levels of 

significance.

In model V, the natural resource variable is used as explanatory variable instead of per 

capita GDP and found similar results as of model IV. In model VI, exchange rate variable is 

excluded and used per capita GDP, natural resources and institutional performance as an 

independent variable. The goodness of fit of the model is 65 percent. In model VII, estimation is 

made without institutional performance variable and found a significant relationship with 75 

percent goodness of fit of the model. 

In model VIII, real exchange rate, per capita gross domestic product, natural resources and 

institutional performance are taken as explanatory variables. The per capita gross domestic 

product, natural resources and institutional performance have a direct relationship with foreign 

private investment while the real exchange rate has a negative relationship with foreign private 

investment. The results suggest that a unit increase in per capita GDP, a unit increase in natural 



109

resources and a unit increase in institutional performance will increase foreign private investment 

by 1 %, 28% and 4% respectively while a unit increase in real exchange rate depreciation will 

discourage foreign private investment by 4%. The goodness of fit of this model is 83%. It means 

that the variation in the dependent variable due to real exchange rate, per capita gross domestic 

product, natural resources and institutional performance is 83 percent. All the explanatory 

variables have a significant relationship with foreign private investment. By the inclusion of 

institutional performance variable the variation in dependent variable is increased from 75 % to 

83 %, it means that in the presence of real exchange rate, per capita GDP and natural resources 

institutional performance increase goodness of fit of the model by 7 percent.

Table 4.13

Regression Analysis based on Macroeconomic Management and Institutional Performance

Dependent Variable: Foreign Private Investment

I II III IV V VI VII VIII

Constant
0.52 
(0.32)

-1.73 
(0.84)

-0.91 
(0.33)

-8.88 
(1.37)

-2.36 
(0.65)

-2.37 
(0.72)

-6.04
(1.18)

-7.31
(1.06)

ER
0.01*

(0.006)
-0.06***

(0.01)
-0.004 
(0.005)

-0.04***

(0.01)
-0.04***

(0.009)

GDPPC
0.004***

(0.001)
0.02***

(0.003)
0.0006 
(0.001)

0.01***

(0.002)
0.01***

(0.002)

NATRES
0.44***

(0.07)
0.44***

(0.07)
0.40***

(0.08)
0.27***

(0.07)
0.28***

(0.06)

INSP2
0.04**

(0.02)
0.05**

(0.02)
0.035*

(0.01)
0.04***

(0.01)

R-Square 0.10 0.28 0.57 0.68 0.67 0.65 0.75 0.83

F-statistics 3.07 10.99 37.75 18.73 16.64 16.14 26.97 31.49

DW 0.41 0.44 1.16 0.64 1.34 1.19 1.13 1.52
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In all the models, the value of R2 is less than the Durban Watson (DW) value, which is 

evident that no one regression is spurious. It is clear from the table 4.13 that all the explanatory 
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variable has the same signs as expected before analysis also no one explanatory variable has

changed the sign by regressing different models. This also confirms the robustness of the 

variables used in the study.

4.3.4 Sensitivity Analysis: Institutional Performance Indicators and Foreign Private 

Investment 

As discussed earlier that the institutional performance indicators are perception based individual 

indices and the perception based indices may have a close correlation among them. In ordinary 

least square regression, if an explanatory variable has a close correlation among them then there 

arrives a multicollinearity problem. To avoid this certain multicollinearity biasness, foreign 

private investment is regressed with individual indicators. The results are shown in table 4.14 

below. 

The results show that in the model I, an increase in government stability index will 

increase foreign private investment by 6 percent. The value of R2 is 0.03, which suggest that the 

goodness of fit of the model is 3 percent. This implies that the variation in the dependent variable 

due to government stability is just 3 percent. In model II, a unit increase in investment profile 

will encourage foreign private investment by 26 percent and the goodness of fit of the model is 

24%. It means that the variation in the dependent variable due to the investment profile is 24 

percent. Results of model III represent that a unit decrease in risk associated with external 

conflicts will encourage the foreign private investment inflow by 26 percent. The change in the 

dependent variable due to external peace and harmony is 19 percent, as the value of R2 is 0.19. In 

model IV, the results reveal that a unit increase in internal peace and harmony will encourage the 

inflow of foreign private investment by 5% and the goodness of fit is 0.7% as given by the R2
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value that is 0.007. Results of model V represent that a unit decrease in risk associated with

corruption will decrease the foreign private investment inflow by 9 percent. The change in the 

dependent variable due to control of corruption is 0.7 percent, as the value of R2 is 0.007. Finally 

model VI, a unit increase in the rule of law will encourage foreign private investment by 18 

percent and the goodness of fit of the model is 10%. It means that the variation in the dependent

variable due to the investment profile is 10 percent. In all the six models, the value of R2 is less 

than the Durban Watson (DW) value, which is evident that no one regression is spurious. The 

results of model II, III and VI are significant at 1%, 5% and 10% level of significance 

respectively. All the explanatory variables showed the expected signs except control of 

corruption. The control of corruption has a negative relationship with foreign private investment. 

It means that less the control of corruption is more the inflow of foreign private investment.
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Table 4.14

Institutional Performance Indicators and Foreign Private Investment

Dependent Variable: FPI

Variable/ 
Model I II III IV V VI

Constant
0.61 
(0.51)

-0.59 
(0.58

-0.96 
(0.78)

0.73 
(0.65)

1.42 
(0.85)

0.05 
(0.57)

GS
0.06 
(0.07)

IP
0.29***

(0.09)

EC
0.26**

(0.09)

IC
0.05 
(0.09)

COR
-0.09 
(0.21)

LAW
0.18*

(0.10)

R-Square 0.03 0.24 0.19 0.007 0.007 0.10

F-statistics 0.75 8.73 6.75 0.22 0.21 3.2

DW 0.38 0.44 0.50 0.36 0.36 0.40
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

The results of different combination of institutional performance indicators and their 

impact of foreign private investment are shown in table 4.15 below. As the institutional 

performance indicators used in the study are based on perception and the perception of the 

individual change with the passage of time, thus the institutional performance indicators seem to 

be linearly associated to each other (Keefer and Knack; 1997, Fanta; 2011). A low risk perceived 

from one indicator predicts a low risk from the other. For example, if there is rule of law in the 

country than it is perceived that there must be a control of corruption. In other words, if the value 

of the rule of law is high it is perceived that there must be a high value for control of corruption. 

Thus, the purpose of this analysis is to find out the true relationship of the different combination 



113

of these six institutional performance indicators with foreign private investment in Pakistan. To 

achieve this objective we performed five regression models by altering the institutional 

performance indicators. 

In model I, investment profile, external conflicts and law and order are taken as 

explanatory variables. The investment profile and external conflicts have positive signs but the 

rule of law has a negative relationship with foreign private investment. The results show that a 

unit increase in investment profile and a unit decrease in external conflicts will encourage 

foreign private investment by 24% and 23% respectively while a unit increase in the rule of law 

will discourage foreign private investment by 8%. The goodness of fit of this model is 33%. It 

means that the variation in the dependent variable due to the investment profile, external 

conflicts and law and order is 33 percent. The results of investment profile and external conflicts 

are significant at 5% and 10% level of significance.

In model II, investment profile, external conflicts and internal conflicts are taken as 

explanatory variables. The investment profile and external conflicts have positive signs but 

internal conflict has a negative relationship with foreign private investment. The results show 

that a unit increase in investment profile and a unit decrease in external conflicts will encourage 

foreign private investment by 17% and 26% respectively while a unit decrease in internal 

conflicts will discourage foreign private investment by 8%. The goodness of fit of this model is 

33%. It means that the variation in the dependent variable due to the investment profile, external 

conflicts and internal conflict is 33 percent. 

In model III, investment profile, external conflicts, internal conflicts and law and order 

are taken as explanatory variables. The investment profile and external conflicts have positive 
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signs but internal conflict and law and order have an inverse relationship with foreign private 

investment. The results suggest that a unit increase in investment profile and a unit decrease in 

external conflicts will encourage foreign private investment by 19 % and 30 % respectively 

while a unit decrease in internal conflicts and rule of law will discourage foreign private 

investment by 8 % and 7% respectively. The goodness of fit of this model is 34%. It means that 

the variation in the dependent variable due to the investment profile, external conflicts, internal 

conflicts and law and order is 34 percent. 

In model IV, investment profile, external conflicts, internal conflicts, corruption and law 

and order are taken as explanatory variables. The investment profile and external conflicts have 

direct relationship with foreign private investment while internal conflicts, corruption and law 

and order have a negative relationship with foreign private investment. The results suggest that a 

unit increase in investment profile and a unit decrease in external conflicts will increase foreign 

private investment by 22 % and 24 % respectively while a unit decrease in internal conflicts, 

control of corruption and rule of law will discourage foreign private investment by 2 % , 12 % 

and 6 % respectively. The goodness of fit of this model is 34%. It means that the variation in the 

dependent variable due to the investment profile, external conflicts, internal conflicts, corruption 

and law and order is 34 percent.

In model V, investment profile, external conflicts, internal conflicts, law and order and 

government stability are taken as explanatory variables. The investment profile, external 

conflicts and government stability have a direct relationship with foreign private investment 

while internal conflicts and law and order have a negative relationship with foreign private 

investment. The results suggest that a unit increase in investment profile, a unit increase in 

government stability and a unit decrease in external conflicts will increase foreign private 
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investment by 22 %, 22% and 60% respectively while a unit decrease in internal conflicts and 

rule of law will discourage foreign private investment by 26% and 37% respectively. The 

goodness of fit of this model is 47%. It means that the variation in the dependent variable due to 

the investment profile, external conflicts, internal conflicts, government stability and law and 

order is 47 percent. All the explanatory variables have a significant relationship with foreign 

private investment. In all the five models, the value of R2 is less than the Durban Watson (DW) 

value, which is evident that no one regression is spurious. It is clear from the table 4.15 that all 

the explanatory variable has the same signs as expected before analysis also no one explanatory 

variable has changed the sign by regressing different models.
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Table 4.15
Regression Analysis based on Institutional Performance Indicators and FPI

Dependent Variable: Foreign Private Investment

Variable/ 
Model I II III IV V

Constant -1.68 (0.80) -1.42 (0.88) -1.51 (0.88) -1.18 (1.08) -2.58 (0.91)

IP 0.24** (0.11) 0.17 (0.12) 0.19 (0.13) 0.22 (0.15) 0.22* (0.13)

EC 0.23* (0.14) 0.26 (0.17) 0.30 (0.19) 0.24 (0.22) 0.60*** (0.21)

IC -0.08 (0.14) -0.08 (0.14) -0.02 (0.18) -0.26* (0.15)

COR -0.12 (0.23)

LAW -0.08 (0.14) -0.07 (0.14) -0.06 (0.14) -0.37** (0.18)

GS 0.22** (0.09)

R-Square 0.33 0.33 0.34 0.34 0.47

F-statistics 4.24 4.26 3.17 2.52 4.24

DW 0.57 0.55 0.57 0.59 0.94
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In all the five models, the signs of investment profile and low external conflicts are 

positive while internal conflicts and law and order have a negative sign. This shows the stable 

relationship with foreign private investment in Pakistan, In model IV, the institutional 

performance indicators investment profile, external conflicts, internal conflicts and law and order 

have insignificant relationship with foreign private investment but in model V, when we 

introduce government stability indicator, all the indicators then becomes significant. Thus it is 

concluded that institutional performance indicators like investment profile, external conflicts, 

internal conflicts and law and order have no importance without government stability.

In table 4.16, five regression models were used to study the impact of institutional 

performance indicators behavior in determining foreign private investment. In model I, 
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government stability and investment profile were used as explanatory variables. In model Ii, 

government stability and external conflicts were used as explanatory variables. In model III, 

government stability and internal conflicts were used as explanatory variables. In model IV, 

government stability and corruption were used as explanatory variables. In model V, government 

stability and law & order were used as explanatory variables. In the first four models, the 

government stability has a positive relationship with foreign private investment while in the fifth

model it has a negative relationship with FPI when law and order variable is introduced in the 

model.
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       Table 4.16

Regression Analysis
Dependent Variable: Foreign Private Investment

Variable/ 
Model I II III IV V

Constant -1.18 (0.73) -1.08 (0.84) 0.57 (0.70) 1.04 (0.95) 0.07 (0.62)

GS 0.07 (0.06) 0.03 (0.06) 0.05 (0.08) 0.06 (0.07) -0.008 (0.08)

IP 0.30*** (0.09)

EC 0.25** (0.10)

IC 0.008 (0.11)

COR -0.12 (0.21)

LAW 0.19 (0.13)

R-Square 0.28 0.20 0.03 0.04 0.10

F-statistics 5.24 3.36 0.36 0.51 1.6

DW 0.51 0.50 0.38 0.39 0.40
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In table 4.17, four different regression models were used to study the behavior of 

institutional performance indicators. In model I, investment profile and external conflicts were 

used as explanatory variables. In model II, investment profile and internal conflicts were used as 

explanatory variables. In model III, investment profile and corruption were used as explanatory 

variables. In model IV, investment profile and law & order was used as explanatory variables. In 

all the four models, the investment profile has a positive relationship with foreign private 

investment.
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Table 4.17
Regression Analysis

Dependent Variable: FPI

Variable/ 
Model I II III IV

Constant -1.61 (0.78) -1.20 (0.87) -0.11 (0.91) -0.80 (0.68)

IP 0.23** (0.10) 0.31*** (0.10) 0.29*** (0.48) 0.25** (0.11)

EC 0.18** (0.10)

IC 0.09 (0.08)

COR -0.13 (0.19)

LAW 0.08 (0.10)

R-Square 0.32 0.27 0.25 0.25

F-statistics 6.34 4.95 4.5 4.5

DW 0.55 0.49 0.44 0.45
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In table 4.18, three different regression models were used to study the behavior of 

institutional performance indicators. In model I, external conflicts and internal conflicts were 

used as explanatory variables. In model II, external conflicts and corruption were used as 

explanatory variables. In model III, external conflicts and law & order were used as explanatory 

variables. In all these three models, the reduction in external conflicts has a positive relationship 

with foreign private investment.
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Table 4.18
Regression Analysis

Dependent Variable: FPI
Variable/ 
Model I II III

Constant -0.85 (0.75) -0.43 (1.04) -0.96 (0.79)

EC 0.42*** (0.13) 0.27** (0.1) 0.25* (0.15)

IC -0.21* (0.12)

COR -0.15 (0.20)

LAW 0.006 (0.14)

R-Square 0.28 0.21 0.19

F-statistics 5.3 3.6 3.25

DW 0.57 0.54 0.50
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In table 4.19, three different regression models were used to study the behavior of 

institutional performance indicators. In model I, internal conflicts and corruption were used as 

explanatory variables. In model II, internal conflicts and law & order were used as explanatory 

variables. In model III, corruption and law & order was used as explanatory variables. The 

results indicate that the law & order has a positive relationship with foreign private investment 

when reduction in internal conflicts and control of corruption are negatively influencing the 

foreign private investment inflow.
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Table 4.19
Regression Analysis

Dependent Variable: FPI
Variable/ 
Model I II III

Constant 1.19 (0.92) 0.19 (0.71) 0.62 (0.92)

IC 0.07 (0.10) -0.04 (0.11)

COR -0.17 (0.24) -0.17 (0.21)

LAW 0.20* (0.12) 0.20* (0.10)

R-Square          0.03 0.11 0.12

F-statistics 0.36 1.61 1.90

DW 0,28 0.40 0.43
Note: “*”, “**”, “***” show that the results are significant at 10%, 5% and 1% level of significance, standard errors are shown in parenthesis. 

In table 4.20, the impact of macroeconomic management, institutional performance on foreign 

private investment is analyzed. The data regarding macroeconomic management was extracted 

from Country Profile Investment Assessment (CPIA) compiled by World Bank. The data was 

available from 2005 to 2014 only, so to investigate the impact of macroeconomic management as 

a composite index on foreign private investment, the results were estimated through OLS. The 

results are evident that macroeconomic management and institutional performance have a 

significant positive relationship with foreign private investment.
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Table 4.20

Macroeconomic Management, Institutional Performance and FPI

Dependent Variable: FPI

Sample (adjusted): 2009 2014

Convergence achieved after 5 iterations

Variable Coefficient Std. Error t-Statistic Prob.  

C -22.82984 2.146893 -10.63390 0.0087

MEM 0.907964 0.104181 8.715234 0.0129

IP 0.469611 0.045526 10.31515 0.0093

AR(4) -0.048003 0.023482 -2.044211 0.1776

R-squared 0.993509     Akaike info criterion -2.926158

Adjusted R-squared 0.983772     DW stat 3.002538

F-statistic 102.0349     Prob(F-statistic) 0.009721

4.4 Cointegration Analysis

For long-term relationship between foreign private investment, institutional performance and 

macroeconomic management variables, we have used an autoregressive distributed lags (ARDL) 

model. The structural lags were obtained by using minimum Akaike Information Criteria (AIC) 

where the model has no serial correlation. From the estimation of ARDL equation, the long-run 

elasticities were After the estimation of ARDL equation and the existence of co-integrated 

relationship, the next step is to establish an error correction model (ECM.
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4.4.1 Lag Selection

To proceed for the cointegration, we performed the Unrestricted Error Correction Model 

(UECM) first. According to Altintas and Taban (2011), the number of lag must be determined 

before to cointegration analysis. In Table 4.21, the AIC and BIC values are reported along with 

LM test of serial correlation. The results confirmed that the model is free from auto correlation 

and can proceed for ARDL estimation.

Table 4.21
Lag Selection

Lag AIC BIC Serial Correlation L-M Test

1 1.056 1.579 1.325 (0.515)

No Serial Correlation at lag 1

4.4.2 Co-integration Test

The results of co-integration test are shown in table 4.22.  We can apply the co-integration test 

when no serial correlation is found at some lag in unrestricted error correction model (UECM). 

Finally it is decided that our variables are co-integrated as the Wald test value 4.269 at lag one is 

higher than the upper bound critical value when it is compared with Narayan (2004) critical 

values reported in table 4.22.
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Table 4.22
Wald Test for Co-integration

Level of 

Significance

Lower bound 

critical values

Upper bound 

critical values

Wald F-Statistic

1%

5%

10%

4.400

3.152

2.622

5.664

4.156

3.506

4.269

Wald F is greater than upper bound critical value at 5% level of significance

Source: Critical values for the bounds test (intercept and no trend) Narayan (2004)

4.4.3 ARDL Estimation

The results of the ARDL model are shown in table 4.23. When it is found that the independent 

variables and dependent variable are co-integrated, the next step is to estimate the autoregressive 

distributed lag (ARDL) model. One lag explanatory variable represents the long run impact 

while the differenced lag terms represent the short run impact. The diagnostic statistics are given 

at the end of table 4.23. The value of R-square is 0.817, which is evident that 82 percent 

variations in the dependent variable are explained by institutional performance, exchange rate, 

per capita GDP and natural resources. The value of Durban-Watson statistics is 2.29, which 

show that the model is free from the serial correlation problem. The model is safe from 

autocorrelation problem as represented by the LM. Also, the ARCH and White test confirmed 

that there is no evidence found for hetroscedasticity. Furthermore, the Ramsey test and Jarque –

Bera test revealed that the functional form is correct. Therefore, the estimated results of the 

ARDL model are consistent and reliable.
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Table 4.23
ARDL Estimation (Dependant Variable: D(FPI))

Variables Coefficients t-statistic Prob

C -7.429 -2.918 0.012

FPI(-1) -1.101 -2.991 0.010

INSP2(-1) 0.048 2.558 0.024

ER(-1) -0.048 -2.604 0.022

GDPPC(-1) 0.012 2.473 0.028

NATRES(-1) 0.403 1.991 0.068

D(FPI(-1)) 0.421 1.668 0.119

D(INSP2) 0.005 0.206 0.840

D(INSP2(-1)) -0.016 -0.515 0.616

D(ER) -0.054 -1.603 0.133

D(ER(-1)) 0.043 1.246 0.235

D(GDPPC) 0.001 0.156 0.879

D(GDPPC(-1)) 0.004 0.324 0.751

D(NATRES) 0.173 1.807 0.094

D(NATRES(-1)) -0.102 -0.805 0.436

Diagnostic Checking

R-Square = 0.817,    Adjusted R- Square =  0.620,         DW = 2.29

Jarque- Bera = 0.930 (0.628),      ARCH test = 0.069 (0.792),    L-M test = 3.511 (0.172), 

White test = 12.384 (0.575), Ramsey RESET test = 12.350 (0.0004)

From the estimation of ARDL results, the long-run and short-run elasticities are the 

coefficient of one lagged explanatory variable divided by the coefficient of one lagged explained

variable. If the coefficient of elasticity is greater than one, it means that the variable is elastic, 
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meaning that a small change in explanatory variable will bring a greater change in dependant 

variable and if the coefficient of elasticity is less than one, it means that the variable is inelastic, 

meaning that a greater change in explanatory variable will bring a small change in dependant 

variable.

Table 4.24
Long Run Estimates

Variables Coefficients

Institutional Performance (INSP2) 0.042**

Exchange Rate (ER) -0.043**

Per Capita GDP (GDPPC) 0.009**

Natural Resources (NATRES) 0.366*

**, * represents significance at 5% and 10% respectively

The normalized long run coefficients of explanatory variables are shown in table 4.24. 

The OLS estimated equation with normalized coefficients can be written as:

∆? ? ?? � − � Ç� Ë � � Ç� � É?? ?? É?? ? − � Ç� � Ê???? ? � � Ç� � � ? ? ? ? ??? ? � � ÇÊ� � ? ? ?????? ?
The coefficient of institutional performance is 0.042, which show that the institutional 

performance has a direct relationship with foreign private investment in the long run. This is 

significant at 5 percent level of significance. The coefficient of the exchange rate is -0.043, 

which is significant at 5 percent level of significance. The exchange rate has a negative 

relationship among the explanatory and explained variables. The coefficient of per capita gross 

domestic product is 0.009, which significant at 5% level of significance. The per capita GDP has 

a positive relationship with the foreign private investment. The coefficient of natural resources is 

0.366, which significant at 10% level of significance. The natural resources have a positive 

relationship with the foreign private investment.
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4.4.4 Estimation of Error Correction Model (ECM)

Results for the error correction model are reported in Table 4.25 below. The value of ECM term 

is -0.66, which is negative as required and statistically significant at 1% level of significance and 

it is evident that there is a long run causality running from explanatory variables to the dependent

variable. This shows that there exists a 66% convergence towards equilibrium each year. The 

negative sign shows the convergence of disequilibrium or speed of adjustment towards 

equilibrium. The results suggest a moderate speed of adjustment in this case as it is 66 percent.

The diagnostic statistics are given at the end of table 4.25. The value of R-square is 

0.762, represents that the model is fitted well and there is 76 percent variations in foreign private 

investment are explained by the explanatory variables in the short run. The Durban-Watson value 

and L-M test value indicate that there is no problem of serial correlation in the estimated model. 

The ARCH test and White test indicate that the model is safe from hetroscedasticity problem. 

The Ramsey RESET test suggests the functional stability of the model. Thus, the model is 

reliable and used for forecasting as it has no serious econometric issue. The short run normalized 

coefficients of each explanatory variable is estimated by using Wald coefficient restriction test.  
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Table 4.25
Error Correction Model (ECM)

Variables Coefficients t-statistic Prob

C -4.204 -3.178 0.006

D(FPI(-1)) 0.240 1.199 0.247

D(INSP2) 0.003 0.114 0.911

D(INSP2(-1)) 0.002 0.085 0.934

D(ER) -0.041 -1.645 0.118

D(ER(-1)) 0.053 1.676 0.112

D(GDPPC) 0.008 1.172 0.257

D(GDPPC(-1)) 0.014 1.794 0.091

D(NATRES) 0.128 1.770 0.095

D(NATRES(-1)) -0.051 -0.542 0.595

ECM(-1) -0.660 -3.010 0.008

Diagnostic Checking

R-Square = 0.762,      Adjusted R- Square =  0.622,              DW = 2.27

Jarque- Bera = 0.986 (0.610),      ARCH test = 1.497 (0.221)

L-M test = 3.572 (0.167),              White test = 13.919 (0.176)

Ramsey RESET test = 5.044 (0.024)

Results of short run normalized coefficients of error correction model are shown in table 

4.26. The coefficient of institutional performance is 0.003, which is positive but statistically 

insignificant. This suggests that institutional performance encourages the inflow of foreign 

private investment in the short run. This suggests that the local currency depreciation encourages
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the inflow of foreign private investment in the short run. The coefficient of per capita gross 

domestic product is 0.013, which is statistically significant at 10 percent level of significance. 

This suggests that per capita gross domestic product boosts the foreign private investment inflow 

in Pakistan. The coefficient of natural resources is -0.065, which is statistically significant at 

10% level of significance. This suggests that natural resources of the country discourage the 

inflow of FPI in the short run.

Table 4.26
Short Run Estimates

Variables Normalized Coefficients

Institutional Performance (INSP2) 0.003

Exchange Rate (ER) 0.068

Per Capita GDP (GDPPC) 0.013*

Natural Resources (NATRES)        -0.065*

* represents significance at 10% 

4.4.5 Functional Stability of the Model

Functional stability of the ARDL and ECM models is checked by the graph of recursive 

estimates that are CUSUM and CUSUM of Square. In figure 4.4 the model stability of the 

ARDL model is shown. The estimated line is fitted well within the critical limits at 5 percent. 
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Figure 4.4
Model Stability (ARDL)

In figure 4.5, model stability of ECM model is given. The estimated line of ECM model 

is well within the critical limits at 5 percent. This suggests that the models are stable, reliable and 

can consider for further forecasting.

Figure 4.5
Model Stability (ECM)

4.5 Causality Analysis

The Granger causality test is used to investigate the direction of causality among the five 

variables i.e. Foreign private investment, institutional performance, exchange rate, per capita 

GDP and natural resources. The test implies the bivariate regression and the estimated bivariate 

regression values are reported in table 4.27. Results of Granger causality suggest that there is a 

bi-directional causality between institutional performance and foreign private investment. It is 

clear from the results that institutional performance affects foreign private investment and 

foreign private investment also affects institutional performance. The real exchange rate and 
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foreign private investment also have a bi-directional causality between them. The natural 

resources have uni-directional causality with foreign private investment. Foreign private 

investment Granger causes the natural resources. The results indicate that per capita GDP and 

foreign private investment have on causality relationship between them.

Table 4.27
Causality Analysis

Granger Causality Tests

Null Hypothesis: Obs F-Statistic Prob. Decision

INSP do not cause FPI 28 0.19308 0.8257 Reject Null Hypothesis

FPI do not cause INSP 0.03765 0.9631 Reject Null Hypothesis

ER do not cause FPI 28 0.58954 0.5627 Reject Null Hypothesis

FPI do not cause ER 2.61379 0.0949    Reject Null Hypothesis

GDPPC do not cause FPI 28 5.32942 0.0125 Accept Null Hypothesis

FPI do not cause GDPPC 3.41120 0.0450 Accept Null Hypothesis

NATRES do not cause FPI 28 4.52539 0.0220 Accept Null Hypothesis

FPI do not cause NATRES 2.75721 0.0845 Reject Null Hypothesis

In each case, the null hypothesis was set and tested on the basis of F- statistics. If the 

computed F- statistic is less than the critical value (2.81) at 5% level of significance, the null 

hypothesis is rejected. If the computed F- statistic is greater than the critical value (2.81) at 5%

level of significance, the null hypothesis is accepted. Thus, on the basis of this criterion the 

institutional performance and real exchange rate Granger cause foreign private investment while 

foreign private investment also Granger causes institutional performance, real exchange rate and 

natural resources.



132

4.6 Concluding Remarks

The main objective of this chapter is to analyze the data by applying various statistical and 

econometric techniques. In the beginning of this chapter, the fluctuations in the institutional

performance indicators are seen and then to investigate the impact of institutional performance 

indicators on foreign private investment. Time series data regarding institutional performance 

and foreign private investment ranges from 1984 to 2013 were used to analyze the results. The 

descriptive analysis, correlation analysis, graphical analysis, stationary analysis using the ADF

test and regression analysis (ARDL) techniques were used to analyze the results. Results of 

graphical and stationarity analysis showed that there is a significant variation in all institutional 

performance indicators. These institutional performance indicators are also responsible for the 

variation in the foreign private investment inflow in Pakistan. 

The ARDL results show that there exists co-integrated relationship between institutional 

performance indicators and foreign private investment. The results show that the investment 

profile and internal conflicts discourage the inflow of FPI in short as well as in the long run 

while government stability and low external conflicts encourage the inflow of FPI. The low risk 

associated with law and order encourages FPI in the short term but discourages in the long run. 

Thus, government and its institutions must initiate investor friendly policies to attract more 

inflow of FPI to boost economic growth in Pakistan. 

In the middle of the chapter some alternate measures of institutional performance and 

macroeconomic management variables were analyzed. The results of this analysis showed that 

real exchange rate, inflation, infrastructure development and per capita GDP has a significant 

positive impact on foreign investment inflow in Pakistan while exchange rate uncertainty, poor 
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law and order situation, political instability and their interaction term has negative impact on 

foreign investment. Thus, the major determinants that discourage investment in Pakistan include 

macroeconomic instability, political instability, exchange rate uncertainty, inconsistent 

government policies, and poor law and order situation. 

Finally, at the end of chapter, the sensitivity of variables is analyzed by using individual 

institutional performance indicators indices and institutional performance as a composite 

measure was analyzed. The results are evident that government stability, investment profile and 

reduction of external conflicts will encourage foreign private investment inflow. The composite 

institutional performance variable has also a direct relationship with foreign private investment. 

The macroeconomic management variables that are the real exchange rate, per capita gross 

domestic product and natural resources also have a significant relationship with foreign private 

investment inflow in Pakistan.
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CHAPTER FIVE

FINDINGS, CONCLUSION AND RECOMMENDATION

5.1 Introduction

The current study was aimed to investigate the impact of institutional performance and 

macroeconomic management on foreign private investment. Foreign private investment was 

considered to be important for the economic growth of a country. It usually consists of mobility 

of physical and financial resources, including financial assets, technology, technical knowledge, 

skills and managerial expertise. These types of resources are imperative for enhancing the 

employment, exports, industrial production, infrastructure development and economic growth in 

the country. Many studies (e.g. Alfaro et al., 2003; Aykut & Sayek, 2005; Khan, 2007) have 

revealed the fact that foreign private investment exerts significant influence on economic growth 

in any country.  According to Kemel (2000) foreign private investment is an important element 

in accelerating growth especially in the developing countries. 

To investigate the relationship between foreign private investment, institutional 

performance and macroeconomic management, the study employed different empirical 

strategies. Firstly, the influence of institutional performance indicators on foreign private 

investment was analyzed. Institutional performance indicators were consisted of government 

stability, investment profile, external conflicts, internal conflicts, law & order, corruption, ethnic 

tension, religious tension, military politics, socioeconomic condition, democratic accountability 

and bureaucratic quality. Secondly, the impact of macroeconomic management indicators was 

analyzed on foreign private investment. The macroeconomic management indicators included 

real exchange rate, inflation, exchange rate volatility, interest rate, GDP growth and trade 
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openness. Thirdly, the impact of institutional performance, key macroeconomic management 

indicators and control variable like per capita GDP and natural resources on foreign private 

investment was analyzed. Fourthly, robust analysis was carried out in order to gain a better 

understanding of the behavior of institutional performance indicators and macroeconomic 

management indicators. Finally, the cointegration test was performed to analyze the long run 

relationship among institutional performance, macroeconomic management and foreign private 

investment. In connection to this ARDL model and ECM were performed to investigate the long 

run and short run relationship. The Granger causality is also performed to check the direction of 

causal relationship between the dependent and explanatory variables. In this chapter, summary of 

the dissertation followed by major findings conceived from the results is also presented. 

Conclusion drawn from the study, policy recommendations, limitations of the study and future 

prospects are also the topic of interests in this chapter.

5.2 Major Findings 

To accomplish the objectives set for current study, the data regarding institutional performance 

and foreign private investment ranges from 1984 to 2013 were utilized to analyze the results. To 

investigate the issue discussed in the study. Various techniques were used. The details of the 

findings of the investigation are presented in the next sections. The descriptive analysis, 

correlation analysis, graphical analysis, stationary analysis using the ADF test, regression 

analysis, sensitivity analysis, cointegration analysis, ARDL model and causality analysis were 

used to analyze the results. 

To investigate the nature of the data, the descriptive analysis was utilized. The results of 

the descriptive statistics revealed that the data set used in this study is normal and reliable for 
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investigation and forecasting. Especially the values of skewness, kurtosis and Jarque-Bera are 

important in this regard. Correlation analyses were used to determine the degree of association 

among the variables. The correlation matrix for institutional performance indicators and 

macroeconomic management indicators with foreign private investment was used separately. It 

was found that institutional performance indicators have a significant positive (bureaucratic 

quality, government stability, military role in politics, investment profile, internal and external 

conflicts and law & order) and negative (corruption, democratic accountability, ethnic tension, 

religious tension and socioeconomic condition) correlation with foreign private investment. 

Similarly, it was found that macroeconomic management indicators have significant positive 

(exchange rate, inflation, per capita GDP and natural resources) and negative (exchange rate 

volatility, GDP growth, interest rate and trade openness) correlation with foreign private 

investment. 

The results of graphical analysis and stationarity analysis showed that there is a 

significant variation in all institutional performance indicators and macroeconomic management 

indicators. These institutional performance indicators and macroeconomic management 

indicators are also responsible for the variation in the foreign private investment inflow in 

Pakistan. Results of ADF test indicated that all the variables are integrated after first difference 

but originally they were found non stationary. This non stationarity represents that the variable 

has a variation in their trends over the time.

The regression analyses were used to determine the impact of institutional performance 

and macroeconomic management on foreign private investment. Firstly, the impact of 

institutional performance indicators on foreign private investment was analyzed and found that 

only six out of twelve indicators have a significant relationship with foreign private investment. 
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These indicators were government stability, investment profile, internal conflicts, external 

conflicts, law & order and bureaucratic quality. These results are presented in appendix table 4 

and table 4.7 and 4.8. The results indicated that government stability, investment profile, 

lowering external conflicts and bureaucratic quality has a significant positive relationship with 

foreign private investment while lowering internal conflicts and controlling law & order situation 

has a significant negative relationship with foreign private investment. Control of corruption has 

insignificant positive relationship with the dependent variable.

Secondly, the impact of macroeconomic management indicators on foreign private 

investment were analyzed and found that real exchange rate, exchange rate volatility, gross 

domestic product growth, interest rate, per capita GDP and natural resources have significant 

relationship with foreign private investment while inflation and trade openness were found 

insignificant. These resulted reported in appendix table 5 and table 4.9. The results indicated that 

exchange rate depreciation, exchange rate volatility and GDP growth have significant negative 

relationship with foreign private investment while interest rate, per capita GDP and natural 

resources have a significant positive relationship with foreign private investment.

To investigate the impact of institutional performance on foreign private investment, two 

proxies (INSP1 and INSP2) of institutional performance were used to analyze the results. These 

proxies are the sum of twelve and six indicators of institutional performance indicators 

respectively. It was found that better institutional performance has a significant positive impact 

on foreign private investment. These results are presented in table 4.10 and 4.11. The results 

noted that per capita GDP and natural resources have a significant positive impact on foreign 

private investment inflow.
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Table 4.12 reported the impact of investment profile, government stability and per capita 

GDP on foreign private investment. It was determined that the investment profile, government 

stability and per capita GDP has a significant positive impact on foreign private investment. The 

results of sensitivity analysis (macroeconomic management indicators and institutional 

performance) are provided in table 4.13. The macroeconomic management variables used for 

analysis are exchange rate and per capita gross domestic product and institutional performance 

(INSP2) variable is the sum of the six individual institutional variables. The natural resource 

variable is used as a proxy for the country to be the location specific one to attract the foreign 

investors. The results indicate that better institutional performance significantly and positively 

affect the inflow of foreign private investment in the presence of macroeconomic management 

indicators. The sign of institutional performance variable remained the same while using other 

macroeconomic management variables and control variables interchangeably. The results of 

sensitivity analysis of institutional performance indicators are reported in tables 4.14 to 4.19. 

Thus all the regression analyses are robust and healthy.

One of the objectives of the study is to check the cointegration among the variables. The 

results are evident that there exist a co-integrated (long run) relationship among institutional 

performance, macroeconomic management and foreign private investment. The results are 

shown in table 4.20 and 4.21. In the next step of the cointegration, the ARDL model was 

estimated to find the long run and short elasticities. These results are shown in table 4.22 and 

4.23. The long run elasticities are evident that the institutional performance, per capita GDP and 

natural resources has a significant positive long run relationship with foreign private investment 

inflow while the exchange rate has a significant negative long run relationship with foreign 

private investment.
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The results of the error correction mechanism (ECM) and short run elasticities are 

reported in table 4.24 and 4.25 respectively. The results found that there is a 66% convergence in 

the long run towards equilibrium each year as represented by the ECM term in the table 4.24. 

Thus, the speed of adjustment is moderate in the economy. The results of short run elasticities 

found that the institutional performance, exchange rate and per capita GDP has a significant 

positive relationship with foreign private investment but natural resources has a significant

negative relationship with foreign private investment in the short run. Finally, the result of 

causality analysis is reported in table 4.26. The results found that there exist two ways causality

in between institutional performance and foreign private investment.

5.3 Conclusion

The objective of this study was to investigate the impact of institutional performance and 

macroeconomic management on foreign private investment in Pakistan. To achieve this 

objective, study used secondary data ranging from 1984 to 2013. The data regarding institutional 

performance was extracted from International Country Risk Guide (ICRG) website and data 

regarding macroeconomic management and foreign private investment were extracted from 

World Development Indicators (WDI) website. The study employed the descriptive statistic, 

correlation analysis, graphical analysis and stationarity analysis techniques to have primary

investigation. These statistics lead the study for further investigation and forecasting. To achieve 

the main objective of the study, firstly the regression analysis is employed to find the impact of 

explanatory variables on the dependent variable. To analyze the long and short term behavior of 

the variables, study employed the cointegration test, ARDL model and error correction 

mechanism (ECM). The Granger causality test is also applied in order to investigate the cause 

and effect relationship among the variables.
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The study concluded that the better institutional performance has a significant positive 

impact of foreign private investment inflow in Pakistan. The institutional performance indicators 

including government stability, investment profile, lowering external conflicts and bureaucratic 

quality have a significant positive impact on foreign private investment inflow. The study also 

concluded that the sound macroeconomic management including interest rate, per capita gross 

domestic product and natural resources has a significant positive impact of foreign private 

investment inflow.

The findings from the cointegration test concluded that the institutional performance and 

macroeconomic management have a long run co-integrated relationship among them. The 

findings from the ARDL model concluded that institutional performance, per capita GDP and 

natural resources have a significant positive long run elasticities affecting foreign private 

investment. The findings from the error correction mechanism (ECM) concluded that there is a 

long run convergence ability in the model to create equilibrium in the economy. The short run 

elasticities concluded that the institutional performance, exchange rate and per capita GDP has a 

significant positive impact of foreign private investment inflow. The findings from the Granger 

causality analysis concluded that institutional performance and foreign private investment have a 

bi-directional relationship between them. Macroeconomic management including exchange rate 

and foreign private investment has also bi-directional relationship between them.

5.4 Recommendations

It is not an easy task to derive policy implications and to give sound recommendations for the 

improvement of institutions. The task is very difficult in the case when the research is done with 

cross country data. It is not easy to indicate the distinctive institutional indicator which is 

responsible for improvement in foreign private investment inflow. By doing country specific 
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research, one can be able to investigate more accountable institutions or institutional indicators 

that can influence the inflow of FPI in that specific country. 

In the current study, it is found that in the presence of government stability, other

institutional indicators like investment profile, external conflicts, internal conflicts and rule of 

law have a considerable influence on FPI inflow in Pakistan. Findings suggest that it is

imperative to insure a more stable government and the institutions working under the stable 

government will automatically perform well for attracting foreign investment inflow in the 

country. The current study also suggests that locational advantages play an important role in 

attracting foreign investors to invest in the country.  The government and its institutions working 

in the area of domestic and foreign investment like the Board of Investment can locate the 

resource seekers investors and efficiency and human resource seeker investors. The government 

can attract more foreign private investment by bringing stability to the political system and 

completing their tenure of ruling, by reducing internal and external conflicts and enhancing the 

investment profile of the country. Besides these general recommendations, some detailed and 

specific suggestions based on the results are likewise discussed below.

1. Based on regression results in table 4.7 and 4.8, it is clear that government stability, 

investment profile, reduction in external conflicts and bureaucratic quality have a 

significant positive impact on foreign private investment. The improvement in these 

perceptions based indices will be leads to encourage the inflow of foreign private 

investment in the country. Therefore, to improve the inflow of foreign private investment 

it is suggested that the government must emphasizes upon the stability of the government, 

need to take steps in improving investment profile of the country in the eyes of foreign 
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investors, take effective measures to reduce the external conflicts and must improve the 

quality of bureaucracy. 

2. It is clear from the results shown in table 4.15 that in the absence of government stability, 

the other institutional performance indicators like investment profile, reduction in 

external conflicts, law & order etc have a insignificant relationship with foreign private 

investment but all these institutional performance indicators reveal significant 

contribution in forecasting foreign private investment when we introduce government 

stability indicator. This suggests that the government must focus on strengthening the 

government stability first rather than to improve distinct indices of institutional 

performance. It is assumed that if the government stability is insured than other indices 

will automatically improve with the passage of time. Also stable governments have 

ability to control corruption, maintaining law & order, overcoming the internal and 

external conflicts and have a sound macroeconomic management.

3. The results of regression analysis reported in Table 4.9 showed that the macroeconomic 

management indicators have a considerable impact on foreign private investment inflow 

in the country. The exchange rate and exchange rate volatility have an inverse

relationship with foreign private investment. These results suggest that the government

must take some definite steps to stop frequent depreciation of local currency because the 

depreciation of country currency and frequent fluctuations in the exchange rate 

discourages the inflow of foreign private investment. The results are also observed that

the natural resources and per capita gross domestic product have a significant positive 

impact on foreign private investment. This suggests that the country can benefit from 
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location specific advantages to attract the investors especially those who are natural

resource seekers and labour productivity seekers.

4. The results of regression analysis reported in tables 4.10 and 4.11, indicate that 

institutional performance in the presence of exchange rate, natural resources and per 

capita GDP has a significant positive impact on foreign private investment. Therefore, on 

the basis of these results it is recommended that the government must focus on improving 

institutional performance by providing quality services to the foreign as well as local 

investors, regularizing business regulation, ensuring law & order, controlling corruption 

and providing ease in doing business.

5. The result of cointegration analysis as reported in table 4.21 indicates that there is co-

integrated relationship among institutional performance, macroeconomic management 

indicators and foreign private investment. Therefore, it is suggested that think of the 

institutional performance and macroeconomic management indicators in the long run 

rather than in the short run to improve the inflow of foreign private investment in the 

country. The government must need to formulate the policies for a larger period of time. 

The results suggest that the short term policies will not be more helpful in encouraging 

the inflow of foreign private investment.

6. The long run estimates of Autoregressive Distributed Lag model are presented in table

4.23. The results indicate that investment profile, natural resources and per capita GDP 

has a significant positive impact on foreign private investment while depreciation in the

domestic currency has a negative impact on foreign private investment in the long run. 

These results suggest that the government should improve the investment profile of the 
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country and to control the depreciation of domestic currency in the long run. Short term 

policies are less effective in attracting foreign private investment inflow in the country. 

Also the long run estimates of natural resources and per capita GDP suggest that efficient 

utilization of these indicators can effectively improve the confidence of foreign investors 

and this will lead to capturing more foreign private investment in the country.

7. The results of Error Correction model are reported in table 4.24. The coefficient of the 

error correction term suggests that there is a 66% long run adjustment towards 

equilibrium in foreign private investment due to institutional performance, exchange rate, 

natural resources and per capita GDP each year. This also suggests that it will require one 

and half years to adjust the disequilibrium in foreign private investment so the 

government must think of this time span to have fruitful outcomes from foreign private 

investment inflow.

8. The results of short run estimates from the error correction model are reported in table 

4.25. The results investigated that institutional performance, exchange rate depreciation 

and per capita GDP has a positive impact on FPI in the short run while natural resources 

have a negative impact on FPI. These results suggest that institutional performance not 

only in the long run but also in short have a positive contribution in attracting the foreign 

private investment inflow. It is recommended the government and policy maker must 

consider the role of institutions in attracting the inflow of FPI in the country.

5.5 Contribution of the study

This study made three significant contributions to the existed knowledge.
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1. This study explored that “when there are large fluctuations or uncertainty in exchange 

rate, the exchange rate depreciation discourages the inflow of foreign private investment”. To 

minimize the exchange rate risk, the investors tries to invest in those economies whose exchange 

rate is stable. Uncertainty in the exchange rate negatively affects the investors’ confidence. This 

is one of the major reasons of downward trend in FPI inflow because the exchange rate was felt 

uncertain after 2007. None of the previous studies discussed this relationship of exchange rate 

depreciation with foreign private investment in the past.

2. This study introduced a new proxy for institutions and institutional performance i.e. 

political risk indicators. Previous studies used objective measures of institutional performance 

but these types of measures do not assess the actual strength of the predictor because these 

measures are based on dummy data. The political risk indicators are the subjective measures. 

Therefore, these indicators have ability to capture the actual intensity of the predictor. Thus these 

indicators were used as a proxy for institutional performance for predicting variation in the 

inflow of foreign private investment.

3. As there is no recommended theory found till today for foreign private investment. Thus, 

this study provided a combination of two theories that is electric theory and institutional theory 

which also a specific contribution of this research. Therefore, it is concluded that not only the 

sound institutions but also the location specific advantages can play a vital role in attracting the 

inflow of FPI to the host country.

5.6 Limitations of the Study

The primary objective of this study was to investigate the impact of institutional performance 

and macroeconomic management on foreign private investment. Every possible effort was made 
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to use the latest available data and new methodology to estimate the results for efficient 

forecasting. But there are some limitations of the study that is important to describe here. These 

limitations are discussed below.

1. In this study, the inflow of FDI is considered as the inflow of FPI. As defined earlier in 

the first chapter that FPI is the sum of FDI and foreign portfolio investment. The 

proportion of foreign portfolio investment is very small as compared to foreign direct 

investment. Thus only the FDI is proxy as FPI. For more efficient forecasting on the 

same topic, one can consider the data for FPI rather than FDI.

2. Institutional performance is one of the major determinants of FPI inflow. In the literature, 

many measures were considered for institutional performance or institutional quality, but 

in this study due to non availability of data, only political risk indicators (individual and 

composite) were considered for measuring institutional performance. 

3. Macroeconomic management is also important component of foreign private investment 

inflow. In this study, for macroeconomic management individual indicators like exchange 

rate, inflation rate, interest rate, trade openness, gross domestic product growth and 

exchange rate volatility were considered only. 

4. In this study, the data set is limited to 1984 to 2013 only. Because, from the official 

website of the international country risk guide (ICRG), the data regarding institutional 

performance are available from 1984 to 2013.

5. This study is confined to Pakistan only. To investigate the impact of institutional 

performance and macroeconomic management on foreign private investment, it is 
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suggested to use cross country data. This will lead to us to understand the behaviour of 

institutional performance and macroeconomic management in attracting foreign private 

investment globally and for rest of the countries.

6. This study is not limited to the performance of anyone institution in the country. In this 

study, the system of the government is considered as the institution and government and 

its institution’s performance is considered as institutional performance. To analyze the 

impact of institutional performance on foreign private investment, it is recommended to 

initiate a micro level study by taking in to account any specific institution of the country 

that is responsible for foreign private investment like Board of Investment (BOI).

5.7 Future Prospects

The limitations of the study lead us to define future prospects for upcoming research. Therefore, 

some of the prospects related to this research are very much significant to explore in future. 

1. In this study only the political risk indicators were considered for institutional 

performance, therefore for future research it is recommended that to use political as well 

as economic and financial risk indicators for institutional performance. 

2. To analyze the impact of macroeconomic management, various macroeconomic 

indicators were considered in this study. Thus, for future research it is recommended that 

one can use a composite measure for macroeconomic management instead of individual

indicators. 

3. The location specific advantages from a country are also important contributors in 

attracting foreign private investment inflow. In this study, natural resources and per 

capita gross domestic product were used as location specific advantages. For future 
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research it is suggested to consider owner specific and internationalization specific 

advantages as well. 

4. By keeping in account the role and importance of the institutions and their influence in 

attracting the inflow of FPI, there is a strong need to study this area in more detail. 

Therefore, it is recommended to initiate a micro level study by focusing on the working 

of specific institutions of the country that are responsible for foreign private investment 

like Board of Investment (BOI).
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APPENDIX A

Table A-1
Trends of FPI in Pakistan

Source: Economic survey of Pakistan (2014)

Year Investment GF Privatization Total FDI            PPI

2001-02 357.00 128.00 485.00 -10.00

2002-03 622.00 176.00 798.00 22.00

2003-04 750.00 199.00 949.00 -28.00

2004-05 1,161.00 363.00 1,524.00 153.00

2005-06 1,981.00 1,540.00 3,521.00 351.00

2006-07 4,873.20 266.40 5,139.60 1,820.00

2007-08 5,276.60 133.20 5,409.80 19.30

2008-09 3,719.90 0.00 3,719.90 -510.30

2009-10 2,150.80 0.00 2,150.80 587.90

2010-11 1,573.6 0.00 1,739.40 344.5

2011-12 (Dec.) 531.2 0.00 386.6 -143.2

Total 22,996.3 2,805.60 25,823.1 2,606.2
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APPENDIX B

Table B-1

            Foreign Investment Inflows in Pakistan ($ million)

Years FDI Portfolio Investment FPI

2001-02 485 -10 475

2002-03 798 22 820

2003-04 949 -28 921

2004-05 1524 153 1677

2005-06 3521 351 3871

2006-07 5139 1820 6959

2007-08 5409 19 5428

2008-09 3719 -510 3209

2009-10 2150 587 2737

2010-11 1739 344 2083

2011-12 595 71 666

Source: Board Investment in Pakistan, 2012
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APPENDIX C

Table C -1
Regression Analysis

Institutional Performance Indicators and Foreign private Investment

Dependent Variable = Foreign Private Investment

Variable Coefficient t-Statistic Prob.  

C -3.721261 -1.309493 0.2078

GS 0.095833 0.865884 0.3986

IP 0.266643 1.606392 0.1266

EC 0.573380 1.969616 0.0654

IC 0.163027 0.649751 0.5245

LAW -0.319446 -1.395319 0.1809

COR 0.099006 0.304607 0.7644

DA -0.252217 -2.566732 0.0200

BQ 0.433587 1.109731 0.2826

MIP -0.122663 -0.487886 0.6319

RT -0.582242 -1.543744 0.1411

SOCIO -0.217134 -0.892108 0.3848

ETH -0.095461 -0.934631 0.3631
Diagnostic Statistics

R-squared = 0.743915Adjusted R-squared = 0.563149 F-statistic = 4.115353 DW stat 

= 2.039078             Prob(F-statistic) = 0.004153
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Table C - 2
Regression Analysis

Macroeconomic Management Indicators and Foreign private Investment

Dependant Variable: Foreign Private Investment

Variable Coefficient t-Statistic Prob.  

C -7.073925 -3.572673 0.0018

ER -0.067069 -4.610061 0.0002

IR 0.049966 1.343157 0.1936

GDPG -0.088948 -1.583214 0.1283

ERV -6.143228 -1.606875 0.1230

NATRES 0.284944 4.571177 0.0002

GDPPC 0.018173 5.229493 0.0000

OPEN -0.037794 -0.012604 0.9901

INF -0.011058 -0.302036 0.7656
Diagnostic Statistics

R-squared = 0.864533Adjusted           R-squared = 0.812926         F-statistic = 16.75236      

DW stat = 2.019182           Prob(F-statistic) = 0.000000



178

APPENDIX D

Tabulation of COR
Date: 04/29/16   Time: 18:07

Sample: 1984 2013

No. of Obs.: 30

No. of groups: 8

Cum. Cum.
Value Count Percent Count Percent

2.000000 1 3.33 1 3.33

3.000000 5 16.67 6 20.00

3.830000 1 3.33 7 23.33

3.920000 1 3.33 8 26.67
4.000000 19 63.33 27 90.00

5.000000 1 3.33 28 93.33

5.830000 1 3.33 29 96.67

6.000000 1 3.33 30 100.00

Total 30 100.00 30 100.00

Tabulation of BQ
Date: 04/29/16   Time: 18:09
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 2

Cum. Cum.
Value Count Percent Count Percent
3.750000 1 3.33 1 3.33
6.000000 29 96.67 30 100.00
Total 30 100.00 30 100.00
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Tabulation of DA
Date: 04/29/16   Time: 18:10
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 14

Cum. Cum.
Value Count Percent Count Percent
0.000000 2 6.67 2 6.67
2.000000 7 23.33 9 30.00
2.083333 1 3.33 10 33.33
2.833333 1 3.33 11 36.67
3.750000 1 3.33 12 40.00
3.833333 1 3.33 13 43.33
4.000000 7 23.33 20 66.67
5.333333 1 3.33 21 70.00
5.500000 1 3.33 22 73.33
6.000000 4 13.33 26 86.67
7.000000 1 3.33 27 90.00
8.000000 1 3.33 28 93.33
8.500000 1 3.33 29 96.67
10.00000 1 3.33 30 100.00
Total 30 100.00 30 100.00

Tabulation of EC

Sample: 1984 2013
No. of Obs.: 30
No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent

[4, 6) 2 6.67 2 6.67
[6, 8) 12 40.00 14 46.67

[8, 10) 13 43.33 27 90.00
[10, 12) 3 10.00 30 100.00

Total 30 100.00 30 100.00
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Tabulation of ETH

Sample: 1984 2013

No. of Obs.: 30

No. of groups: 9

Cum. Cum.

Value Count Percent Count Percent

2.000000 15 50.00 15 50.00

2.666667 1 3.33 16 53.33

2.833333 1 3.33 17 56.67

3.166667 1 3.33 18 60.00

4.166667 1 3.33 19 63.33

7.500000 1 3.33 20 66.67

8.000000 1 3.33 21 70.00

8.500000 1 3.33 22 73.33

10.00000 8 26.67 30 100.00

Total 30 100.00 30 100.00

Tabulation of GS
Date: 04/29/16   Time: 18:14
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 5

Cum. Cum.
Value Count Percent Count Percent

[2, 4) 2 6.67 2 6.67
[4, 6) 10 33.33 12 40.00
[6, 8) 6 20.00 18 60.00
[8, 10) 10 33.33 28 93.33
[10, 12) 2 6.67 30 100.00

Total 30 100.00 30 100.00
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Tabulation of IC

Date: 04/29/16   Time: 18:15
Sample: 1984 2013
No. of Obs.: 30

No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent

[4, 6) 13 43.33 13 43.33
[6, 8) 12 40.00 25 83.33

[8, 10) 3 10.00 28 93.33
[10, 12) 2 6.67 30 100.00

Total 30 100.00 30 100.00

Tabulation of IP
Date: 04/29/16   Time: 18:16
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent

[2, 4) 3 10.00 3 10.00
[4, 6) 14 46.67 17 56.67
[6, 8) 12 40.00 29 96.67
[8, 10) 1 3.33 30 100.00

Total 30 100.00 30 100.00
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Tabulation of LAW
Date: 04/29/16   Time: 18:16
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 10

Cum. Cum.
Value Count Percent Count Percent
2.000000 1 3.33 1 3.33
2.166667 1 3.33 2 6.67
2.500000 1 3.33 3 10.00
4.000000 7 23.33 10 33.33
5.833333 1 3.33 11 36.67
6.000000 13 43.33 24 80.00
6.833333 1 3.33 25 83.33
7.000000 3 10.00 28 93.33
7.166667 1 3.33 29 96.67
7.833333 1 3.33 30 100.00
Total 30 100.00 30 100.00

Tabulation of MIP
Date: 04/29/16   Time: 18:17
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 8

Cum. Cum.
Value Count Percent Count Percent

0.000000 7 23.33 7 23.33
0.250000 1 3.33 8 26.67
0.500000 1 3.33 9 30.00
1.166667 1 3.33 10 33.33
1.333333 1 3.33 11 36.67
1.833333 1 3.33 12 40.00
2.000000 14 46.67 26 86.67
3.000000 4 13.33 30 100.00

Total 30 100.00 30 100.00
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Tabulation of RIP
Date: 04/29/16   Time: 18:18
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent
2.000000 26 86.67 26 86.67
2.166667 1 3.33 27 90.00
3.166667 1 3.33 28 93.33
4.000000 2 6.67 30 100.00
Total 30 100.00 30 100.00

Tabulation of SOCIO
Date: 04/29/16   Time: 18:18
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 14

Cum. Cum.
Value Count Percent Count Percent
4.250000 1 3.33 1 3.33
4.580000 1 3.33 2 6.67
4.920000 1 3.33 3 10.00
5.000000 13 43.33 16 53.33
5.500000 2 6.67 18 60.00
5.580000 1 3.33 19 63.33
6.000000 2 6.67 21 70.00
6.080000 1 3.33 22 73.33
6.210000 1 3.33 23 76.67
6.330000 2 6.67 25 83.33
6.420000 1 3.33 26 86.67
6.500000 2 6.67 28 93.33
6.540000 1 3.33 29 96.67
6.920000 1 3.33 30 100.00
Total 30 100.00 30 100.00
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Tabulation of INSP

Date: 04/29/16   Time: 18:29
Sample: 1984 2013
No. of Obs.: 30

No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent

[30, 40) 6 20.00 6 20.00
[40, 50) 18 60.00 24 80.00

[50, 60) 5 16.67 29 96.67
[60, 70) 1 3.33 30 100.00

Total 30 100.00 30 100.00

Tabulation of IQ
Date: 04/29/16   Time: 18:30
Sample: 1984 2013
No. of Obs.: 30
No. of groups: 4

Cum. Cum.
Value Count Percent Count Percent

[20, 30) 6 20.00 6 20.00
[30, 40) 18 60.00 24 80.00
[40, 50) 5 16.67 29 96.67
[50, 60) 1 3.33 30 100.00

Total 30 100.00 30 100.00
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APPENDIX E

BDS Test for INSP
Date: 04/29/16   Time: 19:10
Sample: 1984 2013
No. of Obs.: 30

Dimension BDS Statistic Std. Error z-Statistic Prob.
2 0.109642 0.013607 8.057992 0.0000
3 0.161905 0.022246 7.277923 0.0000
4 0.175689 0.027264 6.443897 0.0000
5 0.176964 0.029264 6.047115 0.0000
6 0.168799 0.029082 5.804170 0.0000
Raw epsilon 10.51092

BDS Test for IQ
Date: 04/29/16   Time: 19:12
Sample: 1984 2013
No. of Obs.: 30

Dimension BDS Statistic Std. Error z-Statistic Prob.
2 0.118900 0.013352 8.905217 0.0000
3 0.175429 0.021759 8.062235 0.0000
4 0.183154 0.026582 6.890182 0.0000
5 0.158133 0.028440 5.560277 0.0000
6 0.160067 0.028172 5.681831 0.0000

Raw epsilon 9.289955
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APPENDIX F

Cointegration Test
Date: 04/29/16   Time: 19:37

Sample (adjusted): 1986 2013

Included obs.: 28 after adjustments

Trend assumption: Linear deterministic trend

Series: FPI GS IC EC IP LAW COR

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigen Value Statistic Critical Value Prob.**

None * 0.925519 222.7987 125.6154 0.0000

At most 1 * 0.821743 150.0769 95.75366 0.0000

At most 2 * 0.720620 101.7901 69.81889 0.0000

At most 3 * 0.674053 66.08494 47.85613 0.0004

At most 4 * 0.520977 34.69639 29.79707 0.0126

At most 5 0.333341 14.08819 15.49471 0.0805

At most 6 0.093055 2.734852 3.841466 0.0982

Trace test indicates 5 cointegrating eqn(s) at the 0.05 level

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05

No. of CE(s) Eigen Value Statistic Critical Value Prob.**

None * 0.925519 72.72179 46.23142 0.0000

At most 1 * 0.821743 48.28682 40.07757 0.0048

At most 2 * 0.720620 35.70514 33.87687 0.0299

At most 3 * 0.674053 31.38855 27.58434 0.0154

At most 4 0.520977 20.60820 21.13162 0.0590

At most 5 0.333341 11.35333 14.26460 0.1374

At most 6 0.093055 2.734852 3.841466 0.0982

Max-eigenvalue test indicates 4 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values
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APPENDIX G

Vector Error Correction Estimates
Date: 04/29/16   Time: 20:06

Sample (adjusted): 1986 2013

No. of Obs.: 28 after adjustments

Standard errors in ( ) & t-statistics in [ ]

Cointegrating Eq: CointEq1

FPI(-1) 1.000000

GS(-1) -0.419399

(0.15001)

[-2.79578]

IP(-1) 3.286673

(0.26265)

[ 12.5134]

IC(-1) 2.741059

(0.37356)

[ 7.33757]

EC(-1) -3.683976

(0.43398)

[-8.48885]

LAW(-1) 0.604741

(0.30800)

[ 1.96344]

COR(-1) -2.701113

(0.43984)

[-6.14116]

C 1.444609

Error Correction: D(FPI) D(GS) D(IP) D(IC) D(EC) D(LAW) D(COR)

CointEq1 -0.129417 -0.168593 -0.130784 0.026594 0.069357 0.012186 0.051322

(0.03313) (0.10799) (0.09626) (0.07490) (0.09058) (0.06807) (0.04046)

[-3.90653] [-1.56119] [-1.35865] [ 0.35504] [ 0.76570] [ 0.17901] [ 1.26852]

D(FPI(-1)) 0.126726 -0.324100 0.357842 0.209042 0.358396 0.031153 0.201256

(0.15743) (0.51319) (0.45745) (0.35596) (0.43045) (0.32351) (0.19227)

[ 0.80495] [-0.63154] [ 0.78226] [ 0.58726] [ 0.83260] [ 0.09630] [ 1.04675]

D(GS(-1)) 0.056484 -0.108036 0.141777 0.051950 0.132291 0.008756 0.130165

(0.08178) (0.26660) (0.23764) (0.18492) (0.22361) (0.16806) (0.09988)

[ 0.69064] [-0.40524] [ 0.59661] [ 0.28094] [ 0.59160] [ 0.05210] [ 1.30320]

D(IP(-1)) 0.339081 0.168131 0.301538 -0.269334 -0.152586 0.018953 -0.019303
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(0.09911) (0.32307) (0.28797) (0.22408) (0.27098) (0.20365) (0.12104)

[ 3.42137] [ 0.52042] [ 1.04711] [-1.20193] [-0.56309] [ 0.09306] [-0.15948]

D(IC(-1)) -0.060982 -0.004000 0.034150 -0.196526 0.050785 0.328203 -0.265291

(0.14264) (0.46498) (0.41447) (0.32252) (0.39001) (0.29311) (0.17420)

[-0.42752] [-0.00860] [ 0.08239] [-0.60935] [ 0.13021] [ 1.11972] [-1.52288]

D(EC(-1)) -0.006630 -0.350210 -0.525076 0.559563 0.149797 -0.291263 0.237592

(0.16235) (0.52924) (0.47175) (0.36709) (0.44391) (0.33362) (0.19828)

[-0.04084] [-0.66173] [-1.11304] [ 1.52433] [ 0.33745] [-0.87304] [ 1.19828]

D(LAW(-1)) -0.216183 0.560313 0.390987 0.219266 0.093564 0.329277 0.132910

(0.15276) (0.49796) (0.44387) (0.34539) (0.41767) (0.31390) (0.18656)

[-1.41519] [ 1.12522] [ 0.88086] [ 0.63483] [ 0.22401] [ 1.04898] [ 0.71243]

D(COR(-1)) 0.088523 0.319172 -0.585758 0.156962 -0.540061 -0.522406 0.077768

(0.14398) (0.46935) (0.41837) (0.32555) (0.39368) (0.29587) (0.17584)

[ 0.61482] [ 0.68003] [-1.40011] [ 0.48215] [-1.37184] [-1.76568] [ 0.44227]

C 0.020467 -0.153564 0.042822 -0.054112 0.130507 0.119438 -0.029839

(0.07397) (0.24113) (0.21494) (0.16725) (0.20225) (0.15200) (0.09034)

[ 0.27668] [-0.63685] [ 0.19923] [-0.32353] [ 0.64526] [ 0.78576] [-0.33030]

R-squared 0.644198 0.172849 0.358505 0.313569 0.147870 0.217436 0.409429

Adj. R-squared 0.494386 -0.175425 0.088401 0.024545 -0.210921 -0.112065 0.160767

Sum sq. resids 2.751272 29.23521 23.22885 14.06530 20.56820 11.61735 4.103524

S.E. equation 0.380531 1.240442 1.105699 0.860395 1.040450 0.781946 0.464731

F-statistic 4.300052 0.496302 1.327286 1.084925 0.412135 0.659895 1.646531

Log likelihood -7.248304 -40.33465 -37.11495 -30.09136 -35.41186 -27.41441 -12.84526

Akaike AIC 1.160593 3.523903 3.293925 2.792240 3.172276 2.601030 1.560376

Schwarz SC 1.588802 3.952112 3.722134 3.220449 3.600484 3.029238 1.988585

Mean dependent 0.004660 -0.092143 0.017857 0.008929 0.113214 0.107143 0.000000

S.D. dependent 0.535156 1.144139 1.158071 0.871152 0.945504 0.741501 0.507295

Determinant resid covariance (dof adj.) 0.000375

Determinant resid covariance 2.48E-05

Log likelihood -129.6654

Akaike information criterion 14.26181

Schwarz criterion 17.59233
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APPENDIX H

Impulse Response 

Response 
of FPI:

Period FPI GS IP IC EC LAW COR

1 0.380531 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000

2 0.409560 0.060973 -0.000387 -0.011971 0.163934 -0.130430 0.171171

3 0.406588 0.185858 -0.259581 -0.013880 0.296774 -0.182187 0.254676

4 0.372779 0.192908 -0.435442 0.026503 0.381802 -0.242441 0.313402

5 0.372887 0.189900 -0.506449 0.069521 0.427406 -0.275602 0.330828

6 0.382016 0.173703 -0.479897 0.075510 0.429611 -0.287677 0.316798

7 0.389849 0.163393 -0.435441 0.057997 0.416000 -0.285472 0.306729

8 0.391168 0.163626 -0.417701 0.041442 0.407271 -0.280594 0.305969

9 0.388415 0.167511 -0.424813 0.036375 0.407479 -0.278967 0.310768

10 0.385911 0.170241 -0.437995 0.039681 0.411721 -0.280192 0.314778

Response 
of GS:

Period FPI GS IP IC EC LAW COR

1 -0.739279 0.996073 0.000000 0.000000 0.000000 0.000000 0.000000

2 -0.796356 1.199608 -0.152291 0.036988 -0.016838 0.175759 0.302636

3 -0.846530 1.315657 -0.384513 0.154348 0.002138 0.227504 0.209634

4 -0.865729 1.256561 -0.395005 0.241111 -0.002279 0.220806 0.205705

5 -0.839797 1.250793 -0.338924 0.272986 -0.017177 0.232500 0.167899

6 -0.828203 1.234589 -0.253518 0.252395 -0.049706 0.245442 0.138525

7 -0.825375 1.236461 -0.222927 0.229984 -0.066700 0.257733 0.136210

8 -0.829705 1.244335 -0.235584 0.224724 -0.066574 0.261728 0.142587

9 -0.833733 1.248765 -0.257099 0.231567 -0.059730 0.260001 0.148631

10 -0.834530 1.249005 -0.266875 0.239222 -0.055007 0.257372 0.149578

Response 
of IP:

Period FPI GS IP IC EC LAW COR

1 0.182284 0.041883 1.089766 0.000000 0.000000 0.000000 0.000000

2 0.202361 0.334781 0.910309 -0.214393 -0.031365 0.133823 -0.090841

3 0.075566 0.350227 0.529592 -0.167832 0.079214 0.078700 0.096578

4 0.053456 0.417587 0.183191 0.006653 0.228445 0.021134 0.171991

5 0.061916 0.381981 0.163113 0.093874 0.266783 -0.022451 0.140179

6 0.089995 0.345430 0.279977 0.084588 0.239090 -0.023743 0.101033

7 0.103758 0.334715 0.371970 0.039338 0.203594 -0.008524 0.080676

8 0.101242 0.341286 0.386383 0.010603 0.190707 0.002224 0.086171

9 0.093700 0.351584 0.355382 0.010114 0.197642 0.003103 0.098715

10 0.089296 0.355609 0.327368 0.022139 0.208142 -0.001172 0.105241

Response 
of IC:

Period FPI GS IP IC EC LAW COR

1 -0.190112 0.146414 0.119536 0.817564 0.000000 0.000000 0.000000

2 -0.009617 0.454627 0.071927 1.187982 0.130272 0.096099 0.033261

3 0.006438 0.492494 0.159773 1.229148 0.103688 0.117808 -0.113988

4 0.006146 0.478855 0.184563 1.224178 0.090566 0.127221 -0.091864
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5 0.006076 0.505398 0.139331 1.238633 0.106506 0.129690 -0.084404

6 0.001116 0.505814 0.115692 1.252571 0.116939 0.123273 -0.080575

7 0.002561 0.504727 0.110241 1.261241 0.121617 0.120040 -0.080777

8 0.004642 0.502108 0.118328 1.261560 0.120141 0.119441 -0.084496

9 0.005855 0.500835 0.126049 1.258202 0.117351 0.120456 -0.086134

10 0.005827 0.501313 0.127765 1.255773 0.116180 0.121357 -0.085907

Response 
of EC:

Period FPI GS IP IC EC LAW COR

1 0.226193 0.374161 0.216591 0.848239 0.353491 0.000000 0.000000

2 0.307288 0.559393 0.166412 0.959996 0.359072 0.069872 -0.284210

3 0.278861 0.491310 0.180447 0.982399 0.357907 0.049001 -0.233850

4 0.291593 0.544641 0.081731 1.030919 0.403706 0.046233 -0.214012

5 0.287247 0.537682 0.065670 1.052154 0.417206 0.032009 -0.220770

6 0.292540 0.532150 0.075332 1.056706 0.418285 0.028847 -0.222717

7 0.295726 0.529906 0.090826 1.051339 0.413795 0.029818 -0.227904

8 0.296071 0.529543 0.097534 1.045410 0.410572 0.031460 -0.227988

9 0.295161 0.531209 0.094580 1.043749 0.410827 0.032062 -0.226170

10 0.294226 0.532169 0.089747 1.045011 0.412411 0.031562 -0.224747

Response 
of LAW:

Period FPI GS IP IC EC LAW COR

1 0.128018 0.518964 0.196154 0.320366 -0.110941 0.415101 0.000000

2 0.076262 0.637048 0.171098 0.408987 -0.222851 0.565243 -0.216975

3 0.044395 0.624375 0.084895 0.518355 -0.226282 0.595185 -0.178947

4 0.055284 0.652942 0.024352 0.610102 -0.201697 0.601704 -0.200630

5 0.064787 0.633664 0.071058 0.633520 -0.212993 0.601762 -0.230322

6 0.075718 0.626482 0.121807 0.623327 -0.230975 0.610551 -0.245245

7 0.077563 0.627825 0.142478 0.609011 -0.241670 0.617778 -0.248866

8 0.074866 0.632300 0.135316 0.604982 -0.241845 0.620261 -0.244276

9 0.072311 0.635513 0.121157 0.609166 -0.237332 0.619199 -0.240288

10 0.071672 0.635687 0.114506 0.614092 -0.234173 0.617427 -0.239530

Response 
of COR:

Period FPI GS IP IC EC LAW COR

1 -0.045697 -0.018198 0.226549 0.053525 -0.079713 -0.018728 0.390719

2 0.055766 0.182372 0.403319 0.042069 -0.075898 0.050466 0.366940

3 0.033666 0.195479 0.482871 -0.057313 -0.134776 0.083906 0.323259

4 0.008744 0.217500 0.390928 -0.063251 -0.118840 0.090328 0.379689

5 -0.004501 0.239519 0.289756 -0.020325 -0.081510 0.078331 0.399238

6 -0.005211 0.232463 0.267715 0.009783 -0.066533 0.066135 0.396811

7 0.002096 0.223241 0.292272 0.013976 -0.070658 0.064202 0.385742

8 0.006802 0.218417 0.320645 0.003533 -0.080679 0.067737 0.378233

9 0.007157 0.219232 0.329756 -0.005587 -0.085892 0.071241 0.378170

10 0.005330 0.221992 0.323773 -0.007436 -0.085186 0.072167 0.381236
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APPENDIX I

Variance Decomposition

VD of 
FPI:

Period S.E. FPI GS IP IC EC LAW COR

1 0.380531 100.0000 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000

2 0.624171 80.22358 0.954257 3.83E-05 0.036783 6.898123 4.366616 7.520598

3 0.918231 56.67529 4.537849 7.991761 0.039845 13.63334 5.954339 11.16757

4 1.229801 40.78400 4.990326 16.99225 0.068658 17.23884 7.205810 12.72011

5 1.522143 32.62376 4.813991 22.16230 0.253424 19.13738 7.982065 13.02709

6 1.759749 29.12125 4.576102 24.01846 0.373729 20.27836 8.644515 12.98758

7 1.953715 27.60766 4.411998 24.45355 0.391327 20.98557 9.148294 13.00160

8 2.123958 26.75114 4.326557 24.55814 0.369178 21.43309 9.485806 13.07609

9 2.283058 26.04704 4.282893 24.71692 0.344902 21.73546 9.702836 13.16996

10 2.435320 25.40289 4.252751 24.95745 0.329671 21.96072 9.851208 13.24530

VD of 
GS:

Period S.E. FPI GS IP IC EC LAW COR

1 1.240442 35.51925 64.48075 0.000000 0.000000 0.000000 0.000000 0.000000

2 1.938881 31.40818 64.67287 0.616941 0.036393 0.007542 0.821734 2.436342

3 2.544447 29.30594 64.28855 2.641903 0.389102 0.004450 1.276592 2.093461

4 3.017926 29.06072 63.03465 3.591080 0.914874 0.003220 1.442754 1.952702

5 3.413144 28.77428 62.71144 3.793627 1.354964 0.005050 1.591997 1.768649

6 3.750941 28.70022 62.75827 3.597924 1.574681 0.021742 1.746338 1.600824

7 4.058529 28.65066 62.88771 3.374941 1.666156 0.045581 1.894943 1.480010

8 4.348299 28.60024 62.97443 3.233647 1.718581 0.063149 2.013096 1.396856

9 4.623333 28.55064 63.00024 3.169597 1.771059 0.072550 2.096964 1.338956

10 4.883826 28.50608 62.99934 3.139099 1.827097 0.077703 2.156952 1.293735

VD of IP:

Period S.E. FPI GS IP IC EC LAW COR

1 1.105699 2.717848 0.143484 97.13867 0.000000 0.000000 0.000000 0.000000

2 1.509096 3.257165 4.998426 88.53417 2.018317 0.043198 0.786369 0.362350

3 1.654138 2.919696 8.643170 83.93916 2.709334 0.265286 0.880873 0.642484

4 1.740467 2.731571 13.56356 76.92652 2.448687 1.962413 0.810400 1.556847

5 1.818162 2.619073 16.84298 71.29725 2.510460 3.951314 0.757865 2.021060

6 1.893836 2.639767 18.85073 67.89889 2.513339 5.235668 0.714228 2.147379

7 1.974172 2.705529 20.22236 66.03537 2.352653 5.881775 0.659146 2.143165

8 2.053603 2.743329 21.45013 64.56582 2.176843 6.297961 0.609260 2.156654

9 2.127179 2.750865 22.72374 62.96772 2.031119 6.733100 0.568054 2.225401

10 2.195765 2.747085 23.94920 61.31831 1.916381 7.217609 0.533150 2.318267

VD of IC

Period S.E. FPI GS IP IC EC LAW COR

1 0.860395 4.882279 2.895813 1.930199 90.29171 0.000000 0.000000 0.000000

2 1.546235 1.515572 9.541521 0.814035 86.98651 0.709827 0.386266 0.046273

3 2.051192 0.862207 11.18682 1.069305 85.33830 0.658888 0.549362 0.335117

4 2.449945 0.605011 11.66192 1.317067 84.78725 0.598514 0.654738 0.375504

5 2.801180 0.463272 12.17600 1.254893 84.41022 0.602397 0.715194 0.378032
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6 3.117714 0.373990 12.46125 1.150715 84.28143 0.626971 0.733681 0.371960

7 3.407859 0.313074 12.62324 1.067759 84.23817 0.652112 0.738143 0.367503

8 3.675189 0.269345 12.72015 1.021734 84.21209 0.667557 0.740286 0.368841

9 3.923333 0.236574 12.79157 0.999796 84.18108 0.675250 0.743868 0.371859

10 4.156054 0.211018 12.85411 0.985469 84.14725 0.679889 0.748158 0.374106

VD of EC

Period S.E. FPI GS IP IC EC LAW COR

1 1.040450 4.726239 12.93226 4.333513 66.46514 11.54286 0.000000 0.000000

2 1.629036 5.486151 17.06699 2.811296 61.84065 9.567135 0.183968 3.043810

3 2.038568 5.374529 16.70698 2.578740 62.71318 9.191719 0.175254 3.259604

4 2.412014 5.300599 17.03279 1.956857 63.06500 9.367169 0.161927 3.115650

5 2.743098 5.194835 17.01139 1.570302 63.47231 9.555669 0.138814 3.056674

6 3.039910 5.156010 16.91605 1.340039 63.76609 9.674087 0.122036 3.025685

7 3.308614 5.151433 16.84511 1.206576 63.92636 9.730710 0.111141 3.028664

8 3.555128 5.155351 16.80868 1.120315 64.01533 9.761766 0.104093 3.034465

9 3.785175 5.155811 16.79715 1.050712 64.07421 9.789262 0.098999 3.033853

10 4.002376 5.151817 16.79145 0.990047 64.12574 9.817358 0.094764 3.028825

VD of 
LAW

Period S.E. FPI GS IP IC EC LAW COR

1 0.781946 2.680323 44.04751 6.292755 16.78565 2.012933 28.18083 0.000000

2 1.279012 1.357344 41.27183 4.141589 16.49915 3.788208 30.06402 2.877858

3 1.655614 0.881971 38.85357 2.734647 19.64925 4.128842 30.86597 2.885747

4 1.996558 0.683139 37.41194 1.895299 22.84910 3.859658 30.30676 2.994105

5 2.293229 0.597633 35.99348 1.532650 24.95139 3.788269 29.85832 3.278264

6 2.558663 0.567642 34.90800 1.457783 25.97783 3.857955 29.67871 3.552079

7 2.800021 0.550733 34.17685 1.476221 26.42306 3.966464 29.65060 3.756069

8 3.022040 0.534156 33.71731 1.467777 26.69086 4.045501 29.66657 3.877827

9 3.228787 0.518096 33.41165 1.426630 26.94166 4.084300 29.66671 3.950955

10 3.423149 0.504771 33.17376 1.381118 27.18731 4.101641 29.64674 4.004664

VD of 
COR

Period S.E. FPI GS IP IC EC LAW COR

1 0.464731 0.966879 0.153335 23.76397 1.326504 2.942048 0.162398 70.68487

2 0.748153 0.928659 6.001188 38.23085 0.828017 2.164349 0.517673 51.32926

3 0.982460 0.655948 7.438914 46.32635 0.820476 3.136996 1.029581 40.59174

4 1.155804 0.479671 8.916103 44.91262 0.892304 3.323813 1.354687 40.12080

5 1.284451 0.389626 10.69685 41.45549 0.747553 3.094049 1.468815 42.14762

6 1.393523 0.332419 11.87066 38.91073 0.640038 2.856612 1.473115 43.91643

7 1.495084 0.288987 12.54223 37.62544 0.564774 2.705045 1.464177 44.80934

8 1.593741 0.256138 12.91567 37.15911 0.497507 2.636773 1.469153 45.06565

9 1.688893 0.229885 13.18635 36.90223 0.444122 2.606672 1.486205 45.14454

10 1.778864 0.208117 13.44356 36.57656 0.402080 2.578985 1.504253 45.28645


