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Abstract 

Every country frames different monetary, fiscal and investment policies for the economy's growth, and these 

policies play a vital role in the nation's economic development. GDP is considered the most significant indicator 

of economic growth. However, GDP itself affects and is affected by numerous factors. Hence it has become pre-

eminent for researchers to study their interplay in different economies and their overall impact on economic 

growth. This research paper aims to study the impact of Foreign Direct Investment (FDI) on Gross Domestic 

Product (GDP). The current study is based on secondary data collected from the Word Bank database from 

1991-2021. Econometrics model Autoregressive Distributed Lag model has been used to process the data. The 

study revealed mixed results, i.e. some lags have a significant and positive effect while others have no significant 

effect. However, FDI has a significant and positive impact on GDP. 
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Introduction 

Due to the globalisation of economic activities, a dynamic business environment creates both opportunities and 

threats for businesses, ultimately affecting the health of an economy. Democratic governments across the world 

have to deal with different economic and social problems, such as shortage of demand, GDP growth, inflation, 

unemployment, low investment etc., and it has to frame many economic and trade policies to overcome them. 

Developing and less developing economies face a scarcity of resources in terms of technology, skilled manpower 

and finance. Opposite developed nations have capital, technology and tech-savvy human resources with them. 

Investment plays a vital role in developing a nation's economy. Government has to take the initiative to 

encourage investment to boost economic activities for growth and development. It has to liberalise trade and 

investment policies. A nation's economic growth depends greatly on Foreign Direct Investment, particularly in 

developing countries. Foreign Direct investment may be defined as an investment made by a High Net Worth 

individual/ Foreign Companies or Institutions in the domestic firm of a country. It may be by subscribing to the 

measured chunk of equities or by providing technologies in the host countries' firms. Economic growth may be 

defined as an increase in the number of goods and services over a period of time in an economy. If there is a 

sustained increase in the level of economic activity and the aggregate output, that may lead to an increase in per 

capita income and the standard of living of people of that country. GDP is one of the main indicators of 

Economic Growth. Foreign direct investment helps the host countries' firms to exploit the resources such as its 

large market, inexpensive labour, and cutting-edge technology. Further FDI-providing firms may also be 

benefitted from tax breaks and other incentives offered by host nations which leads to improvement in their 

performance. FDI is not just restricted to resources; it also refers to capital flows at the international level where 

one company established a subsidiary in another country. 

It is mainly of two types horizontal and vertical FDI. Horizontal FDI means investing in the host country in the 

same type of business in which it deals in the home country. In contrast, vertical FDI means investing either in 

the upstream or downstream value of the supply chain in the host country. The government's economic and 

Foreign policies play a significant role in promoting investment through FDI. It has been observed globally that 

governments of host countries liberalise the norms for attracting FDI Government of the host country has to 

liberalise the norms of investment to promote FDI. Foreign Investment helps in boosting the economic growth of 

nations as it is an effective tool for acquiring Financial Resources, Managerial Skills, Technologies and 

Information. FDI is considered a tool to gauge the level of global economic integration, the strength of the 

economy and maintaining foreign exchange reserves. That is why every nation makes all possible efforts to 

attract foreign investment. Many studies across the nations revealed that FDI had helped their economic growth. 

There are different studies available with mixed results. Some of them are in favour that FDI was having a 

positive and significant effect on economic growth. 
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In contrast, some others have concluded the negative impact of FDI on Economic Growth. A substantial 

empirical literature has been prompted by the association between foreign direct investment (FDI) and economic 

growth. The effects of exports and FDI on economic growth have been the subject matter for researchers and 

academicians. Using various time periods, econometric techniques, and research methods, these variables' effects 

on economic growth have been researched in many countries. The results of previous research reflect both 

positive and negative impacts on the economic growth of a nation, so it cannot be concretely concluded that FDI 

contributes to or hamper the economic growth of a country. Hence continuous research is going on the impact of 

FDI on GDP. This paper emphasises the impact of FDI on the economic growth of India. The current research 

paper consists of four sections. Section 1 includes a Literature review; section 2 contains Research Methodology; 

section 3 will cover the data analysis and results and conclusion to be interpreted in section 4. 

 

1. Literature Review 

The factors that influence foreign direct investment (FDI) and its contribution to economic development were 

examined by (Bjorvatn 2001) [1]. The author stated that while FDI is not required to accomplish economic 

development, the entry of foreign enterprises may play a significant role in bringing technology and competition 

to the host economies. It was based on empirical and theoretical literature. Foreign competitors might, however, 

cause local businesses to lose market share and, with it, revenues. This issue is likely to be more significant if 

foreign entrance occurs in markets protected from the competitive forces of global trade. 

 (Ramar 2019) [2] identified the variables that affect FDIT inflows in India and also examined the variables that 

have an impact on FDIT inflows. In this study, the nine-year period between 2010 and 2018 has been chosen by 

the researcher to determine the variables affecting the country's FDI inflow. To examine the relationship between 

the variables' significance, the author conducted a ONE-WAY ANOVA. Based on the findings, the author 

concluded that the determinants affecting FDI inflows into India are the GDP, coal production, wages, inflation, 

and trade openness. 

(Ahmad 2018) [3] sought to examine how much economic growth (GDP) is dependent on exports and foreign 

direct investment (FDI). A correlation test was utilised (GDP)to determine the nature of the relationship between 

export, FDI, and economic growth and a straightforward linear regression model was utilised (GDP)to determine 

how exports and FDI (foreign direct investment) affect economic growth. The author acknowledged the link 

between exports, foreign direct investment (FDI), and economic expansion (GDP). In our example, a moderate 

regression in the relationships between export, foreign direct investment (FDI), and economic growth was also 

found. 

According to (Helpman 2004) [4], depending on the nature of FDI, the relationship between exports and FDI can 

be either complementary or subsidiary. FDI comes in two flavours: horizontal (where multinational corporations 

establish subsidiaries in each target nation to cut down on transportation expenses) and vertical (multinational 

companies locate each stage of their production process in several countries according to the cost advantages). 

The author claimed that commerce and vertical FDI might have a beneficial relationship (complimentary). It was 

indicated that both developed and emerging countries are likely to engage in vertical FDI. 

 

2. Research Methodology 

The current research is based on a descriptive research design and a secondary database. World Bank Database is 

sourced for the collection of data. The time period of this study will be from 1991 to 2021. Econometrics Tools 

and Techniques have been used to process the data—the autoregressive distributive lag model is used for testing 

the impact of Foreign Direct Investment on Economic Growth.  

Pearson and Shin developed Autoregressive Distributed Lag Model (ARDL) model in 1996 to test the number of 

cointegration and the existence of long-run relationships between variables. This model can be applied only to 

series with I (0) and I (1) or a mixture of both series. If it is applied in series with integrated at order two I (2), 

then the results will be invalid. 

Firstly, the researcher will apply the unit root test using the Augmented Dickey-Fuller (ADF) test to test the 

stationarity of data. If the series is Integrated at level zero, then it means the series is stationarity; else, we have 

to transform a non-stationary series into stationary series with the help of difference. Then Autocorrelation of the 

series will be tested using the correlogram Q statistics and the serial residual correlation LM test. At the same 

time, heteroscedasticity will also be tested with the help of the correlogram of residual squared. 

 

3. Data Analysis  

1: Unit Root Test FDI 

Insert Table 1 
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Table 1 
 

 
Sources: Researcher Computation using E-Views 

 

As shown in Table 1 null hypothesis was assumed that FDI has a unit root, which means the series is not 

stationary. Then compare the actual p-value with the table value, i.e., 0.05. if the p-value >0.05, accept the null 

hypothesis; else, do not accept the null hypothesis. As shown in Table 1, p-value > 0.05, we will accept the null 

hypothesis. FDI series should be transformed into Stationary Series. 
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Table 2: Unit Root Test D (FDI) 
 

 
Sources: Researcher Computation using E-Views 

 

The researcher has transformed the FDI non Stationary series into FDI(1) stationary using one-level differencing 

and tested the unit root test as shown in table 2, p value < 0.05, do not accept the null hypothesis, which means 

the series is stationary. 
 

Table 3: Unit Root Test GDP 
 

 
Sources: Researcher Computation using E-Views 
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Table 4: Unit Root Test D (GDP) 
 

 
 

As shown in Table 3, the researcher has tested the unit root of the GDP series. P value > 0.05, accept the null 

hypothesis, i.e., GDP series has a unit root. Hence GDP series should be transformed using differencing. The 

researcher has transformed the GDP series with one difference and tested the stationary as shown in table 4; 

GDP 1 is a stationary series I (1).  
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 Sources: Researcher Computation using E-Views 

 

Fig 1: Correlogram Q Statistics 

 

Correlogram Q statistics help to trace the autocorrelation present in the study. If the P value of Q stat is < 0.05, 

then it means there is the presence of Autocorrelation in the series. The result of that series will be spurious or 

biased, so it is necessary to test the Autocorrelation. 

Results of Q statistics, as shown in Figure 1, P values of all lags are > 0.05. which means there is no 

Autocorrelation in series. 

 

 
 

Fig 2: Correlogram squares Residual Statistics 
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Table 5: Heteroskedasticity White Test 
 

 
Sources: Researcher Computation using E-Views. 

 

Correlogram Squared residual statistics will be helpful in the testing of heteroscedastic. If P values > 0.05, that 

means there is no heteroscedastic present in the series. As shown in figure 2, the p-value > 0.05 means there is 

no heteroscedastic in the series. Results are verified with the help of a heteroskedastic white test. The null 
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hypothesis of the White test is that series is homoscedastic. Accept and reject decision depends on p values. 

Results are shown in table 5; the P value is > 0.05, null hypothesis is accepted, which means the series is 

homoscedastic.  

Finally, we apply the ARDL model to find how many lags of dependent and independent variables significantly 

affect the dependent variable,i.e., GDP. 

 

Table 6: ARDL model 
 

 
Sources: Researcher Computation using E-Views 
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Model Formation 

Equation: 1 

GDP =C+ β1*GDP(-1)+β2*GDP(-2) + β3*FDI + β4*FDI(-1) + β5*FDI(-2) + β6*FDI(-3) +β7*FDI(-4) 

+β8*FDI(-5)+β9*FDI(-6) +µ. 

GDP= Dependent Variable C= Fixed Regressor β= Coefficient of Regressor 

Regressor Variables= FDI; Lags of FDI; Lags of GDP 

 

Equitation:2 

GDP = 0.879186697333*GDP (-1) + 0.43307838172*GDP (-2) + 8.84398328383*FDI - 3.93387811787*FDI(-

1) - 6.70784109886*FDI(-2) + 3.73620125388*FDI(-3) + 14.8902565379*FDI(-4) + 8.39674298856*FDI(-5) - 

7.53471595738*FDI(-6) - 38112340509.4 

 

Table 6 shows the results of the ARDL model. Firstly, we will check how many lags in GDP and FDI are 

significantly affecting the GDP using P values. If the p-value < 0.05, that means there is a significant effect; else, 

there is no significant effect. The first leg of the dependent variable has a significant effect on GDP, while the 

second lag has no significant effect on GDP. FDI has a significant partial impact on GDP; only the First and 

Fourth lags of FDI have a significant impact on GDP, while other lags have no significant impact on the 

forecasting of GDP. As shown in Equation 2; 1 unit of GDP will be increased due to an increase in: 0.879 units 

of GDP (-1); 8.844 units of FDI;14.89 units of FDI (-4), while FDI (-1) has a negative impact on GDP that 

means if FDI decrease with 3.93 units GDP will be increasing with 1 unit. 

 

Results and Conclusion 

GDP is the main indicator of the Economic growth of an economy. In the present research paper, the researcher 

tried to find the impact of FDI on GDP using the Econometrics model. As shown in Table 6, there are mixed 

results that some of the lags of GDP and FDI have a positive and significant impact on forecasting GDP while 

others have insignificant results. The analysis of overall results indicates that there is a positive impact of FDI on 

GDP. On the basis of the results of the present study, it is suggested that the government should make more 

efforts to promote Foreign Direct Investment inflow to boost economic growth and development. Further, there 

is also space for more research by introducing different variables that are contributing to GDP as well as by 

using some different techniques. This study was limited to the Indian Economy; hence there is scope to explore 

the study in different economies.  
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