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Abstract 

Purpose - The Economic growth is key factor that has keen importance. This 
study spotlights the trade liberalization, financial liberalization and economic 
growth of Pakistan.  This study inspected the past and present situation of 
economic growth.  
Design / Methodology / Approach – The time series data is used for the period 
1973-2014.  This study employed Ordinary Least Square on the basis of the 
stationarity of the data that has been checked by the  unit root test (augmented 
dickey fuller, ADF).  In this study we have checked the impact of Financial 
Liberalization, Trade Openness, Inflation Rate, Exchange Rate, Gross Fixed 
Capital Formation on the Gross Domestic Product.  
Findings – This research concluded that negative relation of financial 
liberalization and trade openness with dependent variable GDP. The inflation rate 
has no significant relation to determine the GDP. 
Implications - The study converse about some of the issues related to economic 
growth and suggested some measure to boost economic growth.  
Originality Value – Recent research studies have tried to establish an affiliation 
of economic growth with trade liberalization, financial liberalization in the context 
of Pakistan. Researchers in Pakistan have tried to explore the relationship of 
overall economic policies with financial liberalization and trade Performance.  
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1.0. INTRODUCTION 

Over the past few decades many developing countries take on the trade ease up 

policies like Pakistan. These trade liberalization have positive sound impacts on import 

growth. If we see the impact of exports on the economy the effects are mixed, for developed 

nation exports enlargement enhance but in developing countries export expansion decrease 

the growth of the economy. 

During the 1950s Pakistan`s economy followed different strategies to achieve 

excellent atmosphere for industrialization at that time Pakistan consisted very little industry 

and the major contribution to the growth was from the agriculture sector.  Exports were 

disregarded in 1950s and the revenues depend heavily on tax, agricultural products, and 

import duties on imported affected goods.  

In 1960`s the government encourage export by taking different measures as, govt. 

offered export bonus scheme and promoting the industrial sector they used export capability 

to promote foreign exchange. The total export increased from 43 percent in 1960 to 67 

percent in1970. The trade regime becomes prejudiced in inclination of import replacement 

productions in 1980.  In 1993 the tariff committee was established that reduced the tariff 

from 80 percent to 50 percent. In first decade after the independence of Pakistan, different 

policies were introduced to sustain GDP but the economy couldn`t gain far above the ground 

expansion in first four decades. During 1990`s to confiscate disorder, political instability, 

terrorism etc. government introduced structural adjustment programs (SAP).  

2.0. LITERATURE REVIEW 

Zaman et al. (2010) estimated trade liberalization, financial development and 

economic growth. Time series data was utilized for the period 1980-2009.  The study 

captures the variables GDP, trade openness, and financial liberalization. By using the bound 

testing approach the empirical results showed that openness and financial development both 

lead the economy towards the development in the long run. Tash and Sheidaei (2012) 

analyzed trade liberalization, financial development and economic growth in the long run. 

The study obtain time series data for 1966-2010 and applied the Johansson co integration 

approach to the data for estimation and concluded that trade  and financial development is 

positively related with economic development.    

Khan et al. (2012) attempted to investigate the impact of trade liberalization on 

economic growth in Pakistan.  The annual time series data has been utilized for the period 
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1980-2008.  The study used ARDL approach for estimation of results. The empirical results 

of this study demonstrated a positive association between economic development and 

financial liberalization. Olaifa et al (2013) analyzed trade liberalization and economic growth 

in Nigeria. Time series data for the period 1970-2012 has been utilized for the analysis. 

Study has been used the gross domestic product as dependent variable and openness, 

foreign direct investment, export, import and used. The study concluded the result, 

explanatory variable.  By utilizing co integration analysis the study suggested that trade 

openness, FDI have a positive influence on growth in Nigeria in the long run. 

Ramzan et al. (2013) attempted to show the impact of trade openness and 

macroeconomic variables GDP growth of Pakistan.  The study took annual time series data. 

The study applied Johanson co integration technique for analysis and concluded that all 

variables were significant and long run relationship. Shaheen et al. (2013) examined the 

impact of trade liberalization on economic growth in Pakistan. Time series data for the period 

1975-2010 ha been used for the estimation for the gross domestic product trade openness, 

real gross fixed capital formation, real foreign direct investment, inflation. The study used 

johansen co-integration approach for estimation. The results of this study point toward that 

trade liberalization and gross fix capital formation has positive effect on economic 

development while the foreign direct investment and inflation showed negative 

consequences on economic development. 

Jawaid (2014) attempted trade openness and economic growth. The study took 

annual data during 1981-2009.  The study worn GDP as dependent variable and employed 

labour force, real gross fixed capital formation, trade openness are the independent 

variables. The study applied ordinary least square method and autoregressive distributed 

lag. Saeed and Huussain (2015) investigated the causal relationship among trade openness, 

financial development and economic growth evidence in Kuwait.  The johansen co 

integration technique was employed to the data collected for the period 1977-2012.  The 

study used the variables gross domestic product, financial development, trade openness. 

The study concluded the support for growth-led financial development. 

3.0. METHODOLOGY 

In this section we will discuss the data sources and the methodology to be used in 

the analysis. The data used for the present study wrap a 42-year period (42 annual 

observations) starting from 1972-73 and ending in 2013-14. The data sources comprise 
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different issues of Economic Survey of Pakistan, state bank of Pakistan and a variety of 

indicators of world bank.  

Description of the variables 

i. Gross Domestic Product 

GDP is described as currently produced goods and services in a nation state. GDP 

includes earnings of goods and services of the peoples which lives in boundary of a 

country. 

ii. Financial Liberalization 

Financial Liberalization is defined as freedom of finance. Financial Liberalization is 

defined as M2 as percentage of GDP.  

iii. Trade Openness 

Trade openness is defined as the sum of import and export to GDP. Trade openness 

is used as proxy of trade liberalization. It is computed as follows:  

 TO =EXPORT+IMPORT ̸ GDP ×100 

iv. Inflation 

Inflation means the average and consistent rise in the prices. In previous researches 

the inflation gives you an idea about its relationship both as positive and negative 

relationship with GDP. 

v. Exchange Rate 

Exchange rate is defined as the rate of one currency in terms of another currency 

between two countries. 

vi. Gross Fixed Capital Formation 

It includes the entire expenditure beard on fixed assets, replacement cost of fixed 

capital (land, building, machinery, transport equipment’s and engineering work). It is 

a major part of GDP expenditure.   

Table 1 Description of variables 

Variables Description of variables Unit of measurement Expected sign 
 

Sources 
 

GDP Gross domestic product Annual growth %  WDI 

FL Financial Liberalization M2 as %  of GDP   Negative WDI 

TOP Trade Openness As % of GDP Positive WDI 

INF Inflation  CPI Positive WDI 

ER Exchange rate  Million Rupees   Positive WDI 

GFCF Gross Fixed Capital 
Formation 

As % of GDP   Positive SBP 
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Model Specification  

i. General specification of the model 

The model is specified with one dependent variable and the rest of the independent 

variables are given below. 

𝑌 =  𝑓 (𝑋1, 𝑋2, 𝑋3, … … … , 𝑋𝑖) − − − − − − − − − − − −(1) 

ii. Empirical specification of the model: 

𝐺𝐷𝑃 =  𝑓 (𝐹𝐿, 𝑇𝑂𝑃, 𝐼𝑁𝐹, 𝐸𝑅, 𝐺𝐹𝐶𝐹) − − − − − −(2) 

Mathematical specification: 

𝐺𝐷𝑃 =  𝛽0 + 𝛽1(𝐹𝐿) + 𝛽2(𝑇𝑂𝑃) + 𝛽3(𝐼𝑁𝐹) + 𝛽4(𝐸𝑅) + 𝛽5(𝐺𝐹𝐶𝐹) − − − −(3) 

Econometric specification: 

𝐺𝐷𝑃 =  𝛽0 + 𝛽1(𝐹𝐿) + 𝛽2(𝑇𝑂𝑃) + 𝛽3(𝐼𝑁𝐹) + 𝛽4(𝐸𝑅) + 𝛽5(𝐺𝐹𝐶𝐹) + µ − − − − − (4) 

Where,  

𝐺𝐷𝑃 =  𝑔𝑟𝑜𝑠𝑠 𝑑𝑜𝑚𝑒𝑠𝑡𝑖𝑐 𝑝𝑟𝑜𝑑𝑢𝑐𝑡 

𝐹𝐿 = 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝐿𝑖𝑏𝑒𝑟𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 

𝑇𝑂𝑃 =  𝑇𝑟𝑎𝑑𝑒 𝑂𝑝𝑒𝑛𝑛𝑒𝑠𝑠 

𝐼𝑁𝐹 =  𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 

𝐸𝑅 =  𝐸𝑥𝑐ℎ𝑎𝑛𝑔𝑒 𝑅𝑎𝑡𝑒 

𝐺𝐹𝐶𝐹 =  𝐺𝑟𝑜𝑠𝑠 𝑓𝑖𝑥𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝐹𝑜𝑟𝑚𝑎𝑡𝑖𝑜𝑛 

µ =  𝐸𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚 

 

4.0. RESULTS AND DISCUSSION 

Elementary analysis of the data executes extremely significant role in general 

understanding of the data. It positions the mind of the researcher and the audience for the 

further clarification of the econometric analysis of the data. This provides the straightforward 

and the simple summary of the data. It is utilized for the quantitative analysis of the data. 

The descriptive statistics of our model concerned as following.  
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Table 2: Descriptive Analysis 

                 Mean           Maximum     Minimum    Skewness    Kurtosis      J-B            Prob. 

LnGDP       14.3323       17.1254         11.3954         0.0131         1.8448        2.3364        0.3109 

LnFL           3.7398         3.8956           3.5165         -0.1605          2.5858       0.4805        0.7864 

LnTOP        4.1744         4.6733           3.3955         -0.4982          2.7788       1.8233        0.4018 

LnINF          2.1261         3.2832          1.0695          -0.00             2.8404        0.0446        0.9779 

LnER           3.3915         4.6333          2.2935         -0.0443          1.5579        3.6531        0.1609 

LnGFCF      2.7723         2.9567           2.4366        -1.0507           3.2366       7.8263        0.0199 

Source: Author`s Calculation E-views 7.0 

This shows that the mean of Lngdp is 14.3323.  The maximum and minimum value is 

17.1254 and 11.3954. The mean of LnFL and LnTOP is respectively 3.7398 and 4.1744.  

The maximum and minimum value of LnFLis respectively 3.8956, 3.5165.  The maximum 

and minimum value of LnTOP is 4.6733 and 3.3955. The mean, maximum and minimum 

values of LnER are respectively 3.3915, 4.6333 and 2.2935. The LnGFCF mean and 

maximum values are 2.7723 and 2.9567.  

Correlation Analysis of the data 

Correlation coefficient demonstrates the extent of relationship among two variables. 

A correlation matrix shows each and every one possible correlation coefficient among a set 

of variables. Correlation matrix of the variables of our model is given below.  

 

Table 3:  Correlation Analysis 

                     LnGDP          LnFL           LnTOP           LnInf                  LnER             LnGFCF 

LnGDP          1.0000   

LnFL             0.2743           1.0000 

LnTOP          0.225             0.1523           1.0000 

LnINF          -0.1576          -0.1958          -0.1383            1.0000 

LnER            0.9867           0.2852           0.2899           -0.1670             1.0000 

LnGFCF      -0.2263           0.1961           0.1383           -0.1709            -0.2839             1.0000 

Source: Author`s Calculation E-views 7.0 
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The table 3 shows that GDP ha positive association with the FL, ER and TOP and 

the degree of association is 0.27 and 0.22 respectively. GDP has a negative degree of 

association with the INF and GFCF. FL has a positive association with the TOP, ER and 

GFCF while it has negative association with the INF and the correlation coefficient is 0.15, 

0.28, 0.19 and -0.19. TOP is positively associated with the ER and GFCF. INF is negatively 

related to the ER and GFCF and the value of correlation coefficient is -0.16 and -0.17 

respectively. 

Unit Root Test 

The 1st  step at the formal level of this empirical investigation to check the 

stationarity. “if a time series is stationary , its means and variance  and auto covariance 

remains the same no metter at what point we measure them ,that is ,they are time invariant”. 

In statistics and econometrics an Augmented Dickey Fuller test (ADF) is a test for a unit root 

in a time series data sample. Dickey and Fuller extended their test procedure suggesting an 

augmented version of the test which includes the extra lagged terms of the dependent 

variable in order to eliminate the autocorrelation. 

Table 4:  Augmented Dickey Fuller Test Results 

Variables ADF statistics Order of Integration 

GDP -4.612 I(0) 

FL -7.653 I(0) 

TOP -4.212 I(0) 

INF -4.612 I(0) 

ER -4.059 I(0) 

GFCF -3.946 I(0) 

Source: Author`s Calculation using e-views 7.0 

The results of the ADF test of the model indicate that GDP is stationary at level and others 

including FL, TOP, INF, ER, GFCF are also stationary at level.  

Econometric analysis of the data 

OLS method is one of the most attractive, famous methods of regression analysis.  

OLS method is used to find the estimates of the model. 
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Table 5:  Regression Analysis 

Variable Coefficient t-Statistic Prob. 

C 7.221282 4.19021 0.0002 

LNFL -0.498745 -1.1 0.2786 

LNTOP -0.439509 -3.7017 0.0007 

LNINF 0.051627 0.72061 0.4758 

LNER 2.163571 41.3126 0 

LNGFCF 1.213238 3.73826 0.0006 

R-squared 0.98390 
Adjusted R-
squared 0.98167 

F-statistic 440.201 
Prob (F-
statistic) 0.00000 
Durbin-
Watson stat 1.99030 

 

The values in the table 5 show negative relation of financial liberalization and trade 

openness with dependent variable GDP.   Financial liberalization is statistically insignificant. 

The standard error of FL and TOP is respectively 0.4533 and 0.1187. TOP is significant at 

one percent and showed a negative association with the GDP. The inflation rate shows 

positive and insignificant relationship with GDP. The ER and GFCF shows positive 

association with GDP and both shows significant relationship. The standard error of ER is 

0.052. The standard error of GFCF is 0.324.  The R-squared is 0.98390 which fulfill condition 

that R2 must be lies between 0 to 1. The Durbin-Watson stat is 1.99030. 

4.0. CONCLUSION  

The results show that FL and TOP has a negative impact on economic growth. The govt. 

promotes its own industry to meet the demand of the consumers to flourish the economy.  

The others variables INF, ER, GFCF has positive impact on GDP. The study concluded the 

Pakistan`s economic performance becomes better if there is capital formation in the country 

that enhances the gross domestic product by increasing the employment. Government 

should create different policies to promote the industrial sector that fulfills the demand of the 

consumers. 
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