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Abstract 
This paper investigates empirically the impact of foreign direct investment on economic growth 
in Algeria over the period (  1980-2014 ) ,  using the vector autoregression   model VAR   ,  the 
johansen co-integration test indicates that the Gdp growth rate is not cointegrated with the 
foreign direct investment and the openness degree , ,from  the   impulses responses  functions we 
conclude that any positive shock in foreign direct investment inflows by one standard deviation 
or one innovation is associated with a positive effect on the economic growth with very small 
multiplier , where the foreign direct investment inflows contribution in the gross domestic 
product  is only 2 % , finally the granger causality test suggests that the degree of openness 
granger cause the gdp growth at 10 percent level of significance and  the foreign direct 
investment flows granger cause the degree of openness at 1 percent level of significance  
Keywords : foreign direct investment , degree  of openness , economic growth , vector 
autoregression model  VAR , Algeria   
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VAR ( 2 )  
 Vector Autoregression Estimates 

 LGDP LFDI LOPEN 
LGDP(-1)  0.848914  0.435660 -0.260360 

  (0.19880)  (2.75445)  (0.15615) 
 [ 4.27008] [ 0.15817] [-1.66733] 
    

LGDP(-2)  0.112361 -0.175441  0.292304 
  (0.20115)  (2.78694)  (0.15800) 
 [ 0.55859] [-0.06295] [ 1.85007] 
    

LFDI(-1)  0.009757  0.504511  0.002942 
  (0.01304)  (0.18064)  (0.01024) 
 [ 0.74836] [ 2.79298] [ 0.28728] 
    

LFDI(-2) -0.002504  0.330275  0.036255 
  (0.01415)  (0.19609)  (0.01112) 
 [-0.17689] [ 1.68428] [ 3.26129] 
    

LOPEN(-1)  0.263008  1.166341  0.656779 
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LOPEN(-2)  0.021687 -1.355531 -0.205399 
  (0.18641)  (2.58276)  (0.14642) 
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C -0.909165 -0.567626  2.146305 
  (0.66443)  (9.20574)  (0.52189) 
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 [-1.36834] [-0.06166] [ 4.11259] 
 R-squared  0.961511  0.662911  0.817184 
 Adj. R-squared  0.952628  0.585121  0.774996 
 F-statistic  108.2519  8.521833  19.36993 
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VAR ( 2 )  

 
Roots of Characteristic Polynomial 
Endogenous variables: LGDP LFDI LOPEN 
Exogenous variables: C 
Lag specification: 1 2 
  
  Root Modulus 
  
  1.010634 1.010634 
0.829218 0.829218 
0.278044 - 0.324405i 0.427255 
0.278044 + 0.324405i 0.427255 
-0.319180 0.319180 
-0.066556 0.066556 
  
  Warning: At least one root outside the unit 
circle. 
VAR does not satisfy the stability condition. 
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 Variance Decomposition of LGDP: 
Period S.E. LGDP LFDI LOPEN 

 1  0.119272  100.0000  0.000000  0.000000 
 2  0.159399  96.91630  0.787011  2.296684 
 3  0.190192  92.83751  1.255758  5.906731 
 4  0.215024  87.63169  4.076053  8.292261 
 5  0.239179  81.20802  9.421442  9.370534 
 6  0.264546  73.89889  16.50504  9.596067 
 7  0.291312  66.59897  24.00050  9.400531 
 8  0.319172  59.83273  31.14409  9.023186 
 9  0.347782  53.82324  37.59526  8.581502 

 10  0.376862  48.60132  43.26738  8.131301 
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