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Abstract : 

 

This paper empirically investigates 

the short and long-run GDP-FDI rela-

tionship along with other macroecono-

mic variables in Saudi Arabia. The Au-

toregressive Distributed Lag (ARD-L) 

model is our main instrument of analy-

sis because of its obvious econometric 

advantages, to explore the interdepend-

encies among the variables. The results 

confirm that FDI inflows and Govern-

ment expenditures have significant and 

positive relationship with GDP growth 

both in the short and long-run. They are 

therefore, important factors in Saudi’s 

developmental efforts. The sensitivity 

of the Government expenditures varia-

ble to the trade Openness and GDP gr-

owth variables in this study is also sig-

nificant. This suggests that Government 

or public expenditures both in the form 

of capital or recurrent should be moni-

tored to strike a balance. 
 

Keywords: FDI, Economic growth, 

Openness, ARDL, Saudi Arabia. 

 

 

 

 

 

 

 

 

 

Introduction 

 

The emerging economies of the Gulf 

Cooperation Council (GCC) countries 

have long realized that increasing the 

per capita income of their citizens could 

only be achieved by enhancing growth 

and development through economic 

activities, and it is also the best option 

to ensure economic and political stabil-

ity in their region. To achieve this feat 

requires massive injection of capital 

into developmental projects. The need 

to augment internally generated sources 

of revenue to finance these robust eco-

nomic activities therefore, becomes in-

evitable. The individual country’s ef-

forts to diversify its economy, privatize 

some of its public sectors, utilize ad-

vances in technology, and improve le-

gal and financial institutional infra-

structures have resulted in real devel-

opment of their markets and manage to 

attract the much needed foreign Direct 

Investments (FDI) to them. But how, 

and to what extent has FDI affected the 

economic growth of these developing 

countries, especially Saudi Arabia wh-

ich is our focus of study in this paper? 

 
 
 

The significant role of FDI inflows 

in the development of economies, espe-

cially in developing countries had been 

highlighted in many empirical studies 

(Borenzstein et al, 1998; Carkovic and 

Levine, 2002; Zhang, 2001). This pro-
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gress is achieved through its contribu-

tion in capital formation, development 

of human capacity building, technology 

transfer, and managerial skills among 

others in the recipient countries. De-

spite the above mentioned perceived 

FDI contribution to developing econo-

mies, some empirical studies still find 

contrary results. The evidence on FDI 

and economic growth therefore, give 

mixed results or at best inconclusive.  

  

There is no argument that domestic 

sources of revenue play a part in pr-

oviding capital for economic develop-

ment of a nation, but where the flow 

from domestic sources is grossly inade-

quate in case of low level of income 

and little or no savings, this will lead to 

a decreasing level of capital formation. 

FDI in flows therefore, provide an op-

portunity for closing capital deficit gap 

(Yilmazer, 2010). Krugman and Ob-

stfeld (1994) opine that FDI is one 

means of bridging the demand and sup-

ply of capital gap for most developing 

economies, which normally suffer a 

shortage of such capital. 

 

 
 
 

Saudi Arabia is the largest economy 

among the GCC countries; it has an 

increasing GDP of US$852.1 billion, 

US$895.8 billion and US$927.8 billion 

for the years 2011, 2012 and 2013 re-

spectively. There is also an increasing 

FDI into the country of US$223.2 bil-

lion and US$240.6 billion for the year 

2012 and 2013 respectively (The World 

Factbook). It is on record that FDI goes 

to countries where the environment is 

conducive for business; as the environ-

ment could serve as a barrier to both 

local and foreign investments if it is not 

properly and efficiently managed with a 

great measure of transparency and ac-

countability. Saudi Arabia has been 

able to display some of these favorable 

investment climates. They have been 

able to present reasonable economic 

risk, political stability in its own form 

in terms of the country’s ability to carry 

out declared programs. They are also 

able to finance their commercial and 

trade debt obligations, thus demonstrat-

ing relatively moderate financial risks.  

  
The gradual upward trend of their 

GDP and steady increase of FDI in-

flows into the country could be seen as 

a testimony to the above mentioned 

favorable investment climate deliber-

ately created by the regulators of the 

economy. But how much of this GDP 

growth is influenced by the inflow of 

FDI into the country? This is the main 

focus of this paper. In the context of a 

developing economy, the role of gov-

ernment in financial and economic ac-

tivities cannot be ignored, as govern-

ment expenditures have been known to 

stimulate economic development (Bar-

ro, 1990). Economic literature has also 

highlighted causality between trade 

openness and GDP growth. This paper 

has therefore, identified three key vari-

ables; Foreign Direct Investment (FDI) 

inflows, Trade Openness and Govern-

ment Expenditures as some of the de-

terminants of GDP growth.  
 

Thus to what extent, can the eco-

nomic growth (GDP) of Saudi Arabia, 

which is a leading member of the Gulf 

Cooperation Council (GCC) countries, 

is influenced by the inflows of FDI, its 

internal government expenditures and 

Trade with its trading partners (Open-

ness)? This paper employs the recent 

econometric technique of Autoregres-

sive Distributed Lag (ARDL) bound 

testing approach as postulated by Pe-
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saran et al. (2001)  to investigate the 

short-run dynamics and long-run rela-

tionship between  the selected determi-

nants. Other notable recent works that 

adopted this newly developed ARDL 

bound testing procedure include Fosu 

and Magnus (2006), Karimi and Yusop 

(2009), and Atif et al, (2010) among 

others. 

 

Study Plan 

 

 

The Remaining part of this paper is 

organized as follows; section two dis-

cusses related literature. Section three 

explains the methodology adopted in 

this paper. Section four presents the 

ARDL procedure and discusses its em-

pirical findings. Conclusion is given in 

section five. 
 

Study Limitation 

 

The study is limited to the extent of 

availability of data. A sufficiently long 

time series may produce better results 
 

Literature Review  

 

The relationship between Foreign 

Direct Investment (FDI) and economic 

growth is a widely researched area, but 

evidence shows mixed results about its 

(FDI) impact on the economic growth 

of the hosts or the recipient countries 

(Pardhan, 2009; Samimi et al, 2008; 

Herzer et al, 2008). What is not in 

doubt is FDI inflows like any other in-

vestments into a country depend upon a 

couple of socioeconomic and political 

factors that include economic and polit-

ical stability and a moderate or accepta-

ble financial risk environment. Re-

search has shown some of the necessary 

conditions that must exist in the host 

country before the intended objectives 

of FDI could be realized, these include 

among others; human capital, reasona-

ble size of market, availability of tech-

nology, functioning financial markets 

and favorable laws and policies related 

to investments (Blonigen and Wang, 

2004). 

 

 

 

As for the extent of the impact of FDI 

on economic growth of developing ec-

onomies, the influence will depend la-

rgely upon the necessary conditions ex-

isting in the specific countries for FDI to 

strive. But it is generally believed that 

FDI may affect economic growth of a 

country directly or indirectly, for the 

former because it contributes to capital 

formation and transfer of new technolo-

gy to the host country. The recipient co-

untry also benefit indirectly from the 

improved management practices and sk-

ills acquisition through transfer of tech-

nology (De Mello, 1999). 

 
 
 

In as much as foreign direct invest-

ment is beneficial to the recipient coun-

try, its full potential can only be maxim-

ized with the availability of human capi-

tal (Bengoa and Sanchez-Robles, 2003). 

Borensztein (1999) also came to a simi-

lar conclusion by arguing that growth 

prospect increases with a mixture or in-

teraction of FDI and human capital. 

Zhang (2001) opine that to promote eco-

nomic growth FDI recipient countries 

must adopt liberalized trade regime, en-

sure macroeconomic stability and human 

capital development among others, as 

these are some of the necessary ingredi-

ents for economic growth. 

 
 

The importance of FDI in the eco-

nomic growth of the host country is also 

confirmed by various studies (Kukeli et 

al, 2006; Jonson, 2006; Brock, 2005). 

Balasubramanyan et al. (1999) also show 

that countries that consistently follow 

inward looking developmental strategies 

show a significant economic growth as a 
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result of FDI in flows. The presence of 

positive relationship between FDI and 

economic growth in the recipient devel-

oping countries was also confirmed by 

Jonson (2006), he stressed that this is 

likely because of the technology spillo-

ver effects. A similar research on devel-

oping economies by Li and Lue (2005), 

reports that both FDI and human capital 

have a positive relationship with eco-

nomic growth. 

Pradhan (2009) using sample of se-

lected Asian countries finds that the con-

tribution of FDI was significant and im-

pact positively on growth in all the coun-

tries except Malaysia. The work by 

Samimi et al. (2008) on oil importing 

countries also confirm the positive  im-

pact of FDI on economic growth, but 

stressed that the openness of these recip-

ient economies play a significant con-

tributory role. The results of Wu and 

Hsu (2008) are similar to those of 

Samimi et al. (2008), but in this case the 

initial GDP and human capital were the 

energizers. 

The study by Mamun and Nath 

(2005) using data from Bangladesh con-

firm the existence of positive relation-

ship between exports and economic 

growth. Narayan et al. (2007) examined 

the export-led growth hypothesis for Fiji 

and Papua New Guinea. Their results 

support the export led growth hypothesis 

in the long-run for Fiji, while for Papua 

New Guinea there is evidence of export 

led growth hypothesis in the short-run. 

According to Yao (2006), there is a 

strong relationship between exports, FDI 

and economic growth for China. Rah-

man (2007) re-examined the effects of 

exports, FDI and some other variables 

on real GDP of some Asian countries 

using the ARDL technique for cointegra-

tion, his findings are similar to those of 

Yao (2006).  

A study by Kamaly (2002) on some 

Middle East and North African countries 

confirms the effect of FDI inflows on the 

economies of most of these countries. 

Also worthy of mention are the studies 

by (Chowdhury and Mavrotas, 2005; 

Zhang, 2001; Khathlan, 2014). All these 

authors came to a similar conclusion that 

a positive relationship exist between FDI 

and economic growth. Zhang (2001) 

opine that this relationship is only possi-

ble when there is a favorable condition 

in the recipient countries. Khathlan 

(2014) using data from Saudi Arabia, but 

this time using a different methodology 

finds a positive and significant role FDI 

plays in the economic growth of Saudi 

Arabia in the long-run. 

However, other studies expressed 

reservations about the positive effects of 

FDI on the economic growth of the re-

cipient countries. Scholars are of the 

opinion that the reverse will be the case 

if the demands on the host countries re-

sult in substantial net outflows or reverse 

flows in the form of remittances of prof-

its, dividends and other perquisites of 

office, and also if the investing multina-

tional companies obtain large investment 

concessions from the host countries. Ac-

cording to Dreher (2006) inward FDI 

exposes the economic assets of the recip-

ient countries to the risk of loss of con-

trol to foreign interests. 
 

Alfaro (2003) carried out a detailed 

and segregated economy study and find 

that FDI have a negative influence on 

the primary sector and does not always 

have a positive spillover effects on the 

host countries. Herzer et al. (2008) using 

data from developing economies failed 
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to establish a link between FDI and eco-

nomic growth both in the short and long-

run in most of the countries. In a related 

study but this time using data from both 

developed and developing economies, 

Charkovic and Levine (1998) also failed 

to establish a relationship between FDI 

and economic growth in the host coun-

tries. 

Lipsey (2002) also find no special re-

lationship between FDI and economic 

growth and stressed that FDI does not 

always have significant spillover effect 

on the local economy. As rightly pointed 

out by UNCTAD (1999) the desired ob-

jectives of FDI could only be attained if 

the host countries already have some 

functioning structures in place, in terms 

of level of financial development, the 

level of education and domestic capital 

and political stability among others.    

Methodology 

The data used in this study were 

sourced from the World Bank and Sau-

di Arabia Monetary Agency (SAMA). 

While data on GDP per capita, Foreign 

Direct Investment (FDI) inflows and 

Openness were obtained from the 

World Economic Outlook Database 

(2013), the Government Expenditures 

were obtained from (SAMA Annual 

Report, 2012). We adopted the Auto-

regressive Distributed Lag (ARDL) 

approach because of its obvious econ-

ometric techniques advantages to find 

the relationships among the variables. 

 

 

 

 

The Autoregressive Distributed 

Lag (ARDL) Model 

This model as developed by Pesaran 

and Pesaran (2009) involves series of 

steps in establishing the interrelation-

ships among the dependent and the 

forcing variables where each variable is 

also considered as a dependent variable. 

The order of integration is fist checked 

among the variables as it is commonly 

done for most economic time series 

data. Though, this process may be nec-

essary but not a sufficient condition to 

perform ARDL procedure, because of 

the econometric properties of the 

ARDL model, since the model can al-

low for a mixture of 1(0) and 1(1) as 

regressors. In the first place the pres-

ence of cointegration among the varia-

bles is tested using the bound testing 

procedure to predict the long-run rela-

tionships between a dependent variable 

and its independent variables. Secondly 

the ARDL models are formulated based 

on the results of the initial cointegration 

test. Finally, the short-run dynamics are 

then estimated.   

 Bounds Testing and Long-

Run Relationships 

The bound test method does not re-

quire specific identification of the or-

der of the time series data. The method 

can also estimate the long and short-

run coefficients of the model.  It is also 

the preferred model for small and fi-

nite sample size (Pesaran et al. 2001). 

We can therefore formulate the follow-

ing regression equations following 

Pesaran et al. (2001) postulations. 
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ΔInGXP it  + λ 11  InGDP 1t  + λ 12  InFDI 1t  +  λ 13  InOPN 1t  + λ 14  InGXP 1t  + ε t1         (1) 

Where, 

GDP   = Annual growth rate of GDP.  

FD   = Inward Foreign Direct Inves-

ment. 

OPN = Openness {Ratio of trade (im-

ports and exports) to GDP 

GXP  = Government Expenditures. 

 

  

a, b, c, d, and e = Short-run coefficients 

for the TASI and the risk 

components. 

 λs = The long-run coefficients of the 

ARDL model. 

 ε t1  = is the white noise error term.  

∆   = is the first difference operator.  
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ΔInGXP it  + λ 21  InFDI 1t  + λ 22  InGDP 1t  +   λ 23  InOPN 1t  + λ 24  InGXP 1t  + ε t2      

    (2) 

Where; 

GDP = Annual growth rate of GDP.  

FDI = Inward Foreign Direct Invest-

ment. 

OPN = Openness {Ratio of trade (im-

ports and exports) to GDP 

GXP = Government Ex-

penditures. 
  

a, b, c, d, and e = Short-run coefficients 

for the TASI and the risk 

components. 

 λs   = The long-run coefficients of the 

ARDL model. 

 ε t1   = is the white noise error term.  

∆      = is the first difference operator.  
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λ 31  InGDP 1t  +    λ 32  InFDI 1t  + λ 33  InOPN 1t  + λ 34  InGXP 1t  + ε t3          (3) 

Where; 

GDP  = Annual growth rate of GDP.  

FDI = Inward Foreign Direct Invest-

ment. 

OPN = Openness {Ratio of trade (im-

ports and exports) to GDP 

GXP = Government Ex-

penditures.  

a, b, c, d, and e = Short-run coefficients 

for the TASI and the risk components. 

 λs  = The long-run coefficients of the 

ARDL model. 

 ε t1  = is the white noise error term.  

∆    = is the first difference operator.  
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ΔInGXP t  = a 40  + 


n

i
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1
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n
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NGDP it  + λ 41  InGDP 1t  + λ 42  InFDI 1t  + λ 43  InOPN 1t  + λ 44  InGXP 1t  + ε t4                             (4) 

 

Where; 

GDP  = Annual growth rate of GDP.  

FDI   = Inward Foreign Direct Invest-

ment. 

OPN   = Openness {Ratio of trade (im-

ports and exports) to GDP 

GXP  = Government Expenditures.  

a, b, c, d, and e = Short-run coefficients 

for the TASI and the risk components. 

 λs  = The long-run coefficients of the 

ARDL model. 

 ε t1   = is the white noise error term.  

∆     = is the first difference operator.  

 

Economic Interpretation of the 

Equations 

The explicit forms of the equations 

are as follow, 

GDP t  =F(FDI it  ,OPN it  ,GXP it ) 

FDI t  =F(GDP it  ,OPN it  ,GXP it ) 

OPN t  =F(GDP it  ,FDI it  ,GXP it ) 

GXP t  =F(GDP it  ,FDI it  ,OPN it ) 

In estimating the parameters (a, b, c, d, 

e for short-run and λs for long-run) of 

the model in the equations using the 

ARDL technique, the equations have to 

be log transformed (See variables defi-

nition). The model is “autoregressive”, 

in the sense that, for example GDP t is 

explained (in part) by lagged values of 

itself. It also has a “distributed lag” 

component, in the form of successive 

lag of the explanatory variables. These 

characteristics are fully reflected in the 

regression equations 1-4. 

     To test for the long-run relationship 

among the concerned variables, the 

bound testing procedure is adopted. 

This procedure is based on the Wald 

test (F-test). This is a test of the hy-

pothesis of no cointegration or presence 

integration among the variables. The 

null and the alternative hypotheses are 

stated as follows: 

H o   = λ1j = λ2j = λ3j = λ4j = 0, 

where j represents one of the four vari-

ables. (i.e., there is no long-run rela-

tionship among the variables). 

H 1   = λ1j ≠ λ2j ≠ λ3j ≠ λ4j ≠0, 

where j represents one of the four vari-

ables. (i.e., there is long-run relation-

ship among the variables). 

 
 

   

The result of the cointegration test 

which is based on the F- test is evaluat-

ed by the lower and upper critical val-

ues table in Pesaran et al, (2001). The 

Authors state that all the variables are 

integrated of order zero or 1(0) when 

they fall within the lower bound critical 

values; that is, there is no integration 

among the variables. While the upper 

bound critical values assumed that the 

variables are integrated of order one or 

1(1); meaning there is cointegration 

among the variables. The null hypothe-

sis of no integration is not rejected if 

the computed F-statistic is smaller than 

the lower bound value, meaning there is 
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no long-run relationship among the var-

iables. But if on the contrary, the com-

puted F-statistic is bigger than the up-

per than the upper bound value the null 

hypothesis of no integration is rejected. 

The result is considered inconclusive if 

the computed F-statistic falls between 

the upper and lower bound values. 
 

The estimation of the long-run and 

short-run relationship among the varia-

bles is the final stage of the ARDL 

model. The estimation of the coeffi-

cients of the long-run relationship of 

the variables is based on the assumption 

that the bound testing process produced 

a conclusive result; meaning there is 

cointegration among the variables. The 

final step is the estimation of the short-

run dynamic coefficients through the 

use the unrestricted error correction 

model (URECM). 
 

Descriptive Statistics and Em-

pirical Results 
This section is in two parts. The first 

part presents the descriptive statistics 

used in this study, while the second 

presents the empirical findings of the 

tests utilized, reviewing their results 

and provide an interpretation for each 

finding. The paper used annual GDP 

per capita, Foreign Direct Investment 

(FDI) inflows and Openness data of 

Saudi Arabia from the World Economic 

Outlook Database and Government Ex-

penditures data from SAMA Annual 

Report 

 Descriptive Statistics 

Table 1 shows the distribution of the 

data in terms of their mean, standard 

deviation etc. of the variables. The 

maximum and minimum GDP values 

are US$895.843 billion and US$85.696 

billion respectively, while the FDI has 

US$223.696 billion as its maximum. 

All the variables are positively skewed, 

and very high Jarque-Bera statistics test 

with the exception of the openness var-

iable, which suggests a rejection of the 

normality hypothesis. Figure 1 also 

shows the distribution of the data 

(GDP, FDI, Openness and Government 

Expenditures) over time during the 

sample period. 

 

Table 1: Descriptive Statistics  

Variable Mean Median Std. Dev, Skewness Jarque-Bera 

GDP 232.304 160.957 1.714 1.583 16.847 

FDI 40.639 17.120 0.554 1.934 27.747 

Openness 

(OPN) 
0.752 0.723 0.115 0.276 2.207 

Govt.Exp. 

(GXP) 
54.053 41.092 0.302 1.561 16.737 
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Figure 1: Distribution of GDP, FDI, Openness and Government Expenditures 

variables. 
 

Empirical Results 

Unit root test for stationarity 

 

The ARDL cointegration approach 

normally does not require unit root tests 

because of its econometric techniques. 

Nevertheless, the  time series properties 

of the data is checked using the stand-

ard Augmented Dickey-Fuller (ADF) 

unit root test, this is to check and con-

firm the order of integration of these 

variables. we also need to conduct this 

test to ensure that none of the variables 

are the integrated of order 2, i.e., I (2), 

because, in case of I (2) variables, ARDL  

 

 

 

 

 

 
procedures make no sense,   since the 

computed F-statistic as produced by the  

Pesaran et al. (2001) can no longer be 

valid. The test result is presented in ta-

ble 2. The results indicate that the vari-

ables are integrated 1(0) and 1(1). Out 

of the four variables, three (GDP, FDI 

and Government Expenditure) have 

unit root i.e. 1(1), While Openness is 

1(0) variable. For this reason it is justi-

fiable for using the bounds approach or 

the ARDL model as postulated by Pe-

saran et al. (2001). 

 
 

 

 

 

 

 
 



Dr /Abdulaziz Ibrahim Almahmoud            Foreign Direct Investment and Economic……......       

 

 

01 
 

Table 2:  ADF Test results 

Variables 

ADF 1ST Difference 

t-statistics p-value 

GDP -4.8039 0.0007034*** 

FDI -2.8951 0.03894*** 

Openness (OPN) -0.7892 0.8553 

Government Expenditure 

(GXP) 
-4.01136 0.00257*** 

Bounds testing and Long-run 

Relationships 
Before estimating the cointegration 

relationship between the variables 

(GDP, FDI, Openness and Govt. Exp.) 

using the ARDL bound testing proce-

dure, the order of lags on the first dif-

ferenced variables in our four equations  

 

 

 (1–4) are obtained. The researcher has 

the choice of lag-lengths and criterion 

to use, as long as long as optimal lag-

lengths structure is ensured.  

The results of the bounds testing proce-

dure is reported in table 3.  

 

 

 

Table 3: Bounds testing procedure results 
 

Cointegration  Hypotheses 

 

 

F- statistics 

Lag 

With Trend 
Without 

Trend 

F(InGDP t | 

InFDI ,t InOPN ,t InGXP ,t ) 

2.1161 4.2382*** 1 

1.1955 3.9884*** 2 

2.0896 2.1006 5 

F(InFDI ,t | InGDP t  

InOPN ,t InGXP ,t ) 

1.7214 1.8032 1 

1.8869 1.1401 2 

4.5230*** 4.6043*** 5 

F(InOPN ,t | InFDI ,t  

InGDP t  InGXP ,t ) 

1.4626 1.5806 1 

2.0074 2.0187 2 

1.4203 2.0055 5 

F(GXP ,t | InFDI ,t  InOPN ,t  

InGDP t ) 

2.8930 2.2264 1 

2.8625 2.7663 2 

2.5738 2.8906 5 

*represents significance at 1%, ** represents significance at 5% and                    

*** represents significance at 10%. 
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For the equation with the GDP as 

the dependent variable; {F(InGDP t | 

InFDI ,t InOPN ,t InGXP) ,t )}, the Wald 

f-statistics without trend at lag 1 and lag 

2 are 4.2382 and 3.9884 respectively 

which are statistically significant (the 

computed F-statistics are bigger than 

the upper critical bound value of 3.8-

00). The null hypothesis of no cointe-

gration among the variables is rejected. 

This indicates the existence of a long-

run relationship among GDP growth, 

FDI inflows, Openness of trade and 

Government internal expenditures. The 

later three being the forcing variables 

on the GDP. This is consistent with the 

findings of Zhang (2001) for East Asia 

and Latin America, and Ali and Ali 

(2012) for the region of Economic Co-

operation Organization (ECO).  

 
 

For equation 2, with the Foreign Di-

rect Investment (FDI) as the dependent 

variable i.e. {F (FDI t | |InOPN ,t  

InGDP ,t  InGXP t )}, the Wald f-

statistics with and without trend are 

also significant; 4.5230 and 4.6043 re-

spectively at 10% significant level. The 

null hypothesis of no integration among 

the variable is once again rejected. The-

refore, the GDP growth, Trade Open-

ness and Government expenditures are 

forcing variables of the FDI inflows.   

Other cointegration hypotheses are 

tested using the lag orders. No signifi-

cant findings are reported for equa-

tions{F(InOPN t |InGDP ,t InOPN ,t InG

OPN ,t InGXP t )} and {F 

(InGXP t |InFDI ,t InOPN ,t InGDP t )} 

i.e. using the Ope-nness and the Gov-

ernment expenditures models separately 

as dependent variable. 

Estimating Long-run and Short-

run relationships 
The estimation of the coefficients for 

the long-run relationships in 5 and 6 is 

conducted using the bounds testing pro-

cedure. 

InGDP t  = a 1  + 


x

i 1

 1i InGDP it + 


Y

i 0

 1i InFDI it + 


z

i 0

 1i InOPN it  + 


1

0i

 1i InGXP it + 

µ 1i T + ε t1                        (5)             

InFDI t  = a 2  + 


x

i 1

 2i InFDI it + 


Y

i 0

 2i InOPN it + 


z

i 0

 2i GDP it  + 


1

0i

 2i InGXP it + 

µ 2i T + ε t2                       (6)   

               

 
 

When the GDP growth (equation 5) 

is the dependent variable, we use an 

ARDL model without deterministic 

trend. When the financial risk rating is 

the dependent variable, we consider 

both with and without trend. This rea-

soning is based on the results of  the  

 

 

initial procedure and the results in table 

3. We determined the optimal lags for 

the ARDL models (InGDP t  and 

InFDI t ) before determining the coeffi-

cients. Table 4 shows the sensitivity of 

both the FDI and the GXP in the long-

run.  
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Table 4: Estimated Long-run Coefficients 

Regressor 

InGDP without 

Trend: 

ARDL(4,0,4,0) 

InFDI without 

Trend: ARDL 

(5,0,1,3) 

InFDI with 

Trend: ARDL 

(5,0,1,3) 

InGDP - 1.0524 3.0013*** 

InFDI 3.6018*** - - 

InOPN 1.1162 0.5824 0.8169 

InGXP 3.2261*** 3.1305*** 2.6632 

C -7.3917 -2.4261 -2.3094 

T 0.0652 -  0.0552 

*represents significance at 1%, ** represents significance at 5% and                    

*** represents significance at 10%. 
 

 

FDI inflows are significant for eco-

nomic growth. This means that Saudi 

Arabian government should endeavor 

to create the necessary economic and 

political conditions that will attract 

FDI. Growth enhancing policies, cou-

pled with sound and transparent macro-

economic policies to foster a healthy 

rate of return on investment, current 

account balance and exchange rate sta-

bility and of course keeping an eye on 

government expenditures to check in-

flationary trends. As an economy will 

attract more FDI inflows once it has 

implemented monetary and fiscal disci-

pline to control inflation and other im-

balances. This result is consistent with 

the findings of Zhang (2001), who finds 

the existence of a positive relationship 

between Foreign Direct Investment and 

economic growth and concludes that 

the magnitude of the above mentioned 

relationship depends upon host coun-

try’s conditions. 

 

 

 

 
In the short-run: as shown in table 5, 

the FDI and GXP show the most sensi-

tivity. The relationship between the 

GDP and each of the FDI and Govern-

ment Expenditures (GXP) variables is 

positive and statistically significant, as 

it is in the long-run. The Openness sen-

sitivity is not significant even in the 

short-run. This shows that variations in 

export and import with its trade part-

ners and other trade related policies 

have little or no influence on the GDP 

growth and FDI inflows of Saudi Ara-

bia. The country’s FDI inflow is sensi-

tive to its own, GDP growth and Gov-

ernment expenditures. The error term is 

negative and significant. 

 

The result of the FDI model (InF-

DI t ); equation 6 is also reported in ta-

ble 5.  
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Table 5: Error Correction Model (ECM 1 ) results for the selected ARDL 

Regressor ΔInGDP ΔInFDI(Without Trend) ΔInFDI (With Trend) 

ΔInFDI1 -0.7016**   

ΔInFDI2 -0.5341*** 0.3392** -0.1774*** 

ΔInFDI3 n. a -0.1897** n. a 

ΔInFDI n. a n. a n. a 

ΔInOPN1 n. a n. a n. a 

ΔInOPN2 n. a n. a n. a 

ΔInGXP n. a n. a n. a 

ΔInGXP1 1.1078** 0.0119 -0.3118*** 

ΔInGXP2 1.6397** -0.4294*** n. a 

ΔInGDP 0.2905** n. a n. a 

C -3.8902* n. a n. a 

T n. a - n. a 

ECM(-1) -0.3552** -0.3041* -0.3759* 

Note: n. a = not significant; *represents significance at 1%, ** represents signifi-

cance at 5% and *** represents significance at 10%.    
 

GDP growth and Government Ex-

penditures indicators have slightly sig-

nificant coefficients, i.e. the FDI in-

flows show sensitivity to the GDP 

growth and Government Expenditures 

variables. As stated earlier, the country 

should pursue a high degree of macroe-

conomic and socio-political stability to 

attract international equity investors. 
  

Policy Recommendations for 

Saudi Arabia in the Short and 

Long-run 
 

 FDI inflows are significant for the 

economic growth of Saudi Arabia both 

in the short and long-run. This means 

that Saudi Arabian government should 

endeavor to create the necessary eco-

nomic and political conditions that will 

attract FDI.  They should encourage 

growth enhancing measures, coupled 

with sound and transparent macroeco-

nomic policies to foster a healthy rate 

of return on investment, current account  

 
balance and exchange rate stability and 

of course keeping an eye on govern-

ment expenditures to check inflationary 

trends. As an economy will attract more 

FDI inflows once it has implemented 

monetary and fiscal discipline to con-

trol inflation and other imbalances, 
 

Conclusion  
This paper empirically examines the 

short and long-run GDP-FDI relation-

ship along with other macroeconomic 

variables which also affect economic 

growth in Saudi Arabia. The study em-

ployed the ARDL bound testing method 

developed by Pesaran and Pesaran 

(2009) and Pesaran et al. (2001).  

First, the analysis demonstrates that 

there is a long-run association between 

FDI inflows, trade Openness, Govern-

ment expenditures and the GDP growth 

in Saudi Arabia. FDI inflows, Openness 

and Government Expenditures are forc-

ing variables on Saudi’s economic 
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growth. FDI inflows and Government 

expenditures have significant and posi-

tive relationship with GDP, and are 

therefore important factors in Saudi’s 

developmental efforts.  

 Second, the sensitivity of the Govern-

ment expenditures variable to the trade 

Openness and GDP growth variables in 

this study is significant. This suggests 

that Government or public expenditures 

both in the form of capital or recurrent 

should be monitored to strike a balance.  

Finally, there is reduced or insignificant 

trade Openness sensitivity to other vari-

ables as compared to the FDI inflows 

and Government expenditures. Thus, 

trade openness activities are relatively 

the least in Saudi Arabia economic 

growth as shown in this study. 

The findings of this paper have added 

to the FDI-GDP growth relationship 

literature in a developing country like 

Saudi Arabia using the ARDL bound 

testing approach. Although there are 

many other factors that directly or indi-

rectly influence the GDP growth level 

of a country, this paper has chosen the 

specified variables in the study because 

Saudi economy derives its revenues 

mainly from the export of petroleum 

products and their huge appetite for 

massive expansion through public ex-

penditures to meet up with the rest of 

the world. The use of different tech-

niques or dynamic models and appro-

priate conditional determinants deserve 

more theoretical and empirical research 

in the future.  
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Appendix 

1 Data for the study 

YEAR FDI  (million US$ 
GDP (tens of 
millions US$ 

OPENNES GOVT EXP. US$ 

1980 409.48 153.105 -0.36207 2.615E+10 

1981 413.92 175.251 -0.32788 3.603E+10 

1982 5786.67 165.468 -0.11639 4.012E+10 

1983 10730.57 157.867 0.092302 3.845E+10 

1984 15580.43 158.422 0.107303 3.605E+10 

1985 16071.85 156.421 0.065713 3.315E+10 

1986 17038.55 167.308 0.090833 3.015E+10 

1987 15863.65 165.125 0.062708 3.018E+10 

1988 15535.21 184.963 0.03879 2.73E+10 

1989 14881 203.024 0.043317 3.203E+10 

1990 15193 228.069 -0.09027 3.413E+10 

1991 15358 257.114 -0.0193 4.516E+10 

1992 15608 275.146 -0.0314 4.077E+10 

1993 15788 281.77 -0.00904 3.497E+10 

1994 16478 289.681 -0.07981 3.272E+10 

1995 17056 296.321 -0.09694 3.362E+10 

1996 17120 311.939 -0.1347 3.866E+10 

1997 17177 325.503 -0.13206 4.32E+10 

1998 17271 338.361 -0.03198 4.138E+10 

1999 17394 340.626 -0.11541 4.109E+10 

2000 17577 365.313 -0.1875 4.901E+10 

2001 17281 375.725 -0.15803 5.032E+10 

2002 17734 381.987 -0.17402 4.92E+10 

2003 18512 419.466 -0.22003 5.284E+10 

2004 20454 453.77 -0.26888 5.914E+10 

2005 33535 510.998 -0.32147 7.009E+10 

2006 50659 556.077 -0.29719 8.307E+10 

2007 73480 605.043 -0.25012 8.594E+10 

2008 111632 668.841 -0.2812 9.203E+10 

2009 147145 686.322 -0.09319 9.52E+10 

2010 170451 746.27 -0.16634 1.067E+11 

2011 186850 826.138 -0.26624 1.301E+11 

2012 199032 889.438 -0.25099 1.447E+11 

 

Compiled by the author: Data on the FDI 

inflows, GDP and Openness were sourced 

from the World Development Indicators  

 

 

Database (2013). Government Expenditures 

were sourced from Saudi Arabia Monetary 

Authority (SAMA) Annual Report 2012. 

 

 

 

 

 


