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Abstract 
Human capital (HC) leads to economic development of a country, 

higher the investment in human capital (HC) higher the economic 

development. Education skill enhancement and health are two leading 

ways to check the progress of human capital. According to Economic 

Survey 2014-2015 in Pakistan only 2.2% of GDP use for education 

purposes and only 0.9% of GDP spends on health purpose of people of 

Pakistan. This study tries to focus on the importance of human capital 

(HC) investment by checking the impact of financial globalization on 

human capital (HC). The variables used in the study are FDI inflows, 

GDP, ICT and Economic globalization as independent variables and 

mean years of schooling taken for human capital (HC) as dependent 

variable for the year of 1980-2014. After checking the unit root of 

variables through augmented dickey fuller test (ADF) it was confirmed 

that all variables were stationary at I(1). Thus, for I (1) variables the 

Johansen and Juselius (1990) cointegration approach and vector error 

correction method is used to estimate the impact of variables on human 

capital in long-run. The result of this study shows that there exists long 

run and statistical significant relationship among variables and found 

that FDI, EG, ICT and GDP positively contributing in human capital. 

Hence, for positive improvements in human capital the Share of GDP 

for education sector should increases for that purpose tax net system 

needed to revise by the government. Government should also provide 

benign and more cost-effective environment for FDI investors in 

Pakistan for the promotion of human capital. Use of ICT by youth 

should urge to be positive for contribution in human capital. Economic 

globalization should be deliberately improve for it positive contribution 

in human capital.  
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I. Introduction 
 Human capital (HC) is basically investment in human for their progress and to 

create productive use of this development (Harbisson, 1992). No country can progress 

without investing in human capital (HC). Human Capital (HC) is natural resource of an 

economy which leads to leads to economic development of a country higher the 

investment in human capital (HC) higher the economic development (Pattern, 1971; 

Barro, 1991). Economic development can be sustained for longer period by improving 

skills of people. Human capital is the actual wealth and resource of the state through 

which economic development can be attained by expanding individual’s choices
1
. 

 

 Human capital investment consider with different meanings one of this is by 

enhancing the skills through improving education of children of a nation. Investment in 

human capital (HC) by investing in education increases the current consumption and 

future capacity of productivity and become highly skilled worker which increases in 

marginal productivity of worker, the nation’s productivity high and economic growth will 

also be high (Schultz, 1961). Education is the most commanding tool for developing 

countries and endowing their residents to compete with world globally. The individuals 

with more education able to acquire more employment through productivity of economy 

increases and educated individual got monetary and non-monetary revenues greater than 

uneducated individuals (Schultz, 1982). The economies with foundations of knowledge 

can be technologically advance and more globalized by expected increase in innovation 

capability and transfer of knowledge (Wilson & Briscoe 2004).  

 

 In the graph below education is measured by mean years of schooling in Pakistan. 

Mean years of schooling increases with the period of time as shown in the graph. 1.8 

mean year of schooling was in 1980 and 4.7 now in 2014 in Pakistan. However, it is still 

very low as compare to other countries in South Asia region e.g. 5.4 years in India 10.8 in 

Sri-Lanka and 12.6 mean years of schooling in Bhutan
2
. 
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Figure 1: Mean years of schooling 

 
Source: UNDP 

 

 Globalization is the system to broaden the movement in commodities, services, 

investment, people and concept across national borders (Little & Green, 2009). Financial 

Globalization is known as actual investments in a country and restriction on that 

investment by that country. It gives a slot to play development organizations to play 

major role in developing nations as compare to developed nations (Robertson, 1992).  It 

can be measured by economic growth, FDI inflows in the economy, use of ICT and 

Economic Globalization of the country. Financial Globalization can also be drawn by 

more enhancements in technology as it helping labor mobility, enhance the skills of labor 

by using information communication and technology (ICT). With more financial 

globalization of countries the skills of human capital (HC) enhance with the improvement 

in their education.  

 

 Most of the poor people are living in South Asia region which are more than 40%. 

Out of 8 countries 4 countries are least developed countries (LDCs) of the world, 

Maldives and Sri-Lanka is comparatively better in poverty but Bhutan is most poor 

country with 43.9% poverty and Pakistan, India, Bangladesh and Nepal are considered as 

50% deprived countries in this region. Because of poverty basic needs doesn’t fulfilled of 

people their condition of health and education are also.
3
 The literacy rate of our country is 

not so higher comparatively with other countries of this region. In South Asia region 

Pakistan’s Literacy rate is only 58% but as compare to Pakistan the literacy rate of Sri-

Lanka 92.6%, India 64.7%, and Nepal and Bangladesh 64.7% and 61.5% respectively in 

2015. China is on high rate of literacy with 96.4%. Canada, Russia, Japan, Israel and 

USA are developed nation with most high literacy rates and high tertiary education and 

advanced in technologies as well.
4
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II. Situation of Financial Globalization in Pakistan 
A. Foreign direct investment 

 Globalization has a positive impact through FDI as it improves foreign reserves; 

bring technological advancement, skills, enlarge inventive capacity and competition 

domestically. FDI also has a positive and negative impact on human capital (HC) and 

positive impact is through education because it brings technology and expertise with it 

(Narang & Jain, 2014). Negative impact is through FDI inequality increases in wages 

because of unskilled workers in developing countries such as in Pakistan hired by 

investors and they pay low wages to them so education decreases by increasing FDI 

(Mughal & Vechiu, 2009). Pakistan has FDI inflows 0.7% of GDP in 2014, so low 

inflows of FDI can cause low investment in human capital. 

 

 In this graph below foreign direct investment of Pakistan for the time period of 

1980-2014 has shown. FDI inflows are not sustainable in the country with the passage of 

time inflows has fluctuated dramatically. Pakistan receives high FDI inflows in 2007 was 

3.67% of GDP in General Musharraf’s era and crossed up to $5.8 Billion in FY 2008. 

More of foreign investors enticed towards Pakistan in that time period which showed 

more globalization and now in 2014 FDI just remain 0.73% of GDP or $1.2 Billion only.
5
 

 

Figure 2: Foreign direct investment, net inflows (% of GDP) 

 
Source: WDI 

B. Economic globalization 

 Economic globalization is known as actual investments in a country and restriction 

on that investment by that country. Dependency on foreign countries and foreign capital 

in terms of trade and foreign direct investment official development assistance (ODA) 

increases as country become more economically globalized. In above graph it has shown 

that Pakistan was high economically globalized when it receives high inflows in General 

Musharraf’s era 1999-2008.  

 

Figure 3: Economic Globalization (% of GDP) 
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Source: KOF 

C. Information and communication technology (ICT) & Economic growth 
 ICT is one of the important factor of globalization of the economies which shows 

its effect by using more ICT economic growth will be increased with using of more 

advance technology, total productivity of factors and efficiency become higher in the 

production. More efficient labor will require so they get more education and hence their 

standard of living increased with education (Balanskat et al., 2006). In 2015, 7.1 billion 

people use cellular phone and 3.2 billion internet users in the world out of 7.3 billion 

population of the whole world.
6
 The major focus was MDG’s and now SDG’s on 

improvement of human capital by using education measure through ICT. ICT can deliver 

very substantial value on improvement of human capital by helping to increase in skills, 

technology familiar with advance devices. As more ICT is being use more skills acquire 

by people and the chances of getting more investment in human capital increases by 

having more mean year of schooling. In the given graph ICT trend of Pakistan have been 

shown it is clearly describe the increasing trend in Pakistan since 1980 to 2014 it is 

continuously increasing
7
. 

 

Figure 4: ICT 
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 Source: WDI 

 The main objective of the study is to check the impact of financial globalization on 

human capital for the case of Pakistan. This study will measure the impact of change in 

ICT, GDP and FDI with financial globalization on investment in human capital (HC) 

measure through education. This study will also estimate the long run relationship of the 

variables human capital (HC), economic growth, FDI, economic globalization and ICT.  

This research will also contribute in existing literature because only few studies have 

been conducted to check the impact of financial globalization on human capital in case of 

Pakistan.  

 

III. Literature Review 
 Human are the most important resource of an economy. Development of economy 

is impossible without improving human capital of the country. They will contribute 

positively and more productively in economy by improvement in it through economic 

globalization, ICT, FDI and economic growth. In the analysis of the association among 

financial globalization and human capital many recent surveys and literature found that 

investment in human education and health is also the form of capital. Some studies had 

also found negative relationship among economic globalization and human capital (HC). 

Some studies checked separately the impact of human capital on economic growth, FDI 

and ICT with positive and negative conclusions as well. 

 

 Solarin and Eric (2015) estimated the impact of economic globalization on human 

capital (HC) by using ARDL technique for long run cointegration determined for the time 

period of 1980-2011. This study used human capital (HC), as dependent variable while 

economic growth, economic globalization and foreign direct investment (FDI), taken as 

independent variables. They concluded that FDI and economic growth had a positive 

influence on human capital (HC) while, globalization of economic had a negative 

influence on HC in Nigeria. The negative impact of economic globalization on HC was 

due to skilled worker mobility to abroad. 
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 Baah-Boateng (2013) revived the argument about low human capital (HC) and low 

economic revolution in Africa. Investment in human capital (HC) such as education, 

health, caused the economic growth rate low in Africa so there is no foreign investment 

and teachers are inactive to teach the children which caused it slow growth of the 

economy. This study concluded that there is a strong positive correlation among 

education enhancement and improve structure and transformation of the economy. When 

public investment increased pupil to teacher ratio decreased teacher become more 

motivated to teach them will caused more education in Africa and it will caused growth 

of the economy.  

 

 Bundala (2013) explored the association among economic growth of a country and 

its human capital (HC) for 40 countries 10 countries selected from each group of HDI for 

the year 2011. Multivariate multiple regression model applied to check the association. 

This study found strong but not perfect association among growth of the economy of a 

country and human development. This study concluded that when a country wants to 

achieve high and sustained growth it has to focus on its development of human as well. 

Sound policies of political government and more use of technology had more strong 

effect on development of human and economic growth of a country. 

 

 Aristovnik (2012) empirically estimated the model of the efficiency of ICT and its 

impact on education. For this purpose the Data Envelopment Analysis (DEA) technique 

was used on particular EU-27 and OECD countries. The empirical consequences indicate 

that efficiency of ICT, different in significance of education outcomes in different 

economies. The study found that some of the countries are more effective than other 

which was Finland, Norway, Belgium and Korea. In EU-27 countries most of them had 

greater effect of ICT on education outcomes.  

 

 Okoli (2012) assessed the effect of globalization on human capital in Africa from 

the time period of 1983-2008. This study find out that globalization had a positive effect 

on human capital but it divided the world into superrich and completely poor economies. 

In the use of internet Sub-Saharan Africa’s position is miserable only one internet user on 

per 5000 people.  

 

 Ashraf and Kopweh (2012) explored the consequences of globalization on access 

and fairness in the education system of Pakistan. The rate dropout also increased in all 

stages of education. The access of education not equal for everyone because lack of 

services, more ratio of student to teacher, lack of infrastructure in rural area.  

 

 Madan (2012) analyzed the impact among human development and poverty for 

India by using regression analysis. The study explored that how human development can 

play role positively for the improvement of people in the society by improving their 

health, education and standard of living. In the conclusion the study estimated the 

negative relation among HDI and poverty but positive association among HD in 

education health indicators. The immediate need is to equal distribution of resources 

among all states of India.  

 

 Nisar, Munir and Shad, (2011) estimated the impact of ICT on development of 

education and student performance by collecting 429 samples. The students were able to 
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expand their knowledge, expertise and their learning skills with the help of ICT. Mean 

deviation regression run on the data and the study concluded that Accessibility and 

Practice of ICT expands the knowledge and learning skills of students. Their study finds 

out that education become more effective by the presence of ICT and it helpful in policy 

making in education sector. Hence, ICT had a positive impact on sector of education.  

 

 Shahrabi (2011) assessed the role of globalization in refining HDI by using 

spearman correlation coefficient method. The author made globalization index and found 

that countries which are highly globalized had high HDI. Globalization play major role in 

developing human develop index. Through globalization trade increased, FDI increase, 

integration of financial market increased, and ICT improve by globalization. 

Globalization also had some negative impact on developing countries such as cultural 

transformation, technological gap, inequality in income etc. The globalization can 

enhance the human capital (HC) as well as reduce it.  

 

 Al’Abri (2011) theoretically explored that how the environment of education 

policy is reformed and affected by globalization in developing country. This study 

focused on the case of the Sultanate of Oman and specifically focuses on the impact of 

globalization education policy. In this study author find that International organizations 

are playing a superior role which impact on education policies positively. In his further 

findings he concluded that developing countries used English language as medium of 

teaching because education policies are response to the globalization and English is used 

as dominant language for business and trade.  

 

 Hickman and Olney (2010) estimated the impact of globalization on human capital 

investment by using micro data of USA enrollment of education. Globalization was 

measured by off shoring and immigration taken as independent variable while enrollment 

in higher education taken as dependent variable. US workers react to off shoring and 

immigration more by getting necessary skills as to contend with globalized world. 

Globalization positively effect on human capital in enrollments while, these enrollments 

more effected to older students of colleges in urban areas. Because they need to enhances 

their skills.  

 

 Muhammad et al. (2010) estimated the impact of globalization on HDI for 

Pakistan to check that whether FDI and extension in trade plays an important role in 

improving HDI. Time series data have been used and OLS estimator was used on HDI, 

FDI, and economic growth with trade openness for the time period of 1975-2008. FDI 

has significant coefficient for HDI and real GDP was insignificant and negative due to 

income inequality in Pakistan. FDI plays significant role when more FDI came in human 

capital it will enhance the education and then living standard of host countries.  

 

 Fukase (2010) estimated the connection between trade openness and education 

with growth of economy by employing the System Generalized Method of Moment 

(GMM) approach for the countries 106 and time period of study was 1969-2004. This 

study estimated positive relation among trade openness and growth of the economy 

through human capital formation. The author also estimated relationship between FDI 

inflows and growth of a country which was also positive for subgroups of non-OECD 
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states. The System GMM estimator found that education in a country brings information 

and it varies country to country due to disparity in education level of countries.   

 

 Basu and Bhattarai (2008) found positive relationship among trade openness and 

spending of GDP on education as trade more open then education was also high in such 

countries. Open economy endogenous growth model showed that the trade openness 

bring physical amount of capital in the country due to resources divert in education 

sector. Variance decomposition technique verifies that invested in human capital (HC) 

the education and trade both can perform well together in cross countries data.  

 

 Ranis et al. (2000) estimated the relationship among economic growth and human 

development by using regression among cross countries. This study found positive 

association among HD and economic growth in two directions HD to EG and EG to HD. 

Through invest in health and education caused HD and EG & more investments and right 

distribution of wealth caused EG to HD respectively.  

 

 The education got promoted by privatization and also enlarges the GDP of 

Pakistan, but it persist a cause of disparity and broadened socio-economic division 

(Solarin and Eric, 2015). Most of the studies focused on the impact of economic growth 

on human capital (HC) but they ignore financial globalization for Pakistan. The studies 

included in literature review explored that financial globalization as a gap of existing 

literature. It has both positive and negative impact on human capital (HC) theoretically 

and some analyzed empirically. There are few studies focus on specifically financial 

globalization. This study extends the literature by including the impact of financial 

globalization by measuring with ICT, foreign direct investment and economic growth.  

 

IV. Theoretical Framework 
 Theoretical framework of the study is drawn on FDI, ICT and Economic 

globalization of the economy. The main purpose of theoretical background is that to 

check the impact of FDI, ICT and globalization on human capital. There were two 

assumption in the model that (No: 1) FDI, ICT and globalization positively affect human 

capital (HC). And assumption No. 2 is human capital (HC) negatively affected by FDI, 

ICT and globalization. There are five studies have been used to check these impacts in 

the model.  

 

 Foreign direct investment has positive and negative effects on education of 

developing countries. When more FDI came due to economic globalization in the 

economy then it brings technology with it. People get training to use that technology and 

become more experienced and their executive skills improvement. It brings positive 

spillover in the economy and increase the productivity. Due to higher productivity 

demand for skilled labor increase and the participation of skilled labor increases which 

increase the investment in human capital (HC) and the living standard of people become 

increase their life expectancy and health improved then before FDI which causes to 

increase in human capital of the economy to get more skills. (Mughal and Vechiu, 2009). 
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Figure 4 
 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Mughal and Vechiu, 2009 

 When FDI affects negatively the human capital of an economy then due to remove 

of trade barriers multinational company try to take advantage and hire low skilled at low 

cast then advance countries. Then there is an incentive for individual to enter into market 

because of high unskilled labor demand and most of people give up higher education for 

the sake of job (Mughal and Vechiu, 2009). 

 

Global sharing of information communication & technology improve the 

knowledge which enhances efficiency, skills and productivity. Trade increase after more 

productivity which increase international alliance. When more technology use in 

education it helps a person in choice of career to match expertise according to demand of 

skills. Through perfect skills labor force participation increase a person get job if his 

expertise match with requirement of that job. Then his income increase through economic 

development by investing in human capital (HC) individuals got more education 

(Bakhtiari and Shajar, 2006). 

 

 Through globalization off-shoring increases in enrollment at college level in urban 

areas only, but migration increases enrollment in colleges at all levels, low-skilled labor 

force experience increasing in competition due to migration and off shoring, of resident 

labor force which are rejoining by increasing in their human capital (HC)  by getting 

more education (Hickman and Olney, 2010).  

 

  

Figure 6 

 

 

 

 

 

 

 

 

 

Sharing of ICT Improve efficiency 

Match of skills according 

to demand 

International alliance Productivity increase 

Skills enhancement 

Help to get skills according 

to demand 

Labor force 

participation increase 

Increase income 

Investment in human 

capital increase 

 

Foreign direct investment 

inflow 

Technological 

advancement 

Productivity increase Increase Spill over 
Skills improvement 

More trainings and 

experiences 

Demand for skilled labor 

increase 

Labor force participation 

increase 
Investment in human 

capital increase 



Yasmin Anwar, Fatima Farooq, Sami Ullah, Muhammad Faheem 733 

 

 

 

 

 

 

 

 

 Economic globalization has negative impact on investment in human capital (HC) 

because it causes highly skilled labor movement in abroad. When labor access global 

market he will explore it more and become skilled then move to abroad for getting more 

benefits such as high pay, facilities, better environment, and better living standard. So, 

due to globalization skilled labor less available in developing countries (Solarin and Eric, 

2015). 

 

Figure 7: Positive impact of Globalization on HC 

 
Source: Hickman and Olney, 2010 

 

Figure 8: Negative impact of Globalization on HC 

 
 

 The findings of these studies show that positive effect of FDI that it brings 

technology with it and productivity increase and labor force participation of efficient 

labor increase which leads to increase education of the country, while negatively affected 

that international companies hire cheap labor so the labor will not get education. ICT 

affect positively HC by using more ICT more high skills required and it also bring 

efficiency which increases investment in human capital (HC). Globalization causes to 

increase in migration of workers and their wages increases with new opportunities and 

hence, they more invested in human capital (HC). And lastly with the negative effect of 

globalization brain drain increase of skilled people of economy so human capital (HC) 

decreases for the people left behind in the economy.  

 

Source: Bakhtiari and Shajar, 2006 
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V. Data and Methodology 
 In this study time series data has been used for the time period of 1980-2014. In 

panel data constraints involved of different variables that was the reason time series data 

chosen for the study. However, it will be convenient to check the impact for Pakistan, due 

to scarcity of research on this topic.  

 

HC= ƒ (EG, GDP, ICT, FDI) 

 

Log MYS = β0+ β1 Log FDI+ β2 Log EG+ β3 Log GDP+ β4 Log ICT+µ 

 

 In this study mean year of schooling has been used data has been taken from 

International Human Development Indicators published by the UNDP. GDP is measured 

in Local currency unit of a country. Information and communication technology (ICT) 

measured as sum of fixed telephone subscription, cellular phone and internet use per 100 

people of Pakistan. FDI inflows measured as % of GDP. Data extracted from world 

development indicators, UNDP and KOF of FDI inflows, GDP, ICT, mean year of 

schooling and Economic globalization respectively.  

 

 Muhammad et al., (2010) have been used FDI and economic growth and consider 

these two variables are proxies for globalization and check their effect on human 

development index (HDI). And (Solarin and Eric, 2015) have been used FDI, economic 

growth and economic globalization to measure the impact on human capital of these three 

variables. (Tondeur, Valcke and Braak, 2008) uses ICT as measure of different type of 

computers for students and their advancement in education by using ICT. This study have 

been used the proxy of ICT addition of Telephone, mobile phone and internet users per 

100 people because of unavailability of data on different types of computers for students 

in Pakistan. Human capital (HC) is measured as education of people in Pakistan and 

education is further measured as mean year of schooling of a child in the country. Mean 

year of schooling and expected year of schooling are proxies use for education in 

measuring human development index (HDI) of a country which is better representative of 

education sector in the economy for development. So, in this study mean year of 

schooling used as proxy of human capital investment in education sector in the country 

Pakistan for 1980-2014. 

 

VI. Results and Discussion 
 As in Table 2, Mean years of schooling has been taken as dependent variable to 

measure the human capital (HC) in the model. Mean value of schooling shows that on 

average 3.21 was mean year of schooling of a Pakistani child which ranges from 1.8 to 

4.7 years. FDI inflows values ranges from 0.1% to 3.67% with mean of 0.936% that is on 

average Pakistan got FDI inflows 0.936% of GDP. Pakistan is 31.01% economically 

globalized on average and its range varies from 21.12% to 42.06% in the years 1980-

2014. GDP growth of Pakistan varies a lot which is from 0.23 Tr. to 25.06 Tr. and on 

average GDP moves to 5.54 Tr.  ICT measured as getting a connection of telephones, use 

of mobile phones and internet user per 100 people and it showing results variation from 

0.38 to 87.7 people per 100 users. Use of ICT increases with period of time and on 

average 19.38 Pakistani persons used ICT in this period of 1980-2014.  
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Table 1: Variables Description 

Variables Definition 

Mean year 
of schooling 

Average year of completion of education by a person whose age 
is equals to or more than 25 years at different levels of education 
in different periods publicly. 

Foreign 
Direct 

Investment 

FDI taken as net inflows and investments received by Pakistan 
to obtain high rate of interest from foreign countries.  FDI 
including the sum of capital on equity, long and short term 
capital, investments of income once again earn by some other 
sources as seen in BOP. FDI is the incursion of investment from 
investors in abroad countries and it’s divided by annual growth 
rate of the country to get data as % of GDP. 

Economic 
Globalization 

Economic globalization means economic relations increases with 
other countries in abroad by increasing dependence on these 
countries across the border through FDI, Trade and ICT. 

ICT 

Information and communication technology can be measured 
through getting a connection of telephones, use of mobile 
phones and internet user by per 100 persons. Data will be 
measured per 100 people in numbers. 

GDP 

GDP measured annually at market prices on current local 
currency in trillion rupees. It is value addition of productions, 
including taxes, excluding subsidies by all tenants in the 
economy.  No depreciation cost subtracted of the resources of 
the economy. 

 

Table 2: Descriptive analysis of the Data 

Variable Obs Mean 
Std. 
Dev. 

Min Max 

Mean year of schooling 35 3.211429 1.042895 1.8 4.7 

FDI  inflows (% of GDP) 35 .9368571 .8499646 0.1 3.67 

Economic Globalization 35 31.01343 6.821801 21.12 42.06 

GDP (LCU)in trillion 35 5.544654 6.94506 0.234528 25.06806 

Use of ICT per 100 35 19.37609 30.18353 .3788244 89.77776 

 

 To conduct an empirical study and to measure long run relationship it is a very 

crucial part to find out order of integration of each time series involved in model. For this 

purpose, the ADF test is used to check the order of integration which showed that all 

variables are stationary on 1st difference. So, null hypothesis is accepted on levels that 

unit root exist and the equation is not stationary on level because, p-values are ≥ 0.05(see 

Table 3) 

 Keeping this in view the OLS will lead to spurious results. To tackle this, the 

Johnson’s co-integration technique is employed to measure long run relationship between 

financial globalization and human capital (HC) for the period 1980-2014. One of the 

most important part of this technique is the lag length selection which is obtained by 

unrestricted VAR model.  With three maximum lags, according to AIC and HQ three lags 

are selected. Trace and Max-Eigenvalue test shows that there are five co-integration 

equations at 5% level of significance.  
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Table 3: Augmented Dickey-Fuller Test 

Variables 
Levels 1

st
 Difference 

T-statistics P-value T-statistics P-value 

MYS -1.081986(2) 0.7111 -2.982983(1)*** 0.0470 

FDI -1.885493(1) 0.3349 -5.047095(0)*** 0.0002 

GDP -2.612919(1) 0.2773 -6.159312(0)*** 0.0001 

ICT -0.131735(2) 0.9376 -1.779720(1)* 0.0716 

EG -0.714898(1) 0.8296 -7.282153(0)*** 0.0000 

*;** and *** denote significance of test statistic at 10%, 5%, and 1% level of significance respectively against 

the null hypothesis of unit root. The critical values are taken from Mackinnon (1996). Figures in the parenthesis 
represent lags selected on the basis of Schwarz Basian Information Criterion (SBIC).  

 

Table 4: VAR Lag Order Selection Criteria 

Lag LogL LR FPE AIC SC HQ 

0 138.6300 NA 1.62e-10 -8.351876 -8.122855 -8.275962 

1 354.0410 350.0429 1.13e-15 -20.25256 -18.87844 -19.79708 

2 385.6155 41.44152 8.45e-16 -20.66347 -18.14423 -19.82841 

3 443.1983 57.58278* 1.56e-16* -22.69989* -19.03555* -21.48527* 
 * indicates lag order selected by the criterion,  LR: sequential modified LR test statistic (each test at 5% level), 

FPE: Final prediction, error, AIC: Akaike information criterion, SC: Schwarz information criterion, HQ: 
Hannan-Quinn information criterion 

 

Table 5 
Trace-Stat Max-Stat 

Null 
Hyp. 

Alter. 
Hyp. 

LR 5% C.V Null Hyp Alter. 
Hyp. 

LR 5% C.V 

r=0 r≥1 207.5639 69.81889 r=0 r=1 98.89128 33.87687 

r 1 r≥2 108.6727 47.85613 r=1 r=2 40.54704 27.58434 

r 2 r≥3 68.12562 29.79707 r=2 r=3 32.26792 21.13162 

r 3 r≥4 35.85770 15.49471 r=3 r=4 28.34762 14.26460 

r 4 r≥5 7.510078 3.841466 r=4 r=5 7.510078 3.841466 
**denotes rejection of the hypothesis at 5% level. The lag length (1-3) of VAR was selected based on AIC & 
HQ criterion. Cointegration tests were conducted, assuming that series have NO trend and has only intercepts.  

 

 The results presented in table 5 show that both Trace test and Maximum Eigen 

value test indicate one cointegration vectors at 5% level of significance. Therefore, by 

normalizing the cointegration vector on MYS the long-run relationship can be obtained 

(see table: 6). 

 

 

Table 6: Normalized Cointegration Coefficients 

*The numbers in parentheses under the estimated coefficients are the asymptotic standard errors. The numbers 
below parentheses are calculated t-statists. To reject the null hypothesis of zero coefficients, the calculated t-

values are compared with critical values (i.e. 2) at 5 % level of significance. 

Variables FDI GDP EG ICT 

Coefficient 0.016489 0.010997 0.867215 0.066119 

Standard Error (0.00309) (0.00430) (0.02913) (0.00257) 

T-Statistics [-5.34419] [-2.56001] [-29.7737] [-25.7456] 
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MYS = 0.838073 + 0.016489 FDI+ 0.010997GDP+ 0.867215 EG + 0.066119 ICT 

 

 According to Vector Error Correction Estimates the results shows positive and 

significant impact of FDI inflows, Economic growth, Economic globalization and ICT on 

mean year of schooling. Education is positively affected by foreign direct investment 

inflows in the country by one unit increase in FDI mean year of schooling increases by 

0.016489 units. FDI demanded more skill labor in the country so it gives incentive to 

residents of that country to be more skilled by getting more education. Positive impact of 

FDI on human capital (HC) will also decreases the brain drain situation in the country as 

natives get better opportunities in their own country. According to MDG’s global 

partnership enhanced by FDI inflows and it will enhance the universal primary education 

goal of the country. (Mughal & Vechiu, 2009 and Minhaj et al., 2007). 

 

 GDP of a country substantially and positively affect the mean year of schooling by 

0.01099 units with incline in economic growth by one unit of a country. The positive 

impact of economic growth increases with creating more opportunities, wages and 

income generate resources and its optimal utilization by human capital (HC)  investment 

then mean years of schooling increases in the country (Oketch, 2006 and Boateng, 2013). 

When a country become economically globalized then the movement of capital in the 

country increases. When more technologies bringing from abroad with capital to the 

country which raises the efficiency of labor and productivity. So, GDP of developing 

countries such as Pakistan increases which reduce income inequality between rich and 

poor nations. When GDP increases, then it causes to increment in the wages of labor and 

more investment in human capital (HC) in education sector so, the mean year of 

schooling will increase in Pakistan. Thus, with one unit increase in economic 

globalization will 0.867215 units increase the mean year of schooling (Makhlouf, 2014 & 

Yusuf et al. 2001). 

 

 Information and communication technology (ICT) is very crucial in education 

sector now a day it is positively affect the education. This study finds that one unit 

increase in ICT will increase the MYS by 0.066119 units. As more usage of ICT, its 

availability and accessibility have positive impact on education sector because it 

enhances students ability to do work related to studies. With ICT students of developing 

countries can acquire more advanced technologies, skill and access to the material of 

advanced countries and got benefitted from them through internet. So, they are able to 

compete with high skills and technologies in advance nations globally (Nisat et al. 2011, 

and Aristovnik 2012). In conclusion as more use of ICT in the country it will enhance 

education and mean year of schooling.  

 

VII. Conclusion 
 This study tries to check the impact of financial globalization on human capital 

(HC) by using the variables FDI inflows, GDP, ICT and Economic globalization as 

independent variables and mean years of schooling taken for human capital as dependent 

variable. After checking the order of variables through augmented dickey fuller test 

(ADF) it was confirmed that all variables were stationary at I(1). Thus, for I(1) variables 

the Johansen and Juselius (1990) cointegration approach and vector error correction 

method is used to estimate the impact of variables on MYS in long-run. The result of this 
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study shows that there exists long run relationship among variables, and 5 cointegrating 

equations exist in the model. All variables effect significantly in the study compared with 

t-Statistics for >2 at 5% level of significance. 

 

 Outcomes of the study shows that foreign direct investment inflows has positive 

and substantial effect on MYS the results supports the prior literature of (Mughal & 

Vechiu 2009 and Minhaj et al. 2007). When economic growth of country is high then 

government will able to invest more in improvement of human capital (HC)  by 

increasing its share of GDP in education sector and giving more chances to people for 

getting more education thus, mean year of schooling will also improves (Oketch 2006). 

When a country economically globalized it is more stable politically and economically 

then mean year of schooling increases. More usage of internet, cellular phones and 

telephone increases the mean years of schooling in Pakistan. The results support the prior 

literature of (Makhlouf, 2014) for economic globalization and (Nisar et al. 2011, and 

Aristovnik 2012) for ICT results.  

 

 The model tells us that there exist positive autocorrelation in the model. As 

Durbin-Watson value for 0.86 which is less than lower bound value. So, there exists 

positive autocorrelation in the model. It is easily removed by incorporating lag of 

dependent variable mean year of schooling in the model.  

 

VIII. Policy Recommendations 
i. Government should design sound policies to enhance the education sector and 

introduce universal education system in the country as in MDG’s universal primary 

education for all. 

ii. Share of GDP for education sector should increases for that purpose tax net system 

needed to revise and more people should include in tax net e.g. business men, 

bureaucrats, landowners, industry owners etc. 

iii. Our youth should urge do productive use of ICT which enhances the education of 

human capital in the country.  

iv. Government should focus on crisis of energy sector, if energy sector will stable in 

the economy than more foreigners will attract and invest. This will cause to boost our 

economic growth. 

v. There should be political stability in the country if political government will stable 

than they can focus on the projects of improvement the economic situation of public 

rather than on their politics. 

vi. Government should also provide benign and more cost-effective environment for 

FDI investors in Pakistan.  
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