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Analysis of The Role of Foreign Investment in Reducing 
Poverty in Afghanistan during (2000 to 2023)
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Abstract

This study, entitled The Role of Foreign Investment in Reducing Poverty in 
Afghanistan, was conducted to examine the extent to which foreign 
investment has contributed to poverty reduction and the improvement of 
economic and social conditions in the country. To achieve this objective, 
time-series data for Afghanistan were employed, and the autoregressive 
distributed lag (ARDL) econometric model was applied. Within the research 
framework, the stationarity of variables was first tested, followed by the 
estimation of the ARDL model. The Bound Test confirmed the existence of a 
long-run relationship among the variables. The long-run coefficients 
indicated that an increase in foreign investment has a negative and 
statistically significant effect on poverty levels, thereby enhancing economic 
and social welfare indicators. The error correction model (ECM) further 
revealed an appropriate speed of adjustment from short-run deviations toward 
long-run equilibrium. Diagnostic tests, including autocorrelation, normality 
of residuals, and heteroskedasticity, validated the reliability of the model, 
while the CUSUM and CUSUMSQ stability tests confirmed the structural 
stability of the coefficients over the study period. Accordingly, the research 
hypothesis that foreign investment significantly reduces poverty and 
improves economic and social welfare in Afghanistan was supported. The 
findings suggest that attracting foreign investment can serve as a key strategy 

promotion of social welfare.

Keywords: Foreign Investment, Poverty Reduction, Economic and Social 

Welfare, Time-Series Data and Structural Stability.
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