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Abstract

Economic growth plays a wital role in shaping the owverall development and
stability of a nation. There are many factors that effects on the economic growth.
In this study, various factors are taken for the analysis purpose to observe the
significant factors for the economic growth. Secondary dataset is taken from 1991-
2019 of Pakistan for various factors such as inflation rate, Gross Domestic
Product (GDP), Gross National Product (GNP), Gross National Income (GNI),
Unemployment rate, Population Growth Rate, Imports, Exports. Factor analysis
is performed and the components are extracted. Three main components are
extracted with 85.6% explained wvariation. The components are categorized as
Economic Growth factor, Trade and Labor Market Dynamics and Priceimport
inflation pressure. The study provides the valuable insights for policy makers in

designing targeted strategies for sustainable economic development.

INTRODUCTION

In entire economy, there are various factors that
effects on the economic growth. For example,
inflation, deflation, unemployment, and such
other Khan (2006)
forecasting related to the inflation factors. They
found the economic factors played the main role
in inflation. Later on, Malik (2011) explored the
factors for inflation and economic growth for the
Pakistan economy. Another study was of Khan
and Qasim  (1996), they estimated the key
determinants for inflation in Pakistan (Javed et
al.,, 2022). Different price indicators were found
by the Khan and Gill (2010). They used various
price indicators for the determinants of inflation.
Relationship between economic growth and

factors. examined the

inflation had been examined by the Okuyan
(2008). In 1998, Phillips found that the high
inflation can be bad for the economic growth.
Various economic growth and unemployment
issues were found by the Soylu et al.,, (2018).
They applied Pooled Panel Ordinary Least
Square analysis for investigation of the
relationship between the unemployment and
economic growth in European countries. The
impact of inflation and unemployment on the
growth rate was analyzed by the Salam and Ilahi
(2016). They found the positive relationship of
inflation and unemployment on the economic
growth. The linkage breakdown was investigated
by the Qayyum (2006). A positive association was
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found between inflation and money growth.
Time series dataset was used by Shahid (2014) for
the impact of unemployment and inflation on
the economic growth. They used 1980 to 2010
dataset for economic growth. Relationship
between the Gross Domestic Product and
Inflation was found by the Joyia (2012) in
Pakistan. They also found the positive
relationship between the inflation and economic
growth. The role of trade openness and other
factors were observed by the Sadia et al., (2014)
by finding the empirical analysis. By explaining
the prevalence of poverty in Pakistan, Irfan et al.,
(2011) found the role of inflation and economic
growth. Main determinants were found by the
Abdullah et al., (2008) for the inflation in process
of food.

Methodology
Factor Analysis
Factor Analysis considered as a statistical
technique in a multivariate analysis. That is used
for reduction of a large number of the observed
variables into a smaller number of the
unobserved latent factors. These latent factors are
used to represent common variance that is shared
among all the variables (Spearman; 1904).
Let there be p observed variables with m latent
factors Fi, Fs, ..., Fu
The factor model can be written as :

X = AF+¢
Table 1: Results for the Communalities
Communalities

Principle Component Analysis

PCA is considered as a procedure for
identification of a smaller number of
uncorrelated  variables,  called  “principle
components”, that is from a large dataset. The
objective of principle components analysis is the
explanation of the variance that can be explained
as maximum from the less number of principle
components. Principle components analysis is
used commonly in  market research, social
sciences and other industries that uses large
number of dataset (Pearson; 1901).

Principle components analysis is commonly used
as a one step analysis series. It can be used for
reduction of number of variables to avoid the
problem of multicollinearity, or when there are
large number of predictors relative to the number
of observations (Johnson & Wichern, 2014).
Statistical Analysis

For the extraction of factors that are related to
the economic growth, secondary dataset is
collected from 1991-2019 for various factors such
as inflation rate, Gross Domestic Product (GDP),
Gross National Product (GNP), Gross National
Income (GNI), Unemployment rate, Population
Growth Rate, Imports, Exports. Statistical
Analysis is performed by using SPSS, in term of
Principal component analysis and results are
observed in Table 1- 3 as follows.

Initial Extraction
GDP_Growth_rate 1.000 .895
GNP_GRowth_rate 1.000 918
GNI_GRowth_rate 1.000 157
Imports 1.000 192
Exports 1.000 924
Population_Growth_rate 1.000 .869
Unemployment_rate 1.000 196
Inflation_rate 1.000 .894

Extraction Method: Principal Component Analysis

From Table 1, it is noted that the 89.5%

variation is explained by the extracted factor of
GDP Growth rate, 91.8% variation is explained

by the GNP growth rate, 75.7% by the GNI
growth rate, (that is acceptable), 79.2% through
Imports, 92.4% through Exports, 86.9% through
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Population growth , 79.6% and 89.4% through
Unemployment rate and Inflation rate
respectively. Since all the extracted values that are
greater than 0.50, it means the all variables are

providing well representation in the factor
solution (Javaid and Atif; 2020)

Table 2: Results for the Total Variation Explained by the Components

Total Variance Explained

Component Initial Eigenvalues Extraction Sums of Squared Loadings
Total % of Variance | Cumulative % Total % of Variance | Cumulative %

1 3.143 39.291 39.291 3.143 39.291 39.291
2 2.392 29.901 69.192 2.392 29.901 69.192
3 1.309 16.364 85.55 1.309 16.364 85.555
4 114 8.923 94.478

5 .192 2.394 96.872

6 143 1.792 98.664

7 .091 1.141 99.805

8 .016 .195 100.000

Extraction Method: Principal Component Analysis

From Table 2, according to the Kaiser Criterion,
the first three components should be retained in
PCA, as their eigen values are greater than 1. By
cobining together, they are explaining 85.6%
variation among the total variation, that is a very
high explained variation which confirm them as

Table 3: Result for the Component Matrix
Component Matrix

strong factors for the economic growth. The
eigen values for the remaining components are
less than 1, showed the marginal contribution in
explained variation. So, could not retained in the
Final solution.

Component
1 2 3

GDP_Growth_rate .156 527 214
GNP_GRowth_rate 165 541 .199

GNI_GRowth_rate .621 376 480

Imports -543 -233 .666

Exports -567 174 -.060

Population_Growth_rate -554 .680 -314

Unemployment_rate 480 -751 -025

Inflation_rate -.668 -.006 .669

Extraction Method: Principal Component Analysis

From Table 3, component matrix shows the each
variable association with the three retained
components. The values close to +1 or -1 shows
the strong relationship with the component.

While the showed the

association with the components. Based on the

values zero weak

above scenario, GDP Growth Rate, GNP Growth

strongest loadings for component 1 (Economic
Growth Factor), while the Exports, Population
Growth and Unemployment rate indicated the
strongest loading for component 2 (Trade and
Labor Market Dynamics). While the imports and
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inflation rate indicated the strongest loading with terms of graphical representation as in Figure 1
the component three (Price-lmport Inflation and Figure 2.

Pressure). The details can also be expressed in

Scree Plot
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Figure 1: Scree plot
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Figure 2: Component Plot
From Figure 1 and 2, various factors can be
observed through the defined components as Results and Discussion
already defined in the Table 1-3. From the statistical analysis, the various factors

related to the economic growth are observed

(Lodhi et al., 2023). The variables were found to
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be the well representative for the economic
growth by the extracted components(Lim et al.,
2020). The three extracted components showed
the higher explained variation as of 85.6%. that
showed the strong data reduction. After rotation,
the variables were found in groups with three
meaningful factors as component 1, component
2 and component 3.

Thus overall, all the variables such as inflation
rate, Gross Domestic Product (GDP), Gross
National Product (GNP), Gross National Income
(GNI), Unemployment rate, Population Growth
Rate, Imports, Exports were found to be the most
important for the economic growth. Therefore,
Government should focus on well defined polices
by focusing on the above factors for the economic
growth.

REFERENCES

Abdullah, Muhammad, and Rukhsana
Kalim."Determinants of food price inflation
in Pakistan." (2011).

Ademola, A. S., & Badiru, A. (2016). The impact
of unemployment and inflation on
economic growth in Nigeria. international
journal of business and economic sciences Applied
research.

Ahmad, N., & Joyia, U. T. S. (2012). The
relationship between inflation and economic
growth in Pakistan: An econometric
approach. Asian Journal of research in business
economics and management.

Atique, Rabia, and Kamran Malik (2012)"Impact
of domestic and external debt on the
economic growth of Pakistan." World Applied
Sciences Journal 20.

Bashir, Furrukh, Shahbaz Nawaz, Kalsoom Yasin,
Usman Khursheed, Jahanzeb Khan, and
Muhammad Junaid Qureshi. "Determinants
of inflation in Pakistan: An econometric
analysis using Johansen co-integration
approach." Australian Journal of Business and
Management Research.

Bibi, Sadia, Syed Taugeer Ahmad, and Hina
Rashid (2014) "Impact of trade openness,
FDI, exchange rate and inflation on
economic growth: A case study of

Pakistan." International jowrnal of accounting
and financial reporting.

Chani, Dr, Muhammad Irfan, Zahid Pervaiz,
Sajjad Ahmad Jan, Amjad Ali, and Amatul
R. Chaudhary (2014) "Poverty, inflation and
economic growth: empirical evidence from
Pakistan." World Applied Sciences Journal.

Erbaykal E, Okuyan HA. Does inflation depress
economic growth! Evidence from Turkey.
International Journal of Finance End
Economics (2008).

Erbaykal, Erman, and H. Aydin Okuyan. "Does
inflation  depress  economic  growth?
Evidence from Turkey." International Journal
of Finance End Economics.

Ghosh, Atish, and Steven Phillips. "Warning:
Inflation may be harmful to your
growth."Inflation may be harmful to your
growth (1998).

Hassan, Muhammad Shahid, Iftikhar Ahmad,
and Haider Mahmood. "Does growth led
inflation hypothesis & locus critique exist in
Pakistan? A time series study." (2012).

Hussain, Shahzad, and Shahnawaz Malik.
"Inflation and economic growth: Evidence
from Pakistan." International  Journal  of
Economics and Finance.

Javaid, Anam, and Atif Akbar. "Factors
Identification for Human Development
Index." STATISTICS, COMPUTING AND
INTERDISCIPLINARY RESEARCH 2, no. 1
(2020): 1-8.

Javed, Z., Javaid, A., Javaid, S., & Javed, A.
(2022). Analysis of Child Mortality on
Geographical ~ Basis  Over  Different
Centuries. STATISTICS, COMPUTING
AND INTERDISCIPLINARY
RESEARCH, 4(2), 1-7.

Khan and Qasim (1996),estimate the key
Determinants of recent inflation in
Pakistan.

Khan, Mohsin S, and Axel
Schimmelpfennig(2006). "Inflation in
Pakistan." The Pakistan
review. The examines the factor forecast
inflation in Pakistan.

development

https://jmhorizons.com

| Sami et al., 2025 |

Page 145



Journal of Media Horizons
ISSN: 2710-4060 2710-4052

Volume 6, Issue 6, 2025

Lim, H. Y., Fam, P. S., Ali, M., & Khan, M.
(2020). Ridge Regression as Efficient Model
Selection and Forecasting of Fish Drying
Using V-Groove Hybrid Solar
Drier. Pertanika ~ Jowrnal — of  Science &
Technology, 28(4).

Lodhi, I, Nawaz, S., Javaid, A., Javaid, S., &
Javaid, A. (2023). Geographically Analysis of
Wheat Production on Annual
Basis. Statistics, Computing and Interdisciplinary
Research, 5(1), 29-36.

Mir, M. S., Wani, M. A., & Sankar, D. R. (2016,
Dec). Impact of unemployment on quality of
life. jowrnal of contemporary psychological
research.

Pearson, K. (1901). On lines and planes of closest fit
to systems of points in space. Philosophical
Magazine, 2(11), 559-572.

Qayyum, Abdul,(2006). "Money, inflation, and
growth in Pakistan." The Pakistan development
review. The=[p growth objective of importat
policy.

Saqib, Najia, Maryam Masnoon, and Nabeel
Rafique (2013), "Impact of foreign direct
investment on economic growth of
Pakistan." Advances in Management & Applied
Economics.

Shahbaz, Muhammad. "Linkages between
inflation, economic growth and terrorism in
Pakistan." Economic modelling (2013).

Shahid, M., (2014). Effect of inflation and
unemployment on economic growth in
Pakistan. Journal of economics and sustainable
development.

Shaikh, Erum Khushnood Zahid, Zahid H.
Channa, and Mehwish Bhutto. "Empirical
Relationship of Exchange Rate with
Inflation, International Trade and Gross
Domestic Product (GDP) in Pakistan’s
Economy." NICE Research Journal (2019).

Soylu, B. O., Cakmak, 1., & Okur, F. (2018).
Economic growth and unemployment
issue:Panel data analysis in  Easrern
European countries. journal of international
studies.

Spearman, C. (1904). "General intelligence,"
objectively determined and measured. American

Journal of Psychology, 15(2), 201-293.

https://jmhorizons.com

| Sami et al., 2025 |

Page 146



