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Abstract:

The study investigate the relationship between Foreign Direct Investment and
economic growth in Egypt during the period 1981-2014, through a review the



different economic studies, which investigate the relationship between Foreign
Direct Investment and economic growth, the followed by analysis the relationship
between Foreign Direct Investment and domestic product at Constant Prices
(GDP), and finally estimating the relationship between Foreign Direct Investment
and domestic product at Constant Prices. The results indicate that Positive
Correlation between Foreign Direct Investment and domestic product during the
period 1981-2014. the long-term estimating for the relationship between GDP at
constant prices and Foreign Direct Investment, Total Public Expenditure and
Inflation rate, that variables are integrated of the same level 1(1) based on
“Augmented Dickey- Fuller" test for Unit root, there are including cointegration
by "Johansen Test".

Also the long term estimating by "Error Correction Model™ indicate that each of
Foreign Direct Investment, Total Public Expenditure, and Inflation rate has a
significant effect on gross domestic product (GDP). And the impact of Foreign
Direct Investment on economic growth are relatively weak. And their causality
relationship by using “Granger Causality Test “for each of Foreign Direct
Investment and Total Public Expenditure toward gross domestic product, and
there from GDP towards the of Inflation rate.

Finally, "Thiel" test indicates to high ability of the model of predictability.
Terminology: Gross Domestic Product at constant prices, Foreign

Direct Investment, Total Public Expenditure, Inflation rate.
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Unit Root Test

Null Hypothesis: GDPC has a unit root

Exogenous: Constant, Linear Trend

Lag Length: 8 (Automatic based on SIC, MAXLAG=8)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.206749 0.4548
Test critical values: 1% level -4.667883

5% level -3.733200

10% level -3.310349

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calculated for 20 observations
and may not be accurate for a sample size of 16

Null Hypothesis: D(GDPC) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 7 (Automatic based on AIC, MAXLAG=7)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.095746 0.0270
Test critical values: 1% level -4.667883

5% level -3.733200

10% level -3.310349

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: INVF

has a unit root

Exogenous: Constant, Linear Trend

Lag Length: 0 (Automatic based on AIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.238127 0.4490
Test critical values: 1% level -4.394309

5% level -3.612199

10% level -3.243079

*MacKinnon (1996) one-sided p-values.
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Null Hypothesis: D(INVF) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on AIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.394440 0.0012
Test critical values: 1% level -4.416345

5% level -3.622033

10% level -3.248592

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: EXPG has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on AIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.849951 0.6484
Test critical values: 1% level -4.394309

5% level -3.612199

10% level -3.243079

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: D(EXPG) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic based on AIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.853546 0.0042
Test critical values: 1% level -4.440739

5% level -3.632896

10% level -3.254671

*MacKinnon (1996) one-sided p-values.
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Null Hypothesis: INFR has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on AIC, MAXLAG=1)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -1.029600 0.9204
Test critical values: 1% level -4.394309
5% level -3.612199
10% level -3.243079
*MacKinnon (1996) one-sided p-values.
Null Hypothesis: D(INFR) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on AIC, MAXLAG=1)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -6.080457 0.0003
Test critical values: 1% level -4.416345
5% level -3.622033
10% level -3.248592
*MacKinnon (1996) one-sided p-values.
Cointegration Test
Included observations: 23 after adjusting endpoints
Trend assumption: Linear deterministic trend
Series: GDPC INVF EXPG INFR
Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test
Hypothesized Trace 5 Percent 1 Percent
No. of CE(s) Eigenvalue Statistic Critical Value Critical Value
None ** 0.710338 61.11780 47.21 54.46
At most 1 * 0.551907 32.61990 29.68 35.65
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At most 2 0.458486 14.15652 1541 20.04
At most 3 0.002112 0.048633 3.76 6.65
*(**) denotes rejection of the hypothesis at the 5%(1%) level
Trace test indicates 2 cointegrating equation(s) at the 5% level
Trace test indicates 1 cointegrating equation(s) at the 1% level
Hypothesized Max-Eigen 5 Percent 1 Percent
No. of CE(s) Eigenvalue Statistic Critical Value Critical
Value
None * 0.710338 28.49790 27.07 32.24
At most 1 0.551907 18.46338 20.97 25.52
At most 2 * 0.458486 14.10789 14.07 18.63
At most 3 0.002112 0.048633 3.76 6.65

*(**) denotes rejection of the hypothesis at the 5%(1%) level

Max-eigenvalue test indicates 1 cointegrating equation(s) at the 5% level

Max-eigenvalue test indicates no cointegration at the 1% level

Error Correction Model (ECM)

Vector Error Correction Estimates
Sample(adjusted): 1992 2014

Included observations: 23 after adjusting endpoints
Standard errors in () & t-statistics in [ ]

Cointegrating Eq: ~ CointEql

GDPC(-1) 1.000000

INVF(-1) -0.016423
(0.00620)
[-2.64721]

EXPG(-1) -0.285291

(0.01217)
[-23.4477]
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INFR(-1) -0.0265587

(0.01998)

[-13.2950]

C -7.799704
Error Correction: D(GDPC) D(INVF)  D(EXPG) D(INFR)
CointEql -0.145046 8.666790  0.711922 3.249405
(0.15404)  (11.7879)  (1.38790)  (1.50386)
[-0.94159] [0.73523] [0.51295]  [2.16071]
D(GDPC(-1)) 0673822 1825370  1.079821  2.537569
(0.15759)  (12.0592)  (1.41984)  (1.53847)
[ 4.27581] [0.15137] [0.76052] [ 1.64941]
D(INVF(-1)) 0007523  -0.094579  0.044136  0.045425
(0.00375) (0.28723)  (0.03382) (0.03664)
[2.00422] [-0.32928] [1.30510] [ 1.23966]
D(EXPG(-1)) -0.072703  1.900949 -0.078146  0.117536
(0.03841)  (2.93940)  (0.34608)  (0.37500)
[-1.89272] [0.64671] [-0.22580] [ 0.31343]
D(INFR(-1)) -0.025586  0.194067 -0.006473  0.208905
(0.02621) (2.00583)  (0.23617) (0.25590)
[-0.97612] [0.09675] [-0.02741] [ 0.81636]
Cc 0.023823 -0.240097  0.081514 -0.103226
(0.00845) (0.64660)  (0.07613) (0.08249)
[2.81939] [-0.37132] [1.07071]  [-1.25136]
R-squared 0.674540 0.078214 0.109200 0.281171
Adj. R-squared 0.578817  -0.192899 -0.152801 0.069751
Sum sg. resids 0.001732 10.14492  0.140635 0.165116
S.E. equation 0.010095 0.772503 0.090954 0.098553
F-statistic 7.046768 0.288493 0.416792 1.329918
Log likelihood 76.54198 -23.22259  25.98089 24.13535
Akaike AIC -6.134085 2541095 -1.737469 -1.576987
Schwarz SC -5.837869 2.837311  -1.441253 -1.280771
Mean dependent 0.043339 0.071160  0.120511 0.029853
S.D. dependent 0.015555 0.707291 _ 0.084712 _ 0.102181
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Determinant Residual Covariance 9.86E-10

Log Likelihood 121.8411
Log Likelihood (d.f. adjusted) 107.9362
Akaike Information Criteria -6.950973
Schwarz Criteria -5.568632

Granger Causality test

VEC Pairwise Granger Causality/Block Exogeneity Wald Tests
Date: 03/03/14 Time: 09:11

Sample: 1990 2014

Included observations: 23

Dependent variable: D(GDPC)

Exclude Chi-sq df Prob.
D(INVF) 4.016904 1 0.0450
D(EXPG) 3.582404 1 0.0584
D(INFR) 0.952819 1 0.3290

All 8.472451 3 0.0372

Dependent variable: D(INVF)
Exclude Chi-sq df Prob.

D(GDPC) 0.022912 1 0.8797
D(EXPG) 0.418239 1 0.5178
D(INFR) 0.009361 1 0.9229
All 0.599207 3 0.8966
Dependent variable: D(EXPG)

Exclude Chi-sq df Prob.
D(GDPC) 0.578393 1 0.4469
D(INVF) 1.703278 1 0.1919
D(INFR) 0.000751 1 0.9781

All 1.923814 3 0.5884

Dependent variable: D(INFR)
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Exclude Chi-sq df Prob.
D(GDPC) 2.720562 1 0.0991
D(INVF) 1.536747 1 0.2151
D(EXPG) 0.098240 1 0.7540

All 3.602146 3 0.3078
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