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ABSTRACT 

Title: “Factors influencing FDI in the Pakistan Telecom sector” 

   

Author:  Qaiser Mahmood Pannu 

 

Supervisor:  Anders Hederstierna 

 

Objective: Foreign Direct investment is a massive source of investment in Pakistan 

telecom sector and is growing gradually due to its potential market. The 

objectives of my research are:  

• Investigate and analyze the factors which are considered most 

important for the inflow of FDI in Pakistan telecom sector. 

• Find out what kind of relationship exists between FDI and the 

influencing factors (political instability, Rules and Regulations and 

fluctuation in economic growth).   

 

Methods: Quantitative approach has been employed during this research study for the 

analysis of influencing factors on inflow of FDI. During my research, I relied 

on secondary data that is available in the form of official reports published by 

several departments of government of Pakistan and other international 

organizations. The main focus during this study was, however, kept on 

secondary data. 

 

Results: I have analyzed the inflow of FDI in telecom sector of Pakistan and identified 

the most important factors influencing this inflow to loose or enhance the 

confidence of the investors. Moreover, I have compared the FDI in telecom 

and other sectors of Pakistan and have found out that Pakistan telecom is a 

prominent sector which is able to attract massive amount of  FDI since the last 

couple of years. 
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Conclusion: The Pakistan Telecom sector has more potential to attract FDI but the factors 

such as political instability and fluctuation in economic growth are considered 

as a focal point by investors before moving in the host country. In order to 

promote the FDI, Pakistan needs to: 

 

1. Stabilize the political situation. 

2. Improve rules and regulations of the telecom sector 

3. Improve law and order situation 

4. Strengthen the macro economic fundamental to minimize the fluctuation in 

economic growth 

  

 

Key Words: FDI, Factors influencing FDI, PTA, Growth of Pakistan Telecom Sector, 

Political Instability, Rules and regulation of Pakistan Telecom Sector, 

Fluctuation in economic growth, Economic growth of Pakistan 
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CHAPTER 1: INTRODUCTION 

1.1 Research Background: 

 A Brief History of FDI 

The concept to produce abroad was started during the third millennium before Christ when 

Sumerian merchants established in southern part of Mesopotamia (current Iraq) with the aim of 

having a representative based abroad to receive, to stock and to sell their product. In fourteenth 

century, the Hanseatic League which was association of “German cities” established trading 

posts in Bergen (Norway), Bruges (Belgium), London (UK) and Novogorod (Russia). During the 

same period, this concept also prevailed in Italy and almost hundred of banks were engaged in 

multinational operations (Delali A. 2003). 

 

At the end of nineteenth century and the first two decades of twentieth century, quite a few 

European companies were involved in multinational operations as extracting minerals, running 

farms and producing goods in overseas territories in Africa, America, Asia and Australia. During 

the same period, several American and European companies established their affiliates abroad 

such as Lever, Singer, General Electric, Courtaulds, Nestle, Edisen and Orenstein & Koppel 

(ibid.). 

 

The multinational operations by companies got depression in 1929 and also a downturn in 

overseas activities was started during pre-Second World War period. In the post-Second World 

War period, direct investment increased in the shape of official gifts and loans, and also was 

considered an important source of international capital flow. 

 

In early 1960, the term MNC appeared in economic literature which refers to those companies 

which operated in more than one country. With the introduction of the term “MNC”, the age of 

globalization started, and numerous small, medium and big sized companies started to move 

across the borders and looked for profitable opportunities around the world.  

 

Recent Trends in FDI: 

By the end of 1970, an accelerating trend has been seen in the FDI. In this period, annual outflow 

of the FDI among the OCED countries (inside the OCED countries and to all other destinations) 

had almost doubled from 25 USD billion to 60 USD billion (WTO 1996). 
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From the period 1990 to 1999, there was a fast and sustained growth in global FDI flow. The 

inflow of world FDI in 1994 was 256 USD billion and reached at 865.5 USD billion in 1999. 

Similarly outflow of world FDI in 1994 was 282.9 USD billion and reached at 799.9 in 1999 

(Imad A.M 2002, p.19). 

 

In 2001, global FDI flow declined sharply. The inflow was amounted at 735 USD billion and 

outflow was 621 USD billion. The inflow dropped by 51 percent and outflow dropped by 55 

percent. The developed countries along with the developing countries had seen the effect of this 

downturn in FDI. In developed countries FDI fell by 59 percent while in developing countries the 

FDI dropped by 14 percent. The only economies of Central and Eastern Europe remained 

immune to this general downturn (only 2 percent increase) (WIR 2002). 

 

After this declining trend of global FDI, the flow of global FDI still remained in depression till 

2004. However during the period 2005-2006, global FDI flow to and from the OCED countries 

increased significantly. In 2006, the FDI outflow was 1120 USD billion with an increase of 29 

percent and the FDI inflow was 910 USD billion with an increase of 22 percent. It was the 

second highest level in the history of the OECD FDI after the FDI boom year 2000 (OECD 2007, 

p.15) 

 

In 2008 - 2009, global FDI flow was severely affected by economic and financial crisis. The 

global inflow of the FDI fell down by 39 percent from 1.7 USD trillion in 2008 and 41% from 

1.0 USD trillion in 2009 (UNCTAD 2010). 

 

 Motivation for Research Topic: 

Although FDI has a rising trend among the OECD countries, it also has great importance for 

developing economies. The FDI has emerged as the most important source of external resource 

flows to developing countries over the years and has become an integral part in the formation of 

capital in these countries. Despite all this, these countries have a small share or even a declining 

trend in the global distribution of FDI.  

 

These countries realized the role of FDI in growth enhancing activities such as an increase in the 

employment, enhanced productivity, and boost in exports and increased the pace of transfer of 

technology. The developing countries had realized the potential advantages of FDI flow as host 
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countries which include efficient and effective utilization of raw material resources, ease of 

access to new technologies, introduction of modern techniques of management and marketing. 

Foreign inflows might be used to finance the current account deficit and enhance the capital 

stock’s skills by job trainings. 

 

Pakistan as a developing country also recognized these advantages of inflow of FDI and opened 

their several sectors for foreign and local investors. For this purpose, Pakistan took first step in 

1984 and announced the liberalization policy to attract the FDI. A new industrial package was 

announced in 1989 recognizing the importance of private sector and regulatory measures were 

taken to improve the business environment in the country.  

 

The Board of Investment (BOI) was established with the aim to generate investment 

opportunities and to facilitate the investors.  In November 1997, new investment policy was 

issued to open the earlier restricted sectors such as services, manufacturing and agriculture. 

According to this new policy, Foreign Investment at 100 percent equity on repatriable basis is 

allowed in agriculture, services, manufacturing and social sector. 

 

By the announcement of new investment policy, despite the other sectors, Pakistan telecom 

sector was able to gain more attention of foreign investors.  Telecom sector has emerged as a fast 

growing industry during the last few years under the governance of PTA and it is recognized as 

one of the most progressive industry in the country.  For these reasons, the prominent companies 

of the world showed interest in this sector and made heavy amount of investment in this sector. 

Currently there are six companies which are providing mobile cellular services in the Pakistan; 

Mobilink, Ufone, Telenor, Warid, Zong and Instaphone. PTCL and Ettislat, a UAE based 

Telecom Company (hold 26% share of PTCL), are providing fix line telephony services (PTA 

2009). 

 

Interesting Indicators of Telecom Sector: 

The telecom sector is growing positively in terms of subscription, revenue, Teledensity and FDI. 

The mobile phone subscription has reached at 95 million and Teledensity growth reached at 62%. 

The telecom sector also contributes 1-2% in the total GDP and 6-7% share per annum in total tax 

revenue. During the year 2008-09 its contribution in national exchequer reached at 112 billion. 

Telecom sector also generated a handsome amount of revenue Rs. 333.9 billion in 2008-09 

compared to Rs. 278.5 billion in 2007-08. The telecom sector also remained the largest recipient 
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of FDI during the last couple of years. During the last five years, Pakistan telecom sector 

attracted over 19.0 USD billion FDI which is 54% contribution in total FDI of Pakistan. (PTA 

2009). 

The motivation behind the choice of topic is that the global FDI grew dramatically from 1970s 

and reached at highest level in 2000 which is known as FDI boom year in the history of FDI 

flow. Pakistan telecom sector also had a remarkable growth over the last ten years and was 

ranked at top in recipient of FDI relative to other prominent sectors of Pakistan. Pakistan telecom 

sector had only 6.1 USD million FDI in 2001-02 while other prominent sectors Oil & Gas and 

Financial Business had 268.2 USD million and 3.6 USD million respectively in 2001-02 . During 

the last ten years, Pakistan telecom sector has been growing with a great pace and has left behind 

all sectors in the recipient of FDI and still occupied top position with 815 USD million FDI in 

2008-09 while Oil & Gas and Financial Business stood at 775 USD million and 707.4 USD 

million FDI respectively in 2008-09 (APPENDEX C, Table 1: Sector’s FDI comparative 

Analysis). In order to study telecom sector as a largest recipient of FDI, it is also crucial to 

investigate; what are the factors that might influence the FDI in Pakistan telecom sector and what 

type of relationship exists between FDI and such kind of factors. 

1.2 Problem Discussion: 

In this dynamic business environment, companies are engaging in investment across the borders 

to expand their business operations and getting the title as MNC and playing integral role in the 

development of both host and home countries. Investment in capital is considered an essential 

element in growth and development process of the countries. Countries lacking in capital 

accumulation and technological advancement normally grow slower than countries holding high 

investment rate and massive R & D expenditures. In the shape of FDI, Multinational corporations 

could deliver to countries both capital and new technology. Recent studies evidently present that 

FDI has been one of the effective means of transforming technology and advance knowledge 

(Addison et al, 2004; UNCTAD, 2003; Dunning and Hamdani, 1997). MNCs move with their huge 

amount of capital in host country to provide the source of capital and transforming technology. 

MNCs need to investigate and evaluate the factors that might influence their investments. On the 

contrary, host countries need to improve these influencing factors to attract the inflow of FDI.   

 

There is an extensive literature and many empirical studies have been conducted on factors 

influencing FDI flow to a host country. Grossman and Razin (1984 and 1985) argued that apart 

from firm-specific advantages and motives to absorb the external benefits, the host country’s 
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attributes are also considered key determinants of MNCs location of productions. Lucas (1990) 

found out in his study that political risk and capital market imperfection as influencing factors are 

responsible for the slow FDI flow to capital lacking countries. Thomas and Worral (1994) 

concluded in their studies that FDI flow to developing countries is affected by security risks, 

macroeconomic policy instability and political risk. The potential investors consider these 

factors. Singh and Jun (1995) empirically analyzed several factors influencing FDI and explained 

why a country attracts FDI.  Romita B. (2002) concluded the importance of the quality of 

infrastructure, regime type, regime duration and property right in the decision making process of 

investors after analyzing traditional and nontraditional determinants of FDI. It is also empirically 

found that investors wish the overall integrity and stability of host country’s economic and 

political climate. Asiedu (2005) used panel data of 22 countries of sub-Saharan Africa in his 

study and presented, macroeconomic stability, efficient institutions, political instability, and a 

good regularity framework play positive role for inflow of FDI. Eli and Isitua (2006) concluded 

after reviewing empirical analysis that high economic growth rate, infrastructural development, 

macroeconomic stability and political stability are important determinants of FDI.  

 

In generally all these empirical studies on determinants of inflow of FDI focus on economic 

conditions and fundamentals of host countries relative to home countries of FDI  in line with 

Dunning’s electic paradigm (1993) that point out the locational advantages of host countries for 

example market size, income levels, skills, infrastructure and political and macroeconomic 

stability.  

 

There also have been  few studies conducted on determinants of FDI in Pakistan to investigate 

and evaluate the influencing factors of FDI for example Shah and Ahmed (2003), Anjum and 

Nishat ( 2004) and  Malik et. al. (n.d.) on ‘Determinants of FDI inflow in Pakistan’. Shumailla et. 

al. (n.d.) on ‘Foreign Direct Investment in Pakistan’. Umar and Tahir (2007) on ‘Boom of 

Telecom Sector in Pakistan and its impact on Pakistan culture’ etc. Not a single study is 

conducted on determinants of FDI relative to particular sector.  

 

The previous studies also are unable to determine the use of measurement of political risk and its 

effect on inflow of FDI; and use of measurement of fluctuation in economic growth and its effect 

on inflow of FDI. Therefore, this research study is very distinctive in nature relative to previous 

studies in this field. The main focus of this study is to analyze the flow of FDI in Pakistan 

telecom sector, and investigation of the most important and key factors influencing the flow of 
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FDI. This study adds to existing literature by empirically examining response of FDI to factors 

namely political instability or political risk and fluctuation in economic growth and its impact on 

inflow of FDI in telecom sector. This study also focuses on the extent of relationship that exists 

between political risk and telecom FDI, economic growth and fluctuation in economic growth 

and flow of FDI. 

 

The main focus of this study is; to analyze these factors and their impact on inflow of FDI, from 

the prospective of host country (Pakistan). How are these factors; political instability in Pakistan, 

fluctuation in GDP of Pakistan and rules and regulations of Pakistan influencing inflow of FDI,  

and what kind of relationship exists between these factors and inflow of FDI. What are the 

consequences of these factors and their impact on economy of Pakistan and economy of Pakistan 

Telecom Sector? The investigation and analysis of these factors would be helpful for foreign 

(MNCs) investors for their decision regarding making investment in Pakistan. 

 

1.2.1 Research Question: 
 

This study will be conducted with this research question: 
 

Q. What are the factors considered to be important for the inflow of FDI in Pakistan Telecom  

Sector? 

 
According to World Investment Report (1998), there are many factors important for the inflow of 

FDI in host country (see table 3.1) for example Political stability, law and order, Economic 

Strength, Government Economic Policies, Government Bureaucracy, Local Business 

Environment, Infrastructure Labor Forces and finally the market size. 

 

Rationale for the selection of factors: 

Although all the factors described above are considered most important for the inflow of FDI and 

several studies have conducted to analyze these factors, this research study is related to specific 

sector (Pakistan telecom sector) and it is very crucial to select the factors which are most 

significant and have direct influence to inflow of FDI.  During this research study, focus will be 

on political instability, Rules and Regulations, and Economic growth and Fluctuation in 

economic growth. 

The selection of these factors is based on several reasons; firstly FDI is based on long term 

prospective, so investors want the host country’s political situation to be strong and stable in the 

long run. As Wei (2000) argued that host countries with higher degree of political stability are 
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able to attract more FDI. Jensen (2003) also commented that where there is low political risk, 

MNCs make investment through FDI and where there is high level of political risk, MNCs avoid 

making investment or seeking another form of international business. In my case the selection of 

political instability factor is more interesting because Pakistan has a disturbed political situation 

since the last few years and under such a situation Pakistan telecom sector is still able to attract 

massive amount of FDI. I will analyze this political situation of Pakistan with the help of my first 

research question. 

 

The reason behind the selection of second factor “rules and regulation to govern the telecom 

sector” is that this study is emphasizing on specific sector and it is very integral to investigate 

and analyze whether Pakistan telecom sector has a comprehensive legal framework to regulate 

the investor’s (MNCs) matters. There is also a need to analyze whether Pakistan telecom sector 

has rules and regulations to restrict the abuse of dominant position and promote the fair 

competition among the investors by caring the consumer’s interest also.  

 

The third factor which will be analyzed during this study is ‘Economic growth and Fluctuation in 

growth’. The reason for the selection of this factor is that so far several research studies have 

been conducted on considering Economic growth of the host country as an influencing factor but 

there limited researches have been conducted to analyze the Fluctuation of Economic growth as 

an influencing factor. Secondly, FDI is based on long-term prospective and it is also very 

important to investigate whether short-term fluctuation in economic growth has impact on inflow 

of FDI in Pakistan. 

 

To make this research study more valuable and explorative; I split the main research question 

into sub-questions with the objective to narrow down the research and be more specific. 

 

Q 1: How does political instability or political risk influence on FDI in Pakistan Telecom Sector? 

The political instability or political risk is considered an important factor for the inflow of FDI in 

host country. Investors always are more conscious about their investment and operations in host 

country and consider this as a non-financial risk. They analyze this political risk to protect their 

investment and expand their business options. In this portion of study, it will be tried to find out 

the political instability components considered by investors prior to making investment in host 

country and their consequences. 
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Q 2:  What supportive rules and regulations does Pakistan have to promote the FDI in Pakistan  

Telecom Sector? 

 

The rules and regulations of the host country and especially of particular sector are also 

considered as a key influencing factor for inflow of FDI.  In this section of study, the objective of 

regulations and their importance for the inflow of FDI will be studied. There will be also a focus 

on why it is necessary to regulate the restrictive business practices and control anti-competitive 

business activities in industry or sector. The elements of good governance and their role in 

promotion of FDI in the country will also be explored.  To find out a comprehensive answer of 

this question, the supportive rules and regulations of PTA to regulate the sector and the 

promotion of FDI would also be investigated. 

 

Q 3: Are Economic growth and Economic fluctuation considered as key influencing factors of 

FDI in Pakistan Telecom Sector? 

 

The economic growth and economic fluctuation are also important factors in the inflow of FDI in 

the host country. In this portion of study, it will be analyzed how economic growth and economic 

fluctuation of the host country affect the decision of investors. The factors that lead to the 

fluctuation in economic growth and their impact on inflow of FDI would also be answered. 

1.3 Aims and Objective 

FDI is a massive source of investment in Pakistan telecom sector and growing gradually due to 

its potential market. The aim of this dissertation is to investigate and analyze the factors 

considered important for inflow of FDI in Pakistan telecom sector from the prospective of host 

country (Pakistan). The aim of this study is to scrutinize whether the condition of these factors in 

Pakistan encourage or discourage the investors to make investment in Pakistan telecom sector. 

The aim of this study is also to find out what kind of relationship exists between FDI and the 

influencing factors (political instability, Rules and regulations and Fluctuation in economic 

growth) and what are the consequences that come out in the absence or debilitation of these 

factors? These aims would be explored with the help of the following points: 

� To explore the components of political instability or political risk for the 

understanding of sources of political instability and their consequences. 
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� To determine the relationship between political risk and inflow of FDI in Pakistan 

telecom sector through Pearson Correlation method. 

� To determine the fluctuation in GDP of Pakistan and its impact (increase/decrease) on 

inflow of FDI in Pakistan telecom sector. 

� To analyze the rules and regulations of Pakistan telecom Sector to determine whether 

these rules and regulations are sufficient to govern the sector efficiently and 

effectively, and also to analyze deregulation policy and its impact on inflow of FDI. 

� To provide the comprehensive conclusion on basis of these analysis. 

 

Implication of the results: 

 This research study helps us to understand about the influencing factors of FDI, how these 

factors are important for both the host country i.e. Pakistan’s telecom sector and investor’s 

prospective. Telecom sector provides a clear assessment about its performance to attract and 

retain the potential investors. The results of this research study also help us to understand the 

degree of positive /negative association between telecom FDI and the influencing factors; 

political risk, fluctuation in GDP and rules and regulations.  The findings of this research study 

would be considered as a source of information by regulator authority (PTA) to formulate their 

future strategies and decisions to regulate the telecom sectors in a better way and develop the 

investor’s friendly policies and liberalize legislative framework to enhance the betterment of 

the sector, and play an integral role in the strengthening of the economy of Pakistan. 

 Secondly, from an investor’s perspective; the findings of this study are interesting and would 

also be considered as a source of information in their decision making and evaluation of these 

factors before moving in Pakistan telecom sector or other sectors of Pakistan to make the 

investment. 

1.4 Research Scope and limitations  

The research scope consists of early empirical research, official reports issued by PTA, PTCL, 

Ministry of Finance and investment, Board of investment, World Bank and State Bank of 

Pakistan. Since I reside in Sweden, it is difficult to conduct face to face interviews to gather data. 

Due to this limitation, in this research, I have relied completely on the official reports (secondary 

data) issued by Government of Pakistan and the economic reports of World Bank. I have also 

relied on the online resources and BTH library. 
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1.5 Thesis Structure  

The thesis consists of six chapters. Chapter 1 demonstrates the introduction to topic, background 

of research and problem discussion about Pakistan telecom sector. In Chapter 2, the data 

collection methodologies including data sources and the ways of collection are discussed. 

Chapter 3 presents the literature review regarding the entire topic for the development of 

concepts. In Chapter 4, I presented a statistical analysis of collected data from different sources 

and investigated the key factors that influence FDI in Pakistan telecom sector. In chapter 5, a 

conclusion is drawn on the basis of analysis. In the End, references are quoted to show the 

authenticity of the data and Appendixes are illustrated.  

 

Figure 1.1 illustration of thesis structure 

 

Introduction 

Methodology 

Literature Review 

Conclusions 

References and Appendixes 

Ch. 1:  
 

Ch. 2:  
 

Ch. 3:  
 

Ch. 5:  
 

Analytical Review of Pakistan 
Telecom Sector 

Ch. 4:  
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CHAPTER 2: METHODOLGY 
 

2.1 Introduction 

In this chapter, I described the methods and approaches used in data collection and discussed the 

tools that are used to analyze the collected data.  R. B. Johnson and A. J. Onwuegbuzie (2004) 

argued that a research methodology defines the research activities and how to process them. It 

also defines how to measure the progress of research activities which leads to achieve the 

author’s objectives.  

For the purpose of research, several methods and approaches are used. The usage of these 

methods and approaches depends upon the nature of the task and the research that is going to be 

performed. I used the following methodology, which is suitable to conduct this research. This 

research is about investigating and analyzing the factors influencing FDI in Pakistan Telecom 

Sector. 

2.2 Research approach used in this study 

For the purpose of research, two types of approaches are widely used. These are quantitative 

approach and qualitative approach. The researchers use either one of them or both together 

according to their requirement to accomplish the desired goal. (Flick, 2006). I used quantitative 

research method to perform this research study. 

2.2.1 Quantitative Method 

 I used quantitative method because this research is about investigating the factors influencing 

FDI in Pakistan telecom sector and to explore this study in detail I used the information that 

exists in the form of literatures, scientific articles and discussions on this topic. Besides this, I 

used records in archives that are published by PTA and Board of investment of Pakistan. I also 

used statistical and quantitative data available in the reports of State Bank of Pakistan, IMF, 

World Bank and UNTCAD to get an in-depth review of this research. This method is used with 

the aim to investigate the complete solution of an underlying task and analyze the results with the 

help of numbers, graphs, tables and other statistical tools. This approach is more objective in 

nature and applied on a large group of people or population. The main attribute of this method is 

that it is measurable, observable and it can also be manipulated (Hartman, 2004). To obtain 

meaningful and valuable information from the collected data, I used different statistical tools to 
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present this information analytically to know the historical trend of FDI in this sector and its 

future prospects. These tools are bar graphs, line graphs and table etc. 

2.3 Data collection Sources used in this Research 

I used secondary sources of data to facilitate the useful information for this study. 

2.3.1 Secondary Data 

I employed the secondary data source for this study to get desired goal with in-depth analysis of 

my selected factors as described above. According to Kerin, Hartley, and Rudelius P. (2003) 

secondary data can be defined as “facts and figures that have already been recorded before the 

project at hand”. The secondary data sources which I used during my research can be illustrated 

with the help of following figure: 

 

Figure 2.1 Secondary Data Sources 

 Source: Ghauri, P. & Gronhaug, K. (2005). “Research Methods in business Studies”, 3rd ed. 
Prentice Hall  

Secondary data is very useful for research with its significant advantages:  time saving and rapid 

accessibility. This, however, depends on if the data is already collected and published or 

internally exists and also on the cost. It could also be freely available at different sources with 

detailed information.  To avail these significant advantages of secondary data, I used this data 

collection source which enabled me to meet my objectives to conduct this research within given 

time frame. 

Secondary Data 

Internal sources External sources 

1. invoices 
2. Reports other dept. 
3. warranties 
4. complaints 
5. Brochures 
6. Catalog 

Published 
1. Books & articles 
2. General Statistics 
3. Annual Accounts 
4. Research Reports 

5. Industry Statistics 

Commercial 
1. Panel Research 
2. Scanner Research 
3. Monitors 
4. In-shape Research 

& reports 
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I fully emphasized on this data collection source for this research study keeping in mind the 

usefulness of secondary data and its timely availability. According to Stewart and Kamis (1993), 

the use of secondary source has a significant advantage of less cost over primary data source. 

Moreover, this source also helped me to make comparative analysis between new and old data. 

2.4 Major Secondary Data Collection Sources 

I collected the secondary data and valuable information from following official departments of 

Pakistan and some International organizations for this research. 

 

� Blekinge Tekniska Hogskola  (BTH) Library (www.bth.se/eng/library )   

� Pakistan Telecommunication Authority (PTA) (www.pta.gov.pk ) 

� Board of investment of Pakistan (www.pakboi.gov.pk ) 

� Ministry of Finance of Pakistan(www.finance.gov.pk ) 

� State Bank of Pakistan(www.sbp.org.pk ) 

� Ministry of Labor and manpower of Pakistan ( http://202.83.164.26/wps/portal/Molmop) 

� Federal bureau of Statistics of Pakistan(www.statpak.gov.pk ) 

� World Bank(www.worldbank.org ) 

� International Monetary Fund(www.Imf.org ) 

� United Nation Conference on Trade and Development  (www.unctad.org ) 

2.5 Validity and reliability of Data 

The data employed in this research study is collected from authentic sources which included 

BTH library, reputed databases, Official departments of Pakistan; State Bank of Pakistan, Board 

of Investment of Pakistan, Ministry of Finance of Pakistan, Pakistan Telecommunication 

Authority and International organization; World Bank, IMF, UNCTAD, WBI, PRS etc. The data 

available on the archives of these organizations is prepared by high level experts and 

professionals. These organizations have copyrights and are fully responsible about the validity 

and reliability of data. Therefore, the authors trust on this data with assurance of validity and 

reliability in terms of collection, compilation and measurements. The data used in this research 

study is provided with complete references to ensure the validity and reliability of data.  

To measure the political risk (instability), secondary data is employed that is available in shape of 

ICRG including political risk rating provided by World Bank institute (WBI) and Political Risk 

Services (PRS) organizations. The international Country Risk Guide is a rating that comprises on 
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political risk rating, economic risk rating and financial risk Rating. This rating is prepared on 

monthly basis with the coverage of 140 different economies and this rating is computed with 

aggregate views on quality of governance indicators provided by large number of enterprises, 

citizens and expert surveys respondents in developed and developing countries.  The data on 

these world governance indicators is gathered by WBI and PRS using 33 separate data sources 

constructed by 30 different organizations including number of surveys institutes, think tanks, 

non-governmental organizations and international organizations (PRS group, n.d.). The detail 

about the methodology to compute the WGIs is adopted by WBI and PRS available in 

APPENDIX E.  The data about Telecom FDI and economic growth in Pakistan is collected from 

PTA and SBP organizations’ annual reports respectively.  

Standardization of data (political risk rating): 

The political risk rating is selected by author from ICRG rating to make measurement of political 

risk. The political risk rating is computed to provide means of assessing the political stability of 

the countries on comparable basis. The Political risk rating is computed on the basis of 12 

components. These components including sub-components are mentioned with their weights and 

sequences in APPENDIX E, Table 1. To construct this political risk rating, PRS gave the 

coverage to 140 countries and ensured the consistency between countries and over time, points to 

political risk components are assigned by ICRG editors on the basis of a series of pre-set 

questions for each risk components. The points are assigned to political risk components and 

subcomponents with the range; maximum score: 4 points and minimum score: 0 points. The 4 

points score is equated as a very low risk and 0 points score is equated to be a very high risk. 

(PRS group, n.d.) 

 

Assessing the political risk: 

For the assessment of political risk of countries the following risk assessment grid is used in 

ICRG rating to recognize the political risk of a particular country (PRS group, n.d.): 

 0.0% – 49.9 %   very high risk 

 50.0% – 59.9 %   high risk 

 60.0% – 69.9 %   Moderate risk 

 70.0% – 79.9 %   Low risk 

 80.0% – more %   very Low risk 
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2.6 Use of Secondary Data and Data analysis 

2.6.1 Introduction of theoretical sources 

This research study deals with the factors influencing the inflow of FDI in Pakistan Telecom 

Sector. In order to review these factors in detail from a theoretical and analytical perspective, I 

selected and employed the relevant literature and empirical study findings on political 

instability, Rules and Regulations and Fluctuation in economic growth. I discussed, 

theoretically, these factors and elaborated the main components of these factors in alignment 

with previous researches that have been done in this field. On the basis of this theoretical 

discussion, I tried to find the relationship between these factors and inflow of FDI to look at the 

influence of these factors on inflow of FDI. In this regard, I selected relevant material articles, 

books, annual reports, and various archives of records in order to get a comprehensive view of 

these factors.  

After reviewing theoretically these factors, I reviewed these factors analytically to determine the 

nature of relationship between these factors and inflow of FDI in Pakistan telecom sector. For 

this purpose, I performed horizontal analysis or trend analysis and Pearson Correlation Method 

and accounted the period 2001-2009 for these analyses. 

2.6.2 Horizontal Analysis 

Horizontal Analysis is a tool used to make comparison of two or more year’s financial data.  

Using this analysis, I tried to determine the impact of these factors on FDI Trends in Pakistan 

Telecom Sector. This analysis is very useful and beneficial for both investors and regulatory 

authorities because it describes the performance of the sector analytically with percentage of 

increase or decrease of the FDI amount. Based on this, the investors get enough idea to decide 

about the investment of their funds regarding investing in the sector or not. This analysis is also 

helpful for regulatory authorities to assess the performance of the sector and develop more 

supportive rules and regulations to enhance the performance of the sector. 

2.6.3 Pearson Correlation method 

A correlation is a number within the range -1 and + 1 that measures the degree of association 

between two variables call them X and Y. The association between these two variables could be 

positive or negative. If the correlation is positive between two variables; it means that there is a 
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direct relationship between them (if the value of one variable(X) is increased/decreased then the 

value of second variable(Y) will also be increased/decreased). Contrary to this, if the correlation 

is negative between two variables (X and Y), then it means that there is an inverse relationship 

between the two variables (if the value of one variable(X) is increased/decreased then the value 

of second variable(Y) will be decreased/increased). I employed Pearson correlation method to 

measure degree of association among Telecom FDI, Political risk and fluctuation in economic 

growth (GDP) and tried to find some extent of association among these variables.  

2.6.4 Tool used in analysis for graphical presentation 

I used the different statistical tools to present the collected data which led me to develop a better 

understanding and interpret the results in the shape of valuable information. According to 

Naoum (1998) Cooper and Schindler (2008), the Bar charts, Pie Chart and Line Graphs are 

suitable tools to analyze the data. 

2.7 Limitations 

In this research study, I mainly focused on secondary data collection method. As I reside in 

Sweden, so it was quite a challenge to conduct face to face interviews or collect data through 

questionnaires from relevant departments due to lack of time, privacy concerns and less interest 

by departmental heads or executives. To access the internal data of developing countries like 

Pakistan is also a very sensitive issue. Moreover, the unhelpful behavior of executives regarding 

research activities proved to be a big obstacle in conducting the research.   

Keeping these limitations in mind, I was fully focused on secondary data that is published in 

articles, annual reports, survey reports and statistical reports issued by official departments of 

Pakistan e.g. PTA, PTCL, Ministry of investment and Finance, Board of investment of Pakistan, 

Federal Statistical Bureau of Pakistan and State Bank of Pakistan and International organizations 

e.g. World Bank and IMF’s statistic reports etc. 
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CHAPTER 3: LITERATURE REVIEW 

In this chapter, I intend to review the literature; the previous researches and discussions regarding 

my thesis topic “Factors influencing the FDI in Pakistan telecom sector”. There has been 

remarkable literature on factors influencing or determinants of FDI for MNCs, but very little on 

factors influencing FDI relative to specific country and sector.  I will identify and evaluate these 

factors in the scenario of Pakistan telecom sector; how these factors are influencing on foreign 

investment and what are the corrective actions that are taken by the Government of Pakistan to 

make attractable business environment within the country for local and foreign investors.  

3.1 Definition of Foreign Direct Investment 

FDI is the process whereby residents of one country (source country) acquire the ownership of 

assets for the purpose of controlling the production, distribution and other activities of a firm in 

another country (host country) (Imad A.M 2002, p.1)  

According to IMF’s Balance of Payments Manual Fifth Edition, FDI is defined as “an investment 

made to acquire lasting interest in enterprises operating outside of the economy of the investor, 

the investor’s purpose being to have an effective voice in the management of the enterprise” 

(UNCTAD) 

According to the detailed benchmark 3rd edition (BD3) of the OECD, FDI is referred to as “ 

investment enterprise is an incorporated or unincorporated enterprise in which a single foreign 

investor either owns 10 per cent or more of the ordinary shares or voting power of an enterprise” 

to gain an effective voice in the management. (UNCTAD) 

3.2 Types of Foreign Direct Investment  

FDI can be classified into two types; one concerning the home country (origin of investment) and 

the other concerning the host country (destination of investment). 

3.2.1 Horizontal FDI 

Horizontal FDI is the investment in abroad to horizontally expand the business to produce same 

or similar kinds of goods in host country as in the home country. In horizontal FDI, investors try 

to gain the complete advantages of certain monopolistic or oligopolistic e.g. product 

differentiation or patents. (Imad A.M 2002, p.4) 
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3.2.2 Vertical FDI 

Vertical FDI is classified into two categories; backward vertical FDI is undertaken by investor 

for gaining benefits of raw material and forward vertical FDI is undertaken by investor for 

building nearer relationships with consumers through the acquisition of distribution outlets. 

(Ibid.). 

3.2.3 Conglomerate FDI 

It involves both horizontal and vertical investment. In conglomerate FDI, the company produces 

different products in the host country which are produced in home country. (Ibid., p.5) 

3.2.4 Import – substituting FDI  

In this type of investment, the investing company involves the production of products which are 

imported by host country, and results in the import of host country and consequently, the export 

of home country declines. This type of FDI is determined by the market size, transportation cost 

and trade barriers in host country. (Ibid.). 

3.2.5 Export- increasing FDI 

In this type of investment, the host country tries to find new sources of input, e.g. raw material 

and intermediary goods. Host country is engaged in export-increasing FDI in such a way as to 

export its raw material and other intermediary goods to the investing country where subsidiaries 

of their MNCs are located (Ibid.). 

3.2.6 Government-initiated FDI 

In this type of investment, the government offers the incentives and makes favorable policies to 

attract the investors to eliminate the deficit of balance of payment and move towards economic 

growth. (Ibid.). 

3.3 Factors influencing Foreign Direct Investment (FDI)  

Factors influencing FDI is a conceptual framework presented by Dunning (1993) which is known 

as “OLI Paradigm”. This conceptual framework explains the determinants (factors) of FDI in the 

prospect of host country as follow (UNCTAD 2009, p.5): 

 

� “O” in the paradigm stands for ownership specific advantages of firms and focuses on 

the issue regarding why some firms become TNCs while others do not (Ibid.).   



Foreign Direct investment in Pakistan Telecom Sector                                Qaiser Mahmood Pannu 

 

19 

� “L” in the paradigm stands for the locational advantages of the host countries and 

considers the factors in decision by TNCs to select the specific host country for their 

investment (Ibid.). 

� “I” in the paradigm stands for internationalization advantages and explains why firms 

may give priorities to exploit these advantages (like technology or other know-how) 

by “internalizing” them through FDI instead of selling them to third parties (Ibid.). 

 

During my research, I was mainly focused on the “L” component of this conceptual framework.  

This is the only element which provides the framework assessing the host country determinants 

of FDI.  These host country determinants of FDI are classified into three groups: 1. the policy 

frame work for FDI, 2. economic determinants and 3. Business facilitations (Ibid.).  

 

These are summarized in table 3.1 given below: 
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Table 3.1 Host Country Determinant of FDI 
Source: UNCTAD 1998a 

Host country 
Determinants 

Type of FDI 
Classified by 
Motive of Firms 

Principle Economic 
Determinants in Host 
countries 

1.Policy Framework for FDI 

• Economic , Political and 
   Social Stability 

• Rules regarding entry 
   and operations. 

• Standards of treatments 
  of foreign Affiliates 

• Policies on functioning 
   and Structure of  
  Markets(especially 
  competition and policies  
  governing merger and 
  acquisitions) 

• International 
Agreements on FDI 

• Privatization Policy 

• Trade Policy (tariff and 
   non-tariff barriers) and 
  coherence of FDI and 
  trade policies 

• Tax policies 
2.Economic Determinants 
 
3.Business Facilitation 

• Investment promotion  
(including image-building 
and investment generating 
activities and investment 
facilitation servicies) 

• Investment Incentives 

• Hassle Cost (related 
corruption and 
Administrative  
efficiency) 

• Social amenities (for 
example bilingual schools 
, quality of life) 

• After investment 
servieces 

A. Market-Seeking • Market Size and per Capita 
Income 

• Market Growth 

• Access to regional and global 
markets 

• Country Specific consumer 
preference 

• Structure of markets 
 

B. Resources/Assets- 
     Seeking 

• Raw Materials 

• Low-cost unskilled labor 

• Skilled labor 

• Technological innovative and 
other created assets (for example, 
brand names), including as 
embodies in individuals, firms 
and clusters 

 

C. Efficiency-
Seeking 

• Physical infrastructures (roads, 
power, ports, telecommunication) 

• Cost of resources and assets listed 
above, adjusted for labor 
productivity 

• Other input costs, such as 
transport and communication cost 
to/from and within host economy 
and other intermediate products 

• Membership in regional 
integration agreement conducive 
to the establishment of regional 
corporate networks 
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Apart from these factors, others are also considered as important for the inflow of FDI such as 

economic attractiveness of the host countries, market size, labor force and endowments with 

natural resources. But the most important and key determinant of FDI is the degree of political 

stability determining the political risk of investing in host country. Other FDI key determinants 

are physical and technological infrastructure, the cost and quality of natural resources and 

business facilitations such as FDI promotions including incentives to foreign investors. The 

strength of these factors makes the host country economically more attractive (ibid.)  

 

The factors influencing the inflow of FDI will be evaluated by answering the following research 

questions:  

 

3.4 What is Political Instability or Political Risk? 

3.4.1 Definition  

Investors have great significance in their foreign investment and operations with non-financial 

risks. Due to this significance, political risk definition is an essential task for the foreign 

investors. Furthermore, a definition of political risk is considered as a prerequisite for any nature 

of analysis on international investment. Considering the relationship between FDI and political 

risk, it is essential to define the political risk (Guy L. Kamaga 1998, p. 16).  

 “Political risk or political instability means the probability of disruptions of the operations of 

MNEs by political forces or events, whether they occur in host country, home country or result 

from changes in the international environment (MIGA 2009, p. 28)”. According to MIGA 

(2009), political risk regarding host country is determined by uncertainty over the actions of 

government and political institutions.  

According to Dan Haendel (1979), the political risk is defined as “the risk or probability of 

occurrence of some potential event(s) that will change the prospects for the profitability of a 

given investment”.  This definition is more formal and concrete, and helps to understand the 

phenomena of political risk. This is a descriptive enumeration of political risk concerns of the 

foreign investors which also describes the elements of political stability. 

The significant political risks from the perspective of foreign investors could be as follows (Eng 

V. Maximo et al. 1998, p. 427) 

� Stability of local economy with absence of high inflation. 

� Fair and equal treatment from the host government. 
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� Freedom from arbitrary and changing government regulations. 

� Free transfer of profit from host country. 

� Ability to sale or liquidate investment subsequently, or to withdraws funds from the 

country. 

� The political willingness and ability to make structural reforms. 

 

3.4.2 The Relationship of Political instability (political risk) with FDI 

It has been seen that political risk has an influence on FDI in the host country, although several 

researchers and analysts have different views on it. Aharoni (1966) argued that executives 

consider political instability as a most important factor, apart from market potential. On the other 

hand, Bennett and Green (1972) argued that US direct investment is not affected by political 

instability in the host countries. Schneider and Frey (1985) found that there is a negative 

relationship between inflow of FDI and “number of political strikes and riots in the recipient 

countries.”   

A political stability in a host country is considered conducive for the inflow of FDI. The 

investors count it as a threat that large and unexpected changes in legal and fiscal frameworks 

may drastically change potential economic benefits of a given investment (Saul Lizondo j. 1990). 

Nigh (1985) used different estimation ways (pooled, time-series and cross- sectional) to examine 

the role of political risk on affecting the manufacturing FDI of US MNCs. The political 

instability is very integral influencing factor of FDI, because political instability discourages the 

inflow of FDI.  Due to this, investors feel uncertain regarding the security of their investments. 

The sudden change of political situation in the host country may cause the unexpected 

modification of legal and fiscal framework (Imad A.M, 2002, p.132).   

Michele F. (2003) argued that political stability in host country is very important for investors for 

choosing investment location and deciding the amount of investment. It is a counter factor for 

investors because forward-looking investors always seek and monitor the effect of political 

violence in the host country. This political violence may lead to a civil war, interstate war and 

transitional terrorist attacks.  The political violence also leads to change in government policies, 

which influences expected return on investment projects and barriers to exit from host economy, 

for example policies about expropriation, exchange control, breach of contract, repatriation of 

profit and voluntarily divestment. (Michele F. 2003).  
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More recently, several studies and researches have been focusing to analyze the relationship 

between FDI and political rights. Several researches used different econometric techniques and 

periods to asses the FDI relation with political factor. Harms, Ursprung (2002), Jensen (2003), 

and Busse (2004) found that foreign firms are more likely to be attracted by countries in which 

democratic rights are repeatedly practiced. Macroeconomics and political stability are more 

important locational factors on the basis of worldwide survey of Foreign Affiliates conducted by 

UNCTAD and WAIPA. In this survey, CEOs of affiliates were asked to rank the various 

locational factors on the base of their importance in investment-decision making. 

Macroeconomics and political stability were ranked highest with an average score of 4.3 out of 5 

(UNCTAD 2007).  

The political violence has an influence on government policies, and foreign investors consider 

this political violence to make decision on investment, location and amount. FDI investors 

usually have a long term horizon in host country and have a heavy investment; so they cannot 

easily reverse their investment and exit from host country in such a sudden or unexpected 

political violence. So they have to critically analyze this influencing factor to make the decision 

of investment in a host country (Michele F. 2003). 

 

3.4.3 Main Political risk components as concerns of foreign Investors 

There is a great and in detail literature available to elaborate the political risk components and 

their consequences. The analysis of these components directs the analysts towards determining 

the causes or sources and effects of political instability in host country.  Foreign investors use 

these components to analyze the political risk prior to making the investment decisions and seek 

the ways of risk diversion. 

Charlotte H. Brink (2004) suggested the following political risk components which are concerns 

of foreign investors: political stability, political effectiveness, monetary policy, exchange rate 

policy, trade policy, fiscal policy, the regulatory environment, the global environment, debt, 

growth, the financial structure, current account and liquidity of the host country. 

Political stability:  

Political stability is a significant concern of foreign investors and they analyze this component of 

political risk on high priority and it can be measured with monitoring of the following incidents 

in the host country: internal and external conflicts, social unrest, orderly political transfers, 
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political violence, government stability, policy stability, law and order, ethnic tensions, socio-

economic conditions, military in politics, religion in politics and international disputes (Charlotte 

H. Brink 2004). 

Government stability contributes to achieve the political stability in the host country and it can be 

viewed in the prospect of investors as: government ability to carry out its policies and retain its 

office. Regime legitimacy also has a great share in political stability. Change in government often 

brings in power a set of leaders that have different political views or philosophy or come with 

new strategy of economic development that could undermine the confidence of foreign investors 

and disturb the policy continuity. This is thus, not considered as a good sign for foreign investors 

(Ibid.) 

Political effectiveness and accountability: 

This element of political risk also contributes to boost up the confidence of the foreign investors 

where political institutions are robust. The institutions have the ability to respond to the 

challenges, ability to recover quickly from shocks and have greater flexibility to deal under 

pressure with various matters. There is also a political effectiveness when management has debt 

obligations in both favorable and unfavorable economic circumstances (Ibid.). 

Accountability of the political system is an essential feature which includes a systematic and 

transparent government that has not served more than two successive terms, free and fair 

elections for the legislature and executives as determined by constitution, the active presence of 

more than one political parties and worthwhile opposition, evidence of check and balance among 

the legislature, executives and judiciary, evidence of independence of judiciary, evidence of the 

protection of personal liberties through constitution or other legal guarantees (Ibid.). 

Socio-economic conditions: 

Foreign investors also consider this component of political risk to analyze the political risk 

because this factor helps the analysts to measure the quality of human capital and general public 

satisfaction or dissatisfaction with government economic policies. Charlotte H. Brink (2004) 

argued that if there is greater public dissatisfaction with the policies of the government, the 

greater the chance that the government will be forced to change its policies which will lead to 

possibly a greater detriment for the foreign business. The socio-economic conditions include 

these factors: infant mortality, medical provisions, housing and interest rates (Ibid.). 
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Internal and external conflicts: 

Internal conflict is an indication towards the political violence, and addresses its potential and 

actual impact on governance. A country is considered politically at a low risk where there is an 

absence of armed opposition to government and arbitrary violence – directly and indirectly 

against its own people. On the other hand, a country has high political risk rating that embroils in 

civil war (Ibid.). 

External conflict is an assessment or analysis of both the risk to government and investment. The 

investment related risks are qualitative type such as; trade restrictions and embargoes, while 

government related risks are geopolitical disputes such as; armed threats, exchange of fire on and 

across the borders, foreign support insurgency and full scale war. Such kind of external conflicts 

are considered as major political risks to the foreign investors and can adversely affect foreign 

business in these ways (Ibid.): 

� Restrictions on operations 

� Trade and investment sanctions 

� Distortion in the allocation of economic resources 

� Violent changes in the structure of society 

Corruption: 

Corruption in a political system is also considered as a risk or threat for foreign investors due to 

these reasons: It creates distortion in economic and financial system, reduces the efficiency of 

government and business with assuming that positions of power can be acquired through 

patronage rather than ability. There are several ways of corruption in businesses to create hurdles 

in investment and ultimately undermine the confidence of the investors. These include (Ibid.);  

� Demand for special payments and bribes in the acquirement of import and export 

licenses 

� Exchange controls 

� Tax assessment 

� Police protection or even loans 

Such kind of corruption creates troubles for investors to start or continue their businesses 

effectively and efficiently. 
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Military in Politics: 

The involvement of military in politics reduces the democratic accountability at a significant 

level. There may be a situation which allows the military to involve in government because of 

internal or external threats, and to meet these threats there would be distortion created in 

government policy, for example by increasing defense budget at the expense of other budget 

allocations.  In this situation, chances or threat of military coups are increased to force the elected 

government to change the policy according to their wishes or make replacement by another 

government more agreeable to the military wishes (Ibid.). 

The military coup or threat of coup is also considered as a cause of high risk in the host country 

because it indicates that the government is unable to function effectively and as a result presents 

an uncomfortable environment for the foreign investors (Ibid.). 

The quality of bureaucracy: 

The quality of bureaucracy and institutional strength may lead to minimize revisions of existing 

policies when the government changes. Those countries are considered less risky where 

bureaucracy has strength and expertise to manage the matters effectively without drastic changes 

in policy or interruptions in government services (Ibid.). 

The countries that are considered more risky to foreign investment are the ones which lack such 

kind of bureaucracy because the change in government tends to change in government policies. 

The corrupt or inexpert bureaucracy can delay the economic plans or reforms and delay the 

distribution of resources effectively. The quality of bureaucracy gains the confidence of foreign 

investors because of its ability to utilize the resources effectively and efficiently, policy delivery, 

and ability to translate the policy into actions and manage the internal or external debt. With 

these capabilities, bureaucracy leads the country towards economic growth and progress (Ibid.). 

Monetary and Fiscal Policy: 

Monetary and fiscal policy of the host country also creates political risk for the investors. 

Political system of country can promote or detract from its ability to generate wealth and enhance 

export earnings to future foreign debt servicing. Such countries are considered at a low risk 

where law and judicial is conducive to commerce, capital investment, and the release and 

protection of economic energies. In such cases, country fiscal rules do not disturb the efficient 

flow of goods, services and capital. Entrepreneurs of export industry are awarded by giving favor 

in tax laws and protection against cultural biases. The excessive involvement of political 

considerations in policy formulation process can lead to delay in meeting the debt servicing 
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obligations. The countries are considered politically more risky where central bank is not 

functioning independently of the political process but acts as a partisan for decision makers 

(Ibid.). 

Investors have a great concern for these components prior to making decision to move the 

investment in a specific country. These components are causes of political risk generators for 

investors. The disturbance or absence of these components also has a solid impact on foreign 

investment. 

3.5 Consequences of political instability 

3.5.1 Decline in the growth rate 

It has been seen that political instability leads to the decline in economic growth of the country. 

There are various studies that describe the relationship between political instability and economic 

growth. For example, Robert Barro (1991) argued after taking the sample of 98 countries in the 

period of 1960-1985, that political instability has negative impact on growth rate. He uses the 

variables in his studies like figures on revolutions, coups, and political assassinations which leads 

the political system towards instability which has adverse effects on property rights and private 

investment. Similarly, Ross Levine and David Renelt (1992) argued that figures on revolutions 

and coups per year greatly have negative correlation with investment share of GDP. Agrawal A. 

n.d. commented that higher degree of political instability is associated with lower growth rate of 

GDP per capita. It has an adverse effect on the growth by slowing the productivity growth with a 

smaller degree of physical and human capital accumulation. 

3.5.2 Inflation 

Many economists and researchers have studied the impact of political instability on inflation.  

Paldam (1987) studied the relationship between inflation and political instability, and argued that 

this relationship works both ways. He argued that connections between political instability and 

inflation would be related to cost of inflation and to the responsibilities hypothesis. According to 

this, people who are in the government are responsible for all economic outputs. Paldam (1987) 

also studied that when inflation has risen to high levels; it is very difficult for weak and unstable 

government to face the political pressure asking for accommodating policies. 

Political instability is considered a big obstacle for the implementation or continuation of 

consistent or coherent policies. This undermines the confidence of the government and 
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diminishes its competencies to accommodate shocks that lead to the macroeconomic 

disequilibrium such as inflation (Safdar U. khan and Omer F., 2009). 

3.5.3 Exchange Rate 

 Exchange rate is influenced by international trade, monetary policy, country’s economy and 

political stability. It is a general phenomenon that when the demand of country’s goods is strong, 

people start to purchase currency of that country to purchase those goods. As demand for the 

currency goes up, its price (exchange rate) goes up. This process only happens when there is a 

stable environment in the country. Political stability is considered a main driver to increase the 

demand of goods of the country. In other words, political instability or economic problems 

gradually decline the currency exchange rate by reducing the demand for a country’s exports 

(eHow, n.d.) 
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3.6 Legal framework (rules and regulations) 

3.6.1 Theoretical review 

The theory of economic regulations was developed in the nineteenth century, but recently several 

researchers and practitioners focused on the review of economic regulation literatures (e.g. 

Laffont and Tirole 1993, 2000; Levy and spiller 1994; Newbery 1999). The literature on 

economic regulations has also focused on circumstances that led towards the regulatory failure. 

Regulatory failures occur where regulations of markets reduce the economic welfare instead of 

increase.  The prominent study on this area is conducted by Averch and Jonson (1962) where 

they found out how regulations of firm’s rate of return could lead to incentive to overinvestment. 

They argued that a guaranteed rate of return is greater than market interest rate whereby the firms 

gain impetus to utilize more capital input and less labor, and the consequences of this is 

inefficient allocation of resources and overinvestment. 

On the other hand, underinvestment theory was presented by Baumol and Klevorick in 1970 

where he argued that risk of expropriation (fully or partially) would lead to underinvestment by 

regulated company. Helm and Thompson (1991) recommended that social cost of under-

investment is higher than social benefits of overinvestment. Hirschhausen et al.(2004) also 

focused on economic regulations in his studies and provided an overview on this literature by 

analyzing the issues of ownership , corporate governance and investment in service. 

Current literature on economic regulations gets more importance because it includes the 

following propositions: 

Institutional context is critical to the process and outcomes of a regulatory regime:  

Granovetter (1985) analyzed in his study of ‘embeddedness’ that behavior and institutions are 

constrained by social relations. Picciotto (1999) argued that ‘In all societies formal rules enacted 

by the state influence social behavior only indirectly, filtered through layers of formal and 

informal social institutions, and normative patterns and practices.’ 

Regulations in economies lead to set the specific rules for market structures and business 

conduct. These rules have an influence on the economic institutions and are helpful in their future 

developments (Colin K. and David P., 2004) 

Levy and spiller (1994) focused on regulatory framework to sustain private investment and 

analyzed how these vary with institutional endowment in different countries. The economic 

development is seen in the context of ‘institutions building’ which leads to reduce information 
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imperfections, maximize economic incentives and reduces transaction cost. Institutional building 

in the context of regulatory framework would be included in public administrations, 

independence of courts, low corruptions and cronyism, and traditions of civic responsibility. 

Regulations are associated with information asymmetries: 

It is expected that regulator and regulated have different level of information about costs, 

revenues and demands. Regulated companies have information which is required by regulator to 

set up rules and incentives mechanism to regulate optimally for the maximization of social 

welfare. (Colin K. and David P., 2004) 

Shapiro and Willing (1990) argued that State ownership provides more and concrete information 

to regulators than private ownership, so it is less problematic for regulators when state both owns 

and regulates. The State ownership uses and gathers this information inadequately to give the 

incentives and maximizes the welfare (Hayek, 1945). This brings in the credibility and 

commitment considerations; credibility on the part of investors which are the regulatory rules 

concerning the outcomes and commitment of government to the current regulatory rules. 

Therefore, regulator in case of post-privatization or post-concession is not allowed to act as 

opportunistically to reduce the profits and prices of the private regulated business (Colin K. and 

David P., 2004). 

Regulatory regimes are prone to capture: 

Regulatory capture means that the regulatory process becomes in favor of specific interest group 

or regulated companies. Regulators should care about the level of both consumer and producer’s 

surplus (benefits) because both impact on the social welfare (Kirzner, 1997). A neutral regulator 

between consumer utility and profit always maintains a balance between consumer and 

producer’s surplus. Regulation is also viewed as ‘’political capture”. In political capture, risk is 

greater than capture by producer group. Political capture may distort the regulatory goals at 

political ends. Under political capture, regulation is used as a tool of self-interest within 

government (Stiglitz, 1998). It is assumed that the possible regulators might create a culture of 

arrogant independence to avoid the risk of regulatory and political capture. There are three forms 

of regulations:  

(a) The regulatory authority is integrated into normal government machinery (e.g section of 

ministry governed by ministers) 

(b) The semi-independence agency; it is partly independent from the ministry but decisions are 

still made by the superior government authority. 
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 (c) Independent agency; It is a fully independent agency and the courts only have the right to 

appeal instead to the superior government authority. This leads to ensure the fairness and 

rationality in decision-making process (Smith, 1997) 

Regulatory system should be effective and efficient; 

A regulatory system is considered effective and efficient when it achieves the social welfare 

goals set down by the government authority for the regulators at time of regulatory office 

established and makes enhancement in these regulations after consultations. The effectiveness in 

regulatory system can be achieved through regulation affect on market structure and conduct in 

markets through incentives and charging penalties (Colin K. and David P., 2004). 

Competition is superior to state regulation and should be preferred: 

Economic regulation tries to capture the results of competition for the social welfare but it can 

only be preferred in a ‘second best’ way because competitive markets are assumed as a best 

source of superior knowledge of consumer demand and producer cost (Sidak and Spulber, 1997, 

p.522-26). 

 

Government regulation attempts to create economic distortion into market economies: 

“regulation is far from being a full substitute for competition, it can create systematic distortions, 

it generally faces a trade-off between promoting one type of efficiency at the expense of another, 

and it is likely to generate significant costs, in terms of both direct implementation and 

exacerbation of inefficiency” (Hay and Morris, 1991, p.636-7). Because of these reasons, 

economic regulation literature gives priority to competition over government regulation. The 

government regulation is only adopted where there is no natural monopoly and continues until 

there is competition. 

 

This review of literature on propositions of economic regulation attempts to incorporate the 

importance of regulatory rules and regulatory process and finally institutional setting. To 

incorporate a practical solution, countries adopt regulatory policies that are not in accordance to 

theories; theories are only helpful in the start for analyzing practice in developing economies 

(Crew and Kleindorfer, 1996, p.215). 
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3.6.2 Objective of regulations 

The regulations are formulated to achieve aiming policy objectives such as consumer or 

environmental protection, prudential protection, ensuring competition, ensuring equitable or 

universal access to service, reducing income and disparities. Such regulations are an important 

part of both good governance and a functioning market structure (UNCTAD 2002, p. 225). 

There are two ways through which domestic regulations intersect in trade investment services 

liberalization. Firstly, in the formulation of regulations, where government considers a number of 

factors, one factor may be considering the economic and investment impact of such regulations. 

The information of these effects may enable the host government to develop an efficient and 

transparent design of the overall democratic governance, as well as implementation and 

enforcement of regulations. Secondly, the process of liberalizing services markets can focus on 

new or different types of regulatory interventions such as ensuring potential benefits of 

liberalization i.e. liberalization in real terms creates a competitive market structure (Ibid.). 

The top most objective of regulation is to create a competitive business environment to gain the 

potential benefits for development of economy and restrict the anti-competitive business 

environment; which is referred to as ‘Restrictive Business Practices’ of which there are basically 

four main types (UNCTAD 2004b);  

� Horizontal restraints 

� Vertical restraints  

� Anti-competitive merger and acquisitions (M&A)  

� Abuse of dominant position  

 Each category has different issues and challenges but all have the same goal which is to prevent 

the operation of a competitive market mechanism.  The most frequent RBPs held in market is 

‘abuse of dominant position’ to prevent the competition in market (Sanuoussi B. and Marcelo O. 

1998) 

The dominant position means to create obstacles to efficient competition in its own market. 

Actually there are three broad categories of abusive behavior in practice: 

� Foreclosure behavior; In this practice, the dominant incumbent prevents the entry to 

the market of new competitors (e.g. exclusive dealing arrangements) (Ibid.). 
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� Predatory practices; whereby a dominant incumbent engages to force its competitors 

to exit the market (e.g. predatory pricing) (Ibid.). 

� Exclusionary conduct; In this practice, a dominant company uses its market power to 

discriminate between its supplier or the buyer to involve in gaining an unfair 

advantage to extract abnormal rents (e.g. tying and bundling treatment of competitors) 

(Ibid.).  

3.6.3 Reasons to regulate these anti-competitive business activities 

In anti-competitive business behavior, two or more than two independent firms make collusions 

that can lead to distortions of market conditions. When this collusion arises between competitors 

it is known as horizontal collusions (referred to as cartelization of the market) and in contrast 

when this collusion arises between suppliers or producers or distributors it is known as vertical 

collusions. Horizontal collusion may replace the market-based allocation of resources and 

determination of prices with concerted action by private actors (such as suppliers, producer or 

distributors) that can erode the capacity of market to regulate these anti-competitive business 

activities.  The firm’s co-operations can be as follows;  

� concerted price fixing 

� Market sharing arrangements 

� Agreed production quotas 

� Co-operation agreements. 

Although these co-operative business activities are against competitive market but sometime 

these co-operations are supportive. An example is the Joint ventures that lead to the development 

of new products or technologies. In the case of serious economic instability, such co-operations 

are seen positively and encouraged to establish the restructuring arrangements between producers 

(UNCTAD 2004b, p.17). 

Vertical co-operation is less serious than horizontal co-operation because participants of vertical 

co-operation have relatively small market share and also the market is not highly affected with 

this small number of firm’s co-operations. In developing countries, competition authorities allow 

such vertical arrangements in the absence of dominant market powers for the allocation of 

resources and fulfilling the responsibilities of this vertical relationship efficiently (Ibid.). 
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Rules against the abuse of dominant position are necessary to regulate this anti-competitive 

behavior of a single firm .It carries out such activities to enjoy this dominant position without 

taking into consideration the activities of its nearest rivals, supplier, producers or distributors and 

also ignores the interest of consumers. The firms that have dominant power in the market 

perform the following kinds of behaviors: (Ibid. p.18) 

� Monopolistic price rises that consumer has to bear in the absence of alternative 

suppliers (Ibid.). 

� The imposition of unfair or discriminatory commercial terms upon suppliers or 

distributors (Ibid.). 

� The use of predatory prices to throw new entrants out of the market (Ibid.). 

� Boycott of the firms that do not comply with the dominant firm’s restrictive terms of 

doing business (Ibid.). 

� The exclusive use of an essential commercial facility (Ibid.). 

� Control over essential technologies or resources needed by competitors (Ibid.). 

 

Due to the above described behaviors of the firm that hold dominant position in market, it is 

stressed that it should be regulated under competition policy. 

Some authors have argued that theoretically, liberalization and competition policy is complement 

to control these restrictive business practices. Competition rules are essential, and recognize the 

possible inefficiencies arising from imperfect competition (Sanuoussi B. and Marcelo O. 1998). 

In the absence of competition rules, the monopoly power mostly generates inefficiencies in 

production and loss of consumption by increasing prices and reducing the supply of goods or 

services. The imperfect competition also reduces the social welfare. It also creates managerial 

inefficiencies which is called X-inefficiencies and stimulates the rent seeking activities which are 

generated by monopoly powers in attempt to capture rents. These activities of monopoly powers 

are costly for society (Ibid.). 

In principle, competition policy comes into force with aims not only avoiding market power itself 

but also restricts the abuse of dominant position. The objectives of competition laws are not to 

penalize the firms which have dominant position in markets due to their better performance over 
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their competitors. In fact, the objective is to make sure the access to particular market and 

guarantee of fair competition which leads towards the following benefits (Ibid.). 

3.6.4 Potential benefits of competition 

Competition rules not only reduce the restrictive business practices but also increase the impact 

on economic welfare and bring enormous benefits ;( tutor2u n.d.) 

� Lower prices for consumers (Ibid.). 

� A better disciplinary control over producer and supplier to keep their costs down 

(Ibid.). 

� Enhancements in technology – increase the productivity and lower the costs (Ibid.). 

� Increase choices for consumer – by providing variety of products (Ibid.). 

� Increase the pace of innovation (Ibid.). 

� Improvements to the quality of services for consumers (Ibid.). 

3.6.5 Relationship between FDI and competition 

After a detail review of main types of RBPs and reasons for their regulations, I focus on the 

relationship between FDI and competition. FDI has undesirable effects on competition in certain 

cases which include anti-competitive business practices including hard-core cartels, abuse of 

dominant position and cross-border merger and acquisitions. The relationship between FDI and 

competition is significant because competition laws and policies are very important for FDI. 

Competition laws are helpful to determine the development impact of FDI through regulation of 

market forces and economic liberalization (UNCTAD 200q4b, p.10). 

Host countries want to promote inflow of FDI through minimization of regulatory barriers and 

strengthening the standards of treatment to foreign investors. Foreign investors do not want to 

face barriers to entry and anti-competitive behaviors of firms in host country. Host countries 

consider liberalization and competition policy in the favor of investors. They need to adopt 

effective competition legal frameworks and monitoring and enforcement systems (Ibid.). 

Many countries including the developing countries are adopting progressive liberalization 

conditions for FDI and competition policy acquire integral place in this regulatory framework 

because of the following reasons (Ibid.): 
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Risk for domestic market: 

� There is a risk in anti-competitive environment; foreign investor may pull out the 

domestic firms from market (Ibid.). 

� If foreign investors have dominant position in market they may adversely affect 

domestic prices (Ibid.). 

� There is a risk for the host country in anti-competitive environment – to make it 

unattractive place for FDI (ibid). 

Therefore, the competition laws and policies are important for host country to make sure that it is 

an attractive place for FDI and also in the favor of domestic market. Moreover, competition 

policy may also help to ensure positive technology transfer by investors (Ibid.). 

In the light of such considerations, UN set recognize that in the absence of regulation, controlling 

RBPs may take away the benefits that should arise from liberalization of tariff and non-tariff 

barriers. They came to the point that with the adoption of comprehensive competition legislation 

and efficient enforcement, FDI liberalization can enhance the market efficiency and consumer 

welfare and finally can promote development of developing countries (Ibid.). 

A due attention was given to this matter in the fourth meeting of United Nations held in 2000 

where it was  emphasized that “without controls on anti-competitive practices, it is unlikely that 

all the benefits of liberalization and globalization will be passed on to consumers” (UNCTAD 

2000, p. 2). 

Apart from other factors which are considered as determinants of FDI, legal framework of the 

host country is also a key determinant of inflow of FDI. Balasubramanyam (2001) argued that 

legal framework of the host country is an essential determinant of its ability to attract FDI. It 

helps to ensure the stable, predictable rules and regulation and procedure for investment.  

A transparent and predictable legal framework is based on good governance of Government 

which leads the country to the promotion of FDI. Foreign Investors wish that the host country’s 

rules and regulations are predictable, transparent and stable regarding investment (UNCTAD 

2009).   

In this age of competition, several governments have been engaged in marketing their countries 

by promoting good governance for the attraction of FDI. The objective of good governance can 

be achieved with the focus on four elements: predictability, transparency, accountability and 

finally participation (UNCTAD 2004a).  
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3.6.6 Elements of Good Governance in investment promotion 

� Predictability: 

Predictability is more essential from the point of view of investors. They evaluate their new 

projects which include risk and high degree of uncertainty which can easily be deterrent. Clear 

policies and comprehensive legislative framework along with consistent application of laws and 

regulations are most important to attract foreign investment. The predictable laws and regulations 

set the criteria for investors to make right decision for their investment (UNCTAD 2004a). 

When a government is about to establish comprehensive legislative framework to regulate the 

foreign investment, it must be proportionate to its objectives (its impact and government 

regulatory capacity). In the regulatory process, the following stages should be included as well 

(ibid.):  

� Consider the policy options and decide whether or not to regulate (ibid.) 

� Discuss with and take account of those who are to be affected (ibid.) 

� Measure the wider costs and implications of various proposals such as designing, 

passing, enforcing and monitor the implementation of laws and finally ensure that 

right solution is put in place (ibid.). 

It is also suggested in (UNCTD 2004a, p.5) report, that when the government has decided to 

regulate, there should be a coordination and cross-checking among related laws, regulations and 

policies to make sure the consistency. In absence of consistency or when good governance 

approach is not followed closely, the investment promotion is often seen as negative and also the 

following consequences arise (ibid.): 

� There will be disrespect for the rule of law and corruption will be promoted (ibid.). 

� Increased uncertainty will affect decision to invest (ibid.). 

� The misallocation of resources such as time and energy are utilized to substitute the 

unnecessary regulations instead of productive business activities (ibid.).  

� Accountability: 

For the implementation of rules and regulations, it is also essential that the government 

institutions and their employees who interact with investors should be accountable. They are 

accountable for applying and enforcing certain sets of laws, and regulations and policies which 

they are legally bound to do so. This will lead to prevent the corruption and un-necessary delays 
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in the proceeding of issues of the investors. Accountability problems only come out, when it is 

not clear who is responsible for taking decision. 

To make accountability more effective it is suggested (UNCTAD 2004a) in the report that: 

� It is recommended in the report that there should be client charters (an official 

document that sates vision and mission of an institution and its standards of services) 

for government institutions that handles the matters of both local and foreign investors 

which will lead to improve the attitude and job performance of certain institution 

(ibid.). 

� Address the problems clearly faced by the investors to resolve the disputes with 

government institutions (ibid.). 

� It is also suggested in the report that establishes an effective mechanism to resolve 

these disputes outside the formal court system of the host country to save a lot of 

effort, time and money of the investors which will lead to enhance the confidence of 

investors and make the investment location more attractive (ibid.). 

� Transparency: 

It is essential for the host country to follow good governance. The text of rules and regulation 

should also be transparent and easily accessible to investors. It is often seen that certain rules and 

regulations of the country are not published in internationally recognized languages which make 

the country less attractive for investments. These rules and regulations to regulate the investment 

projects should be published on the Internet to ensure the one click accessibility (ibid. p.6). 

� Participation:  

A partnership should be assured between the government and private sector for the participation 

in a regulatory framework and to keep a right balance between promoting business growth, 

investor confidence and competitiveness and retaining indispensable health, safety, security, 

environmental and labor standards. All participants such as policy makers, regulators, legislators 

and enforcers should evaluate the legislative process and make accountability for its direct and 

indirect consequences, and the positive and negative effects of the regulations that they make. 

This is also helpful for the government to achieve good governance objective; and to make the 

consultation with private sector about policies, rules, laws and processes. It will help the 

government to understand and get the updates about the needs of investors. Additionally, this can 

help to gain the attention of potential investors as an open business community and investment 
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friendly government. To promote good governance, government should also maintain a dialogue 

with stakeholders before, during and after a policy is developed and activated (ibid.). 

The UNCTAD also suggested in its report that countries should adopt good governance elements 

and develop a mechanism keeping in mind the essential ingredients in investment promotion and 

become an attractable investment location for investors (ibid.). This will also enable the 

government of the host country to establish, implement and evaluate its legal framework on solid 

grounds and will improve the image about law and order in business community. 

 

 Table 3.2 Ingredients of Good Governance in Investment Promotion 

Source: UNCTAD 2004a 
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3.7 Economic Growth and Fluctuation in Economic Growth:  
3.7.1What does Economic Growth Mean? 

“Economic growth means quantitative change or expansion in a country’s economy. It is 

conventionally measured as a percentage increase in GDP or GNP during one year” (WorldBank 

n.d.) “A positive change in the level of production of goods and services by a country over 

certain period of time” (InvestorWord n.d.). “An increase in the capacity of an economy to 

produce goods and services, compared from one period of time to another”. Economic growth 

could be measured in two ways: first is nominal growth which includes inflation and the second 

is real growth which is adjusted for inflation (Investopedia n.d.). It is normally measured in terms 

of rate of change in GDP (Wikipedia , 2010). 

 

3.7.2 Economic Growth as influencing factor of FDI (Theoretical review) 

It is still debated among the economists, whether economic growth is an important determinant 

of FDI or not. There are some researchers and economists who consider it as an essential 

influencing factor of FDI. Dunning (1988) developed electic-theory of FDI, which provides an 

alternative tool to analyze the relationship between FDI and economic growth. According to 

locational advantages, several studies have suggested that economic growth is an important 

determinant of FDI for the inflow in the host country. Chakrabarti (2001) argued that high 

economic growth of the host country results in high inflow of FDI in the country. Moore(1993), 

Lucas(1993), and Cernat and Vranceanu (2002) also considered that economic growth of the host 

country is an important determinant of FDI. They argued that FDI inflow towards the host 

countries tend to be encouraged as the economic growth rises. According to Aliber (1993), 

changes in the growth rate of different countries will lead the international capital movement 

from slowdown or downturn economies to countries where economic growth is high.  

Economic growth has a positive relationship in the host country with the inward flow of FDI 

(Lipsey 2000).  Li and Liu (2005) used both single and simultaneous equation model to asses the 

relationship between economic growth and FDI. On the base of this study, they commented that 

FDI and economic growth are complementary variables for each other.  

Economic growth is an important component for investors for their strategic decision of FDI in 

the host country.  Brewer (1993) suggested three hypotheses to identify the reasons of flow of 

FDI; “efficiency seeking hypothesis”, “resource seeking hypothesis” and “market seeking or 

market size hypothesis”. Brewer (1993) argued that the importance of economic growth as an 



Foreign Direct investment in Pakistan Telecom Sector                                Qaiser Mahmood Pannu 

 

41 

influencing factor in the inflow of FDI can be explained with market seeking or market size 

hypothesis. 

The market size hypothesis explains the markets as large population and rapid economic growth 

which can be measured as population size and real GDP growth per capita respectively. These 

tend to provide MNCs with more opportunities to generate greater sale with huge profit. If a 

country has the above mentioned characteristics regarding markets, then this leads it to become 

more attractive place for investors (Ibid.). 

Some econometric studies comparing a cross section of countries demonstrate a strong 

correlation between FDI and the size of market (with its characteristics average income level and 

growths rates). The market size of the country is viewed as size of GDP of the host country. (odi, 

1997) 

This is evident from the fact that China which has a large market size has attracted massive 

amount of FDI since 1980 as compared to small market size countries. In coastal areas of China, 

FDI has been concentrated to over 90% (Broadman and Sun , 1997) . Chunlai (1997) used a 

modified gravity model and found that market size plays a key role in attracting FDI together 

with other variables (GDP growth, manufacturing efficiency wage, remoteness , stock of FDI and 

openness). In most recent empirical studies, Nunnenkamp (2002) and Banga (2003) found that 

the determinant of FDI is not changed over the time. There are still market related factors (GDP, 

GDP per capita, population , real GDP growth) which are considered more important in attracting 

FDI.  

Investors always seek a country where economic growth is positive. Investors would not like to 

invest in a country where economic foundations are weak or unpredictable. Investors are willing 

to invest in a growing economy where they are assured about their investments and try to 

increase the business opportunity by investing in both government development projects and in 

private sector (Ashfaque A. Khan and Yun-Hwan K. 1999, p.16).   

3.7.3 Fluctuation in Economic growth 

Normally, macroeconomists are concerned with potential economic growth in the long run and 

with economic volatility (short run economic fluctuation in growth or business cycle). Hausman 

and Gavin (1997) tried to find out sources of economic volatility through cross-country 

regression analysis. They found that fluctuation in real GDP is related to volatility of terms of 

trade and capital flow. They also found that countries with pegged exchange rate regime have 

greater GDP fluctuation.  



Foreign Direct investment in Pakistan Telecom Sector                                Qaiser Mahmood Pannu 

 

42 

Theoretically, volatility effects on growth are ambiguous. The fluctuation in real output can have 

both positive and negative effects on growth. These effects depend on production activities and 

growth enhancing innovative activities whether these activities are consider as complements or 

substitutes (Again and Saint-Paul, 1993). There are different views among the economists to 

determine the relationship between volatility and growth. If a precautionary motive for saving is 

considered, then there will be a positive relationship between volatility and growth. This positive 

relationship means: greater volatility leads to higher saving rate, and hence higher investment 

rate and growth. On the contrary, the literature on irreversible investments refers to the 

relationship between volatility and growth as negative. This negative relationship created by 

volatile economic environment leads to uncertainty which increases the delay period on 

implementation of investment projects, and ultimately leads to lower investment and lower 

growth. 

Actual GDP fluctuates above and below according to the classical model’s predictions. Under 

this classical model‘s predictions GDP rises in expansion and falls in recession. A boom is a 

period during which GDP exceeds its potential level and recession is a period during which the 

GDP is falling. The fluctuation in economic growth cannot be explained under classical model. 

This fluctuation in GDP can only be explained through short-run macro model. The short run 

macro model emphasizes on markets spending for the production of goods and services and also 

spending on things included in GDP. These spending consist of four components: real 

consumption spending, real investment spending, real government purchases and real net export. 

 

3.7.4 Economic Fluctuation and growth risks 

Economists found out that it is necessary to understand the economic fluctuation, and need to 

examine and classify the risks affecting the economic growth. For this purpose, a robust and 

generic production function model is adopted to construct taxonomy of risks affecting growth.  

This taxonomy of risks illustrates the unpredictability about problems that may face the economy 

and leads to economic fluctuation. (Yan W. and Yudong. Y., 2001, p.5) 

 The production function model assumes that “all production activities conform to a general 

input-transformation-output model involving the real production process, financial sector, and 

institutional framework and government policies”. I only focus on real production process to 

understand the sources of economic fluctuation and growth risks as follow (ibid, p.5): 
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� Input Risks: 

� Under the aggregate production function, input risks are classified as: 

� Labor force: This risk occurs due to demographic changes, wars, and 

epidemics e.g HIV. This may lead to reduce the labor force in quantity and 

quality (capabilities) and has direct effect on output (ibid, p.5).  

�  Human Capital: This risk may come from lack of education, training and 

experience. Brain-drain risk also falls in this category (ibid, p.5). 

� Physical Capital: This risk occurs due to the break down in all kinds of 

physical capital including the equipments, buildings, and infrastructure, 

information and communication systems. This breakdown in the physical 

capital may be partial or full and a sudden interruption in production. The 

main sources of this risk include: wars, hurricanes, earthquakes, volcanoes, 

fires, droughts and floods (ibid, p.5). 

� Production process Risk:  

This may occur due to the breakdown in chain of production process  (ibid, p.5). 

� Financial Risk: 

Financial system is an integral part of production and economic process because of its 

functions of saving and allocation of excess resources to enhance the productivity of 

economy.  The breakdown in financial system may lead to systematic crises which 

totally disturbs the productivity and ultimately declines the growth (ibid, p.6). 

� Macroeconomic policy Risk: 

This risk occurs due to lack of wisdom in fiscal and monetary policies and 

mismanagement of the economy that generates the risk for growth (ibid, p.6). 

� Global and external Risk: 

This risk may occur due to changes or shock in global economic and natural 

environment which are beyond the capacity of control of any national government or 

human being (ibid, p.6). 

� Institutional and political risk: 

This risk also plays an integral role to induce volatility in growth. This risk occurs as 

a result of lack of proper arrangement in institutions. These include incentive 

mechanism, national and corporate governance, rule of law, level of corruption, and 

changes in political system that may lead the growth of economy towards risk (ibid, 

p.6). 
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3.7.5 Economic fluctuation and investment 

After observing the series of economic fluctuations or crises, the concept of business cycle was 

introduced by Juglar (1889). Juglar argued that business cycles are distinctive features of 

economies with highly developed commerce and industry, division of labor, external trade, and 

use of credit.  This concept of Jugular was widely accepted and further developed by other 

economists. (ibid,p. 4) 

 

In the theoretical prospective and to explain the meaning of economic fluctuation; Evans, 

Honkapohja and Romer (1996) used the “growth cycles” instead of business cycles. They 

developed a rational expectations model in which they aggregated growth alternates between low 

growth and high growth state. This model explains that when all agents expect growth to be slow 

and the return on investment to be low, then these expectations lead to little investment. On the 

other hand, when agents expect rapid growth and return on investment to be high, then it predicts 

a greater investment (ibid. p. 4).  

 

In the analysis of UNCTAD (2007) report, it is revealed that the developing countries which have 

per capita income in range of 755USD to 2955USD are able to more successfully attract greater 

FDI than the countries having per capita income less than 755USD. It is also concluded in the 

report of MPRA that large GDP and high GDP growth rate of a particular country encourages the 

investors to make a massive amount of FDI (Mottaleb K. A, 2007, p.9). 
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CHAPTER 4: STATISTICAL ANALYSIS OF FDI IN 

PAKISTAN TELECOM SECTOR 

 

4.1 A brief Introduction of Pakistan telecom sector 

Pakistan telecom sector is growing rapidly with the entry of new companies getting licenses to 

operate in Pakistan. Due to this, the competition among the companies has been accelerating and 

the companies are striving to provide the best services with the cheapest rates. The consumers are 

reaping the benefits of this competition and enjoying the latest technology based services. 

Pakistan telecom sector has become an industry which is generating relatively better revenue for 

the country. The telecommunication sector of Pakistan is playing an important role in the 

development of the economy of the country. Pakistan telecom sector is providing the prime 

services that an economy needs for rapid growth, development and modernization. 

 

4.1.1 A Glance on History 

At the time of independence in 1947, Pakistan telecommunication inherited the Post and 

Telegraph department. In 1962, it separated from post department and established with the name 

of Pakistan Telephone and Telegraph Department under the governance of Pakistan government. 

After this, Pakistan Telephone and Telegraph Department converted into Pakistan 

Telecommunication Corporation (PTC), and started their operations under the Pakistan 

Telecommunication corporation act 1991 (Wikipedia). 

 

In 1994, the Pakistan Telecommunication Ordinance was formulated for the purpose to design 

the regulatory framework for the Telecommunication Authority. Telecommunication 

Reorganization Act No XVII promulgated in 1996 with the aim of reorganizing the telecom 

sector of Pakistan. Under the Telecom Reorganization Act 1996, Pakistan Telecommunication 

Authority (PTA) was established to regulate the establishment, operation and maintenance of 

telecommunication systems, and the provision of telecom services. (PTA 2008a) 

In 1996, Pakistan Telecommunication Corporation was converted into public limited company as 

Pakistan Telecommunication Company limited (PTCL) and was listed on all the stock exchanges 

of Pakistan by selling 12% shares of the company to general public and 88% were shared 

retained by the Government. (PTA 2003, p.3)  
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PTCL is the largest telecommunication company in Pakistan which is providing telephone 

services across the country and playing a vital role in the country’s telecommunication 

infrastructure. In July 2003, Government of Pakistan announced the de-regulation policy to 

privatize and liberalize the telecom sector. In 2006, the government sold 26% shares to Etisalat 

which is a Dubai based company and transferred the management control to Etisalat. The 

Government of Pakistan retains 62% while the remaining 12% are distributed among the general 

public (Ibid.). 

 

 4.1.2 Authorities Governed to Pakistan Telecom Sector 

There are two independent bodies that are governing the Pakistan telecom sectors. 

� Pakistan Telecommunication Authority (PTA) 

� Frequency Allocation Board (FAB) 

 

(i) Pakistan Telecommunication Authority (PTA) 

In 1996, after the promulgation of Pakistan Telecommunication (re-organization) Act, the PTA 

was established to regulate the Pakistan telecom sector with vision of  “Create A Fair Regulatory 

Regime To Promote Investment , Encourage Competition, Protect Consumer Interest And Ensure 

High Quality ICT Services” (PTA n.d.) 

 

PTA is a fully functional organization and has been playing a key role in the development of 

telecom sector. PTA has following division to fulfill its functional obligations (PTA 2010b). 

� Law and regulations 

� Licensing 

� Enforcement 

� Finance 

� Commercial Affairs 

� Technical Services 

� Strategy Development 

� Frequency Allocation Board 

The PTA not only regulates the telecommunication sector but also creates the environment to 

facilitate the investors with the induction of new technologies to promote the telecom sector 

(Ibid.). 
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(ii) Frequency Allocation Board (FAB): 

FAB is an independent division of PTA which is operating within the provision of Pakistan 

Telecommunication Act 1996 and under the guidelines laid down by International Telecom 

Union (ITU).  FAB is operating with the responsibilities of allocating and assigning portions of 

audio frequency spectrum to the providers of telecommunication services and systems, radio and 

television broadcasting the operations to public and wireless operators (Ibid.). 

 

FAB has established a number of monitoring and managing stations to optimize the available 

spectrum and efficient use of frequency. The National Frequency Management and Monitory 

system (NFMMS) is installed which integrates the radio and spectrum management and monitors 

activities along with the processing of licensing and regulations and controls the tariff issues. 

There is also a National Control Center (NCC) which is working under the supervision of 

NFMMS to monitor the mobile units spread all over (Ibid.). 

 

4.1.3 De-regulation policy of Pakistan Telecom Sector 

Liberalization of telecom sector in Pakistan has been carried on since 1990. As a first step, four 

licenses were issued to cellular companies (Mobilink, PMTL, Instaphone and PakTel) which led 

to the competition in telecom sector and ended the monopoly. The government of Pakistan 

announced Telecom Deregulation policy in 2003 and cellular mobile policy in 2004 (Teralight 

n.d.). With the announcement of liberalization policy by PTA, the telecom sector started to grow. 

It opened the market and created a competitive environment in the sector. This liberalization 

policy has been formulated to achieve the following objectives (PTA 2003): 

 

� To provide the telecommunication services to customers at competitive and affordable 

rates (Ibid.). 

� To provide better infrastructure that increases the Teledensity and enhances the 

telecommunication services in all market segments such as data and cellular, voice, 

and value added services etc. (Ibid.). 

� To promote the confidence of private investors (local/foreign) to increase the 

investment in telecommunication sector (Ibid.). 

� To expand the telecommunication infrastructure with great pace to extend the 

telecommunication services to un-served and under-served areas (Ibid.). 
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� To create fair competition among service providers with liberalization of telecom 

sector (Ibid.). 

� To control the telecom sector, create fair rules and regulations that are consistent with 

international regulatory regime (Ibid.).  

� To protect Pakistan’s national and security issues (Ibid.). 

Due to this liberalization policy, PTA awarded the licenses to following operators with the aim to 

achieve the above described objectives for development of telecom sector. 

 

4.1.4 Market Players of Pakistan Telecom Sector 

Market players of Pakistan telecom sector are categorized according to the type of licenses issued 

and companies that have expertise to provide the best services such as: 

� Cellular mobile 

� LDI (Long Distance and International) 

� LL  (Local Loop) 

� WLL (Wireless Local Loop) 

 Pakistan telecom sector is growing rapidly and many local and multinational companies are 

interested to invest in Pakistan telecom sector. These operators in the private sector are playing a 

very integral role in the development of the Pakistan telecom sector by providing the value added 

service. The PTA issued 7 licenses for mobile companies, 14 licenses for LDI companies, 36 licenses 

for LL companies and 16 licenses for WLL companies to operate in Pakistan (PTA 2010a). 
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Figure 4.1 Categories of companies according to type of licenses 

The detail of Cellular Mobile operators is presented in Table1 (APPENDEX A), LDI operators in 

Table 2 (APPENDEX A), LL operators in Table 3 (APPENDEX A ) and WLL operators detail is 

available in Table 4 (APPENDEX A). 
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4.2 Growth of Pakistan Telecom Sector 

4.2.1 Growth of Cellular Mobile sector 

The cellular mobile sector of Pakistan telecom is one of the fastest growing sectors of the world 

in telecom industry. It brings remarkable and considerable social and economic changes in the 

country and the Pakistan government gave the industry status to this sector upon its growth. In 

cellular market, there is a perfect competition among the market players which leads to 

transparent and fair tariff rates and quality services for the consumers. Some companies offer 

several value added services at lower rates to attract the customer and try to hold greater market 

share. According to PTA (www.pta.gov.pk) cellular subscribers are increasing with the passage 

of every day.   

  

The cellular subscription of six operators is available in Table 1 (APPENDEX B) from the year 

2000-2009 which indicates that this segment of Pakistan telecom sector is growing positively 

with great pace since the year 2000. The subscription growth of this segment was just 15.39% in 

2000 and reached at its optimum level 170.2% in 2006. This accelerated growth in cellular sector 

directly effects the fixed local loop and wireless local loop sector where growth was recorded 

with declining trend. The subscription detail of these sectors is available in Table 2 and Table 3 

(APPENDEX B). This declining trend in fixed line subscription is not only in Pakistan, but is 

also experienced all over the world. For instance, in United States of America, telecom operators 

are witnessing the decline in landlines at the rate of 70000 per month. Pakistan is also witnessing 

a decline in fixed subscription since last few years due to the shift of customers to mobiles and 

wireless based technologies (PTA 2009a, p.63). 

 

4.2.2 Market shares of Mobile companies 

Cellular mobile Market of Pakistan telecom is very competitive. All the companies are striving to 

get greater market share by providing best services with cheapest rates and latest technology. 

Competition among the companies has become more intensive and aggressive. They continue 

their aggressive strategies and network expansion activities. According to (PTA 2009a, p.53), 

Mobilink is a leading company in this sector and has a major market share of 31%, although it 

has reduced its market share as compared to the previous years. Telenor has had a remarkable 

growth in a very short period since the last couple of years and captured the 2nd highest market 

share of 22% to compete Ufone which has 22 % of the market share in 2007 but it had 21% in 

2009. Warid cellular company has 19% market share which has the 4th rank in mobile market. 
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The CMPak is a China mobile subsidiary in Pakistan with their brand named Zong which had a 

tremendous growth since last year. It came into market with re-branding, best quality services 

with impressive and full strength marketing campaign and it has captured 7% market share in 

2009 which was 5% in 2008 (Ibid.). 

Market Shares of Cellular Mobile Companies 2009

Instaphone 0%

Warid 19%

Telenor 22%
Ufone 21%

Zong 7%

Mobilink 31%

Mobilink Ufone Telenor Warid Zong Instaphone

 

Figure 4.2 Market Shares of Cellular Mobile companies 

 

4.2.3 Density of Cellular Mobile companies: 

Year Mobile Density 
Density growth % 

2000 0.22 100% 

2001 0.52 136.36 

2002 1.16 123.08 

2003 1.61 38.79 

2004 3.29 104.35 

2005 8.3 152.28 

2006 22.21 167.59 

2007 39.94 79.83 

2008 54.7 36.96 

2009 58.2 6.40 

Table 4.1 Cellular Mobile density 
Sources: Pakistan Telecommunication Authority, www.pta.gov.pk 

 
This competitive environment among cellular mobiles companies to gain greater market share and 

growth in mobile density shows that investors have great interest to invest in Pakistan telecom sector. 
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They are adopting the aggressive strategies to compete each other and investing huge amount of 

capital for the expansion of their networks across the country. This growth in cellular mobile Density 

is described in Table 4.1 and illustrated in figure 4.3 to view the growth trend statistically.  
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Figure 4.3 Cellular Mobile Densities 

 

4.2.4 Teledensity growth of Pakistan telecom sector 

The Teledensity growth is showing a positive and growing picture of Pakistan telecom sector and 

a solid interest of investors by providing the best services in the existing areas and also striving to 

reach mountainous and northern areas where telecom services is not available so far. 

Years Teledensity Growth (%) 

2000-01 2.80 

2001-02 3.66 

2002-03 4.31 

2003-04 6.25 

2004-05 11.89 

2005-06 26.26 

2006-07 44.06 

2007-08 58.90 

2008-09 61.8 

*FLL Teledensity Revised 
Note: Including AJK & NAs 
FLL Teledensity As of Mar 09 

Table 4.2 Teledensity growth 
Sources: Pakistan Telecommunication Authority, www.pta.gov.pk 
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Teledensity (Fixed+WLL+mobile)
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Figure 4.4 Teledensity growth 

 

This graphical representation describes that Pakistan telecom sector is growing rapidly in this 

decade. The growth started slowly from 2000-01 to 2003-04 but from 2005-06 to 2007-08 was 

growing at a greater pace and this growth was recorded more than 50%. After this, it had been 

growing with declining rate. As a whole, it is going well. 
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 4.3 FDI in Pakistan Telecom Sector-A Statistical Review 

FDI is considered as an important source of economic growth in this globalization age. Pakistan 

telecom sector provides a large scope for the foreign investors to explore avenues where their 

investment could be lucrative for them (PTA 2008b, p. 05).According to PTA (www.pta.gov.pk), 

the telecom sector attracted 5.6 billion foreign investments in last four years which led towards a 

massive economic growth and created large employment opportunities in the country.  

4.3.1 FDI in Telecom Sector 

Years Total FDI 
FDI in Telecom 

Sector 

Contribution in  

Total FDI (%) 

2001-02 484.7 6.1 1.26 

2002-03 798.0 13.5 1.69 

2003-04 949.9 207.1 21.8 

2004-05 1524.0 494.4 32.44 

2005-06 3521.0 1905.1 54.11 

2006-07 5140.0 1824.3 35.60 

2007-08 5410.0 1438.60 26.6 

2008-09 3719.80 815 21.90 

July 09 – Dec 09 1012.24 181.72 17.95 

Table 4.3 Foreign Direct Investment (US $ million) in Telecom sector 

Source; PTA, 2008 
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Figure 4.5 Total FDI and FDI in Telecom Sector (US $ million) 

Sources: PTA 2008, www.pta.gov.pk      
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Figure 4.6 Telecom FDI contributions (%) in Total FDI 

  

The detail of Total FDI and FDI in Telecom sector with contribution in Total FDI is presented in 

Table 4.3. This provides a clear picture of FDI in Pakistan during last couple of years. In year 

2001, FDI in Telecom sector was just 6.1 million US$ and the share in total FDI was only 1.26%. 

In 2003-04, it increased massively and reached at 21.13 % of total FDI. After this, it increased 

gradually every year and reached at 1.9 billion US$. Its share in total investment was 54.11% in 

the year 2005-06, which was almost double as compared to the previous year 2004-05. In the 

following years, this growth started towards a decline due to a slowdown in economy but still 

remained positive. During the year 2007-08, 1.4 billion USD was made in this sector which was 

approximately 27.92% of total FDI in the country. The FDI in year 2008-09 was almost the same 

as previous year. This trend of investment is growing positively (illustrate in figure 4.6) in 

telecom sector which indicates the confidence of foreign investors and looks promising towards 

the potential investment opportunities in this sector. 

 

4.3.2 Comparison of Telecom FDI with major sectors FDI in Pakistan 

According to Table 1 (APPENDEX C), The Pakistan telecom sector as compared to other major 

sectors of Pakistan has a greater contribution in Total FDI. In year 2001-02 and 2002-03, the 

telecom sector had only 3% contribution in Total FDI but in the year 2003-04, this sector gained 

the attention of the investors due to the potential of investment and liberalization policy and it 

contributed 23% in Total FDI. In year 2005-06, the telecom sector was ranked top with a major 

55% contribution in Total FDI with over 1.9 billion US$  which is a record. 
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Comparison of Telecom FDI with Major sectors FDI in Pakistan(%)
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Figure 4.7 Comparison of Telecom FDI with Major sectors FDI in Pakistan 

 

Pakistan telecom sector was ranked as the second highest contributor (34%) in year 2007-08, 

after the financial business sector but in 2008-09 it again occupied its top position.  

 

According to PTA (www.pta.gov.pk), new and existing telecom companies have promised for 

investment in coming years. Mobile operators of Pakistan telecom sector have planned to make 

investment to improve the infrastructure of this sector which costs approximately more than 2.4 

billion US$, in which Mobilink alone will invest 831 million US$ in next three years.  Telenor 

and Warid has made major FDI, 495 million US$ and 325 million US$ respectively during the 

year 2005-07 which was a huge contribution in Total FDI of the country. Both companies are 

also planning to make more investment in future. Telenor is a leader in FDI in telecom sector and 
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is also planning to invest an additional 1 billion UD$ in coming years to gain a greater market 

share. 

 

4.3.3 Major Investors of Pakistan Telecom Sector 

According to PTA (www.pta.gov.pk), Pakistan telecom sector has attracted investment from a 

wide variety of players due to its supportive rules and regulations for foreign investors to take 

100% ownership and the permitted repatriation of profit and equity. 

companies Investment 

Telenor 
Norway’s group company acquired fifth mobile cellular with 
the investment of 290 US$ million in 2004 

Warid 
UAE group company acquired sixth mobile cellular with the 
investment of 290 US$ million in 2004 

Etisalat 

Emirates Telecommunication corporation bought 26 % stake 
of PTCL for 2.6 billion US$ in 2005. After holding 26 % 
stakes, Etisalat has planned to invest 500 million US$ for the 
expansion of fix line telephony network 

China Mobile 

China mobile has acquired 100% stake of one of cellular 
mobile company- Paktel Ltd. initially china mobile acquired 
88.86 % stakes of Paktel for 460 million US$. Chine mobile 
has also invested 700 million US$ for the expansion of their 
networks to northern areas of Pakistan. China mobile has also 
planned 2 billion US$ investment in next three years.  

Qatar Telecom 
Qatar telecom has acquired 75% stakes of Buraq telecom for 
nationwide and international telephone networks 

Orscom Telecom 

Orscom telecom Egyptian based company, first private sector 
laid down the undersea fiber optics for 60 million US$. Now 
Orscom also hold the 100% stakes of the country’s largest 
mobile cellular company Mobilink 

Sing Tel 
Sing Tel has acquired 30% stakes of Warid for 758 million 
US$ 

Ufone 

Ufone is the second biggest cellular mobile operator in the 
country has made a contract with HUAWI Telecom worth 550 
million US$ for the expansion of networks.  

Table 4.4 List of major investors in Pakistan Telecom sector 
Sources:  Pakistan Telecommunication Authority 2007, www.pta.gov.pk 
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4.3.4 Major Sources of FDI in Pakistan Telecom Sector 

As mentioned in Table 2 (APPENDIX C), the major amount of FDI in Pakistan telecom sector 

has come from United Arab Emirates, United State of America, Norway and Republic of China 

which was more than 70% of the Total FDI in Pakistan telecom sector. UAE is a leading country 

which showed great interest in Pakistan telecom sector. It made more than 36% investment in 

telecom sector including 26% shares of PTCL which are worth 2.4 million USD.  UAE made 

investment in Warid Telecom, PTCL and Wateen. China has also made investment in Pakistan 

telecom sector which has exceeded 599 million USD since the last 5 years. It is the first country 

which has oversees venture in Pakistan cellular mobile sector and also telecom manufacturing 

with collaboration of ZTE Company. Norway also appeared as a major source of FDI inflow in 

Pakistan telecom sector. It made investment in Pakistan cellular mobile sector in company as 

Telenor and its investment has reached half a billion USD during the last five years. (PTA 2009c, 

p.42) 

 

4.3.4 Prospective investment opportunities in Pakistan Telecom Sector 

After transparent and successful liberalization of telecom sector, the market is open for potential 

investors. PTA issued considerable licenses for cellular, LL, WLL, LDI and ISP operators (PTA 

2007). This would help continue to attract new investors or retain the attention of existing 

investors. 

 

Government is offering new opportunities for investment in telecom sector which include (Ibid.): 

� WIMAX in different frequencies bands 

� Plan to issue licenses 3G cellular systems 

� Large Voice and Data Peering Points services 

� Converged Networks 

� MVNOs and LMDS networks 

� Regional Hosting 

� Call Centers 

� Tele Centers 

� Video Conferencing 

� Content Development 

� Content Aggregation etc. 
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To boost up the confidence of investors and to increase the inflow of investment in this sector, 

regulatory authority permits the incumbent operators (for the development of infrastructure) to 

trade through selling stocks, merger and acquisition and private equity arrangements.  Operators 

availed this opportunity and started diluting their equity in order to get the status of institutional 

investors (Ibid.) This practice enabled them to enhance their technical expertise to perform the 

operations more effectively and efficiently.  

 

With this permission by regulatory authority, market consolidation is taking place. Mergers and 

acquisition started in Pakistan telecom sector which created high level of competition among the 

operators. The following mergers and acquisition have taken place in Pakistan telecom sector 

(Ibid.). 

 

 

Table 4.5 Merger and Acquisition in Pakistan Telecom Sector 

Sources: Pakistan Telecommunication Authority, 2007 

 

Due to this competitive environment in this sector, it created price pressure on operators. 

Therefore, they are engaged in providing higher level of quality services and bringing new value 

added services for consumers to capture the greater market share.  This highly conducive 

environment of telecom sector also gives the inducement to new investors who can acquire 

greater market share with appropriate investment by offering a high quality of services with 

competitive price (Ibid.).  

 

These market opening and broad investment opportunities are not only helpful to increase the 

revenue for the sector but also will play an integral role in the growth of telecom sector and 

Pakistan’s economy. 
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4.4 Factors influencing FDI in Pakistan Telecom Sector: 

After examining in detail the factors influencing FDI as general in the literature review chapter, 

in this section the study will focus towards analyzing the influence of these factors on FDI in 

Pakistan telecom sector. In this analytical review, data will be considered from the period of  

2001 - 2008. 

4.4.1 Research Question #1; How Political Instability (Political Risk) influences on  

FDI in Pakistan Telecom Sector? 

 

Political condition in Pakistan: 

The political stability is a very important and crucial factor for the determination of FDI in the 

country because it enhances the confidence of the foreign investors. The political situation of 

Pakistan is continuously in crisis and instable since 1947. In its sixty years of history, Pakistan’s 

political situation has been instable due to dismissals, assassinations, coups or martial laws and 

wars against India. Political instability in the country does not provide room to the formulation, 

implementation or continuation of consistent or coherent policies (MPRA 2009). Unfortunately, 

Pakistan’s political situation has been consistently in crisis since the time of independence and 

facing serious turbulence since the dismissal of democratic government in October 1999.  The 

political instability (Political Risk) in Pakistan is caused due to the following political upheavals 

in Pakistan and has a great influence on FDI in Pakistan Telecom Sector through the following 

stated events. 

 

Political Upheaval in Pakistan from 2000-2010: 

 

� Coupe of General Pervaiz Musharaf: 

On 12 October 1999, General Pervaiz Musharaf dismissed the democratic government of Prime 

Minister Nawaz Sharif and ruled over the country with military-led government. On 14 October 

1999, Pervaiz Musharaf declared a state of emergency and issued PCO (Provisional 

Constitutional Order) which suspended the provisional and national assemblies and constitution 

of 1973 and declared himself as Chief Executive and ultimately he captured the seat of President 

of Pakistan and started to govern army and state single handedly. In November 2002, he gave 

permission to conduct election to handover the government from military to civilian and 
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appointed Mr. Zafarullah Khan Jamali as Prime Minister of Pakistan. This was the first step 

taken by Pervaiz Musharaf towards political stability and transferred the power to the 

institutions.(U.S. Department, 2010) 

� Fight against terrorism: 

After the attack on World Trade Center and Pentagon in September 11, 2001, the that time 

president of Pakistan, Pervaiz Musharaf decided to fully cooperate with USA for the 

counterterrorism efforts which included locating and demolishing the training camps of extremist 

within Pakistan borders, cracking down on extremist groups and took back support from 

Afghanistan regime’s Taliban. This decision fully involved Pakistan into war against terrorism 

and created internal and external disturbance in the country (ibid.). 

� Judicial Crisis: 

A judicial crisis started when President Perveiz Musharaf dismissed the country’s Chief Justice 

Iftikhar Ahmed Chaudary in March 2007 on the charges of misconduct and nepotism. As a result 

of this action, lawyers’ movement started to save the justice against Pervaiz Musharaf and the 

deposed Chief Justice gained overnight popularity and became political celebrity. This dismissal 

triggered a street protest across the country against the government which led the country 

towards disturbance and instable circumstances (Alan K. Kronstadt, 2008) 

� State of emergency Imposed: 

On 3 November 2007, Pervaiz Musharaf declared a state of emergency and argued that the 

country was under a threat of terrorism and extremism and its civilian government and its law 

enforcement agencies could not take the action due to the interference of Supreme Court. This 

emergency resulted in reclamation of the independent media of Pakistan. These actions of 

Musharaf further led the country towards instable and deterioration conditions. The declaration 

of emergency of Musharaf was criticized by many of the worlds’ governments including USA 

and Britain and human right groups. They demanded that Pakistan immediately return to 

constitutional rules and end the crackdown against judiciary, media, human right activates and 

political opponents (ibid.). 

� Assassination of Banazir Bhutto : 

The former prime minister and chair person of leading political party PPP was assassinated in 

gun shoot and suicide bomb attack on 27 December 2007.  After this miss-happening, supporters 

of Benazir came out and protested against this assassination and serious rioting took place in 

Karachi and in all major cities of Pakistan. This assassination also led to the internal violence in 

country (ibid.). 
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� Election Calendar: 

Pakistan National Assembly completed its five years term on November 15, 2007. This was the 

first time in the history of Pakistan that an elected assembly completed its period without 

interruption. President Pervaiz Musharaf appointed Mian Muhammad Samroo as caretaker Prime 

Minister during the election period (ibid.). On 18 February 2008, open and transparent elections 

were held in Pakistan and PPP won the 87 seats of National Assembly and made coalition 

government with MQM and ANP (ibid.). 

� Military Operation in Swat and Bajurs: 

Beginning of military operation against militant in Bajurs and Swat i.e. tribal areas of Pakistan 

also created the critical situation in the country. It was a big challenge for the government to 

handle the displaced people of Swat and Bajurs (ibid.). 

 

According to Gulf research center, political developments in Pakistan are important to have the 

stability. Since the election of February 2008, Pakistan is facing economic and political crisis 

with severe food and energy shortage, high inflation and political instability with the issues as 

described before. Pakistan is passing through a very critical period with ongoing war in its tribal 

areas against local militant and Tehrik-e-Taliban Pakistan.  

 

Relationship between Political instability and Telecom FDI in Pakistan: 

FDI in Pakistan has been increasing year by year since 2001-02 and reached to USD 5410.0 

million in 2007-08 as compare to USD 484.7 million in 2001-02.  Although contribution of 

telecom FDI in Total FDI has been also increased with upward trend i.e1.26%,1.69%, 21.8% and 

32.4% in 2001-02, 2002-03, 2003-04 and 2004-05 respectively. In 2005-06, its contribution 

reached 54.1% which was the maximum share of telecom FDI in Total FDI.  However in 2006-

07 (1438.60 USD million) it was observed that FDI in telecom sector started to decline and 

reached 815 USD million in 2008-09 with contribution of 21.9% in total FDI.  The detail of FDI 

in Telecom Sector and overall amount of FDI is given in table 4.6: 
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Years 
Total 

FDI 

FDI in 

Telecom 

Sector 

Contribution in  

Total FDI (%) 

Telecom FDI 

Trend/Growth (%) 

2001-02 484.7 6.1 1.26 100% 

2002-03 798.0 13.5 1.69 121.31 

2003-04 949.9 207.1 21.8 1434.07 

2004-05 1524.0 494.4 32.44 138.73 

2005-06 3521.0 1905.1 54.11 285.34 

2006-07 5140.0 1824.3 35.60 (4.24) 

2007-08 5410.0 1438.60 26.6 (21.14) 

2008-09 3719.80 815 21.90 (43.35) 

July 09 – Dec 09 1012.24 181.72 17.95 (77.70) 

Table 4.6 FDI (USD million) and FDI growth (%) in Telecom Sector 

Source: PTA, 2010 

 

The main reason of this declining trend of FDI in Pakistan and particularly in Telecom Sector is a 

result of the overall disturbed political situation of the country with the happening of above 

described events. It is analyzed in detail again that how political instability influences the FDI 

and what kind of relation exists between political instability and FDI. This instability is the cause 

of several non-democratic events and military operations. The political turbulence events and 

their influence on FDI from the last ten years are stated as follow:   

� Year 2001-02: 

In the year 2001-02, Pakistan had low amount of FDI with a total 484.7 USD million including 

6.1 USD million in Telecom Sector which was only a 1.26% contribution in Total FDI. This low 

amount of FDI was a cause of internal disturbance in the country. This internal disturbance was 

created when Pakistan military led government decided to support the USA in counterterrorism 

war in Afghanistan regime. Pakistan started cracking down and demolishing the extremists’ 

camps across the country. This decision created an internal disturbance in the country and created 

war like situation in the country which demoralized the confidence of investors which resulted in 

the lack of attracting the due attention of investors in that year. 

� Year 2002-03: 

In the year 2002-03, President Pervaiz Musharaf extended his presidency for 5 years term 

through referendum that was held on 30 April 2002. In the same year, president Musharaf 
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decided to handover military rule to civilian through parliamentary elections which were held on 

November 2002 and transferred the government to Mr.Zafar Ullah Jamli. With this decision, 

investors presumed a stable political environment in Pakistan for the coming years and started to 

make investment. In this year, the Total FDI increased from 484.7 USD million to 798.USD 

million which was a 65% addition in Total FDI. Investors also showed their interest in Telecom 

sector, and in this sector FDI increased with a percentage of 121.31% from 6.1 (2001-02) USD 

million to 13.5 (2002-03) USD million. 

� Year 2003-04: 

The Pakistan democratic government carried on their activities under the presidency of Pervaiz 

Musharaf. This democratic government aimed to give the power to the institutions and enhanced 

the quality of bureaucracy. The government allowed the institutions to make attractive 

investment policies for the promotion of FDI in every sector. For instance, PTA announced the 

“Deregulation Policy 2003” with the aim to open the sector for local and foreign investors to 

provide better services at competitive prices. Due to this, Pakistan telecom sector was able to 

attract several investors with huge amount of FDI in this year. In the year 2003-04, Pakistan had 

a total FDI of 949 USD million which was a 19% addition from the previous year’s FDI. Because 

of this stable environment and de-regulation policy, FDI in telecom sector also increased from 

13.5 USD million to 207 USD million which has a 21.8% contribution in total FDI. 

� Year 2004-05: 

In the year 2004-05, Pakistan’s political system was going on normal track without any 

disturbance. Although Prime Minister Zafarullah khan Jamali resigned on June 2004 and new 

Prime Minister Shaukat Aziz took the oath on August 2004 but during this transformation of 

power no political disturbance came into being. The newly appointed Prime Minister continued 

the policies with the aim to utilize the human capital and resources positively for the betterment 

and a brighter future of Pakistan. He also focused on the efforts to create a good governance 

culture in the country. Under this politically stable environment, investors showed the trust and 

made investment in Pakistan. In the year 2004-05, Pakistan attracted a total of 1524.0 USD 

million FDI that was a 103.2 % addition in the previous year’s FDI. Telecom FDI also increased 

and reached 494.4 USD million with a contribution of 32.44 % in the total FDI. The growth of 

telecom FDI was recorded at 138 .73% in this year.  

� Year 2005-06: 

In this year, no significant turbulence was recorded in political system of Pakistan. This political 

stability in Pakistan provided much room for the implementation and continuation of consistent 

or coherent policies. In this year, Pakistan had severe shock of earthquake in Northern areas and 
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AJK that left widespread destruction of economic assets and infrastructure. The cost of this 

earthquake was estimated at approximately 5.2 USD billion (ADB 2005) which included 

estimated costs of relief, livelihood support for victims and reconstructions. Despite this fact, 

investors trusted on the policies of government of Pakistan and made their investment. 

Particularly, Pakistan telecom sector was able to attract massive amount of FDI by giving license 

to two mobile cellular companies Warid and Telenor and both companies invested 290 USD 

million. With the addition of this investment, the FDI figure reached at 1905.1 USD million 

which was a maximum amount of FDI in the history of Pakistan telecom sector.  In this year, FDI 

of Pakistan telecom sector had a 54.11% contribution in total FDI and growth in telecom FDI 

was recorded at 285.34%. 

� Year 2006-07: 

In this year, there was also no major political disturbance or violence found in Pakistan. So the 

Pakistan democratic government continued their proactive policies to strengthen the economy 

under the presidency of Musharaf. In this year, FDI increased with 46% addition in total FDI and 

its amount reached at 5140 USD million from 3521 USD million as compared to the previous 

year. However, FDI in telecom sector declined by 4.24% with an FDI from 1905.1 USD million 

in 2005-06 to 1824.3 USD million in 2006-07. However, telecom sector still had contribution of 

35.60% in total FDI which was the highest contribution as compared to other sectors. The detail 

of sectors comparison contribution analysis is available in Table 1 (APPENDEX C). 

� Year 2007- 08: 

There had been numerous political crises throughout the year 2007. Pakistan suffered from 

considerable political uncertainties in this year. The Political crisis culminated when President 

Pervaiz Musharaf dismissed the Chief Justice, Iftikhar Chaudhry on the charges of nepotism and 

misconduct in March 2007. The serious political crisis started in November 2007 when President 

Musharaf imposed emergency and suspended the constitution of country. On 27 December 2007, 

assassination of former Prime Minister Banzir Bhuto also led to an internal violence in country in 

the shape of protests against this mis-happening. In the same year, military operation was started 

in Swat and Bajurs against militants and created critical situation in the country which promoted 

an internal security uncertainty across the country. Under this political turbulence and violence, 

FDI in Telecom Sector declined by 21.14% and reached at 1438.60 USD million as compared to 

1824.3 USD million in the last year. The contribution of telecom sector in the total FDI also fell 

down from 35.60% to 26.6%. However, an additional 5% positive growth was recorded in total 

FDI which was 46% in the year 2006-07. With this 5% addition the amount of Total FDI reached 

5440 USD million from 5140 USD million.  
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� Year 2008- 09: 

In this year, open election was held on 18 February and PPP won 87 National Assembly seats 

and made coalition government with ANP and MQM. This newly elected government had to face 

several challenges including previous year problems i.e. judicial crisis, and intensification in 

terrorism war in northern area and severe food and energy crisis that led to significant protests 

against unavailability of these things in the country. These problems created disturbance and 

volatile situation in the country which badly affected the confidence of investors and as a result a 

declining trend of FDI was recorded.  FDI in telecom sector further reduced by 43.35% and 

reached 815 USD million from 1428.60 USD million (2007-08). The overall FDI also decreased 

by 31.24% in this year and total FDI was recorded at 3719.80 million as compared to previous 

year in which it was 5410.0 USD million. These security and political turbulences significantly 

affected the FDI in all sectors. 

 

Concluding Remarks: 

It is observed that political instability and FDI growth has the inverse relationship. It has been 

seen that from the period from 2002 - 2005 the political system was going on normal track, and 

there were no significant problems to the Pakistan political system. Telecom FDI growth was 

positive in 2002-03(121.31%) and in 2005-06 (285.34%), 

 

Teleccom  FD I G row th (%)

285.34

-4 .24 -21.14 -43.56 -77.7

64.63
19.03

60.43
131.03

45.98

138.73

1434.07

121.31
5.25

-31.24
-72.78

-20 0

0

20 0

40 0

60 0

80 0

1 00 0

1 20 0

1 40 0

1 60 0

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 July  09 -

Dec 09Years

Telecom  FD I G row th Total FD I grow th

 

Figure 4.8 Telecom FDI growth (%) and Total FDI growth (%) 
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After this period, Pakistan political system moved toward disturbance with the happening of 

assassination of Banazir Bhutto, Suspension of Supreme Court Chief Justice, Military operation 

in Swat and Bajurs, Security forces raid in Red Mosque and finally terrorism activities rose in 

tribal areas that intensified the suicide attacks within country and increased the internal problems 

for Pakistan. These events demoralized the confidence of the investors and as a result the FDI 

started to decline in telecom sector and its growth moved toward negative figures and reached -

77.70 % in July 09 – Dec 09 and the total FDI amount also reduced -72.78% in the same year as 

depicted in Figure 4.8. 

 

Consequences of political instability in Pakistan: 

The political instability and volatile security situation in Pakistan witnessed the adverse effect on 

macroeconomic conditions of Pakistan and economy of telecom. This political situation in the 

country led to slow growth in economy (GDP), raised the inflation, slowed down the 

manufacturing and services sectors and deficit in current account. The economy of Pakistan 

started to decline since the period of 2004-05. The economic growth (GDP) declined after 2004-

05 where it was 9% and reached 1.2% (revised) in 2008-09. According to economic survey 2009-

10, the GDP growth has been recorded at 4.1 % provisional during the year 2009-10 which is 

illustrated in figure 4.9. 

The inflation rate which is measured by the change in Consumer price index (CPI) has 

accelerated to 13.2 % as of April 2010 as compared to 8.9 % in October 2009.  
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Figure 4.9 Real GDP, Inflation rate and Exchange rate 

Source: PTA, 2010 
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The food inflation still has an accelerated trend in the past few months which is at 14.5 % as 

compared to 7.5 % in October 2009. The Non-food inflation has also an elevated trend and 

recorded at 12.2% as of April 2010 from 10% in October 2009.   

 

This political situation has also influenced the exchange rate (Rs. /USD) in this decade badly. 

This depreciated the value of rupee consistently, especially in last two years it reached at its 

lowest value that is 88.9 rupee in 2008-09 as compared to 71 rupee in 2007-08 and still stood at 

85.59 in July-June 2009-10. This is affected through reduction in the export which was 17.79 

USD billion in 2007-08 from 19.22 USD in 2008-09 which ultimately increased the demand of 

dollar and eroded the value of rupees.  

 

This slow growth, inflation and depreciation in the value of rupee hit the telecom sector and 

declined its growth in terms of subscription, revenue, Teledensity and FDI. As illustrated in table 

4.5, cellular subscription is growing but with declining trend since 2006. The cellular 

subscription growth was 154.26% in 2005 and 170.2% in 2006. Following that, it started to 

decline to 80.70%, 39.4% and 1.30% in 2007, 2008 and 2009 respectively. Similarly, Teledensity 

is also growing with declining rate as depicted in figure 4.10. The cellular density growth started 

to decline after 2006. It grew 167.59% in 2006, 79.83% in 2007, and 36.96% in 2008 and only 

6.4% in 2009. 
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Figure 4.10 Cellular Density and Density growth 

Source: PTA, 2010 
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It is quite natural that investors loose their confidence in such instable and insecure 

circumstances and move their investments to secure and stable places. So the foreign and local 

investors want consistent and stable circumstances in Pakistan to reap the benefits of their 

investments.  

From the above empirical study, it is observed that political stability is a crucial influencing 

factor to attract the foreign investment in Pakistan. Political situation in Pakistan is still in a 

struggling phase to strengthen the democracy.  

 

The political issues described above led toward political instability in Pakistan and directly hit 

the foreign investment. Therefore, this factor has been negatively influencing the FDI in Pakistan 

during last couple of years. 

 

Measurement of political risk rating of Pakistan (political instability): 

Political risk rating of Pakistan has been provided by PRS and WBI on the basis of 12 

components and these components are merged in six main categories and Pakistan has a rating in 

main six components as measured by PRS in Table 2 (APPENDIX E). According to PRS and 

WGI, in the political risk assessment rating, Pakistan has and average rating of 40% (Table 2, 

APPENDEX E) during the period 2001-2008 which falls in the category of 0.0%-  49.9% which 

is associated with very high political risk in Pakistan. Using this rating, the author tried to find 

the association between Telecom FDI and Political risk (political instability) and Telecom FDI 

and Fluctuation in Economic Growth with help of Pearson Correlation Method as given below: 

 

Pearson Correlation Analysis: 

Here I tried to find out any correlation that might exist between the following variables: 

1. Telecom FDI and Political risk (political instability) 

2. Telecom FDI and Fluctuation in Economic Growth: 

 

Correlation Coefficient (r):  

 

Figure 4.11 Pearson Correlation Function 
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OR  

r = NΣXY- (ΣX)( ΣY) / Sqrt([ NΣ X2 -   (ΣX) 2 ] [ NΣ Y2 -   (ΣY) 2 ]) 

The sample period for this exercise is 2001 – 2008. The correlation coefficient is always between 

‐1 and +1 and indicates a perfect linear relationship as the correlation reaches the edge values. I 

used the following interpretations to measure this correlation: 

 

• Between ‐1.0 and ‐0.7 means strong negative association. 

• Between ‐0.7 and ‐0.3 means weak negative association. 

• Between ‐0.3 to + 0.3 means little or no association. 

• Between +0.3 to +0.7 means weak positive association. 

• Between +0.7 to + 1.0 means strong positive association. 

 

It is very essential to note that I had to transfer the data of these variables from level values to % 

change in order to measure the correlation between Telecom FDI in % and Political risk rating in 

% on the basis of annual change. In this way, I was able to derive right correlation between two 

variables. 

Years 
Telecom 

FDI 

Change 

in FDI 

(%)  X 

Political 

risk 

overall 

rating 

(%) 

Change in 

Rating (%) 

Y 

X * Y X *X =X2 Y*Y=Y2 

2001-02
6.1 - 37 

- - 
- -

2002-03
13.5 121.3115 39 6.712565 814.3111086 14716.47407 45.0585228

2003-04
207.1 1434.074 39 -0.48387 -693.90681 2056568.45 0.23413111

2004-05
494.4 138.7253 38 -1.94489 -269.8060036 19244.69596 3.78261521

2005-06
1905.1 285.3358 39 2.31405 660.2810987 81416.49623 5.35482549

2006-07
1824.3 -4.24125 42 8.723748 -36.99957151 17.98817763 76.1037788

2007-08
1438.6 -21.1424 42 -0.29718 6.28301812 446.9992161 0.08831406

2008-09
815 -43.3477 43 2.086438 -90.44229331 1879.023022 4.35322416

N= 7
 
ΣX = 

1910.715   
ΣY = 

17.11086
ΣXY =  

389.720547 
ΣX2 =  
2174290.127 

Σ Y2 =  
134.975412

Table 4.7 Telecom FDI (USD million) and Political Risk Overall rating (%)  

Source: Author’s Calculations 
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Substitute in the above formula given with values calculated in Table 4.7: 

 r  = NΣXY- (ΣX)( ΣY) / Sqrt([ NΣ X2 -   (ΣX) 2 ] [ NΣ Y2 -   (ΣY) 2 ]) 

 = (7(389.720547) - (1910.715) (17.11086)) / Sqrt ([7(2174290.127)  
– (1910.715)2 ][ 7(134.975412) – (17.11086)2 ] 
 

 = (2728.043829 - 32693.97718) / Sqrt ([15220030.89 – 3650832.809]*[ 
 944.8278813 -292.7814555]) 

 = -29965.93335 / Sqrt [11569198.07683][ 652.0464259] 
 = -29965.93335 / Sqrt 7543654256.13096 
 = -29965.93335 / 86854.21266 
 = -0.34501416 
 

Research Findings on Analysis of Political Risk/Political Instability: 

According to ICRG rating, Pakistan has the average rating of 40 %( Appendix E, Table 2) during 

the period 2001-2008, which falls in a very high political risk assessment category (Appendix E). 

I found this out with the help of Pearson correlation measurement (r = - 0.34501416, means weak 

negative association between political risk factor and Telecom FDI). This very high political risk 

of Pakistan has inverse relationship with inflow of FDI in Pakistan telecom sector. The existence 

of this weak negative correlation between telecom FDI and Political risk indicates that there is an 

inverse relationship between these two variables. It means that if the amount of Telecom FDI 

inflow is smaller, then there is a high political risk .Contrary to this, if the amount of FDI inflow 

is greater, then there is a low political risk. The year by year analysis between inflow of Telecom 

FDI and happening of rigorous political events as discussed in previous section and their impact 

on inflow of FDI. Hence, it is now evidently true that political instability is an influencing factor 

for the inflow of FDI in the country or particular sector. The findings of analysis on this factor 

(political instability) are in-align with Kaufmann et al. (2002) findings that political instability 

has a direct negative impact on the investment. 
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4.4.2 Research Question # 2; What supportive rules and regulations do Pakistan  

have to promote the FDI in Pakistan telecom sectors? 

 

Historical Reforms and Development in Telecommunication Laws: 

The Pakistan telecommunication laws history is as old as the history of Pakistan. Pakistan 

telecom sector has been governed under telecommunication laws:” The Telephone Act, 1885” 

and “The Wireless Telegraphy Act, 1933” adopted at the time of independence through “The 

Adaptation of Central Acts and ordinance order 1949” and Central Laws (Statute Reforms) 

Ordinance 1960 (Naeem S. n.d.) 

 

In 1962, a new turn came in Pakistan telecom sector when “Posts and Telegraph (amendment) 

Act, 1962” was legislated with the purpose of separating the Telephone and Telegraph 

Department from Postal Department to bring the substantial innovative development in the 

telecom sector (ibid.). 

 

The factual innovative development started in telecom sector from 1990-1991 when Pakistan 

Telecommunication Corporation Act 1991 was promulgated. Under this act, an independent 

statutory corporation named “Pakistan Telecommunication Corporation (PTC)” was created and 

Telephone and Telegraph department successively merged into PTC. Afterwards, PTC took over 

the charge to perform the responsibilities in the field of telecommunication for development, 

research, improvement in quality, advice to government in determination of tariff and moreover 

as a regulator (ibid.). 

 

In 1994, a presidential ordinance named “Telecommunication Ordinance, 1994” was 

promulgated on 13th July 1994 with the object to open and liberalize the telecom sector and 

transfer the telecommunication services to private sector.  After finishing the constitutional life of 

this ordinance, new and finally re-organized “Pakistan Telecommunication (Re-Organization) 

Act, 1996” was passed on 17 October 1996 with these salient features  (ibid.).: 

 

� Creation of Regulator (ibid.). 

� Prepared rules and regulation for telecom sector and services (ibid.). 

� Develop procedure to transfer the telecommunication regime to private sector (ibid.). 

� Develop the procedure for the issuance of licenses (ibid.). 
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� Powers to Government of Pakistan to issue the policy directives (ibid.). 

� Establishment of PTCL as company under companies ordinance, 1984 (ibid.). 

� To provide the telecommunication services to armed forces, defense projects, federal 

governments, provincial governments and local authorities, establish the National 

Telecommunication Corporations (ibid.). 

� Establishment of Frequency Allocation Board (FAB) to control and manage the 

frequency spectrum with replacement of Wireless Board (ibid.). 

� To support the company’s employee’s interest, establish the Pakistan 

telecommunication employees trust (ibid.). 

 

In order to comply the “Pakistan Telecommunication (Re-Organization) Act, 1996” and to 

promote and maintain fair competition in telecom sector and regulate telecom services in the 

country, the regulatory bodies “The Pakistan Telecommunication Authority (PTA)”, “Frequency 

Allocation Board (FAB) and National Telecommunication Corporation (NTC)” were established 

(ibid.). 

 

In 1996, “Pakistan Telecommunication Corporation (PTC)” also incorporated in “Pakistan 

Telecommunication Company Limited (PTCL)” under company ordinance 1984 and the 

company continued to provide exclusively basic telecom services in the country till 31st 

December 2002 (ibid.). 

 

Rules and Regulations of telecom sector to promote the FDI: 

As the privatization and de-regulation trend grew in North America and Europe, Pakistan also 

realized it and decided to de-regulate the telecom sector to capture the substantial benefits of the 

privatization and de-regulation. By keeping this view in mind, PTA announced “Deregulation 

policy in July 2003”. With the adaptation of deregulation policy, PTCL monopoly came to an 

end and telecom sector started to grow and brought the fair competition in industry in order to 

deliver new and better services at low prices. In order to pursue the liberalization policy, PTA 

also decided to open the cellular sector to get the attention of foreign investors and announced 

“Mobile Cellular Policy 2004” to achieve the following objectives through this policy (ibid.).: 

� Promotion of efficient use of radio spectrum (ibid.). 

� Increased the choices for customers at competitive and affordable prices (ibid.). 

� Promote the private investment in the cellular mobile sector (ibid.). 

� Recognition of the rights and obligations of mobile cellular operators (ibid.). 
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� Promote the fair competition among the operators (ibid.). 

� An effective and well defined regulatory regime that was in accordance with the 

international best practices (ibid.). 

 

With the announcement of these two policies, a new golden period started in history of Pakistan 

telecom sector. These two deregulation policies “Deregulation Policy 2003” and “Cellular 

Mobile Policy 2004” are considered as milestones for telecom sector.  The telecom regulatory 

body ( PTA) issued new licenses for Long Distance International (LDI), Local Loop Fixed (LL 

Fixed) , Wireless Local Loop (WLL) and Cellular Mobile. The complete information of all types 

of operators is available in Tables 4.1, 4.2, 4.3 and 4.4. With promulgation of these two policies 

and issuance of new licenses, the telecom market is now open for full competition in all segments 

of sector. 

 

The PTA succeeded to gain the attention of foreign investors to bring massive amount of FDI in 

telecom sector. The details of the inflow of FDI for the last ten years are presented in table 4.6. 

 

Analysis of Telecom FDI in Pre and post deregulation Policy scenario: 

The pre-deregulation period in telecom sector can be specified from 2000-2003. During that 

period, telecom sector was able to attract little amount of FDI that is 6.1 million USD in 2001-02 

and 13.5 million USD in 2002-03. During pre-deregulation period, FDI had only 1.26% and 

1.69% share in the total FDI in 2001-02 and 2002-03 respectively. On the other hand, post-

deregulation period in telecom sector started with the announcement of deregulation policy in 

2003 and it spans from 2003-onward. This was the crucial period for telecom sector and 

remarkable growth had been witnessed in this period. During that post-deregulation period, 

telecom sector was able to attract massive amount of FDI. As PTA adopted deregulation policy, 

several foreign companies showed interest to invest in telecom sector and FDI jumped from 13.5 

million USD to 207.1 million USD in 2002-03 and 2003-04 respectively. After this, it started to 

grow gradually and reached 494.4 million USD in 2004-05. It then reached to 1905.10 million 

USD in 2005-06 which was the maximum figure of FDI in telecom sector with a 54.1 % 

contribution in Total FDI of Pakistan. 
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Figure 4.12 FDI (million US$) in Telecom Sector 

Source: PTA, 2010 

 

After the year 2005, this inflow of FDI trend in telecom sector started to decline i.e. 1824.20 

million USD in 2006-07, 1438.60 million USD in 2007-08, 815.00 million USD in 2008-09 and 

181.72 million USD in Jul-Dec 2009. This decline was only due to the deterioration in Pakistan 

tribal areas, war against terrorism and disturbance in political system of Pakistan. Despite the 

slow growth in economy, telecom sector still holds the confidence of foreign investors due to its 

liberal and open polices with supportive rules and regulation. 

 

Legislative framework and guidelines to regulate the Pakistan telecom sector: 

After the establishment of PTA, it started to perform its responsibilities as a regulator and it is 

realized that the act of 1996 provides only a broader legislative framework in view of general 

principle, authority, and to define functions of regulator. The specific rules and regulations are 

not defined in the Act 1996 regarding the tariffs, interconnections guidelines and disputes among 

operators, roles and responsibilities of incumbent, accounting and reporting standards, how to 

resolve the problems faced by companies, how to regulate various telecom services (Naeem S. 

n.d.). 

To regulate and control the telecommunication services offered by companies, and to create and 

maintain fair competitive environment in the sector, PTA with collaboration of Government of 

Pakistan framed various rules, regulations and guidelines to handle all regulatory matters of the 

sector (ibid.). 
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 Pakistan Telecom Rules, Regulations and Guidelines: 

� Telecommunication Rules 2000: 

In this draft, rules are framed for the procedure of licensing, its duration, renewal, modification, 

transfer and termination. The rules are also included about interconnection procedure, terms and 

conditions of interconnection agreement, procedure about failure in interconnection agreement, 

interconnection charges, and dispute resolution mechanism. This also includes the rules about 

quality of services, exchange of information between two operators and tariff etc. (ibid.). 

� Access Promotion Contribution Rules 2004: 

These rules provide the guidance for contribution made by LDI and LL operators or Universal 

Service Fund (USF) in providing the services to people living in un-served or under-served rural 

or remote areas etc (ibid.). 

� Card Payphone service Regulations 2004: 

These regulations are framed to control the payphone operator’s matters such as terms and 

conditions of license, its issuance, renewal, modification and termination, monitoring procedure, 

accounting and auditing, guidelines about PTA inspections, define the Payphone operators 

responsibilities, matters regarding complaints, code of commercial practices , relationship with 

customers and other operators etc  (ibid.). 

� Interconnection Dispute Resolution Regulations 2004: 

These regulations provide a comprehensive mechanism to resolve the dispute and conflicts 

between operators (ibid.). 

� Other regulations and Guidelines: 

� Fixed Line Tariff Regulations 2004 

� Vehicles Tracking Services Regulation 2004 

� Burglar Alarm Services Regulations 2004 

� Amateur Radio Services Regulations 2004 

� Audio-text Service Regulations 2004 

� Non-voice Communication Network Service Regulations 2004 

� Registration of Satellite Service Provider Regulations 2004 

� Trunk Radio Services Regulations 2004 

� Interconnection Guidelines 2004 

� Access Promotion Regulation 2005 

� Number Allocation and Administration Regulation 2005 

�  Mobile Number Portability Regulations 2005 
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� Consumer Protection Regulations 2009: 

These regulations are framed to provide the mechanism to handle consumer complaints lodging 

about service disruption, suspension, termination, number activation or deactivation without user 

consent, fair commercial practices or that the advertisement should not be misleading in terms of 

tariffs, clear and complete specification of tariff information etc (PTA 2009c).  

� Anti-SPAM Regulations 2009: 

This regulation deals to control the obnoxious and unsolicited calls. It also warns on obnoxious 

communications and blocks the number on verification and black lists the users who are involved 

in obnoxious activities (PTA 2009c).  

  

Promoting Competition in the telecom sector: 

PTA as a regulatory body is responsible to maintain competitive environment in the sector and 

makes supportive rules and regulations to promote this environment. Since the time of 

deregulation, PTA has been taking serious efforts to ensure the competition in the sector. PTA 

always engages in providing best competitive environment in the sector.  For this purpose, some 

important steps were taken by PTA and it made some supportive rules & regulations and directed 

some guidelines to keep the transparency in the operations of companies (PTA 2009c, p.23):  

� PTCL and ISPs sign revenue sharing agreement (ibid.). 

� Directive for advertisement of government taxes and services charges (ibid.). 

� PTA directs the mobile operators to announce helpline charges through IVR (ibid.). 

� Analysis of LDI operator’s bank accounts (ibid.). 

� Revision of access promotion charges (ibid.). 

� Review of interconnection guidelines 2004 (ibid.). 

� Review of PTCL’s RIO for mobile operators (ibid.). 

� Review of PTCL co-location charges (ibid.). 

� Mobile number portability (ibid.). 

� Development of online web based applications for numbering and type approval 

(ibid.). 

� Type approval for telecom equipments (ibid.). 

� Framework for local number portability (ibid.). 

� Surveys conducted by authority (ibid.). 
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Good Governance in Pakistan Telecom Sector: 

As UNCTAD suggested, the countries which want to promote FDI and to attract more foreign 

/local investors need to adopt the good governance approach which consists of four elements: 

predictability, accountability, transparency and participation. During my research to find the 

answer of this question, I found that PTA with the collaboration of Government of Pakistan is 

acting upon this suggestion of UNCTAD and regulating the sector under this mechanism: 

� Predictability: 

The rules and regulations of telecom sector of Pakistan are predictable and clear in providing the 

guidance to investors to make their investments.  PTA developed a comprehensive legislative 

framework to regulate the sector. This framework facilitates both consumers and operators with 

the provision of clear information regarding certain matters.  Theses rules, regulations, act and 

policies about Pakistan Telecom sector are discussed in detail in previous sections. 

� Accountability: 

For the promotion of this element of Good Governance, accountability courts are established 

under the “National Accountability Bureau Ordinance 1999”, Currently 21 accountability courts 

are working at all provincial headquarters of Pakistan. The purpose of these courts are; speedy 

disposal of cases regarding corruption and corrupt practices, abuse of power, misappropriation of 

property, kick backs and commission and formatter etc.  These courts are playing crucial role in 

the protection of local and foreign investment.  Ministry of Law and Justice is promoting good 

governance culture in the country to make the accountable in all institutions and officials which 

are convicted in corruption. These courts also deal with the cases regarding recovery of the 

outstanding amounts of financial institutions, Government and other agencies (Ministry of Law 

& Justice n.d). PTA is not only working to protect the investors but also has developed rules and 

regulations to protect consumers. To resolve the conflicts between operators, PTA framed 

regulations e.g; “Interconnection Dispute Resolution Regulations 2004” and to protect the 

consumers; “Consumer Protection Regulations, 2009” 

� Transparency: 

PTA is following transparency in its rules & regulations and policies about telecom sector. PTA 

believes to provide transparent and clear information to the investors to achieve the objective of 

good governance. The text of all rules, regulations and polices about Pakistan telecom sector are 

translated into world recognized language “English” to make this sector more attractable for 

investment. These rules and regulations are published by the PTA on its official website 

(www.pta.gov.pk ) under legislation category, which also make sure one click availability of 

these rules and regulations to investors. 
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� Participation: 

PTA is responsible to design a comprehensive legislative framework to regulate the sector. To 

ensure the effectiveness of this legislative framework, PTA invites all policy makers, 

stakeholders, operators, Government officials and enforcement agencies before the formulation 

of any rule and regulations or policies. For this purpose, PTA organizes open debates or dialogue 

sessions regularly to discuss the prospective issues for the betterment and growth of the sector. A 

recent example of such sessions is related here. PTA organized an open dialogue session on 6th 

November 2008 in Islamabad to discuss the issues related to broadband proliferation in the 

country, and session participants were high-level representatives from PTA, Ministry of 

Information Technology, Universal Service Fund, ICT R & D, Pakistan Software Export Board, 

Broadband service providers, Cellular Mobile operators, Vendors, Consultants and Academia.  

PTA is always ready to promote participation element of good governance and regularly arranges 

open debate sessions related to telecom issues to give effective and efficient legislative 

framework (PTA 2009c, p.19).  

 

Concluding Remarks: 

By analyzing the Rules and Regulation of Pakistan telecom Sector, it can be concluded that 

Pakistan telecom sector has supportive rules and regulations to promote the sector and PTA 

(governing body) is playing an integral role in development of comprehensive legislative 

framework and also promoting good governance elements in the sector for the promotion of 

inflow of FDI. It is also concluded with the analysis of legislative framework of telecom sector, 

particularly deregulation policy 2003, that supportive and liberalized rules and regulations are the 

influencing factors and have positive impact for the inflow of FDI in this sector. 
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4.4.3 Research Question # 3; Are Economic growth and Economic fluctuation 

considered as influencing factors for the inflow of FDI in Pakistan Telecom Sector? 

 

Economic situation of Pakistan: 

The economic growth of the host country is also considered as a focal influencing factor to attract 

the foreign investors. According to State Bank of Pakistan (www.sbp.org.pk), there are some 

adverse effects on economic growth of Pakistan due to significant and unanticipated rise in food 

and energy commodity prices, and disruptions in the international market, and domestic shocks. 

Policy decisions also play a major role in the decline of economic growth of the country 

particularly the FY08 and initial months of FY09 (SBP n.d.). 

 

According to (Ministry of Finance 2008-09a), the Major contribution in disruption of Pakistan 

macroeconomics is due to war on terror and global financial crisis which resultantly declines 

Pakistan’s export and significant slows down the foreign direct investment inflow. Pakistan being 

frontline partner of USA against war on terror after 9/11, has to bear the unfolded fallout of 

events.  

 

At the outset of the war, trading activities in Pakistan were disrupted with increase in cost of 

international trade; thereby, higher rate of insurance cover, economic growth slowed down and 

inflow of foreign investments and privatization were affected. All these led to the deterioration in 

macroeconomic of Pakistan (Ibid.). 

 

According to the (Ministry of Finance 2008-09b), the economy of Pakistan had unexpected set of 

challenges during 2008-09. In the outgoing fiscal year, Pakistan had four separate and severe 

shocks. The first negative shock to economy came from severe macroeconomic crises that caused 

policy-induced imbalances in past several years. This was led by second shock involving a major 

deterioration in Pakistan’s net external trade. This was the result of the spike in world commodity 

prices that had occurred during year 2007 and 2008.  

 

The economy had significant and severe shock due to lack of supply especially in the provision 

of energy. The third shock on Pakistan’s economy was due to adverse effect of the turmoil in 

global financial market. These factors resultantly shrinked the external demand of its export and 

declined the inflow of external capital to finance its fiscal and current account deficits (Ibid.). 
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According to economic survey 2009-10, this “war on terror” and energy crisis in country led to 

the negative effects on economy and following are the areas where these effects on economy 

have greatly impacted: 

 

� Decline in GDP growth (Ibid.). 

� Reduction in investment (Ibid.). 

� Lost exports (Ibid.). 

� Destroyed the physical infrastructure (Ibid.). 

� Loss of employment and income (Ibid.). 

� Diversion of Budgetary sources, to military and security related spending (Ibid.). 

� Cutback in public sector development spending (Ibid.). 

� Capital, Human Capital Flight (Ibid.). 

� Reduction Capital and wealth stock (Ibid.). 

� Exchange rate depreciation and inflation (Ibid.). 

 

 Economic growth (GDP) in Pakistan: 

The Sector wise GDP in amount and in percentage is given in the Tables 1 and Table 2 

(APPENDIX D) respectively. These tables highlight the growth of the majors sectors of the 

Pakistan. 
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Figure 4.13 Real GDP Growths (%) 
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The GDP (Gross Domestic Product) growth has declined since FY05 to FY09 as expressed in 

above figure 4.13, due to uncertain security environment, higher inflation rate, bewildering in 

stock markets, disruption in domestic product by the energy shortages, disappointing harvest of 

some key cash crops, and policy uncertainty during the transition of the government.  

 

The GDP in 2008-09 only grew 2% as compared to previous year which was 4.1 %. This is more 

than 50% decline, whereas target this year was set to 4.5%. In a 2% of GDP, commodity 

producing sector shares 0.08% and service sector shares 1.92 % (Ministry of Finance 2008-09a, 

p. v) 

 

At the beginning of this year (2008-09), Pakistan’s economy was facing the four major 

challenges which are considered as threats to Pakistan‘s recovery and socio economic growth 

such as regaining macroeconomic stability, poverty reduction, fiscal retrenchment and weakness 

in the external account (Ibid., p. ii) 

The overall objective of the government is to stabilize the macroeconomic condition and achieve 

the GDP growth rate 6.0% at 2012-13 (Ibid.) 

 

 Fluctuation in economic growth of Pakistan: 

It has been discussed in the literature review chapter that fluctuation in economic growth occurs 

due to several risks i.e. input risks, production process risk, Financial risks, Macroeconomic 

policy risks, global and external risks and finally political risk. All these risks have greater 

impact on economic growth of the country. Pakistan is a developing country and so the 

significance of these risks is greater in Pakistan as compared to developed countries. These risks 

increase the probability of economic fluctuation. As is illustrated in figure 4.14, the fluctuation in 

economic growth started after the year 2004-05 when economic growth was declined by 35.55% 

whereas it was positive in previous year. In the year 2006-07, it slightly rose up and increased to 

17.24%. But in the year 2007-08, it again fell down to 39.70% due to a greater significance of 

political risk. This declining trend of economic growth continued in the year 2008-09 and further 

decreased by 51.21% and reached at 2%.  
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GDP(%)- Real Growth Rate and GDP fluctuation
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  Figure 4.14:  Economic Growth (GDP) and Fluctuation in Economic Growth 

 

The fluctuation in economic growth in the last couple of years was only due to the carried on 

terrorism activities, great political disturbance, acute power shortages and high inflationary 

pressure and disturbance in external accounts, bewildering stock market, perceptible contraction 

in large scale manufacturing and slow down in service sector. The economic growth of Pakistan 

is still under pressure and facing severe economic challenges.  

 

Impact of Economic Fluctuation on Telecom FDI: 

The economic fluctuation has a reverse impact on Telecom FDI in the long run. Here an analysis 

from the year 2001- 2009 is presented to view the economic growth and economic fluctuation as 

the influencing factors for the inflow of FDI in telecom sector.  

� Year 2001-02: 

The economic growth (GDP) of Pakistan was 3.1% in 2001-02 and the amount of telecom FDI 

was 6.1 USD billion and Total amount of FDI was 484.0 USD million. This indicated the start 

for economy to boost and started to grow gradually. 

� Year 2002-03: 

In this year, economic growth was increased by 51% and reached at 4.7% as compared to 

previous year. This enlargement in economic growth positively impacted on FDI. FDI increased 

65% in this year and was recorded at 798 USD million while it was 484 USD in 2001-02. 

Telecom FDI also increased with a great pace and reached at 13.5 USD million from 6.1 million 

USD in the last year. It resulted in an addition of 121.3% in Telecom FDI. This 51% 
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improvement in economic growth encouraged the investors to avail the beneficial investment 

opportunities in the growing economy of Pakistan and especially focused on Telecom sector. 

� Year 2003-04: 

In this year, economic growth (GDP) with the expansion of 59.57% reached at 7.5% whereas in 

the last year it was 4.7%. Due to this economic growth, a huge expansion was seen in the amount 

of Telecom FDI. In this year, Telecom FDI growth was 1434.07% and telecom FDI jumped from 

13.5 USD million to 207 USD million and due to this addition, Total FDI reached at 949.9%. 

� Year 2004-05: 

In this year, economic growth boosted up to 20% and reached at 9% as compared to the previous 

year. This increment in economic growth had a positive effect on the investment in the country. 

FDI increased in telecom sector by 138.73% and reached at 494.4 USD million whereas it was 

207 USD million in 2003-04. 

� Year 2005-06: 

In this year, economic growth was contracted and fell down by 35.5% as compared to the growth 

of previous year and stood at 5.8%. This decline in economic growth was due to intensification in 

war on terror and uncertain security environment and political disturbance but the trend of FDI in 

telecom sector and total FDI was recorded positive in this year. The Telecom FDI was increased 

by 285.34% and reached at 1905.1 USD million and had 54.11% contribution in Total FDI which 

was the highest amount of FDI brought in sector. This fluctuation in economic growth did not 

disturb the investment in short term because FDI in telecom sector is based on long term 

prospective.  The investors always make rationale decisions regarding their investment and 

expect the benefits in long term. 

� Year 2006-07: 

In this year, the economy of Pakistan was again boosted up and an upward trend was recorded 

with 17.24% increment and with this upward trend it reached at 6.8%. This expansion shed the 

positive impact on Total FDI amount and it reached at 5140.0 USD million from 3521.0 USD 

million in 2005-06. However Telecom FDI declined 4.24% and reached at 1824.3 USD million 

from 1905.1 USD million in last year. 

� Year 2007-08: 

In this year, the economic growth of Pakistan was severally disturbed and contracted by 39.70%. 

In this year, economic growth was recorded at 4.1%. The massive contraction in economy was 

because of acute political disruption, uncertain security environment due to intensification in 

suicide bomb blasting and energy outrages. In the last three years, significant fluctuation in 

economic growth has been seen as 20% upward in 2004-05, 35.5% downward in 2005-06, 
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17.24% upward in 2006-07 and again 39.70 downward trends in this year. The result of this 

fluctuation in economic growth appeared in this year and therefore, FDI in Telecom sector fell 

down. In this year, Telecom FDI declined further by 21.14% and reached at 1438.60%. However 

the amount of Total FDI increased with an additional 5% and reached at 5410.0 USD million 

from 5140.0 USD million. 

� Year 2008-09: 

In this year, economic growth was further contracted by 51.21 % and stood at 2% which was the 

same point where it was in 2000-01 from where the economy of Pakistan started to grow. This 

indicates that the economy of Pakistan went back by ten years. The amount of Telecom FDI 

reached at 815 USD million with a 43.35% contraction. In this year, the Total FDI also decreased 

by 31.24% and reached at 3719.80 USD million. 
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Figure 4.15:  Relationship b/w Telecom FDI growth and Fluctuation in Economic Growth 

 

From the above analysis, it can be concluded that economic growth and economic fluctuation are 

considered as the influencing factors for the inflow of FDI. As is illustrated in figure 4.15 there is 

a direct relationship between economic growth and FDI growth. It is seen that when economic 

growth was positive and had an upward trend, a positive growth had been seen in the inflow of 

FDI in telecom sector. Contrary to this, when economic growth was negative and had downward 

trend, then the FDI growth was also negative and had downward trend. A great fluctuation in 

economic growth was seen particularly in the year 2008-09 where economic growth was 
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decreased by 51.21% and stood at 2% that led to the sharp decline in inflow of FDI in Pakistan. 

According to International Institute of Finance (IIF), the total FDI in Pakistan for the period July 

to April 2009-10 was 1.8 USD billion as compared to 3.7 USD billion for the same period in 

FY09. This represents a 34 % decline. A large part of FDI decline in Telecom sector for the 

period i.e. 634 USD million.  After assessing the relationship between Telecom FDI and 

fluctuation in economic growth, I measure whether there is a positive relationship between 

inflow of FDI in telecom sector and Fluctuation in Economic growth (GDP). 

 

Pearson Correlation: 

Here I am going to find out any correlation that might exist between the Telecom FDI and 

Fluctuation in Economic Growth (GDP): 

 

Years 
Telecom 

FDI 

Change in 

FDI (%)  

X 

GDP 

Fluctuation 

in GDP (%) 

Y 

X * Y X *X =X2 Y*Y=Y2 

2001-02
6.1 - 3.1 

- - 
- - 

2002-03
13.5 121.3115 4.7 51.6129 6261.237441 14716.47407 2663.89178 

2003-04
207.1 1434.074 7.5 59.57447 85434.20016 2056568.45 3549.11725 

2004-05
494.4 138.7253 9 20 2774.50507 19244.69596 400 

2005-06
1905.1 285.3358 5.8 -35.5556 -10145.27149 81416.49623 1264.19753 

2006-07
1824.3 -4.24125 6.8 17.24138 -73.12495136 17.98817763 297.265161 

2007-08
1438.6 -21.1424 4.1 -39.7059 839.4758989 446.9992161 1576.55709

2008-09
815 -43.3477 2 -51.2195 2220.248005 1879.023022 2623.43843

N= 7
ΣX = 

1910.715   
ΣY = 

21.9478
ΣXY =  

87311.27014 
ΣX2 =  
2174290.127 

Σ Y2 =  
12374.4672

Table 4.8 Telecom FDI (USD million) and Fluctuation in GDP (%)  

Source: Author’s Calculations 

 

Substitute in the above formula given with values calculated in Table 4.8: 

 r  = NΣXY- (ΣX)( ΣY) / Sqrt([ NΣ X2 -   (ΣX) 2 ] [ NΣ Y2 -   (ΣY) 2 ]) 

 = (7(87311.27014) - (1910.715) (21.9478)) / Sqrt ([7(2174290.127)  
– (1910.715)2 ][ 7(12374.4672) – (21.9478)2 ] 
 

 = (611178.891 - 41935.9974) / Sqrt ([15220030.89 – 3650832.809]*[ 
 86621.27069-481.7059476]) 
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 = 569242.8936 / Sqrt [11569198.07683][ 86139.56474] 
 = 569242.8936 / Sqrt 996565686750.20900 
 = 569242.8936 / 998281.3665 
 = 0.5702229 
 

Research findings on analysis of fluctuation in Economic growth: 

This correlation r = 0.5702229 indicates that there is weak positive association between FDI in 

Telecom Sector of Pakistan and Fluctuation in economic growth of Pakistan during the period 

2001-2008. This is evidently true that there is a positive and direct relationship between these 

two variables as discussed in the previous section with the help of Horizontal Analysis. As is 

illustrated in figure 4.15, the higher the fluctuation in economic growth, consequently the greater 

the disturbance in inflow of Telecom FDI. It is seen that when there is a positive growth and 

upward trend (figure 4.15) of the economic growth then there is a positive inflow of Telecom 

FDI which also has an upward trend. Contrary to this, when there is a lower fluctuation in 

economic growth, then there is also a lower impact on inflow of FDI. The analysis and 

correlation measurement of this factor (economic fluctuation) interpret that fluctuation in 

economic growth is also an influencing factor for the inflow of FDI in Pakistan telecom sector. 
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CHAPTER 5: CONCLUSION 

In this chapter conclusion is drawn on the basis of literature review and analysis of empirical data 

relevant to Pakistan telecom sector. 

 

5.1 Conclusion: 

In this research study, an attempt is made to investigate the factors influencing FDI in Pakistan 

telecom sector and why these factors were considered important for the inflow of FDI. These 

factors are:  

 

� Political instability: With the help of literature review and analysis of empirical data of 

Pakistan telecom sector it can be concluded that; Political instability (political risk) is a very 

crucial and top most influencing factor for the inflow of FDI in Pakistan. Through the 

measurement of Pearson correlation method it is also found that there is a negative 

association between political instability in Pakistan and inflow of FDI. This indicated that 

high political risk of Pakistan led to small inflow in the amount of FDI in telecom sector 

during the period 2001-2008. These findings are in-align with Schneider and Frey (1985) 

conclusion that there is a negative direct association between political risk and inflow of FDI. 

Kaufmann et al. (2002) also found out that political instability has a direct negative impact on 

the inflow of investment. During the investigation of this factor, it is also found that political 

instability in Pakistan has adverse effects on macroeconomic conditions of the country that 

led to slow economic growth, rise in inflation and depreciation in exchange rate. Under these 

circumstances, the economy of Pakistan telecom sector also affected and recorded slow 

growth in terms of subscription, revenue, teledensity and inflow of FDI. 

 

� Rules and regulations to govern the sector: Rules and regulations are also very important to 

gain the attention of investors. PTA is the main regulatory body in Pakistan which is 

governing the Pakistan telecom sector and playing integral role in growth of telecom sector. 

PTA developed a comprehensive legislative framework to handle the matters of sector and 

adopted de-regulation policies in both fixed line and mobile cellular segments. With the 

adaptation of these policies, PTA opened the sector for investors and created a fair 

competitive environment among the operators. PTA is also trying to promote good 

governance culture in the sector under the UNCTAD suggested guidelines for the promotion 

of FDI in the sector. 
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� Economic Growth and Fluctuation in economic growth: On the basis of literature review and 

empirical analysis it can be concluded that economic growth and fluctuation in economic 

growth of the country are considered as influencing factors for FDI. During the investigation 

on these factors, it is found that there is a positive correlation between inflow of FDI and 

economic growth and fluctuation in economic growth which means that the amount of inflow 

of FDI depends upon the economic growth of the host country. These findings are inline with 

the empirical studies of Lipsey (2000) and Li and Liu (2005). They concluded that economic 

growth and inflow of FDI have positive relationship and these variables are complementary 

for each other. The economy of Pakistan is disturbed since the last couple of years due to 

political instability, war on terror, internal-security problems, severe energy and food crises. 

Due to these problems, Pakistan is facing great fluctuation in economic growth which led to 

the decline in FDI in all sectors; especially the telecom sector is affected badly where 

reduction in FDI is greater as compared to other sectors (i.e. net FDI decline in telecom sector 

is 634 USD million for period July-April 2009-10).  

 

Despite the political instability and slow growth in economy of Pakistan, telecom sector is still 

able to retain the attention of investors due to fair rules and regulations of PTA and continue to 

grow positively in terms of subscription, revenue and teledensity. Investors are showing great 

interest and continue to make their investments in the expansion of infrastructure. PTA is playing 

a vigilant role to its duties to safeguard the consumers as well as investors in the sector. 

 

In the light of empirical evidence in the previous chapters and the conclusions from above, 

Pakistan needs improvement in the following areas to enhance and restore the confidence of 

investors for greater inflow of FDI in all sectors: 

� Stabilize the political situation. 

� Betterment in rules and regulations in all sectors. 

� Improvement in law and order situation 

� Strengthen the macro economic fundamental to minimize the fluctuation in economic 

growth 
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APPENDIX A 

 

Table 1. List of Cellular Mobile Operators: 

License Region 
S/N Organization 

Pakistan AJK/NA 
Brand Name 

1 M/s Pakistan Mobile Company 

Ltd. 
Yes Yes Mobilink 

2 M/s Pakcom Limited Yes No Instaphone 

3 M/s CMPak Limited Yes Yes Zong 

4 M/s Telenor Pakistan Limited Yes Yes Telenor 

5 M/s Warid Telecom Limited Yes Yes Warid 

6 M/s Pakistan Telecom Mobile 

Limited 
Yes Yes Ufone 

7 M/s Special Communication 

Organization 
No Yes SCO 

Sources: Pakistan Telecommunication Authority 2008, www.pta.gov.pk 
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Table 2. List of LDI Operators: 

S/N  Company Name  

1  World Call Telecom Ltd  

2  Redtone Telecommunications Pakistan (Pvt.) Ltd  

3  Link Direct International (Pvt.) Ltd  

4  Callmate Telips Telecom (Pvt.) Ltd.  

5  TeleCard Ltd.  

6  DV Com Ltd  

7  Wise Communication Systems (Pvt.) Ltd  

8  Dancom Pakistan (Pvt.) Ltd 

9  Wi-Tribe Pakistan Ltd  

10  Wateen Telecom (Pvt) Ltd  

11  Telenor LDI Communications (Pvt.) Ltd  

12  Circle Net Communications Pakistan (Pvt.) Ltd.  

13  Multinet Pakistan (Pvt) Ltd  

14  4B Gentel International (Pvt) Ltd  

Sources: Pakistan Telecommunication Authority 2008, www.pta.gov.pk 
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Table 3. List of LL Operators: 

S/N Company Name S/N Company Name 

1  Dancom Pakistan (Pvt.) Ltd.  19  Union Communications (Pvt.) Ltd.  

2  Blue Tel (Pvt.) Ltd.  20  Unified Technologies (Pvt.) Ltd.  

3  
World Online Previously (Cyber-Soft 

Technologies (Pvt.) Ltd).  
21  Velocity (Pvt.) Ltd.  

4  
Wise Communication Systems (Pvt.) 

Ltd.  
22  WorldCall Broadband Ltd.  

5  NetSol Connect (Pvt.) Ltd.  23  WorldCall Multimedia Ltd.  

6  
Air Track Telecommunication (Pvt.) 

Ltd.  
24  Z-Communication (Pvt.) Ltd. (CCZ)

7  Call 2 Phone (Pvt.) Ltd.  25  Eagle.Com (Pvt.) Ltd.  

8  WEB Concepts (Pvt.) Ltd.  26  Naya Tel (Pvt.) Ltd.  

9  Zari Telecommunications (Pvt.) Ltd.  27  City Links Communications Ltd.  

10  Vision Telecom (Pvt.) Ltd.  28  Cyber House (Pvt.) Ltd.  

11  Metrotel (Pvt.) Ltd.  29  Poleax Telecom (Pvt.) Ltd.  

12  Albadar Etisalat (Pvt.) Ltd.  30  Multinet Pakistan (Pvt.) Ltd.  

13  Brain Ltd.  31  Whistler Telecom (Pvt.) Ltd.  

14  Hazara Communications (Pvt.) Ltd.  32  Global Touch (Pvt.) Ltd.  

15  ION (Pvt.) Ltd.  33  Frontier Telecom (Pvt.) Ltd.  

16  
Noman & Tanveer Telecommunications 

(Pvt.) Ltd.  
34  Satcomm (Pvt.) Ltd.  

17  Sohail & Inam (Pvt.) Ltd.  35  
IBEX Telecommunication (Pvt.) 

Ltd.  

18  Telenex (Pvt.) Ltd.  36  
Habib Rafique International (Pvt) 

Ltd.  

Sources: Pakistan Telecommunication Authority 2008, www.pta.gov.pk 
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Table 4. List of WLL Operators: 

S/N Company Name 

1 Pakistan Telecommunication Company Limited  

2 Telecard Limited.  

3 Burraq Telecom Limited  

4 DV Com Data (Pvt.) Limited  

5 WorldCall Telecom Ltd.  

6 Wateen Telecom (Pvt.) Limited  

7 Great Bear Int'l (Pvt.) Limited  

8 Cyber Internet Services (Pvt.) Ltd  

9 Link Direct International (Pvt.) Ltd.  

10 Super Dialogue (Pvt.) Ltd.  

11 MyTel (Pvt.) Ltd.  

12 Metrotel (Pvt.) Ltd.  

13 Ertibatat (Pvt.) Ltd.  

14 Defence Housing Authority  

15 Sachal Satellite Communication (Pvt.) Ltd.  

16 Sachal Softec (Pvt.) Ltd.  

Sources: Pakistan Telecommunication Authority 2008, www.pta.gov.pk  
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APPENDIX B 

 

Table .1 Cellular Subscribers 

Annual CELLULAR SUBSCRIBERS 

 Years Mobilink Ufone Zong Instaphone Telenor Warid Total 
Growth 

Rate % 

2000 114,272   80,221 112,000     306,493 15.39 

2001 309,272 116,711 96,623 220,000     742,606 142.29 

2002 800,000 350,000 218,536 330,000     1,698,536 128.73 

2003 1,115,000 550,000 319,400 420,000     2,404,400 41.56 

2004 3,215,989 801,160 470,021 535,738     5,022,908 108.90 

2005 7,469,085 2,579,103 924,486 454,147 835,727 508,655 12,771,203 154.26 

2006 17,205,555 7,487,005 1,040,503 336,696 3,573,660 4,863,138 34,506,557 170.2 

2007 26,466,451 14,014,044 1,024,563 333,081 10,701,332 10,620,386 63,159,857 80.70 

2008 32,032,363 18,100,440 3,950,758 351,135 18,125,189 15,489,858 88,019,812 39.4 

2009 29,136,839 20,004,707 6,386,571 34,048 20,893,129 17,886,736 94,342,030 1.30 

SCO Cellular Subscribers March - 2009 are 285,072 

Note: Including AJK & NAs 

Sources: Pakistan Telecommunication Authority, www.pta.gov.pk 
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Table .2 Fixed Local Line Subscribers: 

Sources: Pakistan Telecommunication Authority, www.pta.gov.pk 

 

Table .3 Wireless Local Loop Subscribers: 

Sources: Pakistan Telecommunication Authority, www.pta.gov.pk 

 

Annual Fixed Local Line Subscribers 

 Years PTCL NTC Brain 
Limited  

World 
Call  

Union 
Communication 

Naya Tel Total 

2003-04 4,428,900 73,330    - 
  

4,501,171

2004-05 5,190,899 81,027 1,520 4,100 - 
  

5,277,531

2005-06 5,128,442 92,163 5,880 13,327 200 
  

5,240,012

2006-07 4,676,204 99,665 6,089 10,748 2,500 11,000 4,806,206

2007-08 4,273,548 103,991 7,376 11,502 3,500 16,500 4,416,417

2008-09 3,375,103 104,538 12,234 18,850 3,700 18,850 3,533,275

Annual Wireless Local Loop Subscribers 

Year PTCL TeleCard WorldCall Great 
Bear 

NTC Wateen Mytel Link 
Direct 

Total Growth 
% 

2004-
05 

163,681 98,469 2,678 200         264,828   

2005-
06 

661,532 229,292 115,637 21,407         1,025,328 
    287   

2006-
07 

1,128,272 396,873 273,616 51,311         1,702,098 
    62 

2007-
08 

1,188,416 512,846 487,387 51,280   20,289 140   2,239,613 
    32 

2008-
09 

1,305,675 620,921 549,362 45,224 10,275 72,176 125 19,349 
2,616,268     17 
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APPENDIX C 

Table 1. Comparison of Telecom FDI with major sectors FDI in Pakistan 

Sectors 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 

Oil & Gas 268.2 186.8 202.4 193.8 312.7 545.1 634.8 775 

% contribution 55% 23% 21% 13% 9% 11% 12% 21% 

Financial Business 3.6 207.4 242.1 269.4 329.2 930.3 1864.9 707.4 

% contribution 1% 26% 26% 18% 9% 18% 34% 19% 

Textiles 18.5 26.1 35.4 39.3 47 59.4 30.1 36.9 

% contribution 4% 3% 4% 3% 1% 1% 1% 1% 

Trades 34.2 39.1 35.6 52.1 118 172.1 175.9 166.6 

% contribution 7% 5% 4% 3% 3% 3% 3% 4% 

Construction 12.8 17.6 32 42.7 89.5 157.1 89 93.4 

% contribution 3% 2% 3% 3% 3% 3% 2% 3% 

Power 36.4 32.8 -14.2 73.4 320.6 193.4 70.3 130.6 

% contribution 8% 4% -1% 5% 9% 4% 1% 4% 

Chemical 10.6 86.1 15.3 51 62.9 46.1 79.3 74.3 

% contribution 2% 11% 2% 3% 2% 1% 1% 2% 

Transport 21.4 87.4 8.8 10.6 18.4 30.2 74.2 93.1 

% contribution 4% 11% 1% 1% 1% 1% 1% 3% 

IT & Telecom 12.8 24.3 221.9 517.6 1937.7 1898.7 1626.8 879.1 

% contribution 3% 3% 23% 34% 55% 37% 30% 24% 

Others 66.2 90.4 170.1 274 285 1107.2 764.5 763.4 

% contribution 14% 11% 18% 18% 8% 22% 14% 21% 

Total FDI in 

Pakistan 484.7 798 949.4 1523.9 3510 5139.6 5409.8 3719.8 

Sources: Board of Investment of Pakistan, www.pakboi.gov.pk 
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Table 2. Major Sources of FDI in Pakistan Telecom Sectors: 

US$ Million 

Sectors FY05 FY06 FY07 FY08 FY09 
Grand 

Total 

U.A.E 311.96 1360.06 358.77 366.19 -54.27 2342.70 

U.S.A 82.44 58.81 208.92 446.17 157.43 953.8 

Norway 30.61 245.27 24.68 270 99.25 669.8 

China 0.02 0.04 706.17 0.06 -106.78 599.5 

UK 1.73 100.92 255.27 15.37 -9.63 363.7 

Mauritius 0 59.4 59.4 49.24 140.39 308.4 

Hong Kong 10.02 2.05 8 180 103.89 304 

Malta 0 0 0 60 187 247 

Singapore 0 0.06 0.23 0 210.6 210.9 

Netherlands 10.88 31.28 42.28 25.37 -26.43 83.4 

Germany 0.11 2.8 48.97 4.87 0.32 57.1 

Luxemburg 15.5 14.57 10.07 -.43 -0.26 39.5 

Sweden 0.03 6.08 0 2.36 22.43 30.9 

Malaysia 18.11 12.55 3.11 -1.82 -1.69 30.2 

Egypt 0.13 3.86 0 7.83 14.29 26.1 

Saudi Arabia 0.09 0.35 15.5 0.09 0.04 16.1 

Ireland 0 0 0 1.58 3.75 5.3 

Bermuda 4.49 0 0.8 0 0 5.3 

Others 8.33 6.96 82.09 13.24 74.51 185.1 

Total 494.4 1905.10 1824.30 1440.10 814.9 6.478.70 

Sources: State Bank of Pakistan, 2009 
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APPENDIX D 

Table 1. Real Gross Domestic Product (Sector wise data) 

 

Source: State Bank of Pakistan http://www.sbp.org.pk/Ecodata/GDP_table.pdf 

 
Table 2. Real Gross Domestic Product (Growth %)   

 

Source: Federal Bureau of Statistics Pakistan 

http://www.statpak.gov.pk/depts/fbs/statistics/national_accounts/table12.pdf 
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APPENDIX E 

Table 1. Political Risk components: 

POLITICAL RISK COMPONENTS 
Sequence Component Points  

(max.) 

A Government Stability 12 

B Socioeconomic Conditions 12 

C Investment Profile 12 

D Internal Conflict 12 

E External Conflict 12 

F Corruption 6 

G Military in Politics 6 

H Religious Tensions 6 

I Law and Order 6 

J Ethnic Tensions 6 

K Democratic Accountability 6 

L Bureaucracy Quality 4 

Total  100 

 

Source: PRS n.d.  

 

Government Stability: 

This component makes the assessment both of the government’s ability to complete its announced 

programs and its ability to stay in the office. The Government stability is computed by the sum of 

points of the following three subcomponents; Government Unity, Legislative Strength and Popular 

Support. Each component has maximum 4 points score and minimum 0 point score.  The 4 point 

score means Very low risk and 0 point score means Very High risk (ibid.). 

 

Socioeconomic Conditions: 

This is the assessment about the socioeconomic pressure at work in society that could restrict the 

government action or lead social dissatisfaction. The Socioeconomic conditions are computed as the 

sum of points of the following three subcomponents; Unemployment, Consumer confidence and 

Poverty. Each component has maximum 4 points score and minimum 0 point score.  The 4 point 

score means Very low risk and 0 point score means Very High risk (ibid.). 

 

Investment Profile: 

This is the assessment of factors influencing the inflow of investment in the country that are not 

covered in political risk category. The Investment profile is computed as the sum of points of the 
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following three subcomponents; Contract viability/Expropriation, Profit Repatriation and Payment 

Delays. Each component has maximum 4 points score and minimum 0 point score.  The 4 point 

score means Very low risk and 0 point score means Very High risk (ibid.). 

 

Internal Conflict: 

This is the assessment of political violence in the country and its consequences on governance. The 

internal conflict is computed as the sum of points of the following three subcomponents; Cival 

War/Coup threat, Terrorism/political violence and civil disorder. Each component has maximum 4 

points score and minimum 0 point score.  The 4 point score means Very low risk and 0 point score 

means Very High risk (ibid.). 

 

External Conflict: 

This is the assessment of risk that could be faced by the incumbent government from foreign actions 

ranging from non-violent external pressure to violent external pressure. The External conflict is 

computed as the sum of points of the following three subcomponents; War, Cross Border conflict 

and Foreign Pressure. Each component has maximum 4 points score and minimum 0 point score.  

The 4 point score means Very low risk and 0 point score means Very High risk (ibid.). 

 

Corruption: 

This is the assessment of corruption in political system of the country. The form of corruption to take 

into account for assessments are; demand for special payment and bribes for the issuance of import 

and export licenses, exchange control, tax assessments , police protection or loans. These corruptions 

make the business difficult in specific country for foreign and local investors. This is also considered 

as a greatest risk for political system (ibid.). 

 

Military in Politics: 

This is the assessment of risk of military involvement in politics that might  influence the policies of 

elected government in the favor of military. A military takeover or participation in politics of the 

country is considered as a high level of political risk (ibid.). 

 

Religious Tension: 

This is the assessment of risk in political system when a single religious group tends to dominate the 

society or governance for the replacement of civil law by religious law to make its own identity 
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separate from the country as a whole. This religious tension is also considered a high level of 

political risk (ibid.). 

 

Law and order: 

This component is an assessment of strength of legal system and its implementation. The rating 

ranges from 0-3 points to asses this component. The country can have a high rating of 3 if it has an 

effective judicial system but a low rating of 1 if it faces a very high crime rate and law is routinely 

ignored without effective sanction (ibid.). 

 

Ethnic Tension: 

This is the assessment of degree of tension within country on the basis of racial, nationality or 

language division. The country gets a lower rating where there is a high degree of racial and 

nationality tension and a country gets a higher rating where there is a lower degree of such kind of 

tension (ibid.). 

  

Democratic Accountability: 

This is the assessment of how the democratic government is responsive to its people.  

To measure this component, points are awarded to the country on the basis of which type of 

government is possessed. The assessment is based on these types: Alternating Democracy, 

Dominated Democracy, De-facto One-Party State, De-jure One Party Democracy and Autocracy. 

The highest number of risk points (lowest risk) is assigned to Alternating Democracy and lowest 

number of points (highest risk) is assigned to Autocracy (ibid.). 

 

Bureaucracy Quality: 

This is the assessment about institutional strength and quality of bureaucracy. The highest points are 

gained by countries where bureaucracy has the ability to absorb the shock of government change 

with minimal revision in policies or no change in policies.  The lowest points are assigned to 

countries where bureaucracy cannot absorb the shocks of government change and resultantly reveal 

huge revision of policies. 

 

All these above described political risk components are merged in the following main categories 

known as world governance indicators (WGI):  

� Voice and Accountability (VA) 

� Political Stability and Absence of Violence (PV) 
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� Government Effectiveness (GE) 

� Regulatory Quality (RQ) 

� Rule of Law (RL) 

� Control of Corruption (CC) 

These indicators are computed for 140 countries on a comparative basis and to get meaningful results 

I selected and present the rating of Pakistan for these indicators to measure political risk components 

and analyze the relationship between this political risk rating and Telecom FDI (ibid.).: 

 

Table 2. : Aggregate World Governance Indicators (WGI) numerical rating for 

Pakistan 

WGIs 

Years PRS-VA PRS-PV PRS-GE PRS-RQ PRS-RL PRS-CC Overall rating 
Overall 
rating (%) 

2000 0.00 0.69 0.50 0.18 0.50 0.33 0.36679293 37 

2002 0.08 0.70 0.50 0.32 0.50 0.25 0.39141414 39 

2003 0.08 0.73 0.50 0.27 0.50 0.25 0.3895202 39 

2004 0.08 0.69 0.50 0.27 0.50 0.25 0.38194444 38 

2005 0.17 0.52 0.50 0.41 0.50 0.25 0.39078283 39 

2006 0.17 0.50 0.50 0.64 0.50 0.25 0.42487374 42 

2007 0.17 0.41 0.50 0.64 0.50 0.33 0.42361111 42 

2008 0.21 0.46 0.50 0.59 0.50 0.33 0.43244949 43 

       Average 40% 
Source: World Bank, available at; info.worldbank.org/governance/wgi/pdf/PRS.xls 

  

Assessing the political risk: 

The political risk rating assesses the risk as (PRS group, n.d.) 

: 

 0.0% – 49.9 %   very high risk 

 50.0% – 59.9 %   high risk 

 60.0% – 69.9 %   Moderate risk 

 70.0% – 79.9 %   Low risk 

 80.0% – more %   very Low risk 

 

According to this assessment, Pakistan has a political risk rating of 40% which falls in the category 

of very high risk; indicating that Pakistan politically is a very risky country due to uncertain political 

situation. 


