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Abstract

Fiscal progress tested inside Gross Domestic Product by employing occasion collection data
above the time 1975 to help 2013. Gross Domestic Product signify your primarily based
adjustable in addition to separate specifics obtained for example professional advancement
in addition to final usage expenses. This particular examine discovered of which inside
Pakistan low countrywide bills, things exports, low saving in addition to final usage expenses
have a constructive relation to your Gross Domestic Product. Study shows the positive
relation of industrial development and final consumption expenditure. There is positive
connection of commercial development in addition to remaining intake costs with Gross

Domestic Product within Pakistan.
Keywords: GDP; FDI; Industrial development; Final consumption expenditure.

1.1. INTRODUCTION
Industrial development is the main variable of this research. Industrial development has
brought a significant role inside financial increase involving international locations such as

Tiongkok, the Republic involving Korea (Korea), Taiwan Domain involving Tiongkok
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(Taiwan), as well as Philippines. Together with accelerated increase, lower income prices
have got diminished in most international locations. Some international locations have to
realize increase together with value, although people inequality offers stayed high. In this
page, the increase tales involving 7 international locations Tiongkok, of India, Korea,

Taiwan, Philippines, as well as South America are generally defined as well as outlined.

The primary focus is usually with explaining their increased operations as well as techniques,
the role involving commercial progress, the factor involving a variety of procedures in order
to increase performance, and the impact involving increase with lower income as well as
cash flow inequality. Inside nation's reports expenditure about goods as well as companies
which can be for one own pleasure regarding person requirements (individual consumption)
or may be collective requirements regarding members in the community (collective
consumption) is usually recorded throughout the use of revenue consideration within the deal
last intake expenditure (FCE). The main part of the last intake expenditure is usually house
last intake expenditure. Government last intake expenditure is designed for collective intake
or may be regarding person intake by means of sociable transfers throughout kind to help

families.

Furthermore, non-profit organizations offering families offer person’s intake goods as well as
companies, to help families cost-free or may be in lessened prices. There is positive
relationship of industrial development and GDP is positive and there is positive relationship
of final consumption expenditure with GDP. In addition, most of literature review shows the
positive relation of industrial development and final consumption expenditure with GDP.
The total contribution of Travel & Tourism to GDP was USD 6, 990.3bn (9.5% of GDP) in
2013, and is forecast to rise by 4.3% in 2014, and to rise by 4.2% pa to USD 10, 965.1bn

(10.3% of GDP) in 2024. GDP on one hand pertains to the total market place importance of
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last goods in addition to services stated in a region in a very given calendar year, equal to
overall buyer, investment decision. In addition, government is spending, plus the importance
regarding exports, without the importance worth addressing GDP for every capita. In
contrast, the share regarding person customers in the people towards once-a-year GDP for
every capita is actually calculated through splitting up the genuine as well as small
importance regarding GDP with the country’s once-a-year overall people matter and is
particularly typically joined by economists using lifestyle. Best case that might show your
difference in between GDP in addition to GDP for every capita is actually through evaluation
involving the financial system regarding the far east along with the people for every capita,
plus a diminish in the economy in the event that it comes after a decreasing craze. It is
additionally believed to assist government entities, combined with their financial experts, so
that you can think of insurance policies, market sectors, in addition to backup programs that

can handle financial expansion.

This study is concerning the issue involving professional progress in addition to remaining
ingestion outlay upon GDP that is not performed in earlier studies, that’s why it is precisely
vital in the present circumstance especially in Pakistan. The results that we obtained by the
time is, from 1975 to 2013. The study has different sections as well as sec Il of literature
review, sec Il of variable construction, sec IV of estimation strategy, sec V for empirical
results and last one has conclusions drawn out based on empirical findings and policy

making.

1.2. OBJECTIVES OF STUDY
Unique decision on factors due to impartial specifics on Gross Domestic Product (GDP),

Goal would be to perform in marketplace analysis research. In addition to assess through
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problems Pakistan’s GDP inside present as well as to discover the effects regarding industrial

advancement and closing intake costs.

1.3. LITERATURE REVIEW

In past years, scope of research has been increased for the variables industrial development,
final consumption expenditures and GDP. Researchers have been studying these variables
separately which have been used for literature review of this topic. Madisson (1994) tried to
find out the relation between industrialization and GDP growth and analysed 21 countries
with the results that will be the proportion with the best GDP every capita on the most
affordable greater through 3 to teen among 1820 to 1989. It was found out that the relation
between Industrialization and GDP growth is positive. Mehmood (2012) studied relationship
between GDP and final consumption expenditure in Pakistan and Bangladesh. Thirteen
factors were taken as independent variables and GDP was the dependent variable. Final
consumption expenditure is one of that which has a helpful result on the GDP. The variable
that has negative impact on the GDP of Pakistan includes exterior debts, entire share in
addition to service exports use an unfavorable relation to the actual GDP connected with

Pakistan.

Regarding Bangladesh, this kind of analysis observed in which issue like uncouth nationwide
fees, exterior debts share entire, items imports in addition to exports have got good relation
to the actual GDP connected with Bangladesh however last use spending features
unfavourable relation to the actual GDP connected with Bangladesh. Nazish and Igbal (2013)
concluded that agricultural industry, manufacturing industry and service industry have
positive effect on GDP. In the GDP of Pakistan, according to the economic survey 2010, this

re-payment regarding cultivation field always be 21 years of age. 2%, mechanical field led
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20. 4% along with program field led 53. 4%. The agricultural sector is playing a more
important role in the economies GDP. Shenzhen (2011) used final consumption expenditure
approach for the measurement of GDP and as the result that he found that there is a positive
result of GDP and final consumption expenditure. The author discusses the measurement of
various mechanisms of final expenditures which comprise final consumption expenditure,
exports and imports and finally gross capital formation. Rodrik and Kennedy (2006) view the
rapid advancement in the agricultural sector i.e. the modern labour and the finished goods
from raw material like from wheat other useful products are produced, so the economic

growth and GDP of the country will be improved.

Zingel (2002) Security and economic development are mutually interlinked. If the national
security is high so it means, there will be stability in the country or economy. So, if the
economy remains stable its development will never be stopped. In stable economies each and
everything going in a stable mood and economies enjoy a lot of benefits by this stability.
National security leads to economic stability and it then leads to the economic development.
So, it means that both the nation security and the economic or industrial development have a
positive relationship. Gregorious and Ghosh (2009) the government expenditure also effects
the growth of the nation in all aspects if the government expenditures are limited then, they
will able to spend money on the development of the nations. Also, growth expenditure has
strong effect on the GDP. Igbal (2010) states that FDI is typically view as single
characteristic which in turn enhances economic development. It refers to, causality link
involving foreign direct investment, gross domestic product, exports and bidirectional
causality involving FDI and gross domestic product, FDI and foreign trade, gross domestic

product and foreign trade, and imports and exports.
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Muhammad (2000) anticipated, to get a transform in any kind of fiscal system, non-
economic issues tend to be crucial. Awan (2010) reviewed general impression involving FDI
inflows in the financial system involving Pakistan, by using 12-monthly series information
for period of 1971-2008. Advantages mentioned which Gross Fixed money structure,
magnitude Business Visibility (TO) and Inflation price (INF) tends to be statistically
significant together with optimistic indications. Afzal (2007) reviewed that personal
integration has no short-run have an effect on fiscal growth. Long run stability is founded
between economic growth and gross domestic product. Open public industry investment
decision and non-public investment decision excite each other that in return help the fiscal
growth. Vissak and Roolaht (2005) results upon fiscal growth is usually could be reaction to

Gross Conserving and Human residents’ growth.

1.4. ESTIMATION STRATEGY

To learn about the impact of industrial development and final consumption expenditure on
GDP, the equation being used is given below:

GDP=¢ + mID + mFCE + ut

Here ¢ shows Constant are in this model. 11D shows Industrial development which is the
main variable of my research and test the impact of this variable on GDP. FCE shows Final
consumption of expenditure ultimate utilization of costs which is the 3rd adjustable
association with my own exploration report and it is getting used to check your impression
on this about GDP. ut Shows it is often claimed which the miscalculation expression inside a
regression equation represents the consequence from the specifics, which were omitted on

the equation. In addition, the GDP is the per capita real gross domestic product.
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The type related with relationship involving this kind of described parameter, is usually
peruse while using the causality product but in front of that we usually are carrying out co
integration research applying autoregressive distributive lag (ARDL) process. Pesaran in
addition to Pesaran, (1997) to begin with released using this method in addition to there after
many researchers not too long ago Jalil and Feridun (2011), Acaravci and Ozturk (2010)
utilized this procedure because of its gain inside their research. The real reason for selecting
ARDL around different approaches is usually that most of the actual parameters are not must
be motionless with the identical degree or perhaps with the identical change degree. The
exacting product involves enough number of lags to help imprison your data producing
treatment in common to help distinct modelling frameworks. ARDL has the ability to obtain
problem correction product by using an alteration, which often is very simple in addition to
linear. There is no dilemma associated with endogeneity with this technique. The houses
associated with ARDL related to small trials have become excellent when compared with the
opposite co-integration techniques. Just before implementing ARDL, unit actual test will be
obligatory to be familiar with if the factors fulfil the essential presumptions, which have been
established prior to going with regard to co integration examination. We are applying
Augmented Dicky Richer (ADF) with regard to unite actual test and to the unit actual test, a
new stop exists for those factors they really should not be stationary beyond his or her

subsequent variation.

This ADRL entails the enhancement equation is given below:

p p P
AGDP = 3, +Z§iAGDPH +Z¢,AIDH +Z¢,AFCEH +AGDP_, +4,ID_, + 4,FCE_, +U,
i=1 i=1 i=1

Where the constant is generally called drift component and Ux is the error term. The phrases
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that are acquiring summation signal with him or her are generally addressing mistake static
correction design wherever lags are there as well as A demonstrating sign normal of these
parameters. The particular values, which have been acquiring A with him or her, are

generally demonstrating over time romantic relationships.

The first step with ARDL is usually the usage of T-test for your existence associated with
years to come relation between the factors. Null theory benefits simply no co-integration
A1=A2=A3=A4=0 as the alternate theory advises lifestyle associated with co-integration L1740,
2240, L340, The worked-out testosterone levels value is usually balanced with the particular

important beliefs.

The actual worked out f-value is usually in contrast to two pieces relating to major beliefs
since encouraged through Pesaran et al. (2001). Just one established thinks that most factors
usually are I (0) as well as the more thinks they could be I (1). In the event the f-value
worked out is usually over the top of value, we all avoid the null theory. Upon unlike this if
f-value is usually a lot less than the low value and then null theory is usually recognized
inspire of the simple fact whether or not changing is usually stationery with their stage or
maybe with their first difference. Based on (Pesaran as well as Pesaran, 1997), on-line may
well fall within the pending location furthermore. To pick out the optimal lag sizing with
regard to every changing, your current ARDL course of action premiums (p+1) k level of
regressions, where v will be the highest level of lags as well as ok would be the level of

factors within the picture.

The second action requires the particular evaluation associated with long lasting relation
between the factors by using AIC or maybe SBC with ARDL. AIC stands for Akaike Info

Requirements, which is known with regard to deciding on the ideal suitable, lag length. SBC
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is usually Schwartz—Bayesian Requirements, which often employs minimum amount
acceptable lag length. Inside the third action, if years to come connection prevails and then

mistake modification type is usually believed.

p p p

AGDP, = f,+ Y 6,AGDP_; + Y 4AID_; + Y $AFCE,_; + aECM,, +U,
i=1 i=1 i=1

Exactly where ECMt—1 would be the miscalculation static correction term, which often

indicates this velocity along with which often long-term balance is usually, tweaked again

from quick manage problems.

To ensure the strength with the style in shape, stableness along with diagnostic testing tend to
be utilized along with their own results are construed. The particular testing is used to test the
problems just like relationship, heteroscedasticity, abnormality from the style. (Pesaran along
with Pesaran 1997) applied this stableness testing often known as cumulative (CUSUM)
along with cumulative number of squares (CUSUMSQ) testing which were launched by

(Brown et al. 1975).
1.5. VARIABLES CONSTRUCTION

Gross domestic product is normally used as a tool to examine economic development and
growth. Many researchers have used it for this purpose in the past. In past years, scope of
research has been increased for the variables industrial development, final consumption
expenditures and GDP. Therefore, in my research | also prefer to measure and test the impact
of industrial development and final consumption expenditure. Researchers have been
studying these variables separately. Madisson (1994) added Gross Domestic Product (GDP)

being a variable from the studies working on commercial field to evaluate the particular
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influence involving commercial progress on Gross Domestic Product (GDP) and creator. It
had been determined how the regards among Industrialization and Gross Domestic Product
(GDP) development is actually optimistic. ITP's software tools and exchange rate are being
used by some researchers to measure the industrial development. In addition, use exchange
rate to measure the industrial development. Madisson (1994) tried to find out the relation
between industrialization and GDP growth and analyzed 21 countries with the results that
will the proportion with the best GDP every capita on the most affordable greater through 3
to ten among 1820 in addition to 1989. Mehmood (2012) studied relationship between GDP
and final consumption expenditure in Pakistan and Bangladesh. Final consumption
expenditure is one of that which has a helpful result on the GDP. The variable, which has
negative impact on the GDP of Pakistan include exterior debts, entire share in addition to

service exports use an unfavourable relation to the actual GDP connected with Pakistan.

Nazish and Igbal (August 2013) concluded that agricultural industry, manufacturing industry
and service industry have positive effects on GDP. Shenzhen (2011) discuss the
measurement of various mechanisms of final expenditures, which comprise final
consumption expenditure, exports and imports and finally gross capital formation. Rodrik
and Kennedy (2006) measure the modern labour and the finished goods from raw material
like the one from wheat other useful products are produced. So, the economic growth and
GDP of the country will be improved. Zingel (2002) Security and economic development are
mutually interlinked. If the national security is high so it means, there will be stability in the
country or economy. Similarly, if the economy remains stable, its development will never be
stopped. In stable Economies, each and everything going in a stable mood and economies
enjoy many benefits by this stability. National security leads to economic stability and it then

leads to the economic development. Therefore, it means that both the nation security and the
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economic or industrial development have a positive relationship. Gregoriou and Ghosh
(2009) discuss that the government expenditure also effects the growth of the nation in all
aspects. If the government expenditure are limited then it will be able to spend money on the

development of the nation then growth expenditure will have strong effect of the GDP.

Igbal (2010) states that FDI is typically view as single characteristic which in turn enhances
economic development that refers to causality link involving FDI, gross domestic product,
exports. Muhammad (2000) anticipated, to get a transform in any kind of fiscal system, non-
economic issues tend to be crucial. Awan (2010) reviewed general impression involving FDI
inflows in the financial system involving Pakistan, by using 12-monthly series information
for period of 1971-2008. Advantages mentioned which Gross Fixed money structure,
magnitude Business Visibility (TO) and Inflation price (INF) tend to be statistically
significant together with optimistic indications. Afzal (2007) measure the long run stability is
founded between economic growth and gross domestic product. Open public industry
investment decision and non-public investment decision excite each other, which in return
help the fiscal growth. Vissak and Roolaht (2005) results upon fiscal growth is usually could
be reaction to Gross Conserving and also Human residents’ growth. The time period for this

study is from 1975 — 2013.

1.6. EMPIRICAL RESULTS

Unit Root Test

The first step is to test the stationary of variables using Augmented Dickey Fuller test before

going towards further findings. For this purpose, the unit root test is applied by using ADF. It
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is proved that all the variables are stationary either at their level or at their first difference

that is I (0) and I (1). The findings are given in the table below:

Table 1

Variable Level Fist diff K
GDP -2.2591 -1.007 1
ID -5.3355 -3.2427 1
FCE -1.69588 NA _

Next step is to check bi-directional causality of variables by using granger causality test. The
findings are illustrated in the table given below: To test the roughness of the causality test,
we use the changeable variables techniques that were used by Wheeler (1992) which
supports my result. Table “3” for long run ARDL results is given below showing that all the

three variables have significant relationship.

Table 2: Granger Causality Test

Null hypothesis. F. statistics Probability
I.D does not granger cause GDP 3.5267 0.0432
GDP does not granger cause I.D 0.5213 0.5431

After granger causality test we will accept GDP does not granger cause ID. There is one-

directional relationship between GDP and ID and 1D causes GDP.
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Table 3: Result of long run ARDL test

Dependent variable is GDP:

Regresses Coefficient T.value
Constant .1345 4.5612
Industrial development 5181 3.5362
Final consumption expenditure  |.6932 2.6234
Diagnostic test p.value

Serial correlation .6502

Functional form .2958

Normality 4729

Hetroskedestisity 7466

The table shows that if all the variables are zero, the amount of GDP is still 1.345. It also
shows that 1 % increase in industrial development will increase GDP by .5181 further 1% in
final consumption expenditure will cause GDP to increase by .6932. Diagnostic tests are
performed, and the results show that the model and it’s all variables are completely normal.
There is no problem of serial correlation, heteroskedasticity. The findings are totally in line
with the already existing literature and supporting the facts. Tamazian, et.al (2010) the result

of this study comparatively related with my results.
Result of Short Run ARDL Test

Short run results are illustrated in the table given below. They show that in short run if

increase in ID is 1% will lead to .194lincreases in GDP. Similarly, 1% increase in final
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consumption expenditure will increase GDP by .1648 Negative sign in ECM shows that

results are significant, and disequilibrium will be covered up.

Table 4

Dependent variable is GDP:

Regresses Coefficient | T.value
Constant .0945 1.3491
Industrial development AID 1941 2.2210
Final consumption expenditure A FCE .1648 4.7690
ECM (-1) -0.1243 -1.6301
Diagnostic test p.value

R? .9216

D.W 1.8321

R? is the determination between two variables how much determines the industrial
development towards GDP. ECM shows the significance level and the negative sign shows
that the result is significant. In the end, it can be said that the results of short run are not
much effective as compared to long run results and their magnitude is not high. It is clear
from the findings that the connectivity between these variables is high in long run rather than
short run. Watson test is applied to test autocorrelation and it is found out that no
autocorrelation exists is the value is approximately near to 2. Value of R? is showing that
92% determined by industrial development. In the end it can be said that the results of short

run are not much effective as compared to long run results and their magnitude is not high. It
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is clear from the findings that the connectivity between these variables is high in long run

rather than short run.

Graph1
Plot of Cumulative Sum of Recursive Residuals
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Further cumulative sum has been checked. The graphs are at 5% significance level and are
showing results the tabular findings in line with the tabular findings. Yuxiang, and Chen
(2011). The result of this study also shows the positive result which supports my result
because in my research there is also positive relation of industrial development and with

GDP.
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Graph 2

Plot of Cumulative Sum of Squares of Recursive Residuals
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Further CUSUM has been checked. The above graphs 1 and 2 are at 5% significance level

and are showing results in line with the tabular findings.

1.7. CONCLUSION AND POLICYMAKING

To test the roughness of the causality test, we use the changeable variables techniques that
were used by Wheeler (1992) which supports my result. The present article has tested the
impact of industrial development and final consumption expenditure on GDP. The result of
the analysis reveals that there is a positive relation between industrial development and final
consumption expenditure on GDP. It means if, the industrial growth level within the country
rises, it will grow the GDP rate of the country. In addition, if the people consumption level
rises, it also increases the GDP rate of the country (Yuxiang, and Chen, 2011). The result of
this study also shows the positive result, which supports my result because in my research

there is also positive relation of industrial development and with GDP.
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The variables that are used in this article are Industrial development and Final consumption
expenditure and theses variables are never used by researcher before my research. The proxy
that is used in this article is value added manufacturing. But as it is obvious that with the
rapid increase in the industrial level, GDP rises, unemployment reduces, income level rises,
purchasing power increases, also health and education sector will also grow, but on the other
hand it also increases the pollution in the environment, disturbance in the economy.

Tamazian et.al. (2010) stated that comparatively results, which will help the people to
identify the GDP growth rate and the Purchasing power parity in the economy. In addition,
the industrial growth and the factors based on which industries gain growth will be clarify to

the people.

As it is clear, that nowadays in this competitive world, it is difficult to grow the GDP rate
with the help of Industrial development but if the organizations take initiatives to enhance the
company processes due to which the quality of product and services enhance. Obviously, the
export level will also rise, which automatically increase the GDP level of the country.

Government support can also enhance the industrial growth and GDP rate.
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