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The topic of Foreign Capital Inflows (FCI) to Pakistan got much
attention in empirical literature, but the existing literature on FCI
about Pakistan mostly used the customary econometric tools
like OLS, 2SLS, FIML and 3SLS for analysis. However, we know
that most of the macroeconomic variables are non-stationary,
which mandates the re-examination of the past studies using
new time-series tools like cointegartion and ECM. Thus, the
present book re-examines the macroeconomic role of Foreign
Capital Inflows (FCI) in Pakistan through applying vector error
correction model (VECM) on annual time-series data for the
period of 1972-2006. The present study does not find any
evidence for direct positive impact of aggregate FCI on GDP
growth and Investment (capital formation). However, the study
finds the positive (complementary) relationship between FCI and
domestic saving, thus suggesting an indirect positive impact...
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