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Abstract:

The paper examines the relationship between the external debt to GDP
ratio and domestic investment ratio in a sample of LDCs countries includes
Egypt, Argentina, Brazil, Turkey, Nigeria, Jordon, Mexico and Morocco for
the period 1995-2018. The paper used autoregressive distributed lag model
(ARDL) and error correlation mechanism. The results showed that external
debt has a positive role to play in financing domestic investment; however,
it has also a nonlinear impact on the level of domestic investment rate. That
IS, there is a critical level of external debt burden (about 143% of GDP) for
the selected economies, where the marginal impact of external debt on
investment ratio becomes negative. The finding of a non-linear relationship
between external debt and investment ratio not necessarily imply that
countries should reduce foreign borrowing to boost growth. Rather, the
finding gave to the governments to ensure that the foreign loans are invested
in projects that would generate enough returns to pay back the debt.

Keywords: Public external debt, investment ratio, ARDL model
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q1
+ Z P2Age—;
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AN Clglaall ey galud) z3salll i 2y Cogus

:’?J.\AS:‘ J ;Ua.a:}” g)-ﬁ J—JJA'-'!_I
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VAR Lag Order Selection Criteria
Endogenous variables: K G ED ED2 DEF C01
Exogenous variables: C

Sample: 1995 2018

Included observations: 79

Lag LogL LR FPE AIC SC HQ
0 -1933.630 NA 8.53e+13 49.10457 49.28452 49.17666
1 -1428.196 921.2975 5.90e+08 37.22016 38.47987* 37.72484*
2 -1394.205 56.79624 6.30e+08 37.27100 39.61046 38.20826
3 -1352.840 62.83268 5.73e+08 37.13518 40.55439 38.50502
4 -1287.997 88.64614 2.98e+08 36.40498 40.90393 38.20740
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5 -1245.105 52.12126 2.86e+08 36.23051 41.80921 38.46551
6 -1170.093 79.75959* 1.31e+08 35.24287 41.90132 37.91045
7 -1115.616 49.64992 1.13e+08* 34.77510 42.51329 37.87525
8 -1070.198 34.49480 1.42e+08 34.53666* 43.35461 38.06940

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion

.Bhb ;U:j 'é)'ﬂé ‘5‘5

daphy skl da¥) Gladeay Uadll i zigar i miln JE) Jeaall el

Dependent Variable: D(K)
Method: ARDL

Sample: 1996 2015
Included observations: 157
Dependent lags: 1 (Fixed)

Dynamic regressors (1 lag, fixed): G ED ED2 DEF C01

Fixed regressors: C

Variable

ED
ED2
DEF
co1

COINTEQO1
D(G)
D(ED)
D(ED2)
D(DEF)
D(CO01)
C

Mean dependent var
S.E. of regression
Sum squared resid
Log likelihood

Coefficient

Long Run Equation

2.129611
0.198734
-0.001397
-0.326588
0.185676

Short Run Equation

-0.148166
-0.072762
-0.256661
0.003955
0.244957
-0.396453
0.701242

-0.212759
1.492741
231.7408

-195.4331

Std. Error t-Statistic Prob.*
0.363003 5.866646 0.0000
0.101296 1.961915 0.0524
0.000632 -2.211575 0.0292
0.121828 -2.680730 0.0085
0.130315 1.424826 0.1572
0.045863 -3.230613 0.0017
0.115816 -0.628257 0.5312
0.160896 -1.595198 0.1137
0.002507 1.577396 0.1177
0.096261 2.544704 0.0124
0.114289 -3.468854 0.0008
0.369688 1.896850 0.0606
S.D. dependent var 2.269919
Akaike info criterion 3.063175
Schwarz criterion 4.307534
Hannan-Quinn criter. 3.568044
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*Note: p-values and any subsequent tests do not account for model
selection.
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