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Abstract :

This paper aims to study the impact of foreign direct investment on economic growth
in Algeria over the period 1970-2015 using Johansen cointegration test and vector
error correction model (VECM). The main findings indicate that FDI inflows,
domesticinvestment and total public expenditures have a positive impact on real gross
domestic product, while the inflation ratenegatively affect the real GDP in the long
run. Moreover, the vector error correction model (VECM) confirmed the existence of
long-run equilibrium relationship among the tested variables. Based on these findings,
it can be concluded that Algeria can attract more FDI through embarking on ambitious
policies aimed at stabilizing political situation, reducing burdensome bureaucracy as
well as increasing the level of economic freedom.

Key words: Foreign Direct Investment, Economic Growth, Algeria, Johansen
Cointegration Test, Vector Error Correction Model (VECM).
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1 Cointegrating Equation(s): Log likelihood 58.25216
Mormalized cointegrating coefficients (standard error in parentheses)
LMGDP LMFD LMGFCF LMTGE LMIMF
1.000000 -0.050259 -0 131675 -0.822116 0.303811
(0.01955) (0.24255) (0.20194) (0.05029)
Adjustment coefficients (standard error in parentheses)
D{LMGDP) -0.08173232
(0.01082)
CHLMFED Y -0 574623
(O.280909)
D{LMNGFCF) -0.0297F7F7F
(0.04996)
DILMTGE) 0021152
(0.05908)
CHLMIMFY -0.432181
(0.21495)

(VECM) szl bl moeas 73505 1(2) kel

wector Error Correction Estimates

Date: OS/20/17  Tirme: 22:04

Sample (adjusted): 1972 2015

Included cbservations: 44 after adjustments
Standard errors in ( } & t-statistics in [

Cointegrating Eq CointEqg
LMNGDP-1) “1.000000
LIMFDI-1) -D.0502509

(0.01965)
2. 55828]

LMNGFCF-1) —D.13167S

(0.24255)
[-0.54287]
LMNTGE-1) -0.222116
(0.20194)
[-2.72276]
LIMIRF 1) 0.303811
(0.05029)
[ 5.03953]
=" -22. 62426
Error Correction DILNGDP) D{LMFDI) D{LMNGFCF) D{LMTGE) D{LMIMNFY
CointEqg -0.081733 -0.574623 -0.029777 0.021152 0432181
(0.01052) (0.20909) (0.04995) (0.05908) (0.21496)
[-7.55660] 0. 71021] [-0.59605] [ 0.35803] -1.37219]
DLMGDP-13) -D. 206360 -9.346006 0.063445 -0.203397 0.082867
(0.000F6) (6.79688) (0. 41967 (0. 49630} (2.64583)
[-3.37170] [-1.37504] [0.15118] [-0.40982] [ 0.03132]
DULMFDIC-13) -D.006668 -0.263361 0.010315 0.019676 0.045375
(0.00242) (0. 15110% (0.01118) (0.01322) (007050
[-2.75408] [-1.45423] [ 0.92240] [1.48791] [ 0.64364]
DULMGFCF-13) 0.040415 -2.675188 0.0007658 -0.321920 -0 445743
(0.04025) (2.01135) (0.18593) (0.21959) (1.17223)
[ 1.00394] [-0.88837] [ 0.00413] [-1.46402] [-0.38025]
DLMNTGEC-1)) -0.020338 -1.438402 0.152460 -0.036180 0. 146422
(0.03147) (2.35381) (0. 14533) (0. AFASTY (091627
[-0.64634] [-0.61110] [ 1.04903] [-0.21050] [ 0.15980]
DLPMIMNF-13) 0.0092658 0.233714 0.004285 0.004679 -0.292830
(0.00591) (0. 44188) (0.02728) (0.03227) (072013
[ 1.56894] [ 0.52891] [0.15706] [ 0.14503] [-1.70240]
c 0.049540 0277408 0.002201 0.020026 0.005205
(0.00492) (0.26TET) (0.02271) (0.02686) (0. 14320)
[ 10.0736] [ 0.75409] [ 0.09689] [ 0.74553] [ 0.03635]
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R-squared 0695801 0. 162988 0. 076488 0. 137831 0189906
Adj. R-squared 0. 646471 0027256 -0.073271 -0.001980 0058539
Sum sq. resids 0021251 118 91326 0. 453345 0624026 18.01917
S E. equation 0022966 1. 792730 0110691 0. 120904 0697857
F-statistic 1410515 1.200207 0.510741 0.9858338 1.445619
Log likelihood 105.5486 -84.30585 38.22212 30.84250 —42. 79272
Akaike AlC -4, 472453 4. 1502656 -1.419233 -1.083796 2.26323086
Schwarz SC -4 195634 4. 434114 -1.135385 -0.799947 2. 547154
Mean dependent 0028597 -0.070140 0. 005905 0011494 00126321
5. D. dependent 0. 0403207 1.817672 0106846 0120775 0719226

Determinant resid covariance (dof adj.} 1. 16E-O7F
Determinant resid covariance 4.87E-08
Log likelihood 58 25216
Akaike information criterion -0.829643

Schwarz criterion 0.792347
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Heteroskedasticity Test: ATRCH
F_statistic
Obs*R_sg uared

0011910
0012487

Prob. Frl, «1)
Prob. Chi-Sguareid)

09136
09110

Breusch-Godfrey J dududt bl il Y Cislias jlzl 1(5) gkl

Breusch-Godfrey Serial Correlation LM Test:

F_statistic
Obs*R-squared

260021
B00056

Prob. Fil,36)
Prob. Chi-Square(T)

0.1414
0.1069
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Correlogram of Residuals
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8
Series: Residuals
7 Sample 1972 2015
s Observations 44
5 Mean -1.82e-17
B ] Median 0.000472
a4 Maximum 0.050822
Minimum -0.044963
3 Std. Dev. 0.022231
Skewness 0.054129
24 Kurtosis 2.705760
14 Jarque-Bera  0.180211
° Probability 0.913835
" T —1 T

-0.04 -0.02
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