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ABSTRACT

The study examines Pakistan’s geopolitical relevance by examining its military expenditure, FDI, political stability, energy production, and trade 
openness. The research utilizes a two-stage least squares (2SLS) regression model for 1996 Q1-2022 Q4 to account for explanatory variable endogeneity 
for credible estimations. The findings show that military expenditure and political instability lower Pakistan’s geopolitical relevance, as measured by 
foreign aid. Rising military spending and political upheaval may deter foreign donations due to regional security and resource allocation concerns. 
Economic resilience and global integration are connected to energy production, trade openness, and geopolitical importance. Therefore, Pakistan 
needs them to boost its international standing. The analysis also demonstrates that less foreign assistance is connected with higher FDI inflows, which 
may increase economic independence. These findings, which support the “guns versus butter” paradigm and economic interdependence, may inspire 
Pakistan’s geopolitical dynamics. This study provides facts on a country’s economic, political, and strategic drivers of geopolitical relevance. These 
findings may assist Pakistan’s authorities in finding a balance between military and economic measures to boost its global status.

Keywords: Energy Production, Geopolitical Significance, Military Expenditures, Foreign Direct Investment, Political Stability, Trade Openness 
JEL Classifications: F52, Q43

1. INTRODUCTION

Several factors significantly impacting global geopolitics define a 
nation’s strategic relevance internationally. Military spending, FDI, 
and energy viability are vital issues. To understand national policy 
and international relations, one must understand these factors 
and how they affect a country’s geopolitical position (Yasmeen 
and Shah, 2024; Zhao et al., 2024; Wang et al., 2024). This 
study explains how Pakistan’s strategic location, military force, 
economic links, and energy resources influence its geopolitical 

prominence. It examines Pakistan’s military budget, FDI inflows, 
and energy sustainability to determine its geopolitical position. 
Countries like Pakistan, with security issues and geopolitical 
conflicts, must spend disproportionately on the military (Khalid 
and Mat, 2023). Military spending is often justified by national 
security and regional and global influence. However, this military 
spending focus may have unanticipated financial consequences. 
Pakistan’s geopolitical significance may be diminished if the 
nation persists in its substantial military expenditures (Muhammad 
et al., 2024). Military spending diverts funds from healthcare, 

This Journal is licensed under a Creative Commons Attribution 4.0 International License



Khan, et al.: Strategic Influence in Focus: Assessing the Roles of Defense Expenditures, Foreign Capital, 
Political Stability, and Energy Sustainability in Geopolitical Dynamics

International Journal of Energy Economics and Policy | Vol 14 • Issue 6 • 2024 477

education, and infrastructure, threatening economic development 
and stability. Security, economic growth, and social welfare 
must be balanced, making policymaking challenging (Njifen and 
Anemann, 2023; Tsitouras and Tsounis, 2024).

Foreign direct investment also affects a nation’s geopolitical status. 
FDI contributes income, technology, expertise, and international 
alliances, which boosts economic growth. Pakistan’s development 
needs and global economic integration goals are vital for FDI. FDI 
may boost Pakistan’s strategic posture by stimulating economic 
growth, international alliances, and investor confidence (Khan 
et al., 2023a; Serfraz et al., 2023). FDI diversifies economies, 
boosts employment, and fosters innovation, essential to long-
term prosperity and stability. Energy sustainability affects a 
nation’s geopolitical prominence (Bakhsh et al., 2024a). In 
today’s interconnected world, dependable energy sources 
influence national and international power dynamics. Pakistan 
needs a dependable and diverse energy source to sustain peace 
and participate in regional geopolitics (Fazal et al., 2023). Energy 
stability helps the economy function, makes it less vulnerable to 
outside shocks, and makes the nation more attractive as a global 
energy partner (Alsagr and Ozturk, 2024; Lei et al., 2023). Energy 
sustainability is linked to environmental issues gaining prominence 
in international diplomacy and trade (Huda, 2024).

Based on the study’s focus on Pakistan’s geopolitical relevance, 
the study has the following research questions. First, do defense 
expenditures and economic development trade-offs exist, and 
how does Pakistan’s military spending influence its geopolitical 
importance? This examines Pakistan’s military budget and 
geopolitical situation. The analysis focuses on whether diverting 
large military spending strengthens or weakens Pakistan’s 
geopolitical power. This study examines this association to see 
what occurs when a country prioritizes military spending over 
healthcare, education, and infrastructure. Lawmakers must 
balance national security with economic development and 
stability and comprehend these trade-offs. The issue deserves 
more investigation into how these dynamics affect national 
security and Pakistan’s international influence. Second, how do 
economic links affect foreign perceptions of Pakistan, and how 
does FDI boost its geopolitical importance? This examines FDI 
and Pakistan’s geopolitics. Pakistan’s economy and worldwide 
position improve with FDI inflows by establishing international 
links and attracting new investors. This examines how FDI impacts 
Pakistan’s economy and assesses its international standing. These 
methods include employment creation, technological transfer, 
and infrastructure building. The findings help to understand 
how economic integration may increase geopolitical relevance. 
Finally, how does a steady and varied energy supply affect 
Pakistan’s strategic direction, and how does energy production 
affect geopolitical significance? This research emphasizes 
energy sustainability since it influences Pakistan’s geopolitical 
relevance. Many countries strategically located in energy-rich 
regions, including Pakistan, depend on energy for internal and 
external security. The research seeks to understand how a stable 
and diverse energy supply helps Pakistan’s regional and global 
strategic position. Energy sustainability and geopolitical influence 
assessed Pakistan’s potential to influence global energy markets 

and its desirability as a partner in international energy projects. 
Sustainable energy’s environmental and economic benefits are 
examined alongside global sustainable development trends and 
Pakistan’s foreign diplomacy.

The study has the following research objectives, i.e.,
1. To examine the influence of military expenditures, FDI 

inflows, and political stability on Pakistan’s geopolitical 
significance

2. To explore the role of energy production and trade openness 
in improving Pakistan’s geopolitical importance

3. To investigate the relationship between economic, political, 
and strategic variables in determining Pakistan’s geopolitical 
relevance.

This study contributes to the literature by using Pakistan’s statistics 
on military spending, FDI, energy sustainability, and geopolitical 
importance. Although these factors have been researched 
independently, a comprehensive analysis of their combined 
influence on a nation’s strategic direction is needed (Khurshid, 
2023; Hanif and Sultan, 2024; Kumari et al., 2024). This research 
illustrates the costs and advantages of balancing military spending, 
attracting foreign investment, and ensuring energy sustainability, 
which would assist policymakers. The study reveals these factors’ 
more significant influence on Pakistan’s international standing and 
educates other states on handling geopolitical challenges.

The study has the following sections, i.e., the data and methodology 
section is presented after the introduction. Results are further 
discussed. The final section concludes the study.

2. LITERATURE REVIEW

Military power, economic factors, energy sustainability, and 
human progress have historically affected South Asian geopolitics, 
notably Pakistan. Pakistan was examined from several viewpoints 
to understand its role in the “New Great Game,” the shifting 
geopolitical environment. This literature review examines how 
foreign aid, military expenditure, FDI, energy sustainability, 
and human development determine Pakistan’s geopolitical 
prominence.

Geostrategic position affects a country’s foreign policy, diplomacy, 
and relations with other nations, determining its power-
authenticity. Pakistan’s geostrategic location affects Asia’s overall 
and regional politics, as well as international powers’ survival 
struggles, continental supremacy, mineral hegemony, discipline 
monopolies, and land and sea security interests (Nasim, 2022; 
Khan et al., 2024). Pakistan’s positive role in regional politics 
fosters peace, prosperity, and progress in South Asia, proving 
its strategic importance. Its close relationship with China is 
remarkable regarding business, technology, and regional military 
strategy. Afghanistan’s foreign policy depends on Pakistan’s 
security since it is landlocked and trades via Pakistani land routes 
(Bhatnagar and Shahab Ahmed, 2021). Pakistan-Iran relations 
boost Pakistan’s strategic relevance, regional prosperity and 
Muslim unity. Pakistan influences the politics of the Arabian Sea 
and the Indian Ocean. US-Pakistan relations and the war against 
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terrorism demonstrate Pakistan’s geostrategic importance. Pakistan 
is crucial to US-China containment. CPEC is crucial to Indian 
Ocean hegemonic politics, encompassing regional and extra-
regional nations (Sengupta, 2024). The cold start doctrine’s failure 
illuminates Pakistan’s strategic topography. Pakistan’s location is 
crucial to China’s one belt one road program’s regional connections 
(Jamali et al., 2023).

Pakistan’s geopolitical policy has been heavily influenced by 
foreign assistance. Several studies have indicated that foreign 
aid strengthens diplomatic ties and advances the strategic aims 
of the governments that offer it, impacting geopolitical dynamics 
(Zaidi and Nirmal, 2023; Rahman, 2023). Pakistan depended on 
Western aid throughout the Cold War and after 9/11 to strengthen 
its strategic connections. Scholars say donor countries’ views 
of Pakistan’s strategic importance influence aid amount and 
consistency (Rashed et al., 2024; Zaidi et al., 2024). Foreign aid 
may enhance alliances and stabilize economies but can weaken 
domestic policy autonomy and lead to dependency, complicating 
a country’s geopolitical strategy (Awan and Mali, 2023). Military 
might influence a nation’s ability to project power and deter attack, 
making it an essential geopolitical factor. Pakistan’s military 
expenditure has focused on maintaining a strategic balance in 
South Asia, notably with India. Realists believe a nation’s military 
might is crucial to its international influence and citizen protection 
(Holen, 2023). Pakistan’s military spending ensures border 
security and regional influence (Imran Rafiq, 2024). However, 
studies suggest that overspending on the military might weaken the 
economy and divert funds from healthcare and education, essential 
for long-term prosperity. Military strength is vital for geopolitical 
influence but should not come at the price of socioeconomic 
aspirations (Meierding and Sigman, 2021).

FDI is often used to assess a country’s economic integration and 
investor confidence. Pakistan has seen FDI inflows fluctuate due 
to political stability, economic changes, and security concerns 
(Ashraf, 2023). According to economic theories like Dunning’s 
Eclectic Paradigm (Dunning, 2015), countries with sound 
economic policies, stable governments, and enough infrastructure 
attract more FDI. According to empirical studies, FDI increases 
Pakistan’s economy (Khan et al., 2023a; Serfraz et al., 2023). FDI 
boosts production, employment, and technology transfer. FDI may 
affect geopolitical importance but can also cause economic shocks 
and geopolitical concerns, particularly in uncertain political 
and security environments (Bussy and Zheng, 2023). Energy 
sustainability is increasingly crucial in geopolitical strategy, 
affecting domestic stability and external relations. Pakistan’s 
energy problems and dependency on imported fossil fuels harm 
its economic stability and strategic autonomy (Zhang et al., 
2023). Energy security theories hold that a nation’s safety and 
prosperity rely on its capacity to access dependable, long-term 
energy (Czerwińska and Pacana, 2024). Recent studies suggest 
Pakistan needs renewable energy investment and energy mix 
diversification to promote energy security and reduce foreign 
dependence (Asghar et al., 2023). Strong energy systems allow 
countries to influence international events, making energy 
sustainability a geopolitical strategy and domestic need (Bakhsh 
et al., 2024b).

Healthcare, education, and economic development affect a 
nation’s geopolitical strength. A well-developed population 
produces a more productive economy, stable society, and educated 
workforce, which increases geopolitical power (Dindarian, 2023). 
Pakistan’s human development indexes have improved, although 
health and education remain poor (Ullah and Majeed, 2023). 
Economic, social, and political aspects are combined in the human 
development index (HDI) to measure development. Studies link 
higher HDI ratings to more stable geopolitics and longer-lasting 
economic growth (Jawad and Naz, 2024; Zorpas, 2024). Thus, 
improving human development is a moral and strategic need for 
global relevance. Based on the cited literature, the following are 
the hypotheses of the study, i.e.,
H1: Military expenditures have a significant negative impact on 

Pakistan’s geopolitical significance.
H2: FDI inflows positively impact Pakistan’s geopolitical 

importance by improving economic growth, promoting global 
alliances, and increasing investor trust.

H3: Energy sustainability significantly impacts Pakistan’s 
geopolitical significance.

Even while there is much study on Pakistan’s geopolitical 
importance to the “New Great Game,” there is no thorough 
analysis since it focuses on discrete variables like FDI or 
military expenditure; previous research ignores the interplay of 
social, economic, and geopolitical factors (Hussain et al., 2023; 
Akhtar and Niazi, 2024). This study explores how Pakistan’s 
geopolitical prominence affects foreign aid, military power, 
investor confidence, energy sustainability, and human development 
to fill this information gap. This extensive research contributes to 
geopolitical strategic knowledge and helps politicians comprehend 
national, regional, and worldwide politics.

3. DATA AND METHODOLOGY

Table 1 shows the list of variables for ready reference.

Two-stage least squares (2SLS) regression repair skewed and 
inconsistent ordinary least squares (OLS) estimates caused 
by endogeneity. Endogeneity happens when the model has 
measurement errors, simultaneity, or missing variables. The 
2SLS technique is proper when one or more explanatory elements 
are endogenous, yet a causal relationship is hypothesized. 
Instrumental variables (IVs) linked with endogenous regressors 
but not the error term allow 2SLS to give consistent and 
unbiased estimates. The 2SLS initial step involves regressing 
all model exogenous variables, including instruments, on each 
endogenous explanatory variable. Important as this step may 
be, it eliminates the error term’s contribution to the endogenous 
variable’s fluctuation, leaving only the instruments’ contribution. 
The dependent variable is fitted to the model’s endogenous 
and exogenous variables in the second phase. Using projected 
values from the first stage instead of endogenous variables, 
2SLS second-stage regressors are assured to be uncorrelated 
with the error term, satisfying a critical condition of OLS 
regression. This step computes 2SLS coefficients of the dependent 
variable’s relationship with explanatory factors. These estimates 
are consistent and unbiased if the instruments are valid-highly 
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correlated with the endogenous regressors and uncorrelated with 
the error term. Equation (1) shows the 2SLS equation, i.e.,

0 1 2 3

4 5 6

GEOPOL MEXP FDI POLSTAB
ENRGPRO TOP HDI Z

α α α α
α α α λ ε

= + + + +
+ + + +  (1)

Where,

GEOPOL shows geopolitics

MEXP shows military expenditures

FDI shows FDI inflows

POLSTAB shows political stability

ENRGPRO shows productivity production

TOP shows trade openness

HDI shows human development index

‘Z’ shows the list of instrumental variables, and

Ƹ shows error term.

Instrument selection greatly affects the validity of 2SLS 
estimates. To be significant and exclusionary, the instruments 

must substantially correlate with the endogenous regressors, not 
correlate with the structural equation error term, and fulfill the 
exclusion constraint. Poorly built instruments promote biased 
estimates and excessive standard errors, making results unreliable. 
Researchers employ Hansen’s J-test for overidentifying restrictions 
and the F-statistic for instrument relevance in first-stage regression 
to validate instruments. If instruments are weak, reliable estimates 
may need alternative methods or devices. The two-stage least 
squares regression method is effective for endogenous explanatory 
variable econometric study. 2SLS leverages instrumental factors 
and breaks the estimating procedure into two parts to overcome 
endogeneity and create more accurate and interpretable causal link 
estimates. This technique works if the instruments are correctly 
selected and evaluated. This requires knowledge and statistical 
testing to provide reliable and relevant results.

4. RESULTS AND DISCUSSION

Table 2 shows the descriptive statistics of the variables. According 
to Pakistan’s average foreign aid, GEOPOL is worth 2.12 billion 
USD, indicating its geopolitical relevance. GEOPOL varied 
from 694 million USD to 4.22 billion USD, showing substantial 
fluctuations in Pakistan’s geopolitical prominence as measured by 
aid inflows. The 987 million USD standard deviation of GEOPOL 
suggests that geopolitical dynamics, foreign policy, and global 

Table 2: Descriptive statistics
Methods GEOPOL 

(US$)
MEXP  

(% of GDP)
FDI  

(% of GDP)
POLINSTAB 
(Index Value)

ENERGPRO  
(Kilo Watt Hour)

TOP  
(% of GDP)

Mean 2.12E+09 3.717 0.955 −1.972 3.13E+08 29.458
Maximum 4.22E+09 6.037 3.035 −1.104 8.40E+08 38.330
Minimum 6.94E+08 2.630 0.309 −2.810 0.000000 21.459
Standard deviation 9.87E+08 0.879 0.721 0.581 4.04E+08 4.293
Source: Author’s estimate. MEXP: Military expenditures, FDI: Foreign direct investment, TOP: Trade openness

Table 1: List of variables
Variables Abbreviation Description Proxy/measure
Dependent variable

Geopolitical significance GEOPOL Reflects Pakistan’s geopolitical importance, considering 
factors like diplomatic alliances, strategic partnerships, 
and international influence.

International aid received (constant 
US$)

Independent variables
Military expenditures 
 (% of GDP)

MEXP Assesses the financial commitment to defense, 
indicative of the country’s strategic priorities and 
potential military capabilities over time.

Military Expenditures as a 
percentage of GDP

Foreign direct investment 
(FDI) inflows

FDI Examines the trends in FDI to gauge the level of 
international economic engagement and investor 
confidence in Pakistan.

FDI Inflows (% of GDP)

Political stability and 
absence of violence

POLSTAB Tracks the political stability within Pakistan, as a stable 
political environment can enhance its geopolitical 
standing.

Political Stability and Absence of 
Violence Index

Energy production (kWh) ENRGPRO Evaluates the capacity and sustainability of Pakistan’s 
energy resources, crucial for both domestic stability and 
international partnerships.

Energy production in kilowatt-hours 
(kWh)

Trade openness TOP Analyzes the openness of Pakistan’s economy to 
international trade, reflecting economic integration and 
global economic relationships.

Exports+Imports as a percentage of 
GDP

Human development 
index

HDI Considers the overall development status of the country, 
including education, health, and income, which can 
influence its geopolitical role.

Human Development Index (HDI)

Source: World Bank (2023)
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economic conditions may affect foreign aid. Military expenditures 
(MEXP), which average 3.72% of GDP, are crucial to Pakistan’s 
strategic goals and global standing. Military expenditure as a 
percentage of GDP varied from 2.63% to 6.04%, with a standard 
deviation of 0.88%. Although military expenditures have varied, the 
standard deviation has been modest, indicating a relatively steady 
commitment to defense expenditures. Foreign direct investment 
(FDI) varied from 0.31% to 3.04%, averaging 0.96%. Pakistan’s 
FDI inflows vary with investor confidence and international 
economic engagement, as evidenced by the standard deviation of 
0.72%. The values showed periods of investment enthusiasm and 
caution, which political, economic, or global economic shifts may 
have caused. The political stability (POLSTAB) indicator spans 
from −2.81 to −1.10, indicating political instability and violence. 
This index averages −1.97. Negative values indicate the period’s 
typical political instability. With a standard deviation of 0.58, 
there seem to be periods of relative calm followed by political 
instability or uncertainty. Energy production (ENRGPRO) ranges 
from 313 million to 840 million kilowatt-hours, with a standard 
deviation of 404 million. The vast range and sizeable standard 
deviation demonstrate Pakistan’s considerable fluctuations in 
energy production capacity. Infrastructure changes, energy policy, 
and external factors like economic demand and energy imports 
may induce these oscillations. The country’s economic integration 
with the global economy is limited, with an average trade openness 
(TOP) score of 29.46%. Trade openness ranged from 21.46% to 
38.33%. The 4.29% standard deviation shows that trade openness 
fluctuates with trade policy, economic conditions, and international 
trade linkages.

Table 3 shows the correlation estimates. Geopolitical importance 
is negatively correlated with military spending, as measured 
by foreign aid. This negative correlation indicates that the 
international community regards increasing military spending 
as an indication of security concerns or aggression. Foreign aid 
or diplomatic relations may decrease. Foreign support may drop 
if donor countries see large military expenditure as a depletion 
of development money or a warning of political upheaval or 
conflict.

The connection between FDI inflows and GEOPOL is −0.265, 
although less than military expenditures. This inverse link indicates 
that FDI falls during geopolitical relevance, as shown by growing 
foreign aid. Pakistan’s geopolitical importance may be caused by 
instability or foreign dependency, which may signal investors’ 
need for more trust or caution. Despite receiving much foreign 
aid, Pakistan’s political and economic atmosphere may need to 
be more suitable for private investment due to governmental 
unpredictability and instability. GEOPOL negatively correlates 

−0.533 with political stability (POLSTAB), showing that more 
foreign aid leads to less stable regimes. According to this 
connection, politically unstable nations get more foreign aid, 
which boosts their geopolitical relevance. This may be because 
other nations are more inclined to help stabilize strategic nations. 
This may be an attempt to maintain foreign influence in Pakistan 
or prevent additional unrest in a crucial region. A positive 
correlation exists between GEOPOL and energy production 
(ENERGPRO) at 0.464. This positive association suggests that 
Pakistan’s geopolitical relevance would increase with its energy 
output. If Pakistan increased its energy production, it might gain 
domestic stability, economic growth, and regional influence, 
elevating its worldwide standing. Nations with large energy 
production capacities frequently get more foreign aid as global 
powers seek energy supplies or stable alliances. The negative 
connection between GEOPOL and trade openness (TOP) is 
low. A nation’s geopolitical significance relative to its foreign 
aid receipts declines as trade openness grows. This suggests 
that donor nations may provide more money to countries with 
poorer economic integration or that Pakistan may become less 
reliant on foreign aid as it trades more. The negative link may 
also reflect international trade dynamics; economic integration 
may reduce the demand for geopolitical help like foreign aid. 
MEXP and POLSTAB have a positive correlation of 0.689. This 
suggests that military investment improves political stability. 
Thus, a strong military may help Pakistan maintain peace and 
deter external and domestic threats. The negative correlation of 
−0.618 between ENERGPRO and MEXP may reflect a trade-
off in funding between the energy and military sectors or that 
energy security stabilizes military expenditure. Trade openness 
(TOP) is positively connected with FDI, showing that increased 
trade openness increases FDI. Economic theory suggests that 
open economies attract foreign investment due to their superior 
investment environment, lower trade barriers, and larger markets. 
According to the slight negative association between FDI and 
POLSTAB, other economic or geopolitical variables may drive 
FDI. Table 4 shows the 2SLS estimates.

The coefficient for the GEOPOL one-loop period is positive 
and statistically significant. This supports the model’s strong 
autoregressive component, which governs Pakistan’s geopolitical 
relevance over time. The lagged term suggests that long-term 
factors influence Pakistan’s geopolitical prominence. International 
support from long-term geopolitical concerns, foreign policy aims, 
or strategic partnerships may explain this tenacity. This finding 
supports studies on path dependence in international relations, 
which holds that a country’s historical geographical position 
impacts its economic and diplomatic connections (Fatima et al., 
2024; Khan et al., 2023b).

Table 3: Correlation matrix
Variables GEOPOL MEXP FDI POLSTAB ENERGPRO TOP
GEOPOL 1
MEXP −0.588 1
FDI −0.265 0.146 1
POLINSTAB −0.533 0.689 −0.149 1
ENERGPRO 0.464 −0.618 −0.395 −0.279 1
TOP −0.316 0.406 0.440 −0.081 −0.289 1
Source: Author’s estimate. MEXP: Military expenditures, FDI: Foreign direct investment, TOP: Trade openness
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The negative and statistically significant relationship between 
GEOPOL and military expenditures (MEXP), suggests that 
military spending rises as geopolitical relevance declines, as 
evidenced by foreign aid. This may be due to worldwide worry 
that militarily strong states threaten peace and stability or 
take money that might be used for development. This finding 
supports the “guns versus butter” strategy, which proposes a 
balance between military spending and social welfare (Chavarro 
Miranda et al., 2017). If they regard greater military expenditure 
as a focus on defense and security, donors that prioritize 
economic development and stability above militarization may 
not assist. This study supports prior empirical studies that show 
a negative association between military expenditure and foreign 
aid, significantly when defense spending rises in response to 
instability or internal unrest (Akram, 2023; Muhammad et al., 
2023).

The coefficient for the negative and statistically significant 
relationship between GEOPOL and FDI shows that as Pakistan’s 
dependency on aid decreases, its integration into the global 
economy rises via foreign investment, which is supported by 
reduced foreign aid and more FDI. This may be because FDI 
flows tend to occur in nations with more stable economies 
and administrations, providing investors confidence in their 
investments’ prospective returns. More FDI may suggest economic 
self-sufficiency or a decline in traditional aid, hence the negative 
correlation. This supports economic theories that countries with 
greater needs or lower economic resilience get more foreign aid 
(Ciullo et al., 2023; Pradhan et al., 2023).

The significant political stability coefficient is −9.03E+08 
(P = 0.010). According to this negative correlation, foreign aid 
reduces political stability. Foreign financiers may stabilize Pakistan’s 
geopolitical atmosphere or reduce risks of political instability. The 
research shows that foreign aid typically promotes political stability 
in geopolitically significant nations. This supports the theory that 

nations may affect domestic politics or acquire support for regimes 
that support their strategic aims using foreign aid (Huong, 2023). 
It also supports empirical evidence that emerging countries with 
unstable governments often seek international aid to prevent further 
instability (Okara, 2023; Pickering and Kisangani, 2023).

Energy production (ENERGPRO) and GEOPOL positively 
correlate (r = 1.696, P = 0.001). Energy is crucial to economic 
development and geopolitical strategy. Hence, increased energy 
production capacity increases geopolitical significance. Energy 
production indicates a nation’s economic health and growth 
possibilities, impacting its standing and clout. Strong diplomatic 
connections with nations having rich energy resources or 
production capacity are strategically beneficial since they are 
generally seen as global energy market leaders. This view may 
offer these nations additional negotiating power (Liang et al., 
2023; Szulecki and Overland, 2023). This finding supports the 
resource-based international relations theory. This theory holds 
that countries with abundant or strategic resources like energy 
influence worldwide events (Pang et al., 2024). It also supports 
studies that show energy drives geopolitical dynamics, particularly 
in places where major countries worry about energy security 
(Ibekwe et al., 2024; Yang et al., 2023).

Trade openness (TOP) also correlates positively and statistically 
with GEOPOL, which shows that Pakistan’s geopolitical 
prominence increases with its commercial openness. A more open 
trade policy reflects a country’s commitment to cooperate, follow 
international trade rules, and integrate the global economy, which 
may strengthen its geopolitical standing. This validates what 
researchers have long suspected, i.e., states with lower trade barriers 
have less geopolitical affinity due to shared economic interests 
(Aiyar et al., 2024; Fujita, 2023). Trade openness may strengthen a 
country’s international status by showing its integration within the 
global economy. This may motivate donor countries who favour 
open economies to assist. This is particularly true for rising states 
seeking worldwide economic and political advancement.

The model’s R-squared score of 0.865 and adjusted R-squared of 
0.814 indicate that its explanatory variables explain a significant 
portion of Pakistan’s geopolitical importance. The regression 
model’s strong F-statistic suggests that the independent factors 
impact the dependent variable, bolstering its importance.

5. CONCLUSION AND POLICY 
IMPLICATIONS

The research findings shed light on the most significant variables 
in terms of their influence on geopolitics. Military expenditure 
decreases Pakistan’s geopolitical importance. Increasing military 
expenditure may deplete economic resources but not enhance a 
country’s strategic position. This finding questions the long-held 
idea that larger military spending impacts international politics. 
The negative link with FDI inflows shows that geopolitical 
influence is multidimensional. The economy grows with FDI, but 
geopolitical relevance seems unaffected. This may be due to the 
intricate link between FDI, geopolitics, and global investment. 

Table 4: Two stage least squares regression estimates
Dependent variable: GEOPOL

Variables Coefficient Standard 
Error

t-Statistic Prob.

GEOPOL(−1) 0.389765 0.189997 2.051426 0.0513
MEXP −7.26E+08 2.21E+08 −3.290608 0.0030
FDI −6.99E+08 3.80E+08 −1.840862 0.0798
POLSTAB −9.03E+08 3.24E+08 −2.783737 0.0106
ENRGPRO 1.696854 0.456498 3.717115 0.0010
TOP 0.939413 0.442894 2.121080 0.0440
C 2.69E+09 2.72E+09 0.987729 0.3345
Statistical test

R-squared 0.865446 Mean dependent var 2.17E+09
Adjusted 
R-squared

0.814362 Standard deviation 
dependent var

9.70E+08

S.E. of 
regression

8.60E+08  Sum squared resid 1.55E+19

F-statistic 213.333659 Durbin-Watson stat 1.750712
Prob 
(F-statistic)

0.000000 Second-Stage SSR 1.21E+19

J-statistic 2.01E-43 Instrument rank 6
Source: Author’s estimate. MEXP: Military expenditures, FDI: Foreign direct 
investment, TOP: Trade openness
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Strong energy production supports local needs and a nation’s 
ability to engage in major international alliances. Therefore, 
sustainable energy infrastructure investments are crucial. Because 
states with continuous energy access may impact international 
events, energy security via a combination of renewable and fossil 
fuels and other emerging technologies might considerably boost 
geopolitical relevance.

Political instability, a significant negative aspect, may reduce 
a country’s geopolitical relevance. This show how politically 
stable environments boost foreign influence. Energy production, 
however, boosts geopolitical relevance. This result suggests that 
energy and industrial skills boost a nation’s strategic position 
because they boost energy security and international relations. 
Trade openness positively correlates with geopolitical status, 
supporting the idea that economic integration may strengthen 
a nation’s international stature. These outcomes significantly 
affect policies. Increasing military expenditures may not improve 
geopolitics; therefore, policymakers should consider this issue. 
Improving a country’s energy output, economic openness, and 
political stability may be a more balanced approach to global 
influence. Investments in sustainable energy infrastructure and 
political stability may provide long-term geopolitical advantages. 
Governments should facilitate international investment and 
economic integration to boost their geopolitical position. Future 
research should examine how regional dynamics, diplomatic 
approaches, and technology affect geopolitical importance. 
Alternative methodologies and more variables may help explain 
the complex link between numerous geopolitical aspects. Trend 
studies may also illuminate how energy production, political 
stability, FDI, military expenditure, and other variables affect 
geopolitical relevance in different contexts.
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