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ABSTRACT 

 

The relationship between foreign direct investment (FDI) and economic development has drawn 

the attention of many scholars. China has become the largest exporter of capital among the BRICS 

countries and at the same time China exemplifies the successful use of foreign capital as a driving 

force for economic prosperity. The object of this research is the economic impact of Chinese FDI 

on the recipient country. The research article reviews the effect of Chinese foreign direct investment 

on Pakistan’s economy, which has expressed interest in membership of BRICS. The research uses 

data from the World Bank, Ministry of Commerce of PRC, Pakistan Bureau of Statistics, China 

Global Investment Tracker, and other scholar resources. The methodology of the research is based 

on correlation modeling as well as graphical methods. The research uses a correlation model to 

show that Chinese FDI support the development and growth of Pakistan's economy. 

The study concludes that the Chinese accumulated FDI have positive impacts on the economic 

development of the recipient country. However, the study found a few negative impacts of Chinese 

FDI on Pakistan, such as climate risks and CO2 emissions. The negative impact could be limited 

by strengthening control of incoming investments by Pakistan's local governments, for example, 

directing investments into eco-friendly projects and developing renewable energy power plants. 

The contribution to the research paper is that recommendations could be used in national FDI 

policies to control the distribution of foreign investments and to protect the national economy of 

recipient countries. 

 

Keywords: Foreign Direct Investment (FDI), China, Pakistan, FDI impact, and economic 

governance. 
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INTRODUCTION 

 

Foreign investment play an important role in modern global economy. Nowadays, all 

countries hope to receive foreign investment to support and develop national economies 

(Kiseleva et al. 2023; Bezdudnaya et al. 2022; Panasenko et al. 2023). Globalization and 

integration of national economies develop stronger international economic cooperation between 

countries with the international division of labor and multinational supply chain (Safiullin et al. 

2023; Petrina et al. 2023). Therefore, outward and incoming FDI takes a key importance in 

countries' economic strategies and policies.  

Chinese FDI export started in 1999, with the announcement of the "Going Out" policy 

(走出去战略), which supported outward foreign investment and encouraged national 

enterprises to invest abroad (The State Council of the People's Republic of China, 2006). A few 

years later, China became a member of the World Trade Organization (WTO), which brought 

additional major advances in FDI policy and opened new prospects for international investors 

(Huang & Xie, 2020; Ray & Simmons, 2020).  

In 2006, Brazil, Russia, India and China jointly formed BRIC, each country is the 

world's ten largest countries by population, area, and GDP (PPP). After the joining of South 

Africa in 2010, BRICS started to establish other internal institutes such as New Development 

Bank to support further integration among countries.  

In 2013, the "One belt - one road" (一带一路) (BRI) caused additional stimulation to 

increase the number of outward FDI. The new initiative promotes the development of Eurasian 

as well as global infrastructure to improve connectivity and cooperation on a transcontinental 

scale. It also encourages investment in nearly 70 countries (The World Bank, 2018). In 2020, 

China temporary overpassed the United States and became one of the largest source outward 

FDI in the world (Ministry of Commerce of PRC, 2021).  

Economic cooperation between Pakistan and China started in early 2000-s and has been 

developing very rapidly. Considering the investment and economic relations between China 

and Pakistan, it is possible to identify many advantages and disadvantages of this cooperation. 

The research article proposes the following hypothesis: Chinese accumulated FDI has a positive 

impact on Pakistan’s economy in terms of GDP growth.  

The geopolitical situation around China, caused by technological sanctions and the trade 

war led by anti-Chinese alliance, has reoriented the geography of Chinese outward FDI as well 

as the sectoral selection of economic partnership. 
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The second phase of the China-Pakistan Free Trade Agreement (CPFTA), which entered 

into force on January 1, 2020, expanded the scope of goods for trade liberalization (The 

Pakistan Business Council, 2019). As of 2022 almost 1,000 goods enjoy zero tariffs in their 

respective markets, which gives an additional support towards investment, production and 

distribution of goods. Trade between China and Pakistan have been increasing dramatically 

over the last 15 years (Mangi, 2022). There is potential for further benefits to Pakistan in terms 

of increased demand for Pakistani exports and increased supplies of inputs that can improve 

efficiency and reduce the costs to Pakistani companies. 

The analysis uses data from official statistics published by the Ministry of Commerce 

of the People's Republic of China, however, it does not allow to view the whole picture of 

Chinese investment flows, as significant amounts of investment flow go through offshore 

jurisdictions via third countries (UNCTAD, 2016). For example, Hong Kong (PRC), the Virgin 

and Cayman Islands accumulated up to 75% of outgoing FDI at the end of 2019 (UNCTAD, 

2020). In order to limit this discrepancy the research articles also use China Global Investment 

Tracker statistics that track investment flows based on the investment projects.  

 

LITERATURE REVIEW 

 
China is considered the most powerful economy among the BRICS members. The 

country is the world's largest producer of goods and services and a leading exporter. China also 

has one of the largest populations in the world, and this creates significant opportunities for its 

participation in international trade and investment. 

Multiple theories in the literature highlight both positive as well as negative effects of 

FDI on recipient countries. According to the research of K-Y. Cheung and P. Lin one of the 

positive impacts of FDI is new technologies that come with it. Many FDI recipient countries 

benefit from new technologies that improve a country's production efficiency and potential. 

New technologies also accelerate the development of the skills of local specialists and create a 

more competitive labor force (Cheung & Lin, 2004).  

The research of Huang and Xie (2020), highlights another positive impact of Chinese 

FDI such as job creation and tax generation. In the research, economics have shown that since 

2013 Chinese-funded overseas enterprises have paid more than USD $100 billion in various 

taxes. In 2017, Chinese-funded enterprises globally employed more than 1 million foreign 

employees (Huang & Xie, 2020). Pakistan government forecast that China–Pakistan Economic 
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Corridor (CPEC) will result in the creation of 2.3 million jobs between 2015 and 2030 and add 

2% - 2.5% to the country's annual GDP growth (Shah, 2016).  

The National Bureau of Economic Research has published a working paper that showed 

the FDI flow increase, especially at the end of the 20th century, caused the expansion of 

transnational companies and the growth of goods production, which largely changed the 

structure of international trade (Helpman et al., 2003). New established transnational companies 

help recipient companies to localize production and start to export products. Therefore, in the 

long term, FDI opens new export opportunities as well as increases foreign currency inflow, 

which causes economic stability and prosperity.  

Chinese outward FDI plays a huge role in developing global infrastructure. China has 

been investing a lot of capital in developing infrastructure especially along BRI countries. 

Pakistan is not just a partner in BRI, but one of the central participants in this initiative. The 

volume of investments in Pakistan within BRI is the largest. The share of Chinese FDI in 

Pakistan has crept upwards because 3000 km Chinese infrastructure network project was 

undertaken in Pakistan known as China-Pakistan Economic Corridor (CPEC) (China Daily, 

2015). According to official Chinese statistics, in 2020, China invested US$ 950 million in 

Pakistan (0.6% of total Chinese outward FDI). In 2020, accumulated Chinese FDI in Pakistan 

totaled US$ 6.2 billion (0.2% of total accumulated Chinese FDI), which means that the 

construction of expensive infrastructure is financed by loans.  

However, FDI also can carry a negative impact on the economy of the recipient country, 

becoming a source of risks and negative effects. The research written by Zhou Yun (2020), 

stated that with new foreign capital inflow and transnational companies’ expansion, many 

domestic companies are not able to stand up against strong competition from multinational 

corporations. It causes stagnation of national production in certain industries (Yun, 2020). 

Chinese transnational companies can be dangerous to the national economy of recipient 

counties as they can use the competitive advantage to drive domestic companies out of business 

(Riikonen, 2019). 

Many global scholars highlight that Chinese FDI causes environmental pollution. 

Analyzing the relationship between Chinese outward FDI and carbon dioxide (CO2) levels, the 

researchers found that Chinese enterprises increase the amount of CO2 emissions in recipient 

counties (Jun et al., 2018). Another group of scholars from China and Pakistan, based on 

empirical data has proven that Chinese FDI has a significant positive impact, while climate 

change and CO2 emissions have a negative impact on the agriculture in Pakistan (Ahmad et al., 

2020). The research emphasizes that at the early development stage, FDI cannot come without 
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ecological harm. For example, the FDI from the western countries to Japan at its early stage 

also polluted local environment. On the other hand, environmental pollution may be used as an 

element of Western policy to discredit Chinese global expansion. 

On the other hand, Lun and Han (2021) argue that Chinese FDI comes with green 

technologies that bring innovation to recipient countries and provide positive environmental 

impacts (Lun & Han, 2021). It is necessary for any government to analyze, measure, and track 

positive as well as negative effects of FDI. A well-designed national foreign investment strategy 

will help to build sustainable investment cooperation 

 

DYNAMIC OF CHINESE OUTWARD FDI 

 
Global foreign direct investment (FDI) collapsed in 2020, from $1.5 trillion in 2019 to 

an estimated $859 billion, according to UNCTAD. FDI in 2020 was 42% lower than the same 

indicator in 2019 (UNCTAD, 2021). The main reason behind such a steep fall was the global 

economic instability caused by the COVID-19 pandemic. According to the Ministry of 

Commerce of PRC, in 2020, China's cumulative outward FDI reached $153.7 billion, which 

was a lower historical maximum value of 2016 (Ministry of Commerce of PRC, 2021). 

After the launch of the Belt and Road Initiative (BRI) in 2013, Chinese outward FDI 

started to grow at a much faster pace. The BRI formed a central component of Xi's "Major 

Country Diplomacy" (大国外交) strategy, which raised China's leadership role in global affairs 

in accordance with its rising power and status (Smith, 2021; Stone et al., 2022). The initiative 

greatly supported an increase in outbound FDI flows from China until 2016. The purpose of 

BRI is to promote economic development and inter-regional connectivity come with Chinese 

capital.  

Many economists conclude that BRI had some economic impact on the recipient 

countries, for example, the research published by X. Niu, through a study of 48 countries along 

“One belt one road”, showed that China's outward FDI has significantly promoted the economic 

growth in recipient countries. Based on an economic model, the research found that every 1% 

increase in investment can cause GDP growth by 0.012% and contribute to technological 

innovation by 5.2% (Niu, 2021).  

Since 2017, there has been a rapid decline in the volume of outward capital, mainly due 

to geopolitical tensions between China and EU and USA. Trade war and sanctions on Chinese 

technological section, limited the flow of Chinese outward FDI. At the same time Chinese 

government implemented strict control over capital exports due to a high number of fictitious 
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investments and the yuan depreciation. The government introduced new regulations, which 

included additional approvals to transfer capital abroad and limit few sectors of real estate, 

entertainment, sports and others. According to the Ministry of Commerce of PRC, in 2020, the 

outward Chinese FDI grew by 12% to $153.71 billion, however, it is still lower by 22% 

compared to 2016 historical pick volume (Ministry of Commerce of PRC, 2021). 

China’s outward foreign direct investment due to COVID-19 epidemic was undoubtedly 

affected. According to the research of Duan, Zhu, and Lai (2020) the outward FDI was 

negatively affected by the pandemic, however, Chinese economists conclude that the impact 

has short term and will not change the long-term situation of China’s FDI (Duan et al., 2020). 

COVID-19 pandemic also reshaped industry of investment cooperation between certain 

counties. For example, in 2020, Chinese FDI in the Russian scientific and technical sectors 

showed a dramatic increase of about six times, compared to previous years (Ministry of 

Commerce of PRC, 2021). This significant increase of FDI in the Russian scientific and 

technical sectors was caused by revision of investment legislation in a number of developed 

countries that restricted or prohibited Chinese investments in the technological sector, however, 

Russian-Chinese investment cooperation still heavily based on natural resources.  

Technological confrontation between western counties and China as well as trade 

sanctions influence the geographical transformation of Chinese outward FDI. According to 

China Global Investment Tracker, the share of Chinese FDI to Europe was 39% (of total 

Chinses FDI) in 2017, but compared to 2020, the volume of FDI to Europe decreased to 20%. 

The USA also had a significant decrease over the past four years. However, the share of Chinese 

investment in Asia, the Middle East, and Africa regions significantly increased. 

The trade war between the US and China started in early 2018 when D.Trump’s 

administration implemented new tariffs on solar panels and washing machines (Schlesinger & 

Ailworth, 2018). In a few months, the US government impose new tariffs on other imported 

goods. In April 2018, China responded by imposing tariffs on 128 products that it imports from 

the US (Koty, 2018). Both countries continue to impose new tariffs, introduce foreign 

technology restrictions, etc. The US-China trade war affected the deterioration of relations. 

Sanctions and restrictions on Chinese outward FDI were one main reason for the geographical 

shift of Chinese investments from the USA and EU countries to the Middle East, Africa, and 

Asia. It also affected the corporate strategy of many Chinese companies and investors.  

Another reason that can explain the significant increase of Chinese FDI expansion in 

developing countries is that China no longer has the labor premium. With the existing 

demographic problem in China by 2050, the median age is expected to be 51, which makes the 
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labor force very expensive and not very sufficient. Also, with growing Chinese GDP per capita, 

labor cost is also rising, and China is becoming not as labor cost-efficient as before. Therefore, 

Chinese investors are coming to other developing regions to find a more effective replacement 

for Chinese labor (Yu, 2021). 

 

IMPACT OF CHINESE FDI ON PAKISTAN ECONOMY 

 
China is the largest investor in the Pakistan economy. In past 10 years, China net FDI 

went over USD 8,4 billion and showed leading positions comparing with other countries. The 

research reviews the FDI trends in Pakistan in the last 10 years. (See table 1 below).  

 

Table 1. FDI trend for last 10 years - country wise net FDI (US$ Million) 
Country 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Total Net 

China 126.1 90.6 695.8 340.8 1,048.3 763.2 1,311.9 130.8 846.6 751.6 531.6 6637.3 

UK 205.8 633.0 157.0 169.6 151.7 215.4 304.6 185.0 119.1 141.0 31.8 2314 

USA 227.7 227.1 212.1 223.9 15.7 45.7 161.7 88.1 99.2 166.4 249.6 1717.2 

Hong Kong 

(PRC) 

80.3 242.6 228.5 136.2 187.0 123.0 183.6 171.0 190.7 157.2 137.7 1837.8 

Switzerland 129.9 149.0 209.8 (6.5) 59.5 101.7 78.5 21.2 62.8 61.7 146.2 1013.8 

U.A.E 36.8 22.5 (47.1) 235.3 114.6 120.1 (4.4) 103.7 (44.0) 115.7 143.9 797.1 

Italy 200.1 199.4 97.6 115.4 105.4 61.5 56.6 51.9 57.4 36.3 34.8 1016.4 

Netherlands 22.3 (118.7) 5.5 (34.5) 29.9 457.6 100.3 69.0 133.2 96.9 104.1 865.6 

Austria 69.1 53.3 53.8 24.8 42.7 21.7 27.4 7.6 3.8 1.0 0.0 305.2 

Japan 29.8 30.1 30.1 71.1 35.4 57.7 59.8 117.3 52.5 (13.0) (12.3) 458.5 

Turkey 3.3 0.5 7.9 43.4 16.9 135.6 29.8 73.8 26.1 13.4 (0.3) 350.4 

Others (310.5) (73.0) 47.7 (285.7) 585.8 303.4 470.5 343.0 1,076.2 305.7 500.7 2963.8 

Total 820.7 1,456.5 1,698.6 1,033.8 2,392.9 2,406.6 2,780.3 1,362.4 2,597.5 1,820.5 1,867.8 20,237.6 

 

Source: Prime Minister Office, Board of Investment (2023) 

 

Over the past 10 years of Sino-Pakistani investment cooperation, the Pakistan economy 

has been experiencing tremendous growth. Its GDP increased from US$ 213 billion (2011) to 

US$ 348 billion (2021). GDP per capita also showed a growth from US$ 1075 (2011) to US$ 

1505 (2021). In 2019-2020, Pakistan's economy experienced a negative economic impact from 

the pandemic, however, it had a relatively quick recovery and showed positive growth in 2021 

(The World Bank, 2022b). 
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Graph 1. Correlation of GDP and accumulated Chinese FDI in Pakistan (Billion USD) 

 

 
Sources: 1. Created by the author, based on statistics from World Bank 2. Created by 

the author, based on statistics from Ministry of Commerce of PRC (American Enterprise 

Institute, 2023). 

 

The research found that Pakistan GDP and accumulated Chinese FDI in Pakistan have 

correlation of 85%. This means that two variables are dependent on each other.  

According to China Global Investment Tracker data, since 2005 China invested over 

US$17.03 billion in Pakistan. The energy sector received around US$12.92 billion (75% of 

total FDI) (American Enterprise Institute, 2023). The research also reviews the data from 

Chinese official statistics, which shows significant FDI flow in Pakistan's economy. (See graph 

2 below). 

 

Graph 2. Chinese FDI to Pakistan in million USD and accumulated distribution by 

industry (2012 - 2020) 

 
 

Sources: 1. Created by the author, based on statistics from Ministry of Commerce of 

PRC (2021). 2. Created by the author, based on American Enterprise Institute (2023). 

 
The sharp decrease of Chinese FDI to Pakistan in 2018 could be explained by political 

instability and tensions in bilateral relations during that time. In 2018, Pakistan expressed 
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dissatisfaction with the fact that it could not increase exports to China and insisted on revising 

the FTA agreement, therefore in 2020 the second phase of the FTA was signed and ratificated.  

Pakistan is one of the first supporters and participants of the Chinese Belt and Road 

Initiative (BRI). BRI establishment caused a significant increase of Chinese investment in 

Pakistan, in 2014 China invested over US$ 1 billion in one year (See graph 2 above). Chinese 

FDI under BRI transferred production facilities to Pakistan (energy projects, contraction 

material production, chemical production etc.), on one hand, it had a positive impact on the 

local economic development, but on the other hand, a lot of those facilities consist of polluting 

enterprises, which caused negative environmental effects. For example, the majority of the 

energy projects developed in Pakistan under BRI initiative were based on coal-based energy 

production, which is cheap, but heavily polluted to environment. 

China Global Investment Tracker enabled the research to identify FDI flow that were 

invested into Pakistan purely under BRI. Since BRI establishment (2013-2022), China invested 

in Pakistan US$14.8 billion, biggest share of those FDI went to energy sector. China invested 

into 17 energy related projects in Pakistan. Out of those energy projects, China invested into 8 

projects related to coal energy, 5 alternative energy projects, 3 hydro-power projects, and 1 

project related to natural gas (American Enterprise Institute, 2023). In the literature review, 

some scholars highlighted that Chinese outward FDI in coal-based energy production causes 

environmental pollution and increases carbon dioxide (CO2) levels. Based on the data from the 

world Bank on the CO2 emissions data, in 2013 Pakistan released 146,064 kt of CO2, the amount 

of CO2 emissions in 2019 increased by 30% and amounted to 190,571 kt (The World Bank, 

2022a). 

In the past 10 years, Pakistan made great achievements in digital development, usage of 

internet among the population tripled from 8% of total population (2010) to 25% (2020) (The 

World Bank, 2022c). China investments in energy sector and the development of infrastructure 

have positive impact on Pakistan economy.  

Under the CPEC China helps Pakistan to develop the necessary infrastructure and 

strengthen its economy through the construction of modern transport networks, numerous 

energy projects, and special economic zones (Kousar et al., 2018). For example, Haier has built 

and does not operate a large Industrial Park in Lahore (SEZ) with 2 million units per annum 

designed capacity to manufacture, assemble and produce high-end home appliances and 

electronics. After 21 years of development, Haier has become the largest home appliance brand 

in Pakistan (Haier Official website, 2023). Another example of the latest Chinese projects in 
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Pakistan can be Huawei investment in 2019. Huawei invested $100 million in Pakistan’s 

technical support center along with the regional headquarters in Islamabad. Huawei is the 

leading technological company that supports Pakistan in developing and upgrading of 

information technology (IT) sector of Pakistan (Shahid Khan, 2019). 

Economic analysts have stated the tangible benefits of this initiative, including ending 

the severe energy shortage in Pakistan, which has limited economic growth (Ahmad, 2018). 

Positive impact on economic development from Chinese FDI under the CPEC can be shown in 

cotton textiles production. In 2017, China invested USD 2.7 billion in Xinjiang (China) (which 

connects China to Pakistan through CPEC) for cotton textiles production. This is a part of a 

larger vision of "Made in China 2025" which looks to expand China's value-added 

manufacturing exports (Lu, 2018). The main idea behind it is for China to import raw materials 

from Pakistan, add value in Xinjiang, after export finished products via Pakistan to the global 

market. However, considering the trade war between the US and China, many firms are also 

considering outsourcing production from China to South Asia. South Asia region has lower 

labor cost, and a relatively complete cotton supply chain affords Pakistan to create joint 

ventures (JVs) with Chinese partners. This would allow local producers to accumulate expertise 

and generate larger value-added products to be exported from Pakistan (The Pakistan Business 

Council, 2019). 

 

DISCUSSION 

 
This article explores the impact of Chinese foreign direct investment (FDI) on Pakistan's 

economy. Drawing data from various sources, including the World Bank and Chinese 

government records, the study employs correlation modeling and graphical methods to analyze 

this relationship. 

While the research highlights positive economic effects of Chinese FDI, it also uncovers 

environmental concerns such as climate risks and increased CO2 emissions. To address these 

issues, the study recommends that Pakistan's local governments play a more active role in 

directing FDI towards eco-friendly projects and renewable energy initiatives. 

The study's valuable contribution lies in the policy recommendations it provides. By 

guiding the distribution of foreign investments and promoting eco-friendly projects, these 

suggestions can help safeguard both the national economy and the environment of recipient 

countries. The limitations of this research include the reliance on correlation modeling, which 

may not account for all potential variables affecting the economic impact of Chinese FDI on 



Journal of Management & Technology, vol. 24, n. 2, p. 114-142, 2024 

 

 

Valeriy Voronin 
 

 

 

 

 

 
 

 

 

 
 

 

 
;;; 

 

 

 

 

 

Pakistan, and the study's focus on a specific country's experience, which might not be fully 

generalizable to other nations. 

In summary, this research delves into the complex dynamics between Chinese FDI and 

Pakistan's economy, emphasizing the need for strategic policies to maximize FDI benefits. The 

insights gained are relevant not only to Pakistan but also to other nations receiving foreign 

investments 

 

CONCLUSION 

 
The research hypothesis was confirmed. Based on the literature review of Chinese and 

foreign scholars as well as review of case studies and statistical analyses, the article concludes 

that Chinese accumulated FDIs has a positive impact on Pakistan's economy. The correlation 

model showed a positive relationship between accumulated FDI and GDP. Over the years, 

China and Pakistan created multiple instruments such as CPFTA and CPEC that support 

bilateral investment cooperation. BRI reflects a positive impact from Chinese investment in 

infrastructure and energy projects in Pakistan which leads to economic growth.  

The research provides arguments that foreign investments could also bring a negative 

impact on recipient counties, such as environment pollution. The research strongly recommends 

to recipient countries to appropriately manage investment cooperation. The research 

recommends to the Pakistan government to build a well-designed strategy to manage outgoing 

as well as incoming foreign investment flows. Smart investment cooperation and the right usage 

of foreign capital will bring a “win-to-win” scenario to all parties and bring sustainable 

economic prosperity. The research recommends to the New Development Bank to monitor the 

FDI flows among BRICS countries, to develop projects and advise on the usage of funds in 

order to maximize positive and limit negative impacts. 
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