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Use the Vector autoregressive model (VAR) to study the relationship between
Direct Foreign Investment and economic growth in Algeria
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Abstract:

In this research we try to examine the relationship between direct foreign investment and
economic growth in Algeria Using the Vector autoregressive model (VAR ) by testing the causality
and cointegration methodology. So the results of the study showed a direct causal relationship
between direct foreign investment and economic growth and it’s not changable between them.
Means that those changes in direct foreign investment contributes to explain those variations in the
total local results in Algeria.
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized . Trace 0.05 .

No. of CE(s) Eigenvalue Statistic Critical Value Prob.

None (r = O) 0.136131 3.889183 12.32090 0.7268
At most 1 (I’ = l) 0.009191 0.230835 4.129906 0.6889

Trace test indicates no cointegration at the 0.05 level
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Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized . Max-Eigen 0.05 o

No. of CE(s) Eigenvalue Statistic Critical Value Prob.

None (r = 0) 0.136131 3.658347 11.22480 0.6832
Atmost 1(r=1) | 0.009191 0.230835 4.129906 0.6889

Max-eigenvalue test indicates no cointegration at the 0.05 level
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Unrestricted Cointegration Rank Test (Trace)
Hypothesized . Trace 0.05 .
No. of CE(s) Eigenvalue Statistic Critical Value Prob.
None (r = 0) 0.184995 6.516096 15.49471 0.6345
At most 1 (I’ = 1) 0.054539 1.402063 3.841466 0.2364
Trace test indicates no cointegration at the 0.05 level
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Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized . Max-Eigen 0.05 sk

No. of CE(s) Eigenvalue Statistic Critical Value Prob.

None (r = 0) 0.184995 5.114033 14.26460 0.7274
Atmost 1(r=1) |  0.054539 1402063 3.841466 0.2364

Max-eigenvalue test indicates no cointegration at the 0.05 level
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VAR Lag Order Selection Criteria
Endogenous variables: DLFDI DLGDP
[Exogenous variables: C

Date: 07/04/18 Time: 20:54

Sample: 1990 2016

Included observations: 22

Lag LogL LR FPE AIC SC HQ
0 -32.67001 1.263634 0.115686 3.515455 3.813012 3.585551
1 -33.40159 NA* 0.085666* 3.218326* 3.317512* 3.241691%*
2 -32.16921 0.773957 0.161051 3.833565 4.329493 3.950391
3 -31.48848 0.928274 0.224322 4.135316 4.829616 4.298872
4 -28.10323 4.000747 0.250865 4.191203 5.083874 4.401489

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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DLGDP = 0.6502* DLGDP (-1) + 0.1361*DLFDI(-1) + 1.44
2.07 -2.95 1.98

R*=0.2687 F=13.42

DLFDI =1.2458 * DLFDI (-1) + 0.0697* DLGDP(-1) — 0.11
- -2.08 1.04

R*>=0.1503 F =4.001
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Inverse Roots of AR Characteristic Polynomial Roots of Characteristic Polynomial

15 Endogenous variables; DLFDI DLGDFP
Exogenous variables: ©

184 Lag specification: 1 1

05 Date: 0704118 Time: 17:24

00 .o Root Modulus

05 -0.263991 0.263991
-0.106887 0106887

1.0 1

s Mo root lies outside the unit circle.

15 o -0s 0o as 10 1.5 WAR satisfies the stability condition.
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Lags 1 2 3 4

LM-Stat 2.184453 0.911687 0.765269 3.066040

Prob 0.7019 0.9229 0.9430 0.5468
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0.6471 0.159637 dIFDI .. vdIGDP 2

"Eviews 9" miliy bz e sl a L) slde] e 1 ydeaad!

Dk b gl (Sa ekl I e
LIGDP 4 dIFDI o x5 " Granger " pseds oo i 88 39y s (1) Sl V1 & dpieall 2o by —
.0dIGDP .5 dIFDI of
.dIFDI 52 dIGDP s a3 " Granger " pseis o s BMe 3509 ads 61 ((2) [l V) 3 dpaall .54 L& -
.dIFDI .5 ¥ dIGDP of i

(g oldl 3 BT (ol ) g Aslite e B 0diag DIGDP 5 dIFDI Gy feee Ao il S5l K6 03)
gl JIgs w2

S aldzly 2l e e a3 el Ul i e Brine & s 4l 6 SV W) Iy o
Olpaie (n SAE Gl odlelidly ALl SN Gl e aaS) e aelas g allad) 3 bl Sl Sl
AU Jgad) (3 s Bl Jlgs LS gl L))

dIFDI & <ukad AIGDP dizent :(12)03) Jguont

Response of DLGDP:

Period DLGDP DLFDI
1 0465975 0.000000
(0.0G5900 (0000003
z -0.069294 -0.0259149
(0.09865) (008906}
3 0.012551 0.009613
(0030413 (0.03359)
4 -0.002700 -0.002834
(0.00879) (0.01083)
5 0.000G47 o.ooo7e0
(0002613 (0002263
[ -0.000164 -0.000209
(0.0007S) (0,001 023
T 4 25E-05 5 SBE-05
(0.00023) (0.000317
=] -1.11E-05 -1.47E-05
(6.8E-05) (9. 1E-05)
=) 2 93E-06 3.89E-06
(2. 0E-05) (2. TE-05)
10 -7.73E-0T7 -1.03E-06
(5. 8E-06) (7.SE-06)
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Response to Cholesky One S D Innovations + 2 S E

Response of DLGDP to DLGDRP Response of DLGODP to DLFDI
] =
& | B
4 4
2 24
0 o
2 -2
4 -4
1 2 3 4 5 5 7 ] 3 10 1 2 3 4 5 5 4 5 s 10
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Variance Decompaosition of DLGDP:

Feriod SE. DLFD DLGDP
1 0.465975 0.216620 99.78338
2 0.471811 0.592133 99.40787
3 0.472076 0638033 99.36187
4 0.472082 0641911 99.358089
4 0.472083 0642201 99.35780
43 0.472094 0.642222 99.35778
7 0.472094 0642224 99.35778
g 0.472094 0642224 99.35778
9 0.472094 0642224 99.35778

10 0.472094 0642224 99.35778

Cholesky Ordering: DLFDI DLGDP
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