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VAR Lag Order Selection Criteria
Endogenous variables: FDI Y X REER
Exogenous variables: C

Sample: 1996 2012

Lag LogL LR FPE AIC SC HQ
0 67.55488 NA 2.46e-09 -8.473984 -8.285171 -8.475996
1 122.8377 73.71037* 1.45e-11 -13.71169 -12.76762 -13.72174
2 150.8254 22.39021 5.55e-12* -15.31006* -13.61074* -15.32816*

* 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
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log FDI, =, + «,, log FDI _, +a,, log FDI _, + a,, logY,, + a,, logY _, + a,, log EX_, + a,, log EX _, +
+a,, log REER, , +a,, log REER , + &, ()

logY, = g, + B, logY,, + B, logY,_, + f3,, logFDI _, + f3,,logFDI, , + 3, 10gEX , + f3,, logEX _, +
+B,, 10gREER , + f3,, logREER , + ¢, ()
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log EX, =y, +7,, 10 EX , +y,, 10 EX , +y,,log FDI , +y,,log FDI , +y,,logY_, +y,,logY _, +
+7,,l0g REER , +7,, log REER , + &, (3)

logREER =4, +4,, logREER , + 4, logREER , + 4,, logFDI, , + 4,, logFDI, _, + 4,, logY,_, +4,, logY,_, +

+4,, 10gEX,, +4,, logEX, +é&, (4)
el b el G e Ale agas 5laal JaY Trace diidiall Jalill cpuilaga lid) 3.4
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(3) Jdo
Trace jLid) gl

Series: FDI Y X REER
Lags interval (in first differences): 1to 1
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value  Prob.**
None * 0.971680 90.55145 47.85613 0.0000
At most 1 * 0.746863 37.08850 29.79707 0.0061
At most 2 * 0.515584 16.48112 15.49471 0.0354
At most 3 * 0.311975 5.608954 3.841466 0.0179

Trace test indicates 4 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values
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Alalaal)
Ho: Y, EX, REER, does not Granger causes FDI Hy o =, =a,; =0 Uoladll
Hi: Y, EX, REER, Granger causes FDI H o, #0, o #0, a,; #0 (1) &
Ho: FDI, EX, REER, does not Granger causes Y Hy: B =Bi =B, =0 Udladll
Ha: FDI, EX, REER, Granger causes Y Hy: B3, =0, B, #0, f,; #0 (2) &
Ho: FDI, Y, REER, does not Granger causes EX Ho 70 =75 =74, =0 aleall
Hi: FDI, Y, REER, Granger causes EX H,:7, 20, 7, #0, 7, #0 (3) AL
Ho: FDI, Y, EX, does not Granger causes REER Hoy: A =4, =4,; =0 Uoladll
Hi: FDI, Y, EX, Granger causes REER H,: 4, #0, A4; #0, 4,;#0 (4) &

: V) Jsaall 8 LS VAR (2) gz 3saill Ty iyl ke o Al B el 2l cels s,
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(5) Jsaa

Granger J 4wl jLid) gl
Pairwise Granger Causality Tests
Sample: 1996 2012
Lags: 2
Null Hypothesis: Obs F-Statistic ~ Prob.
Y does not Granger Cause FDI 15 2.62315 0.1214
FDI does not Granger Cause Y 2.38582  0.1422
X does not Granger Cause FDI 15 11.6464  0.0024
FDI does not Granger Cause X 1.96271 0.1910
REER does not Granger Cause FDI 15 6.82949  0.0135
FDI does not Granger Cause REER 454096  0.0395
X does not Granger Cause Y 15 0.17181  0.8446
Y does not Granger Cause X 0.01265 0.9874
REER does not Granger Cause Y 15 6.92089  0.0130
Y does not Granger Cause REER 0.33285  0.7245
REER does not Granger Cause X 15 8.45549  0.0071
X does not Granger Cause REER 0.79315 0.4789

Capall jru (e 2aly olaily (X5 REER) (puidl (m
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Variance Decomposition of FDI:

Period S.E. FDI Y X REER
1 0.106115 100.0000 0.000000 0.000000 0.000000
2 0.155724 46.49754 4.305462 48.56321 0.633790
3 0.204329 27.53624 2.648385 65.08430 4.731070
4 0.233109 33.36892 8.464227 53.81185 4.355008
5 0.276617 26.19844 27.28655 43.24352 3.271488
6 0.294695 23.48758 24.16988 49.41099 2.931550
7 0.319091 20.13837 20.65980 56.50739 2.694439
8 0.334382 18.70166 20.48096 58.06491 2.752468
9 0.342252 18.35676 22.22961 56.74781 2.665817
10 0.344179 18.15550 22.70638 56.49719 2.640932
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The Dynamic Interactions among Foreign Direct Investment, Economic
Growth, Exports and Exchange Rate: Evidence from Algeria

Mohammed Moussaoui', Sumaya Zirar?

ABSTRACT

This study aims to investigate the determinants of the FDI in the Algerian economy over the period (1996-
2012). A reduced-form fourth-variable VAR model (FDI, economic growth, exports, and real effective
exchange rate) is utilized. Dickey-Fuller tests showed that all variables are stationary at first difference.
Various tests have been utilized. The Granger-Causality, which determines the direction of causality among
variables, it shows that there is no causality relationship among FDI and growth, and unidirectional causality
relationship running from exports to FDI, while a bidirectional causality relationship between FDI and REER.
Also, the Cointegration test that shows the existence of a long-run relationship among the variables. Two
major tools were used for analysis: the Variance Decomposition and the impulse response function, the
results show that exports have a positive impacts on the FDI, but the REER has a negative impacts on the
FDI.

Keywords: Economic growth, foreign direct investment, exchange rate, exports, Vector Autorregression,
Algeria.
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