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Foreign Direct Investment is of utmost importance when it comes to 
attainment of economic growth and prosperity and it has increased at an 
exponential rate in the current years in Bangladesh mainly due to 
financial liberation and globalization around the world. It is widely 
discussed in literature that FDI importantly affects financial development 
of the underdeveloped nations by filling the crucial gap between local 
investment and savings and using it more efficiently through the tested 
skills of foreign latest technology. There is a significant Savings-
Investment gap in Bangladesh. To adapt to the new circumstance, FDI is 
widely seen as a noteworthy jolt to monetary development and 
industrialization instigator to prepare in building up the nation and 
achieve growth. However, one of the negative effects of capital inflow is 
the current account deficit. Existing studies have repeatedly shown that 
less developed counties with a continuous inflow of foreign direct 
investment often form widening current account deficits throughout 
years. Current account deficit on the other hand is an issue which is 
faced by countries due to various reasons which varies from country to 
country. The causal relationship between foreign direct investment and 
current account deficit has gained interest of researchers and policy 
makers recently.  To the best of our knowledge, there is no paper for 
Bangladesh economy examining the relationship between the above 
mentioned variables. Therefore, this paper examines the causal 
relationship between current account deficit and foreign direct investment 
in Bangladesh economy using data from 1980 to 2015. We have 
considered variables like foreign direct investment, trade openness, 
current account deficit and GDP of Bangladesh. Firstly, we consider a 
multivariate model and perform the Augmented Dickey Fuller (ADF) and 
subsequently Phillips Perron (PP) tests to check if the variables are 
stationary or not. After that, we apply the Johansen cointegration method 
followed by the Granger causality test to check for causality of the 
relationship among the variables. Our results reveal that there is a 
unidirectional causality running from foreign direct investment to current 
account deficit in context of Bangladesh. Therefore, policy makers 
should carefully implement policies to attract foreign investors. 
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