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Estimation of equilibrium relationship between foreign direct investment

inflows, exchange rate and gross domestic product in Algeria -
econometric study for the time period 1980-2020
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This paper examines the long run relationship between foreign direct
investment inflows, exchange rate and gross domestic product in Algeria,
Johansen multivariate technique for cointegration was applied to estimate
the long run relationship using an annual sample data covering the period
from 1980 to 2020, a valid and strong long run relationship was found
between the variables of the study, but gross domestic product appears to
have more power in comparison to exchange rate in explaining foreign
direct investment inflows. It is also found that foreign direct investment
depends in large magnitude on other variables not included in this model.
key words: Foreign direct investment, exchange rate, cointegration.
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Johansen tests for cointegration

Trend: Restricted constant Number of obs = 38
Sample: 1983 thru 2020 Number of lags = 3
Critical
Maximum Trace value
rank Params LL Eigenvalue statistic 5%
(=) 18 -279.97245 . 37.1669 34.91
1 24 -269.78343 ©.41507 16.7889* 19.96
2 28 -264.53664 ©.24130 6.2953 9.42

3 30 -261.38898 ©.15267
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Johansen normalization restriction imposed
beta | Coefficient Std. err. z P>|z| [95% conf. intervall]
_cel

FDI 1 . . . . .

OER . 8069479 .8e37711 1.84 @.065 -.8004432 .8143391

GDP -.814644 .Be20065 -7.38 ©.000 -.8185768 -.0187113

_cons .9173876 .1725263 5.32 @©.o000 .5791622 1.255453

979 2023 sl 984-965 o o« 02 suadt (07 Wonadl ¢ Esloxr Yy Ailed¥) Slulyldd pod Ao



Jaypor s — 2020 1980 52l LS dulys — i) (B Jloxr Y1 Jowodt gldly Bpall jaw ¢ el Y1 jlekn ¥l B o 53131 B ks

Stata. 17 iowp Olr s Jo sl Cold) 3lael o jheadl!

& OLlax! Olgias culdly plb) sl ) O glay 05 Jgdd) IS o
O LS %5 oo Y %6 dis (Syimn Bpnall aw piie Lty opalill LS slas
S asles 2 Ly % 0.69 A 2y Ol i (3 Gyl e fb A
% g SV ol i S5 % 91 caldl s 8 Loy % 1.46 oL 1)
A Yl o 3 S
il JolS BYe Jg Sl dll jlast 1 W1 g )

Sl LS aedl el Jo= ol il Ll geot VECM 348
LS plas e apiall ©lodll Ll Ol o2 Laadl s Sladaag
SOLCU BN PRE KN PR AP

oplidl JoSHl plad Jg dyphall Sl il sl 106 Jgion)
Chi-squared P-value

B,, = 0 (FDI = 0} 4.677 0.031
B,, = 0 (OER =0) 1.93 0.238
B,, = 0 (GDP = 0) 8.899 0.003

cons = 0 8.321 0.004
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Equation Parms chiz2 P>chi2
D_FDI 1 1.473458 8.2248
D_OER 1 7.e81246 8.0e7s8
D_GDP 1 23.51991 e.0000
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Lagrange-multiplier test
lagz chiz= d+F Frob = chiz
a S.28125 =2 2 .75852
=2 15.2276 =2 2 .e9s82e7
= 1=2.2e282 =2 2.14a46esl1
< 11 . &se45 =2 2.22652
He: no autocorrelation at laz order
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Jarque-Bera test
Equation chi2 df Prob > chi2
D_FDI 1.874 2 8.58461
D_OER 4.242 2 8.11993
D_GDP 1.236 2 8.53894
ALL 6.552 6 8.36430
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Eigenvalue stability condition

Eigenvalue Modulus

1 1

1 1

-9858615 -985862

-5171518 -517152

-.3726944 -372694

- . 26988085 -B69EE
The VECM specification imposes 2 unit moduli
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