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Abstract 
The present study was conducted with the broad aims to 
analyze the trend, pattern and benefits of FDI in Pakistan. 
Usually objectives of the home countries are to earn maximum 
profit and the host countries are interested in the benefits of 
FDI which are in the form of managerial skills and advanced 
technology, increased employment opportunities, and increase 
in government revenue etc., It has been observed that FDI 
inflow in the year 2004-05 reached US$ 1524 million as the 
highest if compared with last year FDI inflow in Pakistan. 
Further, it has been observed that FDI inflows if compared 
with the other developing countries in the region are not 
desirable. It has found that at this time for FDI in Pakistan the 
more suitable areas are energy sector, manufacturing sector, 
mining sector, IT and telecommunication, and value added 
textiles. The Government of Pakistan is well aware of the 
importance of FDI, therefore the management authorities 
should chalk out such policies, which encourage FDI inflow, 
and it will positively affect economic growth of the country.   
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Introduction 

Foreign direct investment (FDI) is the amount invested by citizens of a 

country in a foreign enterprise over which they have effective control. 

Countries lacking capital accumulation and technological progress 

usually grow much slower than countries with high investment rate and 

huge research and development expenditures. Through FDI, 

multinational corporations can provide countries with both capital and 
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new technology. Some recent studies conclude that FDI has been one of 

the most effective means of transferring technology and knowledge 

(Dunning and Hamdani, 1997).

Since Pakistan is a developing country and generally a 

developing economy is characterized by low income level, lack of 

capital, low level of industrialization, low saving, rapid growth of 

population, burden of external debt, paucity of foreign aid, deficit in 

balance of payment, lack of technical and managerial skills, and heavy 

reliance on export of primary goods etc. Also the domestic resources are 

inadequate to finance the development needs, therefore FDI can be an 

important instrument of overcoming these weaknesses necessary for 

economic development. 

In fact, the benefits that FDI brings to the host countries include 

managerial skills and advanced technology, different tastes and life style, 

market access, creating sound business environment, increase in 

production, increased employment opportunities, and increase in 

government revenue etc., such sort of investment brings private overseas 

funds into a country for investment in manufacturing or services through 

MNCs which increase the level of economic growth of the host country. 

Regarding foreign investment, a question arises in minds that 

why foreign investors invest in other countries and why host countries 

encourage foreign investors? The objectives of the multinational 

corporations are to earn maximum profit and send it to their parent 

countries in order to attain general welfare. Such as the recipient less 

developed economies attracting FDI in order to boost economic growth, 

which of course improves society’s welfare.
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The following flow chart shows the flow of FDI from 

home/source country to host country with benefits and rewards 

accordingly.

Figure-I:     Flow of Foreign Direct Investment

Provides new technology, modern Management and marketing 
techniques etc

Returns are profits, royalties, and fees
Source Country (Investors)      Host Country (Recipient)

Source: Author compilation

Capital Movement into Pakistan

The inflow of foreign capital into Pakistan is not a new phenomenon. In 

fact multinational companies were working in the sub-continent even 

before our independence. A few multinational companies named Shell, 

and Imperial Chemical Industries (ICI), have been working since1903, 

and 1942 (Guy, 1996).  ANZ Grindlays Bank and Standard Charted 

Bank were operating in this region even before 1947. Currently, in 

Pakistan, there are almost 30,000 companies, out of which more than 600 

are of foreign origin.  No doubt that once multinational company invests 

in Pakistan, they never leave the country because of lucrative profit so 

often they try to expand their operation. 

Materials and Methods

In this article an effort has been made to study the trend and pattern of 

FDI in Pakistan. Secondary data have been utilized for the period ranging 

from 1971-2005. The data were obtained from various issues of Pakistan 
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Economic Survey, World Investment Report and World Outlook 

respectively. For the analysis of the data, the methods of tabulations, 

figures and percentages have been used. 

The Pakistan Economy and Foreign Direct Investment 

Pakistan is the 9th most populous country of the World with over 180 

million tough and hardworking people, which have entered the 21st 

century as an equal partner in the community of nations.  The Pakistani 

labour force has a reputation of being one of the hardest working in the 

World. Pakistani labour is also one of the cost-effective in the World and 

provides high return on investment.  Pakistan ranks amongst the top 

seven fastest growing economies of Asia and the growth rate has been 

estimated 8.4 % during 2004-05 fiscal years. Although agriculture is still 

the mainstay of the economy and employs 48% of the work force, its 

share in the gross domestic product (GDP) is 21.6% during 2004-05 

(Pakistan Economic Survey, 2006). Table-I shows economic indicators 

such as GDP growth, private consumption as percentage of GDP and per 

capita income, financial indicators such as inflation, FDI inflow, gross 

domestic saving as percentage of GDP, development expenditure as 

percentage of GDP, export and import etc, and social indicators such as 

literacy rate, population growth (%), and health etc.  Table-II shows that 

world FDI inflow in 1971-75 was only US$ 20450.61 million, where 

US$ 15262.08 million went to the developed countries and the remaining 

amount of US$ 5188.5 million went to developing countries, where US$ 

1160.16 million went to Asia and only US$ 8.6 million came into 

Pakistan.  In the year 2005, the World FDI inflow increased to US$ 

916300 million, out of which US$ 452300 million, US$ 334300 million, 

and US$ 200000 million came into developed, developing countries, and 

Asia respectively.
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FDI inflow in the years 2004-05 has reached US$ 1524 million 

as the highest if compared with last year FDI inflow in Pakistan. Hence 

total FDI inflows into Pakistan from 1991-92 to 2004-05 stands at US$ 

9089 million, which come to US$ 649.27 million per year. As the Table-

IV depict that a few sectors have comparatively attracted more FDI 

during last five years. The total inflows of FDI into textile sector in the 

last five years were US$ 138.4 million, and this sector attracted US$ 39.3 

million during 2004-05, as the amount was US$ 35.4 million during 

2003-04. Though less increase occurred in the inflow of FDI into the oil 

exploration sector but the inflow has highly increased in the power sector 

as it was in US$ -14.3 million in 2003-04 and in 2004-05 it is US$ 73.3 

million but during last five years this sector has enhanced considerable 

amount of FDI inflow of amount US$ 1007.9 million. Similarly 

communication (IT and Telecom) is on the top on the basis of more 

attracted FDI in this sector and such as the inflow was US$ 221.9 during 

2003-04 but in 2004-05 it is US$ 517.6 million and the total FDI inflow 

during last years is US$ 1090.1 million which is the highest amount in all 

sectors. The inflows also increased into the financial business sector to 

US$ 269.4 million in 2004-05, as it was US$ 242.1 million during 2003-

04 and the total FDI inflow is US$ 840.1 million in the last five years as 

well. Table-III shows that inflows of FDI from USA, UK, Switzerland, 

Japan, UAE and Netherlands respectively were estimated 60 percent.  

Sheikh, (2005), says that there is no restriction on investment in 

eny sector in Pakistan. The government of Pakistan desires to encourage 

foreign and domestic investors in the country. It has observed that at the 

moment in Pakistan almost more than 600 multinational companies are 

working and earning desirable profits in Pakistan, due to favourable 

economic policies and macroeconomic stability. 
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Impact of FDI on Balance of Payment

FDI is not always contributing positively but it can also worsen a host 

country’s balance of payment (BoP). However, most of the literature 

emphasize on the positive impacts of FDI, in the process of economic 

growth. Also it is claimed, that FDI, influences the process of economic 

growth by filling up the saving-investment gap, increasing productivity, 

transferring advanced technology, and so on.  Moreover, frequently 

foreign investment is welcomed to developed and less developed 
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countries, because it encourages the country's capital and investment 

which positively participate in the process of capital accumulation. 

Though FDI may increase the export volume, MNCs usually 

import many advanced capital goods to the host country. If the value of 

imported capital goods is greater than the value of final exports of 

MNCs, the FDI will have worsened the trade balance. FDI may also fail 

to increase job opportunities if foreign investments take place in capital-

intensive industries rather than labour-intensive industries (Fry, 1996). 

Meanwhile, based on empirical studies that reveal that foreign direct 

investment usually has a positive effect on economic development. 

However, it is somehow difficult to measure the magnitude of these 

effects accurately. Overall, the net effect of FDI on balance of payment 

depends on many factors and it may be negative but almost the net effect 

is often assumed to be positive. 

Data Analysis and Discussion

It has been observed in this study that the basic objectives of the 

investors are to make maximum profit and send it to home country, while 

the host countries desire to increase the level of economic growth. 

Usually FDI is carried out through multinational corporations and they 

came into indo-Pakistan even before independence and currently almost 

more than six hundred multinational companies are working and making 

lucrative profits here. Since in the year 2004, the World FDI inflows 

increased to US$ 648146 million, where US$ 38002 million, US$ 

233227 million, US$ 147611 million, US$ 1117 million came into 

developed, developing countries, Asia and Pakistan. FDI inflows into 

Pakistan during the year 2004-05 has reached US$ 1524 million as the 

highest ever if compared with the previous period and it was US$ 949.6 

million in the last year. The total FDI inflow into communication 
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(information technology), financial business, oil exploration, textile and 

power sectors in the year 2004-05 were US$ 517.6 million, US$ 269.4 

million, US$ 39.3, US$ 138.4 million and US$ 73.3 million respectively. 

About 70 percent of FDI came into oil and gas and telecommunication 

sectors, chemicals, textile, power sector and banking and finance. Almost 

60 percent of FDI has come from USA, UK, Switzerland, Japan, UAE 

and Netherlands. Moreover, it has been observed that inflow of FDI into 

Pakistan somehow has increased since 2001, due to the efforts made by 

the Government of Pakistan by offering incentives, provision of 

investment friendly environment and maintaining macroeconomic 

stability in the country.

Conclusion and Policy Implications

This paper was an attempt to explore the benefits of FDI, trend and 

pattern of FDI in Pakistan. Both host and foreign countries take interest 

in foreign investment because both have some objectives. These 

objectives of the foreign investors naturally to earn high profit and 

repatriate it to their home countries. The host developing countries are 

interested to increase the level of economic growth in order to improve 

social welfare of the community. It has observed that some 

multinationals have been operating in Indo-Pakistan sub-continent even 

before our independence.  Almost 30,000 companies are working in 

Pakistan, out of which more than 600 have foreign capitals operating 

successfully and making tangible profit in Pakistan.  FDI inflow in the 

year 2004-05 has reached US$ 1524 million as the highest if compared 

with last years FDI inflow in Pakistan. It has found that a few sectors 

have comparatively attracted more FDI during last five years i. e., textile 

sector, oil exploration sector, communication (IT and Telecom) and the 

financial business sector respectively.  Further, it has been analyzed that 
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currently, important areas for FDI in Pakistan are such as; energy sector, 

manufacturing sector, mining sector, engineering sector, tourism, IT 

sector, telecommunication, value added textiles. Though the Government 

of Pakistan is well aware of the importance of FDI, therefore the 

management authorities should chalk out such policies through which 

more FDI take place and it will positively affect economic growth of the 

country. 
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