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The Impact Of Foreign Direct Investment

And Openness On Economic Growth And
Capital Formation In The MENA Countries

Abstract

It become for certain that globalization and economy openness are the
characteristics of this century, and we can see that through two main dimensions: (1)
world free trade in goods and services. (2) free capital mobility between the world

countries.

Recent years show quick growth in the trade of goods and services, and capital
mobility. Most countries especially, less developed countries, eased their trade policies
and allowed for foreign capital inflow, encouraged foreign investors, and eliminated trade

barriers on capital.

But the growth of foreign investments and the increasing of trade openness in
less developed countries make ground for many arguments around their negative
effectiveness. Some of the economic studies indicate that there are many economic
benefits, where other studies, says that there are negative effects such as an increase in
the size of imports, economic deficit, and deterioration in the balance of payments as a

result of transferring the profits outside the country.

Under the existed argument, this study is trying to shed a light on this subject
through the analyses of the effectiveness of economic openness and free capital mobility
in the Middle East and North Africa (MENA) for the period between 1970 and 2004.
This is accomplished through the causality analyses between direct foreign investment
and economic openness in one side, and the economic growth and capital formation of the
other side. For this purpose, we introduce an advanced cointegration model which is
called "Vector Error-Correction". Through this VEC model we analyze the effectiveness
of the economic openness and capital inflow on the growth of the domestic economy and
the capital formation in the short-run and long-run. The analyses results of this study
presents useful suggestions that we hope to help economic policy makers in less developed
countries to make their right decisions in regard of economic openness and foreign
capital mobility.
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-10.169 | -1.701 | -5.335 | -1.652 RGDP
-10.785 | -1.751 | -8.514 | -1.154 FDI
3435 | -2.412 | -3.595 | -2.123 “FCF
5922 | -2.128 | -4.123 | -2.606 OPEN
4 . T
599 | -2.189 | -6.177 | -1.718 " RGDP
6709 | -2.012 | -4.095 | -1.860 FDI
3133 | -2.810 | -3.069 | -2.565 FCF
4562 | -2.577 | -4.156 | -2.698 OPEN
e
4.688 | -1.348 | 4554 | -1.427 RGDP
7847 | -2.060 | -3.820 | -1.771 FDI
4151 | -2.685 | 4.186 | -1.253 FCF
4194 [ 2390 | -4264 | -1.345 OPEN
' S
3.904 | -1.259 | -3.565 | -1.416 RGDP
_ 8.097 | -2.670 | -5.637 | -1.799 FDI
_ -3.380 | -2.295 | -3.381 | -2.670 FCF
3740 | 2.653 | -3.760 | -2.115 . OPEN |-
. e
- -3.542 -2.273 -3.015 -2.486 RGDP
4892 | 2571 | -4292 | -2.524 FDI
4.099 | -1.239 | -3.693 | -0.99 FCF
4.664 | -2.612 | -3519 | -1.503 OPEN

The 5% critical values are: -2.968 for ADF and -2.951 for PP
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Morocco: 1974-2004 (2 cointegrating equations)

" LNRGDP, =0.571 + 0.236 (LNOPEN), + 0.111 (LNFDI),
" (1.692) (0.856) (5.808)

LNFCF, = 2305 - 0.103 (LNOPEN), + 0.248 (LNFDI),
(2.810) (-0.125) 4.319) ‘

Tunisia: 1975-2004 (3 cointegrating equations)

LNRGDP, = 3.291 + 0.213 (LNFDI),
(2.177) (6.059)

LNFCF, = 4.402 + 0.395 (LNFDI),
(3.016) (3.676)

LNOPEN, = 1.160 + 0.196 (LNFDI),
(2.915) (4.536)

Egypt: 1974-2004 (2 cointegrating equations)

LNRGDP, = 5315 + 0.193 (LNFDI), + 1.591 (LNOPEN),
(3.468) (7.627) (6.577)

LNFCF, = 8.029 - 0.00783 (LNFDI), + 1.804 (LNOPEN),
(5.162) (-0.202) (4.875)

Jordan: 1973-2002 (2 cointegrating equations)

LNRGDP, = 2.860 + 0.345 (LNFDI), - 1.900 (LNOPEN),
(2.901) (3.956) (-0.022)

LNFCF, = 3.756 + 1.032 (LNFDI), — 5.246 (LNOPEN),
(2.651) (3.826) (-1.031)

Oman: 1979-2004 (2 cointegrating equations)

LNRGDP, = 1.432 (LNFDI), - 1.504 (LNOPEN),

(11.966) (-0.104)
LNFCF, = 2.156 (LNFDI), + 0.943 (LNOPEN),
(15.425) (6.563)

t-ratios are in parentheses
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Ll i 1(3) do>
Null Hypothesis F-Statistic |
Morocco| Tunisia | Egypt | Jordan | Oman
D(LNFDI) does not Granger Cause | 1.478 | 3.240* | 2.566* | 0.078 ' 0.134 !
D(LNRGDP) !
D(LNRGDP) does not Granger 0.740 | 3.394* | 0.042 | 0.424 | 2.792*
« Cause D(LNFDI)
D(LNFDI) does not Granger Cause | 5.196* | 0.4.3 1.825 1.501 0.295
: D(LNFCF) |
) D(LNFCF) does not Granger 12141 | 3.556* | 5.550* | 0.839 | 3.680*
Cause D(LNFDI) ! | ‘ !
' D(L.LNOPEN) does not Granger 1.020 0.948 1.690 [LZ.S.H* 2.161 1:
Cause D(LLNRGDP) 1 !
| D(LNRGDP) does not Granger 0.693 0.956 0.061 0.246 i 4.020*
‘ Cause D(LNOPEN) :
D(LNOPEN) does not Granger 3.621* | 3.259* | 3.205* | 0.704 | 0.443
Cause D(LLNFCF)
D(LNFCF) does not Granger 1 res1 0.534 | 0.904 | 2.446* | 4.096*

Cause D(LLNOPEN) i
D(LNFDI) does not Granger Cause | 0.708 1.262 0.475 | 0.205 | 0328
D(LNOPEN)
* D(LNOPEN) does not Granger 3.119* | 1.683 | 2.242 | 0.528 | 2.069
Cause D(LNFDI) ‘
D(LNFCF) does not Granger 1.054 0.477 | 4.523* | 4.371* | 0.387
Cause D(LNRGDP)
D(LNRGDP) does not Granger 0.853 1342 | 0.106 | 0.624 | 0.231
N Cause D(LNFCF)

*significant at the 5% level
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