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Introduction

For long decades scholars have been interested in exploring the
main factors-that determine a country s level of FDJ attractiveness
-Traditionally scholars focused on economic factors such as
exchange rate , market size labor cost JAnfrastructure and other as
a key explanatory factors in determining a host country” . s ability
to attract or deter FDI In the 1990s, FDI searchers began to focus
more atlention on the influence of institutions quality; suggesting
several reasons why their quality may matter. institutional quality
that' promotes property rights and rule of law could lead to better
economic prospects and make a country more attractive to
foreign investors. Poor institutional quality can be an obstacle for
FDI inflows as it represents a threat to the investment. FDI has
high sunk costs, which make enterprises reluctant to enter foreign
markets unless these markets have low levels of uncertainty and
risk. Countries that plan to attract more foreign capital should.
therefore provide an appropriate institutional environment in
terms of political stability, market efficiency and property rights.

Befter institutional environment is normally characterized
by high private investment, FDI- inflows and lower political
stress events. Institutional reforms are crucial for countries with
limited fiscal space and a reliance on foreign investment to
enhance their prospective growth. In the 1980s, Arab economies
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started reforms to establish institutional frameworks promating
investment, free market mechanisms and privatization. However,
the uneven implementation of these reforms led to an ineffective
institutional environment which weakened fair competition and
the enforcement of contracts. The Arab region has poor business
quality as a resuilt of its failure to adopt adequate institutional
reforms and reduce poiitical instability.

Numerous researches in FDI mainly focus on the regions of
Africa, North and South America, East Europe and Asia. There
is little attention in the research on FDI inflows and institutional
quality nexis in Arab economies due to lack of reliable data
compared with other regions. There are many of FDI studies™ that
focus only on Gulf Cooperation Council (GCC) countries. Few
EDI studies have been investigated the FDI flows and institutional
quality relationship that focus on the Middle East and North Africa
(MENA) region®.

This study focuses on 15 Arab economies (Algeria, Bahrain,
Egypt, Jordan, Kuwait, Lebanon, Libya, Morocco, Oman, Qatar,
Saudi Arabia, Sudan, Tunisia, United Arab Emirates, and
Yemen)®.

Earlier FDI studies focus on shorter time period i.e.. This
study investigates the impacts of institutional quality on FDI

1 Mioa, WAL 2009, Extermal Lenent mechanisms, (nstitutions, xad FDI is GCU countries, Jut. Financial Mar-
kets, bnxt., Moncy 19, 371386,

- Ganl. .. AJ-AbIL 5., 2013, ind ol bosiness envir [
twoperafion, cauncil (GCC) couptries. Iot. Revw Apph Econ. 27, $15-530.

2 Mobamed. §.E., Sidiropoulow, MG.. 1010, Anather loak at the determinants of foreign direct invests In MENA; an
cmpirical lavestigsilon. 3. Ecos. Dev. 35,7595

A quality ond foreign directjavestnent in pulf

- Ropmans. T., Ebbers, 10 2013, The determinani of forcig direst Inveatmen( ia the middle cast Norh Alrica reglon.
Joternatioeal Journal of Emergiog Markets 8, 240-257.

= Heimy. H.E.. 2013, The impact of carruption an FDT: In MENA an rzceplion? 1 Int. Rev. Appl Ecen., 27, 491- sS4,

3 The League of Arab State comprises 22 countries (Algeria, Bahrain, Comoros, Djibouti,
Egypt. Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Omaen, Palestine, Qatar, Saudi
Arabia, Somalia, Sudan, Syria, Tunisia, UAE and Yamen). This study focuses an 15 countries due
to data timitatian

4 Minu. WAL, 2012 The fostilutional reforms debate aad FDI Oows 1o the MENA region: the * best™ cusemble, World
Dev. 40, 1 798-1809.

« Bannaga. A.. Gaop. V Abdrasti, L. Al-Fakhry. B , 2013, The effochs of goad povernance oo foreign direct investmeat
Inflows fo Arab countries. J. Appl, Financial Econ. 13, 1239 - 12475,

Ropmaos, T Ebbers, I 2013 op.cit

Heimy, H.E.. 2013.0p.ct
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inflows to Arab economies over the period from 1885 and 2013.
For econometric analysis, the current study employs system GMM

- . technigues to deal with issues related to endogenenty omission
of relevant variableés; measurement error; sample selectivity, or
simiultaneity. On the other-hand, majority of the studies that have
been conducted on MENA and GCC countries employed ordinary
least squares (OLS} and (fixed and random effects) econometric
estimation technigques®.

In addition, this study fils in the gap and contributes to the
" existing literature by taking into account wide range of institutional
quality measurements in the'analysis: doing bus:ness economic
freedom and political risk’ along with other important variables
such as GFC. This comprehensive empirical ‘analysis attempt
to answer the following research questions: What is the impact
of business regulations on FDI inflows to the Arab region? Does
efficient protection of property rights and individual freedom play
an impartant role in attracting FDI inflows to Arab region? How
important is political risk in the Arab region to FDI inflows?

This paper is formulated as follows: section one covers the .
literature review. section two discuss the importance of institutional
quality for FDI. section three describes the methodology, presents
the summary statistics. And discusses the empirical resuits.
section four concludes and provides policy implications.

1 Mina, WAL 2009,0p. Cit

e i SE_ Sidl fas, MG, 2020, Op.cit
Rogmnaot, T, Ehbers, . 2013, Op.cit
Gagi, A AbAbri, 5., 2013,0p.cif

-27-



L'EGYPTE CONTEMPORAINE : 28

section one
The literature review

Tun et.al, (2012)™ argue that countries with better institutional
quality shouid be able to attract more investment due to reductions
in both the cost of doing business and in uncertainty. They employ
the GMM estimator on a sample of 77 developing countries over
the period 2005-1981. Their results show that institutional quality,
represented by bureaucratic quality, rule of law, corruption, risk
of expropriation and government repudiation of contracts, is an -
important determinant of FDI inflows.

Masron and Nor, (20172 find that institutional quality plays
an important role in attracting FDI inflows to the Association of
Southeast Asian Nations (ASEAN) over the period 2002 to 2010.
Variables such as regulatory quality control, rule of law and
corruption are found have impacts on foreign direct investment.

Tintin (2013)® ‘employs OLS 1o test the determinants of FD
inflows on a sample of Central and Eastern European (CEE)
countries over the period 2009-1996. He finds that institutions,
measured by economic freedoms, state fragility and political
rights, have significant impact in aftracting FDI inflows.

Paul et al .,(2014)* analyze the impact of a country’s public
policies, in the area of institutional quality, on FDI| inflows in
Central and Eastern European (CEE) countries over the period
2010-2007. Their results indicate that the accuracy and efficiency
of public administration creates an appropriate framework for

T "Tun ¥l Aeman-Saiat. W, Luw, §, T1.. 2002, International evidence o the link betweon forvign direct investment snd
instiwtions] quality. Eng. Ecan, 23, 379388,

2 Nasron, A Now E 2013, FDI In ASLAR-R; dacs institutions} quality motier? Appl Ecun. Lett 20, 156189

3 Tintin, . 2013, The determinonis nffn'nign direet investioent inflaws in the central ond easterz European countries
the importsnce of instiwtions. € it Post- C Stud. 46. 287208,

4 Psul, A.. Popovich C. Callin. A H114. The artrattivencs, of CEL conntries far FDI: o poblic policy approach vsing the
TOPSLS methed Trapsylvanins Rev, Adnsibixtestive Sl 42, 1R6-180.
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attracting foreign direct investment, as market forces cannot
substitute for the role of governments in this domain..

Naude and Krugell (2007)" examine the determinants of
FDI inflows in Africa from 1970 to 1990; their results show that
geographic distance doées not seem to have a direct.influence on
EDI inflows but that institutional quality, such as rule of law and
. political stability, are robust determinants of FDI. These findings
have policy implications to enhance political stability and good
governance via institutions.

Mina. (2012)@ examines the tmpact of institutional quality on
FDI inflows in Arab countries over the period 2008-1990. The
results confirm that reducing. the risk of investment expropriation
and increasing govemment stability and bilateral investment
treaties have a posmve influence on FDI InﬂOWS-

Gani and AL Abri (2013)® investigate the effect of mst:tutlonal
quality on FDI inflows in GCC countries. Their findings: conf irm
that political lnstabtllty and the absence of democracy encourage
FDI inflows.

Heimy (2013)" examines. the determmants of FDI mﬂows
to MENA countries after changes following the Arab Spnng in
2010. Results show that freedom and security of investments
have.a positive impact on FDI, while chances of expropriation
and corruption rates have a negative influence as they lead to an
unsafe business environment.

Mina (2014)® argues that institutions concermned with social
cohesion can have an influence on FDI inflows as sacial cohesion

1 Naude. Wak Krupell W.EL 2007, invuﬁgullné phy sud fons us determi of foreign direet investoieat
in Africa usinp panel dat. J. Appl Econ. 39. 12231233,

2 Mina, WM. 2012.0p.cit

3 Gnuol A Al-ABTL 8., 2013, Op.cit

4 Feimy B.E. 2013.0p.Cit

5 Mias, W, 2014; Bu( moxt of all we Tove each other: does'social cobesion poy off? Evidence from FDI flaws 1o middle
inenme comatrier, Taternational Centre for Puhlic Palicy Working Paper No.8. Retrieved from: hitpufscholarworksgu.cdu!

" leeppis.,
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shape the context within which enterprises make investment:
decisions. Using GMM estimation, he finds that refigion in politics, -
confiicts (internal or external}, and ethnic tensions have an impact
on FDI inflows.

Aziz and Mishra (2016)™" study FDI inflows in Arab countries.
Their results show that better institutions and educated labor force
may play a key role in attracting FDI inflows. They suggest that
Arab countries should sequence their economic policy measures

with the institutional ones, beginning with a focus on privatization. .

and trade liberalization in order to attract mare FD! inflows.
section two
" the importance of institutional quality for FDI

The literaturé on FDI has paid particular attention to the
importance of institutions in attracting FDI inflows, suggesting
several reasons why their quality may matter. The. studies
pinpoint different ways in which institutions can affect FDI inflows.
In the first place, the presence of good institutions tends-to
improve productivity, which. stimulates foreign investment. The
enhancement in- productivity requires a strong research and
development (R&D) system, the availability of financial institutions
that are capable of -

' Funding iarge-scale scientific or technical projects, a fiexible
labor market; low restriction on businesses and a stable political
governmemnt. The developmént of productivity is entwined with the
evolution of institutions .@ ‘

Efficient institutions reduce transaction costs, a cruciai factor in

the calculation of investment revenues and taken into account by

1 Aziz. O, Mishrn, A, 2016 Determingns of FD1 inflows 1o Arab ecobomics, J, Inl Trode [ean, Dev, 52, 325- 356.
2 Haod M.. Stoell W, 2004, & tuction 1o the specinl issue on (he furare of iastitntinnu) and evol
economics. J. lost Ecan, 10, $13-540.
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foreign enterprises considering making an investment abroad. In
this context, efficiency refers to the ability to minimize transaction
costs, which are mainly the costs of production, legistical operation,
information ‘about ‘conducting business, and monitoring risk.
These costs may arise due to inadequately protec’teti property
rights, the absence of a properly regulated institutional system,
widespread corruption, -undeveloped flnancral markets or weak
incentive structures®™ Before entering a forergn market, such costs
are, for many enterprises, unclear and often underestimated, and
"in some cases perhaps even ignored; when the enterprise is set
and the day-to-day business begins, these costs become more
apparent. Transaction costs are a significant factor for enterprises
when they assess a business environment and evaluate ‘their
subsidiaries’ performance to react rapidly in changlng condmons
Thus, transaction costs have a negative impact on mvestment
level as they limit the ability of enterpfisés to operate, dlver3|fy
against risks, settle disputes or choose -optimal- grganizational -
structures. Reducing transaction costs increases trust, reciprocity
and commitment among businesses, upgrades competitiveness
and ensures that the host country is committed to broviding a
stable and developed business environment.® '

' Efficient institutions protect property rights. The international
economy is becoming a knowledge-based economy; as a result,
intellectual property rights are becoming ever more important.
Their protection is necessary because those who produce goods
‘and services can be adequately rewarded. The value of property
rights can quickly be destroyed unless governments enforce

1 Dunning, LA (2004) “losiletisenl reform, ¥ and Eurcy tranyith HEAN X icy and Ml
Disemssion Paper Nod4, Eniversity of Reading.
2 Tawmaren, S.. Benito, K. Lunzao. R- 2009, Thrmofgowmnu n I.nwrml‘iou.l companies. 1oL Bus. Rew 18, 292-
04,
Fonmssen. 5.. RBenita. G.R Lunnan, R, 2012 Gavernance coats In farcigh direst 8 MINC bead ters chal-
" lenge. J. Inl. Mamage. IS. 233-246.
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rights in this area.®” The degree to which foreign enterprises can’
increase investments in a country relies on the degree to which
that country has created institutions and policies for protecting
intellectual property rights, and a government’s effectiveness in
enforcing these rights affects the decisions of foreign enterprises
to enter a host country, and how they operate once there.
Weak intellectual property rights discourage foreign investors,
particuiarly in technology-intensive sectors, and enhcourage
investments in projects that focus on distribution, that is, exporting
to the host country, rather than establishing production plants that
could provide FDI spillovers.@

Section three

Methodology
. 3.1..Data and variables

For. the empirical analyses, this study wutilizes panel data of
15Arab countriess ever the period 2013-1985: Algetia, Bahrain,
Egypt, Jordan, Kuwait, Eebanon, Libya, Morocco, Oman, Qatar,
Saudi Arabia, Sudan, Tunisia, UAE and Yemen. Appendix Tabie

A.lin appendix 1 provides information about the sources of data:
and definition,

3.1.1. The depéndent variable: Foreign direct investment
(FDI)

The study uses two indicators as a proxy foreign direct
investment; the first is foreign direct investment inflows(FDI
“inflows) ~ as a measure of foreign direct investment @ and the’

1 Wall. 5. Minocka, 5., Reew, B.. 201.0. lnternational Business. (rd vd.} Prenfice Hall Fisancial Times, Harlow, England.

2 Rondinelti, DA 2005, Awversing poverament polivies for business competith eoess in cioerping market economies: oo
instietional apprusch, In: Growe, B . (Ed), Internatianal npd lem- Governmen: Relntions in the 2ta Ceatary. Cam-
bridge Lniversity Press, Combridpe, UK, pp. 395-419,

3 Asiedu. L. 2005, Farcigo diveet investment in Africa: the role of natnral resources. markel, size. government palicy,
inslitutinm. and politica) stablfity. World Econoroy 29, 63-77.
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second, is the real FDI inflows as another measure of fore'ign'
direct investment . The data of FDI inflows and GDP deflator are
from the World Develqpment:l_ndicators.

3.1.2. . The independent variables (Institutional quality .
variables) '

The institutional quality is a proxy of domestic institutional
function for the host country, affecting FDI inflows. In order to
measure the quality of insfitutions, this study employs data from
various sources: ease of doing business from the World: Bank,:
economic freedom from the Fraser:institute, and international
country risk guide (10HG) from the- Polmcal Risk Serwces (PF{S)
Group. Lo SRR

3124 Ease of domg bue,mess represents several important
dimensions of the regulatory enwronment as it applies to local
enterprises. Doing business indicators céver various aspects of
the business climate and measure the complexity: and cost of .
regulatory processes and the strength of legal institutions. They
provide information on regulatory outcomes, such as time and
money spent on bureaucratic procedures, and thus investigate
the efficiency of the government institutions in place. A positive
reform, as defined in doing business, is one that makes it faster,
cheaper or administratively easier for businesses to start and run
operations or a reform that increases the protection of property
rights; these both aftract investment.

Of the ten indicators in the database of doing business, seven
are chosen totest the linkages between the regulation environment
and FDI inflows in Arab economies. The chosen indicators are
starting a business, dealing with construction permits, registering

1 Cavelarl 1. d"Addona, S.. 2613, Nominal and rev] volstillfy s determinants of FDI Appl. Ecox, 45, 2603-2610.
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property, paying taxes, trading across borders, getting credit, and’
resolving insolvency To get an overall index of regulations for
doing business, this study computes a weighted. average of the
seven indicators, taking factor loadings in principal components
analysis (PCA) as weights Higher values reflect better institutional
quality. The base year for the regulation index is 2004, the first-
year data is available.

3.1.2.b: Economic freedom measures the degree to which the
policies and institutions of countries are 'supportive of economic
freedom. The indicators are size of government, legal system
and property rights, access to sound money, freedom to trade
internationally, and regulation of credit, labor, and business. These
help to measure the contribution of economic institutions more
- thoroughly and to distinguish it from political, climatic, locational,
cultural, and historical factors as determinants ofinvestments.®To
obtain the overall index, the study computes a weighted average
of the five individual indicators of economic freedom, taking tactor
loadings in principal components analysis as weights. Higher
values of reflect morezeconomic freedom, which means higher
institutional quality. . -

3.1.2.¢c: The ICRG is risk rating system which assigns a
humerical value (risk points) to a predetermined Arange of risk .
components, according to a preset weighted scale, for each
country covered by the system. To measure institutional quality,
this study employs several indicators from the political risk
components covering political and social attributes: government
stability, investment profile, law and order, corruption, democratic
accountability, bureaugracy quality and military in politics. A lower
score equates a high risk and a higher score a low risk.

1 Gwariney, I, Lawson, R., Hell, J. 2014. Ecopomic Féeedom of the world: Ancua) report. Fraser Institate Retrieved
from: bitpaiiveww. [reethoworid.com.
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- Government stability is the government's ability to carry ouf its
declared programs and its ability to-stay in office. The maximum
score.is 12.

- Investment profile is a measure of the government’s attitude
toward inward investment. It refers to the risk of investment
exproptiation, profits repatriation, and pa‘ﬁrment delays, which
clearly influence foreign investment. The maximum score is 12.

- Law and order measures the. country’s judicial system, and
is based on two elements: the law element reflects the strength
and impa'rtiality .of the legal system, while the order element is

an-assessment of popular ocbservance of the law. The maximum
* scare is six. '

- Cotruption is an indicator for the corruption inherent ina
political system, which is a threat to capital inflows and may
force the withdrawal of investments. The most common type of
corruptaon is the demand for special payments and brlbes The
maximum score-is six.

- Democratic accountability is a measure of the level of
governance in a country. It reflects the extent to which elections
are free and fair and the degree of government accountability to

- ‘the electorate. The maximum score is six.

- Bureaucracy quality refers to institutional strength, which
tends to minimize revisions of policy when governments change;
a good bureaucracy leads to strength and expertise in goveming
without drastic changes in policy or interruptions in government
services at such times. The maximum score is four.

- Military in politics refers to the risk of military involvement in
politics, especially when they are not elected, which is regarded
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as a diminution of democratic accountability. In such cases the-
government is unable to function effectively and the country has
an uncertain environment that affects foreign capital flows. The
maximum score is six .\"

3.1.3. Control variables

The study includes key control variables for the model to reflect
the determinants of FDI inflows as per the existing literature.
They are GDP growth, trade openness, inflation rate, exchange
rate, global financial crisis (GFC), Preferential Trade Agreements
(PTA), membership of WTO, Euro-Mediterranean Association
Agreement (EMU), educ<ion, tota! oil supply and financial
development. h

- GDP growth is the percentage growth of gross domestic
production which refers to the market size for host countries .@

- Trade openness is the percentage of the sum of imports and
exports to GDP. The level of trade openness may be indicative of
a liberal economic orientation which attracts FDI inflows . @

- The inflation rate is the annual percentage change in consumer
Jprice index (CPI). High inflation rates in host countries discourage
FDlinfiows by creating uncertainty and making long-term planning
difficult with regard to price setting and profit expectations. ©

- The exchange rate is the official exchange rate of the local
currency against the US dollar. It influences FDI by affecting

the value of home currency cost of acquifing an asset abroad.

1 andy,’M.A. 2014. Political, Feonomic and Financinl Country eisk: Annlpsis-of the Gulll Cooperation Couneil
Sprioger, Chatn, Swi i

2 Bayraktsr, N. 2013, Foreipn direct § andip doli . Precediz Econ, Finance 5, B35,

Biundell. R.. Bend. Ro 199E. Initis] conditions pnd moment restrictivns in dymantic pavel data moedels. J. Evorometrics
B 116 - 54,

3 Remsawmy, B. Yenng. M., 2018, The determinants of lorvign direct iovestmenl in services, J. Word Economy 33,
RTMDIB.

4 Revce. €. Sam. A.. 201 Impact of peasion privatization oz fareimn difret investment. Journal ol World Development
40, 295-302.
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Changes in currency exchange rate will directly affect the rate of
return on foreign assets then reduces investment confidence and
the international capital flows.™

- The GFC is a dummy variable. for the global financial crisis,
which takes the value of 1 over the period 2009 to 2011 and zero
otherwise (®. While global FDI inflows dropped to %14 in 2008
compared to 2007, inflows into Arab countries increased to %19
and reached peak levels in 2008, compared to 2007. However,
the FDI inflows into Arab countries deciined by %15.5 in 2009
compared to 2008, declined %16.7 in 2010 compared to 2009,
and decllned %32.5 in 2011 compared to 2010. In 2013, FD! rose
10 %15.3 as compared to 2011 - S

-- The PTA is a dummy variable whlch takes 'the value of ‘l for
the years that one or more Arab countries were members of the
PTA agreement with EU, USA, and Turkey, otherwise : 2810 . @

-=The membershlp of WTO vanable isa dummy equal to one
for the year in which an Arab country became & WTO member
otherwise zero. Bahrain, Egypt, Jordan, Kuwait, Morocco, Oman
Qatar ‘Saudi Arabra Tunrs:a and UAE are all members of WTO

-The EMU is a dummy variable equal 10 one forthe member
country starting i in the year the agreement was rmplemented and
zero otherwise. Tunisia, Morocco, Jordan Egypt, Algeria ; and
Lebanon are members of EMU Agreement Reglonal agreements
cover.a number of areas other than trade in -goods. Usually they
include prowsrons to liberalize investment, such Aas the removal
of barriers to international capital inflows and limitations 1o fore:gn

1 Yanp. H. Xieng. Y., Ze. Y, 2013, , A comparative of i i Tt ionul capltal floves 12 Asion and Latin
American emerging countrics . Procedia Comput. S¢i: 17, 1258-1265 v

2 Demean, A Isn, Vo, Ounen. Th, 2012, The impact of the recent global crisis on fareigs direct Iovestunent: mdm from
ceniral und cestern Earopesn counitries, J. Proerdia Econ. Finunee 3, 1012-1817.

3 Cardsmons. B. Seoppois. M., 2012 The impact of EU rnfcmnlinl trade agmmenu o fnuian dmem mvestmenl.
‘Wurld Econotuy 35, 1473 1501,
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investment in domestic economic activities, and commitments to -
liberalize services that may have a positive effect on FDI inflows
by reducing investment.costs .("

- Education is total enrollments in tertiary education as a
percentage of secondary school graduates. The educationvari able
is an indication of the level of development of human capital able
and available to work with new production technologies.?

- The total oil supply variable includes the production of -
crude oil, natural gas plant liquids and other liquids, and refinery
processing gains. Total oil supply positively affects FDI inflows as
the availability of natural resources: is very significant for MNEs,
in both extraction and processing .©®

' . - Financial development is the M2 to GDP ratio, a measure
of the overall size of the financial sector. The level of financial
development can promote FDI inflows by reducing the cost of
financial transactions that affect the cost structure of investment
projects. T

The data on GDP growth, trade openness, inflation rate,
exchange rate, education and financiai development are from the
Waorld Bank’s World Development Indicators. The data on PTAand
WTO miembership are from the World Trade Organization (www.
wro. org). The data-on EMU agreements are from the European
Commission (hitp://ee.europa.eufindex-en.htm). The data on
total oil supply are from the US Energy Information Administration

(http://www.eia.gov).

1 Ibd . .
2 RAménez. A 20EL Political risk ax o determinsnt of southern Europesn fdiin neighboring developing countrict, Emerg-
ing Markets Fisunee Trade 47, 5974,

3 Morissat. Pun 2000, Foreign direct § : to Africa: policies alss mattee. Transoatioual Corp. 9. 107-125.

Hussain, F., Kimuli, 1, 20T Determionnts or foreign ditret invessment flows o developing countires. SBP 4
Res. Bullet. 8, 13-31
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3.2. Economic Estimation

This study employs the system GMM estimator™. It takes into
account the presence of unobserved country-specific effects and
any possible bias of omitted variables that are persistent over
time.

FDI measure may be dynamic in nature and the econometric
treatment of dynamic nature of FDI measure includes lagged
values of FDI as an explanatory variable:

Yo =0y, FBx 4y, i=1 N t=2........T

Where § is a scalar, x, is a 1 x K vector of explanatory variables
and B is-a K x 1 vector of parameters to be estimated. The error
term u, is coniposed of an unobserved effect and tlme-mvarlant
effect p, and random disturbance term v,.

U, =R

Where pi ~ D (0, s —) and v, ~ 1D (O, s —) :ndependent of
each other and amor{B themselves The dyhamic ‘panel’ data
regressions described in above Egs. (1) and (2), are characterized
by wo sources of persistence over time i.e. alitocorrelation due
to the presence of a lagged dependent variable Yin. among the
regressors and individual effects characterizing the heterogeneity
among the individual z.® using first-differencing Eq. (1) to
eliminates the unobserved effect since the -disturbarice 4, does
not vary with time as follow:

Yo~ Y~ 60’:’.1-1‘ yi.y-z) +B (7‘ X 1-1) (v i Vie 1)
GMM helps overcome endogeneity by using lagged-values of the
explanatory variables as instruments. However, first-differencing

1 Awdinbo, M., Baver. 1995 Anather Jank a3 fhe i e 1 varisble estinvatios of etro p modeh, J.
Foonomutries 68, 29-51

2 Arclnoo, M. Bood, 5. 1991, Some test of sprtificatin for panel dota: Monte Carto evidener ond om spplicution 1o
emplovment equations. Rev, Leon, Stud, 58, 277297,
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generates a new statistical issue that the constructed differenced
error term v, is now correlated with the dependent lagged variable
y, —1-¥, - 2 which is included as a regressor. As a solution,
GMM estimator that uses moment conditions in which lagged
differences (Eq. 3) are used as instruments for the level equation
(Eq.1) in addition to the use of moment conditions of lagged levels
as instruments for the ditferenced equaticn. However, the use of
system GMM depends on two canditions, first is the validity of
these additional instruments, second is the absence ot second-
order autacorrelation for v,. To assess these two conditions, the
Sargan test of over-identification., which tests the validity -of the
instruments, and Arellano-Bond (AR2) autocorrelation which tests
for the absence of second-order autccorrelation are used..

3.3. Summary Statistics and correlation

Table 1inappendix 2 illustrates summary statistics for variables.
Economic freedom variable has lowest mean of - 0.645, while
bureaucracy quality vaﬁable has the lowest standard deviation of
0.631. The trade openness variable has highest mean of 78.858,
while the financial development variable has highest standard
deviation of 40.731.

Table 2 in appendix 2 llustrates the correlation matrix
between the variables. Thereé is high correlation between several
variables: doing business and GFC (- 0.53); economic freedom
and financial development (- 0.70); economic freedom and total
oil supply (0.54); economic freedom and ‘EMU agreements (-
0.52), investment profile and trade openness (0.49); investment
profile and exchange rate (- 0.56); investment profile and WTQ
membetrship (0.49); corruption and financial development (0.56);
corruption and total oil supply (0.73-); corruption and WTO
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membership {0.56); democratic accountability and financial
development (0.52); democratic “accountability and total 'oil
supply (- 0.55); bu’reauéracy quality and exchange rate (- 0.49);
bureaucracy quality and PTA (0.79); bureaucracy quality and
WTO membership (0.67); military in politics and exchange rate
(- 0.64); military in politics and WTO membership (0.63); trade
-openness and exchange rate (0.71-); trade openness and
education (0.83); trade openness and total ofl supply (0.57-);
exchange rate and education (- 0.68); exchange rate and WTO
membership (- 0.73); financial development and total oil supply
(- 0.80); financial development and EMU agreements (0.54); PTA
and WTO membership (0.50); PTA and EMU agreements (0 58).
The study will not include highly correlated variables 1ogether in
the same mode!.

Table 3 shows the panel unit root test Levin-Lin-Chu (LLC),
Im-Pesaran-Shin (IPS) and Fisher-type test (Fisher) resuits. The
variables are stationary.

3.4. Empirical Result

Tables 4 and 5 in appendix 2 report the results of Arellano-
Bover/Blundell-Bond GMM estimation for various versions of Eq.
{1). Table 4 illustrates the results with FDlinflows as the dependent
variable and other control variables. Table 5 illustrates the reslits
with real FDI inflows as the dependent variable and other control .
variables. :

The lagged FDI inflows variable is positive and significant.
This implies that the demonstration effect of the existing FDI is
an important factor in attracting more FDL. It is consistent with the
argumant that MNEs are more likely atiracted to countries that
already have an accumulated sizable FDI. This clearly indicates
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'that- the success of. MNEs in the host countrjes is a strong
attracting factor for further investments by foreign companies®,

The doing business variable is positive and significant. This
implies that a good regulatory environment characterized by fewer
business procedures and costs can attract more FDI inflows: Arab
economies need to improve their business climate to be attractive
to enterprises.®.

The economic freedom variable is positive and significant.
Ecbnomies that have a business environment that protects
investors and offers individuals the freedom to make their own
product:on and consumptlon dec:su)ns are more able to attract
FD! inflows.®. ‘

The institutional quality indicators from ICRG, i.e. goVernmént
stability, investment profile, law and order, _cdrrup‘tion, deritocratic
accouritability, bureaucracy’ quality’ and military in ‘politics are
positive and significant. The higher the valle of the mdlcator the
lower the risk related to that indicator. '

~The results in Table 3 .indicate that.good institutions are able
to. attract more FDI inflows because they make the business
environment more-attractive to MNEs. to aperate in. Institutional
gualityis a key deterrninant-of FDI inflows. First, good government
stability is associated.with higher economic growth, which should
attract more FDI inflows. Second, poor institutions that accept
corruption tend to add to investment costs and reduce profits.
.Corruptlon can make it difficult to conduct business effectively,
and in some cases may force the withdrawal or withholding of
an investment. Third, a_high investment profile risk for a country
mls in accordance with Tun Y.L Azmav-Sains. W, Law, 5. A, 20£2,00.Cit

2 2.This result is in [Ine with Morris, R, Ariz A, 2011.0D.Cit
3 This result is consistent with Isiia, P Pinheiro-Alves, R., Tavares, J., Chapter L, 2013,0D.Git
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makes. investors sensitive to uncerainty, including pc;litical
uncertainty- and the charices of expropriation that may occur in
poor institutions. Fourth, the increased involvement of the military
in politics is an indication that the governmenit is unable to function
effectively and that the country therefore has an environment that
Is not amenable to the conduct of businesses. High political risk
increases costs for foreign investors by forcing them 1o operate
under extreme uncertainty; they could iose their investmentt",

~ The GDP growth variable is positive and-significant. This'
implies that foreign investors are attracted to host countries with
large markets (market-seeking FDI).®

Trade openness variable is positive and significant. Potential
foreign investors are able to become well informed about the
local conditions of their international trade hartners when trade is
liberated. Therefore, foreign investors prefer investing in countries
with sizable trade votume.® ) '

The Infiation' variable has mixed results. This‘is in contrast to
Kinoshita and Campos (2003)® who find a positive and significant
impact of inflation. on FDI inflows. The exchange rate variable
also ‘has mixed results, in contrast to Abdelkarim et al. (2013)
“who find it has a negative and significant impact of exchange
rate variable on FDI inflows.

1 This results is in fine with;

- =Gtouc. R Trevino. I, 2008, New osthutioasl ¢ ies and fdi bocation In central aud esstern Europe. Manage, Int.
Rev . 45,123 145, - 4 -

“Tun Y., Arman-Salst. W, Law, 8. B, 2012, Op.ch

- Mina, WAL 3012 op.cit, .

2 This finding is consistert With Bannaga, A., Gangl; Y Abdroznk, R. Al-Folhry. B, 2013, op.cit

3 -This result ig in line with Elfakbani. M. Malan B, 200%. Farcign direcs investment in the Middle Enst and North
Adrica regrion. 3, Glubal Bud Ady, 1, 4570 . o

4 Kinosbiw, Y. Campos, F., 2003 Why doas FBI 1o where # poes? New evidence from the tronsition eeanomis., Wilkaw
Davidson Institute Paper o, 573, Retrirved from: K e

5 Arsb Mometary Fund, (2013) “Joint Arab Economic Repart, Abu Dhabi, Unfted Arab Emirates.
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~ The GFC dummy is positive and insignificant. There are
several reasons why this might be.- First, Arab economies are
only weak!y integrated into global trade and capital markets, and
they were-less exposed to the impact of the GFC. Second, some
Arab economies possess globally significant crude oif and gas
reserves and accumulated significant financial assets in the pre-
crisis era, which helped them, to manage the crisis. Third, Arab
gconomies recewe development aid from Europe and USA M

Fourth, Arab econom:es are not significant exporters of non-
oil products, so they are less exposed to declines in world trade
during crises.® but contraly to Domean et al. (2012).

The coefficient of PTAls posrtlve and significant, which mdlcates
that more open trade relationships attract more FDI inflows to
Arab economies. PTA includes a number of non-trade provisions
in areas such as investments, services, competition policy,
intellectual property rights, standards and “dispute -settlements,
and provides better integration for member countries by removing
obstacles and facilitating investments, which leads to more FDI
inflows.( '

The WTO membership is positive and significant. This implies
that-membership to the WTO spurs trade activity and enhances
the export capacity of the member country, attracting FDLE.

The EMU agreements variable is-positive and significant.
These agreements increase regional trade integration between
Arab and European economies. This integration may enhance

1 Jebooun. S.A- Zarradk, 11 2012, The mpact of the recent financial crists oft arab countries transeludon chanoels and
lessons, Eure. J. Econ. Finance Aduinistrative Serv 46, 97106, .

2 This finding is in line with Von Hagen. J_ Zbang, K., 20§4. Fizuncis! develor internations) copltal ows,
and wggregate output. J. Dev. Eeor. 106, 66-T7,

3 Demean, A Isan, Vo Danea D, 2012 Opecit

4 This result is in fine with Cardamens, P.. Scappoin. M. J012.0pit

8 This is it [ine with : Elfakhsai, M., Malar. M. 2007.0p.clt

-44-



45Dr. Mohamed Balouza. The Relationship between Institutional Quality and Foreign Direct

"Arab exports and shift resources, inctuding FDI inflows, tO\-Nards
the region.™ : :

The education variable is positive and significant. MNEs invest
significantly in research and development activities to develop
new technologies so a host country must have a-certain level of
* human capital able to understand and work with new technology
introduced by MNEs. A well-educated labor force can be key in
attracting _‘FDII.@)

The total oil- supply variable is- positive and-sighificant. This
suggests that in Arab economies the FDI is resource-seeking. Oil
and gas production requires capital and technology for extraction
and processing, which MNEs possess. The surge in demand for
oil and gas has fuelled a rise in profits that attracts MNESs to mvest
in this industry.®

The financial development variable has mixed results.

The Arellano and Bond test statistics for serial correlation and
the Sargan test for over identifying restrictions are reported in
Tables 4 and 5. The Arellano and Bond AR (2) Is insignificant,
which implies that there is no second-order autocorrelation in
the residuals. The Sargan test is insignificant, which means the
instruments are not correlated with the resnduals thus these
instruments are valid.

1 The result contrasts: Ibd who find a positive and insignificant impact of the EMU agreemient
variable on FD! inflows. ’

2 Hokro, XK., v ine. M., 2011, G infrastraczure and FR) Rows in MENA repion countries. J. Middle Eaxi-
ern Fivance Econ. 12, 144-158

3 2This resull is-in line with the empirical findings of Ropwam, T.. Ebbers, K. 2003 Opclt
4 This is'in contrast to Hussaiu. E. Kimuolki. K. 2012. Op.ci
whe find & positive.and significant impact of financial deveiopment variable on FDI inflows,
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section four
Conclusion and policy implications

1- This study empirically examines the impact of institutional
quality on FDI inflows in the Arab region. The study argues
that institutional quality that offers low risk uncertainty. and
high investment protection is able to create a better business
environment and attract FDI inflows.

2- The analysis is performed by employing Arellanc-Bover/
Blundell-Bond GMM estimation in panel data comprising 15 Arab
- countries over the period 2013-1985. '

3- The results confirm that the institutional quality variables of
doing business, economic freedem and international country risk
(ICRG) have a positive and significant impact on FDI inflows in
Arab economies.

4- The results of this study have several implications for policy
makers. Arab countries need to enhance the local institutional
- quality by reforming regulations to facilitate business operations
and protect foreign investors. The reforms must aim to construct
an efficient business infrastructure by reducing obstacles to entry
by businesses, streamlining licensing processes, and simplifying
complex regulations and bureaucratic procedures. Arab countries
need to protect foreign investors by restructuring the judicial
system to match global business standards in terms of simplicity
and the time needed to initiate and complete a legal claim. They
countries should create a better, more efficient institutional
~ environment that relies on free market mechanisms and a legal
system that protects property and individual rights.
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5-Arab economies need to reduce political risk by democratizing
their. political systems, which may help stabilize the region. They
could -achieve governmental stability by adhering the defnocratic
transformation to international community benchmarks in terms
of respect for fundamental human rights, strengthening the role
of taw and promoting national elections.

6- Arab economies need tc control corruption by supporting the
rule of law and building an effective, impartial and transparent legal
system. The effective strategy to enhance the rule of law requires
the establishment-of a judicial system in which all individuals,
institutions and even the government are accountiable to laws that
are uniformly enforced and independently adjudicated.

7- Investment legislations must protect and guarantee .
investments in the region, and should be coherent with global
standards to increase confidence and reduce the risk of
appropriation or nationalizatior of foreign investments.-

8- There is a need for the region to promote democrafic
accountability by adopting a governance system based .o_n' |
institutional obligations in providing transparent information about
public decisions and enabling civil society to correct or sanétién
decisions that do not adhere to the mandate of law.

9- Constitutions should prevent political -parties from”
establishing or becoming involved in military forces, to avoid the’
risks of take-over of an elected governfnent or of weakening its
ability to function effectively. ‘
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Appendix (1
Table A.1

Data definition and sources

Variable Definition Source
FDI inflows Annual net inflows in USS (natu- | World Bank, Worid Develop-
Real FDI in- ral log). mentlln_dlcatot:s. Aduthor':iN ow]'g
ltis the FDI inflows divided by the | Sculations based on Wor

flows

GDP deflator (natural log).

Development Indicators, World
Bank.

Doing business

It measuring the ease of doing
business. High score indicates
high ease of doing business (nhat-
ural log).

World Bank, World Develop-

ment Indicators. Author's.own.

calculations based on World

ge\rﬁiopment Indicators, World
ank,

Economic free-
dom

It measuting .. : level of econom-
ic freedom, High score indicates
high freedem {natural log).

Author's own calculations
based, The Fraser Institute.

Government
Stabhility

It is the government's ability to
carry out its declared programs,
and its ability to stay in office,
It ranges from 0 to 12, A jower
score indicates high corruption
and vice versa.

ICRG pofitical risk index.

Investment pro-
file

} refers 1o the nisk of investment
expropriation, profits repatria-
tion, and ngayment delays, which
clearly influence foreign invest-
ment. it ranges from O to 12. A
lower score indicates high cor-
ruption and vice versa,

ICRG political risk index.

Corruption

It is assessment of cotruption
within political system. It ranges
from O to 6. A lower score indi-
cates high leve! and vice versa.

ICRG poitical risk index.

Law and crder

Measure for the country’s judicial
system ievel. It ranges from 0 to
6. A lower score indicates high
leve! and vice versa,

ICRG political risk index.

.| Democratic ac-
countability

It measuring the governance en-
joyed by the country, it reflects

| the extent to which elections are

free and fair. It ranges from 0 to
6. A lower score indicates high
level and vice versa,

ICRG pofitical risk index.
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Bureaucracy
quality

it refers to the quality of the bu-
reaucracy that tends to minimise
revisions of policy when govern-
ments change. If ranges trom 0
1o 4. A lower score indicates high

_level and vice versa.

ICRG politicai risk index.

Variable

.. Définition Source
Mifitary in Poli- | It refers to the risk ot military | ICRG political risk index.
tics invalvement without a popular | - .
mandate. R ranges from O to 6,
Alower score indicates high level
and vice.versa. :
GDP growth The annual, real GDP growth | World, Bank, World Develop-
(percentage). ) .. | ment Indicators,
‘|Trade  open- | Sum of exparts .and imports of | Worid Bank, World Develop-
ness goods and services as percent- ( ment Indicators;
age of GDP.
inflation - ér];r;ual ‘percentage change in { UNCTAD database:
Exchange rate | Official exchange rate {LCU per [ World Bank, World' Develop-
USS, period average). ment Indicators. )
"Global financial { Dummy equa! 1o 1 for years | Authors own caiculations.
. . 2008, 201C and 2011 and zero |
crisis (GFC) otherwise, T

Preferential
Trade-

Aq_reaments
(PTA).

Dummy variable.equal fo 1 for
the years that one or more of
Arab countries have become
members of the PTA with EU,
USA, and Turkey, otherwise 0,

WTO. -

WTO member-
ship

Dummy equal to 1 from the year
that Arab ‘country jeined ~the
WTO, otherwise .

Author’s own calculations.

EUM agree-
ments

Dummy equal to' 1 from the year
that' Arab country joined to” the
Euro- Meditetranean Association
Agreement, otherwiss O,

Author's own calculations. -

Education

Total enrolment in tertiary educa- -
tion as a petcentage of the total
‘population.

ment Indicators. o

World -Bank,- World -Develop-

'

Total Qil Supply

The production of crude ¢il, natu-
ral gas plant liquids, and other

g ‘istration,
liquids, and refinery processing | Siati

U.s Energ"y Information Admin-
N, international Energy
1atistics .

-gain in thousand barrels per day

?natural log).
Financial devel- | Money and quasi money (M2) as { World Bank,. World Develop-
apment percentage of GDF. ) ment Indicators.
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Appendix (2)
Table 1, Summary Statistics

Varizbles T | om Mean ‘,s‘:;:.n.-\-“ I 7] M
FD Inflowns - [0 - 719.!:.": C 1.351 Ca 9'.:1'011 - | 2
Real FDI jnflaws 736 196583 1138 .16 24478
oing butinew ] 8243 . 0.540 2326 1341
Exonomic frecdom T esso | very 2395 0864
Government sinbllity 463 £188 2356 : ns
Invesyment profile and 2264 2.408 1 s
‘Corrupliog S P 2485|0785 0.67 4
“Law & erder . 454 i 1274 1 %
I)emncniﬁc accountability- - _464 2.443 - 1.220 [ N 1
Burcaueracy qualify s lums lee L |0 3
Tilitary in Politics me 3290 1488 [ 5
GDP growth as T aad cir |- 352

. Trade opconess 57 TER858 3430 1087 210161
oflation * 0 s |rm o fuaes (e 1772
Exchanpe rate 64 4461 4.276 0384 1128
Educatien s 19.89) u_ﬁs& 0.080 60.8T7
Total ofl sapply . 42 12568 | z6e2 2572 16277
Financial development a2 67040 40731 8578 | 24780
GFC .. 469 FY.N 182 0 f
YA s 068 03T o 1
WTO membership 461 0.340 0.4 [} 11
EMU agreements . 464 0135 |eaa 0 1

Note: Obs. is observation. Mean is mean. Std. Dev. is standard deviation.
Min is minimum. Max is maximum. Refer to Appendix Table A1 for definition
of variables.
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Tabie 2 .O.o_...m_mm_oz‘__,..gmﬂ._._x

Varlables

7

3 ] B9 Jwo s 2 i Jc sl Jir [ Jw [0 |a
FOHtnitows .9 ' 1 ' . ‘
Real FO) inffows .2 om |1 ) .
Dolog bustaess 3 ~0g |03z |t
Econorie treedom A -042 |-237 Jodr |1
Gavornment ais¥ility .5 ose |06 |-0.0¢ | 000 |9 -
{nvestment prefie 8 018 | 003 | D3 | -008 |08 |1
Corruption.7 ‘010 j028 |-027 | -043 [ 018 {057 |1 - 3
Lyw & order 8 -032 (o3 -1 [ob6 |ooes |ome [odm |4
bemooratic sccopnlating.e  f-000 | 030 |02 [-041 |03 |ozr Joss [-028 |4
Bureaxcracy quatty 10 0.1 |ozt |00 |-024 [“00s [08a {022 [.0m {0y [ .
Mittary b patttizs 11 ot o2n o6 fod |0xs |ont {uss |om |-007 [oss [4
60P growlh 12 058 |o8o |0t [-04s |23 |0 foar [-om [-une [-00n [0gr [
Trada openitess .13 030 )-001 | 00t | 005 [-005 foae [oar fo13 {oao [dao Jows Joo2 1
{mflation .14 045 | 0331 joot [t Joid |-645.]-018 |-ax ~0.34 .13 <015 1048 |-008 |1
Exchange rata 45 005 |2z | o2h | D [-005 |03 [ {02 |Das [0 [-0s4 |00z [err [oas s
Educatlon .16 025 027 |a41 |-002 fook [oss [ocop |08 {-03 |02 {es [o3r fess |0z [-0es (4
Financa! developmant, ) 025 (028 foor |70 |-pes (005 {ose |-025 Jas2 fors [oos [exr [om {oa2 [eos [042 |4
Taloispeyt8 |03 |00 |00 [ost [-009 020 [om [caos Vooss [aer |30 [or0 |am Jomt |ozt |om 080 |1
X o2 Joor 08 (o0l foot Joad o {03 |08 o |esr |23 |-qem |03z [0 Jowe {erd |ote |t
A0 001 1005 oo |e8 |ooos fe3n fots |- oas (om0 [on |02 [oz |03 [-0 [om |02z | 038 [ous |1
W0 mombership 21 630 |0 |03 |-042 |00t 089 J056 |07 |oot- |06 luBy |om 035 0005 | -0.73 |03r |B2s (-037 |o20 Jnsg |y
EMU agreements .22 043 Joa |oow [-652 |03F |-0.20 !-005 |-044 [ogs D42 |o88 (022 |-Dad |04, |08 [-605 [056d |.043 007 | 053 | aus

Note: The column number corresponds with the row fitles.

Refer 1o Appendix Table A.1 for definition of variables.
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Table 3 Panel Unitroottests ~

Viriables ' .c IPs . Fisher . Decision

¥l inflows {0.000) *-5 288 (0.680) *-5.406 {0.000) *-10,307 Stationarity
Real DI inflows . (0.001) “-2.960 {0.019) **-2.06% (9.000) *-7.25) Stationurity
Doing hasioes - (0.000) *-10.548 (.014) =*-2173 (.000) ~4.897 Stationarity
Etvnomic Treedom (0.000) *-6.763 (0.000) *-1.788 (0L.UDD) =-3.832 Siatlopariy
Government stubility (0.00D) *=4L.¥51 10:0K00} *-6.787 (0,600} -;:.m Stationarity
1evestment prefile {0.000) *-7.678 ' (0.000) *-7.234 (8.000) ~-12.708 Statioparity
Corruplion . 10.000) ~-12322 (0.000) *-10.887 (0.000) *«E5.039 Stationarity
Law &order ’ (0,000) *—LAT5 £0,008) *-2.658 ' (.0ng) *-7.919 Sttionarity
Democratic .e-ennnubnit_\' .| 0010y **2 308 (0.065) **=.1,507 (0.000) *-6.990 Sl;iinnldn-
Boresocracy gualdity {0.008) *-A860 16.080) *-3.5t {0.040) »-843 Stationsrity
Brlil‘i;l:lrs in polifies _| rwoon «27e m.tmm'--a.z.w (0.000) *-8.217 Stationarity
cm‘f‘ prowth . . (0.000) *-B.336 (0,000 *-£.992 (0.000) ~8.327 Stationarity
‘l’r;dr optrarn (0.000) *<.748 (0.000) -4:842 (0,000} ~-5.969 Sulinnnrll_\.‘
ln.l}';tinn o W.000) *-5.467 (0.000) *-6343 (1.200) *-4.952 Statiooarity
Exchangerate  §{0.008) =30.581 (0.060) >-7.582 (0000} 13311 | Stationarity
Education (@.000) %5287 (0.000) *-3.9546 oo -~£8s0? | Stationarity
“Fota! ofl supply (0.000) *-30.097 {0.000) »-1.241 (1.60D) *-8.132 Stafionarity
Fioancial development (0.003) 23112 {0.000) -9.2765 0000y =-13.5931 | Stetionarlty

Note: LLG is Levin-Lin-Chu (Adjusted t'), IPS is Iny-Pesaran-Shin (w-1-bar) and
Fisher is Fisher-type (Invers norma! Z). For LLG the null hypothesis Ho: panels contain
unit root, while the allernative’ Ha: panels are stationarity. IPS Ho: afl panels contain
unit root, Ha: some panels are stationarity. Fisher Ho: all panels contain unit reots, Ha:
at least one pane! s stationarity. Therefore, LLC tests for commmon unit root, while IPS
and Fisher tests for individual unit roots. P-values in‘brackets. = denote significance at
the 1 per cent leve! for p-values. Refer to Appendix * able A.J for definition of variables.
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Table 4: FDI and institutional determines
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Mote: FDUinflows is dependent variable. AraIlano-BoverlBlundell-Bond ecenometric
estimation. *, ™, **~ denote significance at the %5 ,%1 and %10 !eve!si',_réspectively
for p-values. Refer to Appendix Table A.tfor definition of variables. Institutional
_quality refers to Doing Business (1), Econarmic freedom (2), Government stability (3),
Investment profile (4), Corrupticn (5), Law & order (6), Democratic accouMablﬁty @),
Bureauctacy (8) and Military in Pelitics{9)
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Table 5: Real FD! inflows and Institutional Determinants .
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Note: FDI inflows is dependent variable, Arellano-Bover/Blundsll-Bond econometric
estimation. *, ™", ™ denote significance at'the %5 %1 and %10 lavels, respectively
for p-values. Refer to Apperidix Table A.1 for definition of variables. Institutiona!
quality refers to Doing Business (1), Economic freedom {2), Government stability (3),
Investment profila (4), Comruption (5), Law & order (8], Democratic accountability (7),
Bureaucracy (8) and Military in Politics (9).
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The Relattonshlp between Institutional Quality and
Forelgn Direct Investment Inflows

: Empmca‘l- study of Arab Economies.
Dr . Mohamed Balouza.

PH.D, Assistant Profeésor, Department of Economics — Beirut Arab
University. mbalouza@hotmail.fr

ABSTRACT

This study empirically examines the effect of institutional quafity
on FDI inflows in the Arab economies: The analysis is performed
by employing system GMM estimation in panel data comprising
15 Arab countries over the period 2013.- 1985. The study finds
that the institutional quality variables of economic freedom, ease
of doing business and international country. risk (ICRG) have a
positive and S|gnn“ icant impact on FDI inflows in Arab econoriies.
The results of this study have several lmpllcatlons for policy
makers :
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