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The Impact of Foreign Exchange Reserves on Attracting
Foreign Direct Investment (An Applied Study on the Egyptian
Economy)
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Abstract

The study examines the nature of the relationship between the size of foreign
exchange reserves and FDI inflows , and knowing to what extent the foreign exchange
reserves affect to FDI attracting , the study including Egypt since (1990-2023) , in the
study the researcher prepared econometric model on a program (e-views) depending
on the time series data of the foreign direct investment during the study period,
according to the world bank database and by entering a number of other variables that
could affect the attraction of FDI besides to the monetary reserves and these variables
is ( the current account balance ,economic growth rate , and unemployment rate) , the
results of the program the reached that there is a positive relationship between the
amount of foreign exchange reserves and the size of foreign direct investment ,and
when the foreign exchange reserves is increased by one unit the foreign direct
investment will increases by 0.62% assuming that other factors are constant, The study
conducted that the presence of a high level of foreign exchange reserves helps to
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stabilize the local currency against other currencies and thus stability in the exchange
rate which encourage the foreign investor to invest his money in Egypt with the
availability of other determinants of the appropriate investment climate in the country.
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Dependent Variable: |
Method: Least Squares
Date: 05/22/20 Time: 20:08
Sample: 1990 2018
Included observations: 29

Variable Coefficient Std. Error t-Statistic Prob.

C -15.57188 2.951547 -5.275837 0.0000

R 0.623400 0.013125 4.749720 0.0001

G 1.051648 0.209386 5.022531 0.0000

U 0.960724 0.211678 4.538621 0.0001

A 0.254157 0.078623 3.232590 0.0035
R-squared 0.740359 Mean dependent var 2.327103
Adjusted R-squared 0.697085 S.D. dependent var 2.357823
S.E. of regression 1.297691 Akaike info criterion 3.514636
Sum squared resid 40.41605 Schwarz criterion 3.750376
Log likelihood -45.96222 Hannan-Quinn criter. 3.588467
F-statistic 17.10883 Durbin-Watson stat 1.695337

Prob(F-statistic) 0.0001
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Null Hypothesis: | has a unit root

Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.974579 0.0157
Test critical values: 1% level -4.339330

5% level -3.587527

10% level -3.229230
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(I)
Method: Least Squares
Date: 05/22/20 Time: 19:41
Sample (adjusted): 1992 2018
Included observations: 27 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

408



YoYe Juyl— gpdall g (ualad) adal) — aLatiBy) g dudud) d0S dlaa

I(-1) -0.347077 0.116681 -2.974579 0.0068
D(I(-1)) 0.544304 0.172943 3.147307 0.0045
C 0.616208 0.565800 1.089092 0.0874
@TREND("1990") 0.016050 0.033936 0.472961 0.0407
R-squared 0.381092 Mean dependent var 0.075259
Adjusted R-squared 0.300365 S.D. dependent var 1.577552
S.E. of regression 1.319531 Akaike info criterion 3.528383
Sum squared resid 40.04671 Schwarz criterion 3.720359
Log likelihood -43.63317 Hannan-Quinn criter. 3.585468
F-statistic 4.720748 Durbin-Watson stat 2.0557
Prob(F-statistic) 0.010393

psaill alaa¥) Alada O s L3 (Y) Gale
Null Hypothesis: R has a unit root

Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=1)

t-Statistic Prob.*
Augmented Dickey-Fuller test -2.294354 0.042
statistic
Test critical values: 1% level -4.339330
5% level -3.587527
10% level -3.229230
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(R)
Method: Least Squares
Date: 05/22/20 Time: 19:44
Sample (adjusted): 1992 2018
Included observations: 27 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
R(-1) -0.228640 0.099653 -2.294354 0.0312
D(R(-1)) 0.392434 0.183620 2.137205 0.0434
C 15.17452 6.676127 2.272953 0.0327
@TREND("1990") -0.145206 0.289626 -0.501358 0.6209
R-squared 0.311346 Mean dependent var 0.867000
Adjusted R-squared 0.221522 S.D. dependent var 12.49747
S.E. of regression 11.02669 Akaike info criterion 7.774469
Sum squared resid 2796.524 Schwarz criterion 7.966445
Log likelihood -100.9553 Hannan-Quinn criter. 7.831553
F-statistic 3.466161 Durbin-Watson stat 2.013991

Prob(F-statistic) 0.032705

:(galai®Y) gail) Jara b O LA () (Gale
Null Hypothesis: G has a unit root

Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=1)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -3.022166 0.0442
Test critical values: 1% level -4.323979
5% level -3.580623
10% level -3.225334

*MacKinnon (1996) one-sided p-values.
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Augmented Dickey-Fuller Test Equation

Dependent Variable: D(G)
Method: Least Squares
Date: 05/22/20 Time: 19:47

Sample (adjusted): 1991 2018
Included observations: 28 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
G(-1) -0.532987 0.176359 -3.022166 0.0057
C 2.180478 0.992889 2.196094 0.0376
@TREND("1990") 0.008692 0.034727 0.250292 0.8044
R-squared 0.273064 Mean dependent var -0.012607
Adjusted R-squared 0.214909 S.D. dependent var 1.669275
S.E. of regression 1.479066 Akaike info criterion 3.721656
Sum squared resid 54.69094 Schwarz criterion 3.864392
Log likelihood -49.10319 Hannan-Quinn criter. 3.765292
F-statistic 4.695466 Durbin-Watson stat 1.742896
Prob(F-statistic) 0.018565

Null Hypothesis: U has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=1)

A Jane Aludu (oS LAY (£) (ake

t-Statistic Prob.*

Augmented Dickey-Fuller test -2.078314 0.0534
statistic
Test critical values: 1% level -4.323979

5% level -3.580623

10% level -3.225334
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(U)
Method: Least Squares
Date: 05/22/20 Time: 19:50
Sample (adjusted): 1991 2018
Included observations: 28 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
U(-1) -0.292757 0.140863 -2.078314 0.0481
C 2.580478 1.272155 2.028430 0.0533
@TREND("1990") 0.034975 0.028045 1.247122 0.2239
R-squared 0.147396 Mean dependent var 0.073429
Adjusted R-squared 0.079188 S.D. dependent var 1.017413
S.E. of regression 0.976299 Akaike info criterion 2.890861
Sum squared resid 23.82899 Schwarz criterion 3.033597
Log likelihood -37.47206 Hannan-Quinn criter. 2.934497
F-statistic 2.160974 Durbin-Watson stat 1.770047
Prob(F-statistic) 0.136251
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Null Hypothesis: A has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test -3.361021 0.0780
statistic
Test critical values: 1% level -4.339330

5% level -3.5687527

10% level -3.229230
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(A)
Method: Least Squares
Date: 05/22/20 Time: 19:48
Sample (adjusted): 1992 2018
Included observations: 27 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
A(-1) -0.394046 0.117240 -3.361021 0.0027
D(A(-1)) 0.404268 0.161147 2.508698 0.0196
C 0.752203 0.860423 0.874225 0.3910
@TREND("1990") -0.067481 0.052283 -1.290675 0.2096
R-squared 0.400564 Mean dependent var -0.426630
Adjusted R-squared 0.322376 S.D. dependent var 1.868907
S.E. of regression 1.538445 Akaike info criterion 3.835375
Sum squared resid 54.43670 Schwarz criterion 4.027351
Log likelihood -47.77756 Hannan-Quinn criter. 3.892460
F-statistic 5.123130 Durbin-Watson stat 2.063407

Prob(F-statistic) 0.007345
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