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Table 4: Impact of FDI on Investment 

 
Dependent Variables: Gross domestic capital formation as percentage of GDP 
 OLS Pooled 

Regression  
GMM Panel Estimation 

Variables  Period (1970-2003) 1990-2003) 
Constant 2.54* 

(3.30) 
-0.003 
(-0.10) 

 

GDCFt-1 0.76* 
(8.32) 

0.58* 
(5.98) 

0.63* 
(3.43) 

GDCFt-2 0.11* 
 (1.25) 

0.10 
(1.13) 

0.06 
(0.72) 

FDINFY 0.27 
(0.51) 

0.47 
(0.69) 

-0.40 
(-0.54) 

FDINFYt-1 1.13*** 
(1.78) 

1.42* 
(2.04) 

1.13*** 
(1.77) 

FDINFYt-2 -0.61  
(-0.93) 
 

-0.75 
(-1.11) 

1.23*** 
(1.81) 

GDPGR 0.03 
(0.61) 

0.18* 
(2.62) 

0.45* 
(2.80) 

No. of 
Observations 

124 124 40 

Sargan Test  86.54 (0.52) 22.40 (0.55) 
R2 0.83   
F (7, 116) 82.53*   
Autocorreleation 
order 1 

 -7.70 (0.00) -2.92 (0.00) 
 

Autocorreleation 
order 2 

 0.80 (0.42) 0.35 (0.72) 

Note: * significant at 1%, ** significant at 5% and *** significant at 10% level.  
 
Results analysis: The results of the investment functions by panel OLS and Arellano-

Bond GMM estimation are reported in the Table. The estimation results are significant in terms 
of all diagnosis statistics. The estimation is done for two periods, 1970-2003 and 1990-2003. 
Since all these south Asian countries have improved their gross domestic capital formation 
and FDI inflow during the nineties, an attempt has been made to see the impact of FDI on 
domestic investment separately during post 1990.  

 
The sign of FDI inflow is positive for the current period and the past one year for the 

whole period 1970-2003. However, it has a positive but insignificant coefficient for the current 
period, implying that it does not contribute significantly to domestic investment. The coefficient 
of FDI lagged one year is 1.42 and significant. This implies that a one percent increase in FDI 
to GDP in the last year leads to an increase of 1.42 percentage in domestic investment as a 
percentage of GDP in the current period. For the period 1990-2003, the coefficient of FDI is 
negative in the current period, but it is insignificant. However, the coefficient of the FDI lagged 
one year and FDI lagged two years is positive and significant. The coefficients are 1.13 and 
1.23, respectively, implying that increasing the FDI ratio by one percent in the last year and the 
past two years increases the domestic investment ratio by 1.13 and 1.23 percentage points in 


