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Abstract

This paper attempts to identify the importance of macro-
economic variables in attracting foreign direct investment into the
Egyptian economy during the period (1980- 2015), by analyzing the
most important macroeconomic variables selected by reviewing the
previous economic studies. These variables include real GDP as a
measure of the size of the market, real exchange rate as a proxy of
competitiveness, level of international reserves as a proxy for
economic stability, and the relative interest rate that measures the
domestic cost relative to foreign cost of financing investment.

The results of estimating different models of the determinants
of foreign direct investment in Egypt showed that that real GDP has
the greatest impact on inflows of FDI in Egypt. The openness degree
was found positively related to the flows of FDI, which underlines the
importance of working to increase the export capabilities of the
Egyptian economy to become more attractive to foreign investment.
The relative interest rate was found positively related to the flows of
FDI. The real foreign exchange rate was found negatively related to
the flows of FDI which are concentrated in the Oil and Gas sector.
International reserves were found insignificant. The test of the causal
relationship between real GDP and foreign investment flows in Egypt
has shown a causal relationship in one direction from real GDP to
foreign direct investment. Accordingly, the ability of the Egyptian
economy to attract foreign direct investment depends on its ability to
achieve higher growth rate.
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Apdlil) 508 ey @y cal) Coyaall jes gLl ) (5350 Cigas SIS (3 oo LS
2 pslall A sdlil) 0l ol adal) Y] Cayall e o) LalSE Gy adll cfaliall
G BAEN] Jal (e seae (LY ) et ) AiaY) IGED paads Les chpad)
sSag (53l el 535 Jand Ay Al il Jaf e gy @i ) Ggpastl) Ll
bl i)l il o adsial b el Qogaills £5le LAl Jpatll 245
e gy Jalall A5 lhe oAl 3 Gl 4RSS Ll of Gus ¢ il 13a ae Lla

bl Al clénay! g

gl & Taaly 5 elil a8 juae (8 bl W) L) < oY T,

i) L (graaall SLaiBy) Lilal el OFL Jg yull Jlasd 2lia] o3 28 Jg i)
o) Sl Laladd 5l a1 lin¥) il of adgiall opad cllady g Ul 1aa b
Y Ll mpaty ) i) Aol (S RES A oall saa V) dila) o3 23 1l

sl Bam V1 (ggine e Tulag) paliad) i) L) il of adsiall s (gpadll

e b 5tld) i) LY e A ks Alee 8 5V Bp el

osal) 8 e oill (oalis Jia clyuaiall Al Judlad) (s s3e (e oyl o ailaasag

O S padnns i) i e iyl L A8 el spurious estimation &l

Zivot and Andrews (1992) (Z-_\as)s Dickey—Fuller (1981) Yo — S s

28 ) Al clanall iy A Agia ) Judld) o€ sl e a3k ey 531 A)

a8y hariall s Jls) (e a5)d8 (e iy Las Ledde Capaill e Vsh (S las) ey
LsSad) G oy ) ey
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Dlia) g daaleslll g yea (A Glpuatiall diejll dudludl s jlaal o3 adl
(1) Jssall 8 sels ¥ — S

padl (ayd iy of o Sa Ll ADF (ol (sl jliid) il ore gl LaS

LRER agn) Cayall jousg LGDP Asdll g3l (o <3 Al Bansll jia sgasy S

5ine 2ie LRIR il 5334 Janay 5% (s5iue 2ie LOPEN ol e~V da )3

S il arall (nyd by aodaid W Ly ASLa jied g8 by %01 dogine

O St gd g LOIL g5l Slaly LFDI 5iladd) ia) lia) ooy <iyasial
LGSl pae

Unit root test saagll jial Wb — S jLad) gili (1) Jea

Sample Period
1980-2015 ADF Test

Constant
Time Series None Constant & Linear

Trend

LEDI 1.1114 -1.8426 -2.6649
(0.2367) (10.3545) (10.2563)

4.2796 -3.9857** -1.0944

LGDP ( 1.0000) (0.0192) | (0.9963)

-1.9577** -1.4929 -1.4304

LRER (0.0493) (0.5254) | (0.8340)
LRIR -0.18043 -1.4234 -4.7679*
(0.6136) (0.5590) (10.0028)

LOIL -0.6886 -0.1468 -1.8356
(0.8597) (0.9358) (0.6651)

0.9655 -1.5798 -2.0301

LRES (0.9078) (0.4817) | (0.5651)
-1.0183 -3.5141** -3.5982**

LOPEN (0.2715) (0.0140) | (0.0459)

< ** and *** indicates significant at 10%, 5% and 1%, respectively.

The values in parenthesis are MacKinnon (1996) one-sided p-values.
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aael) gl 38 Auhall 558 s dals (Z-A) Laa) et Wl i) o3a dasa (e S0
) bl of gy G (2) dsaal) B ek HLoal) e il Kl clavall (e
s LSty Al Ll il xSl ye @l e ADF sasgll sl saulinll loaV) La ekl

S ilasea (e

Zivot & Andrews Stationarity Test (2) Jy>

Sample
Period
1980-2015

Structural Breaks

Time Series

One Structural Break
in the Intercept

One Structural Break
in the Trend

One Structural Break
in the Intercept & Trend

LFDI

Z-A test stat: -5.9019*
Break point: 2005
Chosen lag length: 2

Z-Atest stat: -4.3605***
Break point: 2002
Chosen lag length: 2

Z-A test stat: -5.6765*
Break point:2005
Chosen lag length: 2

LGDP

Z-A test stat: -4.7789***
Break point: 2006
Chosen lag length: 2

Z-A test stat: -3.9887
Break point: 1989
Chosen lag length: 2

Z-A test stat: -5.3633**
Break point:1991
Chosen lag length: 2

LRER

Z-A test stat: -3.2539
Break point: 1990
Chosen lag length: 0

Z-A test stat: -3.0513
Break point: 2000
Chosen lag length: 0

Z-A test stat: --3.3939
Break point:1996
Chosen lag length: 0

LRIR

Z-A test stat: -5.5224*
Break point: 2010
Chosen lag length: 1

Z-Atest stat: -5.5449*
Break point: 2008
Chosen lag length: 1

Z-A test stat: -6.1896*
Break point:2004
Chosen lag length: 1

LOIL

Z-A test stat: -3.6333
Break point: 2006
Chosen lag length: 0

Z-Atest stat: -4.5672**
Break point: 2000
Chosen lag length: 0

Z-A test stat: -4.5055
Break point: 1999
Chosen lag length: 0

LRES

Z-A test stat: -4.6008***
Break point: 1990
Chosen lag length: 1

Z-A test stat: -3.9246
Break point: 2006
Chosen lag length: 1

Z-Atest stat: -6.2243 *
Break point:1990
Chosen lag length: 1

LOPEN

Z-A test stat: -5.3955*
Break point: 2005
Chosen lag length: 4

Z-A test stat: -4.4587**
Break point: 2001
Chosen lag length: 4

Z-A test stat: -4.6471
Break point: 2005
Chosen lag length: 4

Critical
Values

1% : -5.34
5% : -4.93
10% : -4.58

1% : -4.80
5% : -4.42
10% : -4.11

1% : -5.57
5% : -5.08
10% : -4.82

*,** and *** indicates significant at 1%, 5% and 10%, respectively.

LFDI 3l oia) el dpiadl dlubudl sangl) jin (o) Wiy Millyg

ple b pdalill 8 A0S derial Ll ALdod) o8 Cuiajed Cus %1 dagine (sgiuse e

e e LOML Jg ) Jaud die)ll Alill sasgll 3a (b by i€y GlIX 2005

el alall 2ally 2000 ple (3 olat¥) 8 4K dareal Ciiaps Eum %5 dagine
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Yol 5% dagins (siue die Bangll jia g by WiSe LRES 43l 50a )y LGDP
1990¢1991 sle 4 slai¥ly aalinll (o JS & e dodead Clyrial) sha Caaat o
sl e

Loy ahaanag -dball i) e oD dia3l) Joadiadl (oS e ST 2y
Lalesll lhyga 8 (1) dalaall 8 ABall 0l OLS (sraall clasyall dayjha aladi
(ZA) s bagll A Gl clescall vl 3 3331 aa

Rl sl

Ll i) L) o danys A (1) ddabead) i il jelas (3) Jsaad)

adjusted—-R? Jrsd) sl Jalaa gLy padill ml5 e ey LaS L43ladnay yuaa 6
) yehl GlAS L 5ynaal) A dndipe Lopdi 523 e oy Las %84 ) Juay sl
Aflian) dad liay G o Algall oy Josbuiall Lo V) A G (e 8280l ALY 510
s LRES adgall saea ) gyaiad) dddaall of Load Jaadld) . 1.3 ) Durbin-Watson
el G A Aoyl iladgill ae 345 Claleall 028 o)l o (e a2yl o Ligins
Glyaiall L Ll L LRES dulsall saa ¥y jilual) a1 L) o il 5,084 daladl)
s Ll Ll il ae (3 L3 lly Lilias) dugies Ll ol cjelil 3 (g2
O o pe)l oy LRIR cosil) 533 Jaeas LOIL Js 53l Jlasly LGDP - sl )
L Al il W) o ) Tilaa] Logins LRER i) Cipuall s 52201 Laledl)

D) danl ) aa daiill sda (8 ) (35S0 Layy Al Dl cilaBgall ae aly
Y ) e gl 13gh by gl g Uk 8 35 3l jame (8 bl in)
Aniadl dludl (e dopeadll cpboall dudll 508l 8 Geaill syl b

i L) Ay pe e yued Sl (3) Joaad) 8 pakal) cilabeal) ad d3laa

L5l Baam U Aginall e Aaleall Liangin) 13) ash Ll oy ashaans 8 iyl bl

Lo )8 Aig ya ) alill & bl el s e il i) cyund) o\ LRES
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Caaly dig yan L.f.uu“ sl e (—;.3 (_126) Ceby Adg ya ‘._.,,_.5._:.5;“ Cayaall g (22)
(0.84) il &g yes Jo il Jand 5 (0.92)

(1) el i (3) Jga

Estimation results:

Dependent Variable: LFDI
Method: Least Squares
Sample (adjusted): 1981 2015
Included observations: 34 after adjustments

Variable Coefficient | Std. Error | t-Statistic | Prob. VIF

C -61.47974 | 8.121351 | -7.570137 | 0.0000 NA
LGDP 2.603066 | 0.334656 | 7.778335 | 0.0000 3.6042
LRIR 0.939505 | 0.162853 | 5.769043 | 0.0000 2.5114
LRER -1.128784 | 0.268587 | -4.202681 | 0.0002 1.1592
LOIL 0.760002 | 0.162534 | 4.675960 | 0.0001 1.9095
R-squared: 0.863459 Mean dependent var 7.240758
Adjusted R-squared | 0.844626 | S.D. dependent var 1.137462

S.E. of regression 0.448359 | Akaike info criterion | 1.368608

Sum squared resid | 5.829748 | Schwarz criterion 1.593073

Log likelihood -18.26633 | Hannan-Quinn criter. | 1.445157
F-statistic 45.84775 | Durbin-Watson stat 1.314836
Prob(F-statistic) 0.000000

&3 Multicollinearity ssall Jadll Ll ¥) Al<aa (e 8300l dlolaall sla e Skl

LS <3yl ciluleall 4 Variance inflation Factor (VIF) o) aaia Jalas il

Gl G daate Jod Ll AlCAe agay e @lld (i 4 e Jaleal 11a dad )

caneia i Bl Ak (e il V) 2 agaill of ey (3) sl pomllag 5. i)

e Lagie JS17.22 (11,98 ) ddall saa Vs adll milill VIF ap8 cilng o
- gl

4 Greene (1993), pp. 56-57.
5 O’BRIEN (2007), pp. 673-674.
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Aol Baa V) puaie slasin) aas (98T 830 (1) Aslaall b A s sale) 5 33l

fh LS Alleal) maail jagl) (e
FDI = f(GDP,RER,RIR, OIL) (3)

5aial) ilaleall LS o maagy (3 L (4) dsaall 8 ek lgde Ulan ) i)
iy 585 %85 mrad liils Lelin) i) Janall apantll Jalas s Liliss) dusine Conp
5o lial) widll gy (531 (5) JSAN (3 sela LS enynkall Aloeall daifipe A yasds )08 (jo
Lashhs cufiy il dilee e Aaill) ol Hladl 3 GlSS . el a1 LU §)sialls
(4) Jsaall & VIFiad N ess) .serial  correlation Jduadl Lo V) Al ha (e
O 2aie el Dbl A1S0a dgag 2o e (53 2 4 e J8 D alaal) S o U el
Byl Aslaall 8 Agisd) ol pasal

) Baial) Cldeall 58] Ayt pre yeli (4) dsaad) 8 D) Cipad o)

@ Ao Anal) mlll (goal) Slagy) il sa Aal 038 8 agall (Sl J8 (e Laliniasl

a5 1l claaad) ST U3V (2.6) el 4ig jo ol Cam ¢ pilaall ia) L]

25(0.93) (g5l A yar (ornatl) 523 Jana o8 (—1.13) (g5l A pay i) Capeall o
(0.76) (sslass Lig pes Jy il laasd
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(3) Malaall paii (4) dsaa

Dependent Variable: LFDI
Method: Least Squares
Sample (adjusted): 1981 2015
Included observations: 34 after adjustments

Variable Coefficient | Std. Error | t-Statistic | Prob. | VIF
C -61.47974 | 8.121351 | -7.5701 0.0000 | NA
LGDP 2.603066 | 0.334656 | 7.7783 0.0000 | 3.6042
LRIR 0.939505 | 0.162853 | 5.7690 0.0000 | 2.5114
LRER -1.128784 | 0.268587 | -4.2026 | 0.0002 | 1.1592
LOIL 0.760002 | 0.162534 | 4.6759 0.0001 | 1.9095
R-squared 0.863459 | Mean dependent var | 7.2407
Adjusted R-squared | 0.844626 | S.D. dependent var 1.1374

S.E. of regression 0.448359 | Akaike info criterion | 1.3686

Sum squared resid | 5.829748 | Schwarz criterion 1.5930

Log likelihood -18.26633 | Hannan-Quinn criter. | 1.4451
F-statistic 45.84775 | Durbin-Watson stat 1.3148
Prob(F-statistic) 0.000000

Ailadaay yeas 8 i) LWy 3 o A jad o ) el e palis

Gradll Gl anay 5508 dayng Lula) ofls 5lal 23 (2015 — 1980) 4yl 5 Pl
i) s ol) 525Ul Jamag chial) Ciyall prus Rdall daall mlll 8 i
G OULY) Ao il oly gl Jland (& bl J8 dapy b 8 bl sy

e Ll (et A il daal uleS crandiad 1 Adsal) saaY)
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(3) Uarall 3151 g 508allg 5aaliall aidl) (5) JS

10
Graph (5)
- 3o
SIS -9
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D) gias e o)l allall o (gpndl) sl &Ll dayn Sl 4djed
oS sl bl A dladl clylelly cahalaall dpws aladnu) a5 adh bl ‘F\s;‘w
p Ml (<Al el Al A i b alled) e~y da

FDI = f(GDP,RER,RIR, OIL,OPEN) (4)

Gsinas il @l of cadl ally (4) Dsleall il 2 ek (5) Joaad
Led oy ) el llall e (gyamall SLai®y) sl dayng bl a1 Lnu) on
Sl dla o Lad Baadl L (1.44) gt rial 11gd Lig yall dad culSy LOPEN 3o
Lais (3-09) ol Lgiad sl ) LGDP i) Anall il dades dad o s
siasa e (0.37) el Aflany) Lgiiginag Joyil) el dales Lig pe dad coiails
Lyl 5080 ¢ Uiyl capedal a3 (4) Aobead) puas il of ) Lin i of oy 7Y
Badal) Adalaall a5 %87 e Jamall 2panil) Jalas A Canitl Ca 52840l Ak
Cdebead) Bl V1 e Adla
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(4) Aslaall uais (5) Jsaa

Dependent Variable: LFDI

Method: Least Squares

Sample (adjusted): 1981 2015

Included observations: 34 after adjustments

Variable Coefficient | Std. Error | t-Statistic | Prob. | VIF

C -77.75085 | 9.547629 | -8.1434 0.0000 | NA
LGDP 3.097771 | 0.355403 | 8.7162 0.0000 | 4.9330
LRIR 0.773717 | 0.160235 | 4.8286 0.0000 | 2.9506
LRER -1.529723 | 0.285995 | -5.3487 0.0000 | 1.5951
LOIL 0.374763 | 0.205916 | 1.8199 0.0795 | 3.7195
LOPEN 1.439477 | 0.536727 | 2.6819 0.0121 | 2.6550
R-squared 0.891366 | Mean dependentvar | 7.2407

Adjusted R-squared | 0.871967 S.D. dependent var 1.1374
S.E. of regression 0.407003 | Akaike info criterion | 1.1987

Sum squared resid | 4.638240 | Schwarz criterion 1.4681
Log likelihood -14.37947 | Hannan-Quinn criter. | 1.2906
F-statistic 45.94929 Durbin-Watson stat 1.5641
Prob(F-statistic) 0.000000

z3saills A3k (4) Asbeall Haaal 2 3gaill Aoyl 5080 & a2l e

O @y 33 LGDP Aadl) il spnaall daleall VIF Jalea dad o V) ¢(3) dolaall jsiall

caaaiall ladl) BUs V) A S dpag (re dal) iy 531 V1 4 sa5 geY) aal) dad
. LOILy LGDP ; isla

dad Aol o L iy (6) Jsan (o8 Aliisal) il G Bl Y1 Jalae (ands

sale] (ol cpad @lldly .0.8485 cusly s LOIL g LGDP (yy <uilS Ll N1 Jaladl

el Ll V) A ol s gpakal) A8 e g yid) Jlasd sleiu g 3gaill e
LAzl
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(4) Lslaal) (b Aisall Cpiiall G BLIN) Jalas (6) Js2a

Correlation Matrix

OPEN RER OIL RIR GDP

-0.2707 | 0.1943 | 0.8485 | -0.7200 | 1 GDP
0.5188 | -0.2102 | -0.4606 | 1 -0.7200 | RIR
0.0480 | -0.0370 | 1 -0.46069 | 0.8485 | OIL
0.1432 | 1 -0.0370 | -0.2102 | 0.1943 | RER

1 0.14326 | 0.0480 | 0.5188 -0.2707 | OPEN

toh LSz 3gaill ey Jo il el Slasind say
FDI = f(GDP,RER, RIR,OPEN) (5)

Clabeall LS Laginn maiagy (s2lg (7) dsaall (A ek (5) daladd)l ok il
Aplaill cladgil) e claleall ygday 3)8) Blaily /) dosina (g 2ie Wilian) Bjadal
alae L (mlas) ) (oo 23 735l e oyl el slaiind of e S (sl
Loy A s o) asl) e Al cysnd) J<Isaaal claleal VIF gl aa
adjusted—R? Jraall 1aai Jaleas il 7 3gaill L adil) 5,080 Gl G L sawial) Lol
Dl V) clias 8 bl e ZAT i aaliiis m3saill o coyglaly Aadie a3y
bl i) Ll spagally ssaliall adll (6) ISl 8 yeby LS il ]
A(5) Aalaall

Coadi)) 08 Jlaa¥) aall bl il a1 L u) Ay e cilpad o) KA paal)
O sl e %1 My Asall 8l et Jame 3305 of (i 525 (3.48) ) Josdl
@l bl e @y %3.48 s yilual)l al) lénu) cilias b ) 5352
AN ALl o ALl dagy 8 ol il JLeinal) dig e by A Jalsall
e Apasilly HLEAN A5 e Ll ¢(2.18) ity G cdpadll G e S 3850 B
A il B2 e Al LN A5 5e hadls o(—1.74) conls dashy iall Capuall

.(0.69) ly
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(5) sl o5 (7) Jsaa

Dependent Variable: LFDI
Method: Least Squares
Sample: 1980 2015
Included observations: 35
Variable Coefficient | Std. Error | t-Statistic | Prob. VIF
C -88.81337 | 7.181022 | -12.36779 | 0.0000 NA
LGDP 3.488363 | 0.270797 | 12.88184 | 0.0000 2.9514
LRIR 0.686732 | 0.158468 | 4.333581 | 0.0002 2.9176
LRER -1.739303 | 0.264803 | -6.568303 | 0.0000 1.2795
LOPEN 2.182111 | 0.391970 | 5.567041 | 0.0000 1.4668
R-squared 0.877714 | Mean dependentvar | 7.214074
Adjusted R-squared | 0.861409 | S.D. dependent var 1.131675
S.E. of regression 0.421297 | Akaike info criterion 1.240609
Sum squared resid | 5.324747 | Schwarz criterion 1.462801
Log likelihood -16.71065 | Hannan-Quinn criter. | 1.317309
F-statistic 53.83168 Durbin-Watson stat | 1.504470
Prob(F-statistic) 0.000000
(5) Bagall ddanall 8)gally Byakally saaliual) asdl) (6) Js&
10
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//// ™ ‘\ -9
4 / TR .
II// N——~ 8
/1 B
- /-/\\\ B =T N I'I//
Sso-”7 \ AN AN ! -7
N /‘\///l ;;;;; - ‘§ _,'I/I/ -7 \}’\ /
084N . Y °
0a /) S
0.0 \ //\/\ J \ \ / \ /\/
0.4 \/ \/J \/\/\/\/ \/
\/ V V
0.8
12— 7777
1980 1985 1990 1995 2000 2005 2010 2015
—— Residual ----- Actual ——- Fitted




Ll i dena . 2015 — 1980 (a5l (gpuaal) SLaiB Lt Lud pilaal) iaY) Laiiasl Sasaal) LY Jalgal)

Db (3e (i (Al cusUM i) sl cllyg = 3saill Sl haal) lasl 5l
Baaly 850 gl eldadY (aSIAl goanall SLall anl) A (e @lllg 2 3gaill 330l Cilaleal
Sk (S5 zagall i e dadlilly cumulative sum of the recursive residuals
i el 5yl laleal) ad bl JAs Al adll 75 cubd o ddliie e aladiul
OLEAY) dai e ki WS C.dial) 58 (DIS dajal) ail) gas Gu Q3 CUSUM ded

(5) Baall Alslaall ASgl) b L3I (7) JSé

16

12

-12

-16

6 Brown, Durbin, and Evans (1975)
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s 4 clpill saeS LGDP gl Jad) mlll G chsoll €l sbll ks,
Dl clibs 86 ga s o) (gl e 48 LFD/ jean b ia¥) Lyl

o gode il 13 et o e pil) ey L JlaaY) sl gl e il Y

bl ¥ L) G dpad) 282l L3S0 (8) s>

g af gigiai\ “?JM-“ =l
VAR Granger Causality/Block Exogeneity Wald Tests
Sample: 1980 2015
Included observations: 33

Dependent variable: LFDI

Excluded Chi-sq df Prob.
LGDP  3.106821 1 0.0780
All 3.106821 1 0.0780

Dependent variable: LGDP

Excluded Chi-sq df Prob.
LFDI 4.570128 1 0.0325
All 4.570128 1 0.0325

Granger non— i) a\aaiuly LGDP: LFDI (3ol 2800 jLid) 5 il

b A A dag o aSH A LRY) 1 i ekl 8 (8) Jsaad) . causality test
D) i of (Ao 2S5 @A Y1 ¢ GaSall (uly LFD/ Y LGDP (s aa)g olail
) Ell) 8 T (gpaall sl hay o JoY) alkall 8l yame 3 Y

Ol G e Sy (s Riall
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il il 9 ol ikl | - 3l ot

Luhall 5% DA jeae b iaY) L) sl dibdal) 3l i i o
cliny e Ugien cfl 3 300 dalaid) chyaaial) aal of @yelil (2015 - 1980)
aaal Lalie JlaaV) aall 200 s Jame i o onail) 525030 Jama callall e
L) da s Jad MleaY) o) il ) dlall sl chaliall dusy (gpemall Gond
il Capall jeas L) pal Lpasdl) AR Sy orasil) 5250 Jamay (s2laY)
ol dailid) 5080 Lilta oy

o 58U Ll Calia jundl sa Geadl ana o aadid) Zigall ekl Al

sy b Ll 2l iy LS pae 8530l daiaY) el w30 e
Lo 50y - Bpblaadl Apia¥) chleiul dalal) cldally e blsl b galuady) 7 L)
Lia 50 miiay in (gpamall 2La®U Lyl clpal) 50l Joenll Ll e 2S5
i) Aadl )y Al A SLadl of Laad S3IG sl e L
Ll e aaly olat) o8 Aun A8 35y yelil A8 pian 8 Y] L LY st
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