The Impact of Foreign Direct Investment on Economic Development
Indicators in Egypt
Walaa Ali Mohamed 1, Jarrah Motlak Dughaim Alkhaldi?, Lafi Mubarak Saad Alazmi?

ABSTRACT

This study aimed to verify the effects of foreign direct
investment in Egypt, and to conduct a standard measure
of the impact of foreign direct investment (FDI) on
economic development indicators in Egypt, which are
represented by the GDP growth rate, national income
(NI), inflation (INF), and unemployment rate (UNemp),
total capital formation (TCF). The study assumed a basic
hypothesis, which is: "foreign direct investment has a
positive impact on economic development indicators in
Egypt”. The measurement was done using multiple
regression model to measure the impact of foreign direct
investment on economic development indicators in Egypt.
The results of the study indicate that the relationship
between foreign direct investment from Egypt and both
GDP and the NI is statistically significant direct
relationship, despite its inconsistency with economic
theory. This may be due to the exit of many foreign
investments as a result of economic and political changes
during the period 2011-2018, which encouraged local
production from national resources and thus increased
GDP and NI. In addition, the relationship between inflow
foreign direct investment and both inflation and
unemployment rates is consistent with economic theory, as
with the increase in investment, inflation increases and the
unemployment rate decreases. According to the results the
research recommends, encouraging local production due
to its positive impact on GDP and NI, and launching a
package of investment incentives to attract foreign direct
investment due to its positive impact on inflation and
unemployment.

Keywords: Economic reform; inflows investments;
national income; GDP; inflation.

INTRODUCTION

Investment has gained great importance for both
developed and developing countries, due to its role in
achieving growth and driving development in countries
receiving these investments (Ghoneim, 2010). It also
helps stimulate local investments through participation
and developing self-capacities, and the accompanying
technological, administrative, marketing and
organizational development, which is reflected in
improving the efficiency of human resources and
increasing production and exports in the countries
hosting the investment. As a result of the economic and
political changes witnessed by the international business
environment in the recent period, many financial
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problems have emerged in some countries, such as the
external debt crisis, due to reliance on borrowing to
finance development operations due to the weakness of
these countries' resources and the decline in hard
currency reserves, which necessitated improving the
investment  environment by making structural
adjustments to the economic structure, with the aim of
attracting foreign capital to drive the wheel of economic
development (Megahed, 2010 and Mihleisen &
Flanagan, 2019).

Egypt, like other countries, has sought in recent
years to make progress in the field of infrastructure,
preparing and liberalizing the business environment, to
move forward with programs related to economic
reform, including many financial and monetary reforms
(Al-Matrawy, 2023), in an effort to achieve accelerated
and sustainable growth rates, and then work to attract
and attract more foreign direct investment, where Egypt
spent about 6.03% of its GDP on infrastructure in 2017
(Saleh, 2023).

Justification and problem:

Despite Egypt's tendency to provide investment
attraction factors, whether related to political stability or
following regulatory and legal procedures to reduce
practices related to corruption, the volume of investment
flows, whether foreign or Arab, to it is still at weak
levels. Therefore, the following question arises: What is
the impact of investment flows on economic
development indicators in Egypt?

Objectives:

The study aims to verify the effects of foreign direct
investment and Arab investments in Egypt, and to
conduct a standard measure of the impact of foreign
direct and Arab investments on economic development
indicators in Egypt, which are represented by the GDP
growth rate, GDP per capita, government expenditures
(GE), total capital formation (TCF), inflation, and
unemployment rate (UN).

Assumptions:

The study imposed the following hypothesis:
Foreign and Arab investments have a positive impact on
economic development indicators in Egypt.
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MATERIAL AND METHODS

The study used the multiple regression model and
stepwise analysis to measure the impact of foreign
direct investment (FDI) and Arab investment on
development indicators in Egypt.

The model takes the following form:

Economic Development Index;j = o + B2 FDIi in
flows + B2 FDI; outflow + U;

The study relied on World Bank data (WB),
International Monetary Fund (IMF), UNCTAD, central
bank of Egypt (CBE) and OECD national accounts data

RESULTS AND DISCUSSION

Foreign Direct Investment:

Table (1), presents foreign direct investments over
the period 2005-2023. It can be noted that inflows
foreign direct investments reached an average of US$
13.33 billion. Regression analysis results presented in
Table (2), reveal that inflows foreign direct investments
followed a statistically significant increasing trend of
US$ 545.1 million representing 4.09% of the period's
average.

Studying outflows foreign direct investments reveals
that reached an average of US$ 6.38 billion over the
period 2005-2023. Results of applying simple
regression analysis of outflows foreign direct
investments, presented in Table (2), reveal that it
followed a statistically significant increasing trend of
US$ 488.1 million representing 7.64% of the period's
average.

As for net foreign direct investments, results
presented in Table (1), reveal that net foreign direct
investments reached an average of US$ 6.95 bhillion.
Regression analysis results reveal that net foreign direct
investments followed increasing trend but the achieved
results did not prove statistically significant (Table 2).

Arab Investment:

As regards the inflows Arab direct investments in
Egypt, results presented in Table (3), reveal that inflows
Arab direct investments in Egypt (Investment Climate
Report in Arab Countries, 2020) reached an average of
US$ 2.64 billion over the period 2005-2023. Regression
analysis results presented in Table (4), reveal that
inflows Arab direct investments followed a statistically
significant increasing trend of US$ 245.9 million
representing 9.33% of the period's average.

Table 1. Foreign direct investments over the period 2005-2023

. Mini. Value Max. Value
Indicators Aver.
Value  Year Value Year
Inflows foreign direct investments US$ 13.33 hillion 4.14 2005 23.05 2023
Outflows foreign direct investments US$ 6.38 billion 0.23 2005 13.27 2022
Net foreign direct investments US$ 6.95 billion 2.19 2011 13.24 2008

Source: -www.albankaldawli.org -www.cbe.org.eg

Table 2. Simple regression equations for foreign direct investments over the period (2005-2023)

Indicators Equation R? Frest Change rate (%)
Inflows foreign direct ¥Vi=7887.7+545.1 X; -
investments . (5.06)" (3.98)" 048 1588 4.09
Outflows foreign direct ¥i=1504.2 + 488.1 X; o
investments . (1.79) (6.63)" 0.72 43.96 7.64
. . . ¥ i=63835+57.02 X
Net foreign direct investments (4.73)" (0.48) 0.013 0.23 0.82
Notes: **: significance at 1% level.
Source: data collected and calculated: - www.albankaldawli.org  -www.cbe.org.eg
Table 3. Inflows Arab direct investments over the period 2005-2023
Indicator Aver. Mini. Value Max. Value
Value Year Value Year
Inflows Arab direct investments US$ 2.64 billion 0.213 2005 8.24 2022

Source: - www.albankaldawli.org - www.cbhe.org.eg
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Table 4. Evaluation of Arab direct investments over the period (2005-2023)

Indicator Equation

R? Fest Change rate (%)

Inflows Arab direct
investments

¥i=176.19 + 2459 X;
(0.23) (3.7

0.45 13.79™ 9.33

Notes: **: significance at 1% level.
Source: data collected and calculated: -

The most important indicators of economic

development in Egypt

Development has a mutual impact on many
economic indicators in Egypt, the most important of
which are GDP, Inflation, national income, total capital
formation and unemployment (Khalifa and Mahmoud,
2014). World Bank reports indicate that Egypt is
progressing at a good rate of reform, but some risks of
regional and international changes, whether health,
political or environmental, may occur. The following
are the most important of these indicators:

e GDP

The gross domestic product is taken as an indicator
to measure the size of the country's economy, as strong
economies attract more investments in all fields,
whether industrial, agricultural or service.

Data presented in Table (5), reveal that GDP over
the period 2005-2023 averages to US$ 272.6 billion,
ranging between a minimum of US$ 78.8 billion in
2004 and a maximum of US$ 476.8 billion in 2022.

¢ National Income (NI)

Foreign investments are directed towards the
markets of high-income countries due to the confidence
of investment institutions in the classification of these
countries by credit rating institutions, political stability
and the stability of economic indicators in these
countries. The data presented in Table (5), reveal that
NI averages to US$ 266.5 billion over the period 2005-

www.albankaldawli.org

-Www.cbe.org.eg

2023, ranging between a minimum of US$ 78.6 billion
in 2004 and a maximum of US$ 461.0 billion in 2022.

¢ Inflation (INF.)

It expresses the extent of stability in the economic
environment of the country hosting the investment.
Many studies indicate that high inflation rates are
accompanied by a decrease in foreign direct investment
flows, i.e. inverse relationship. The data presented in
Table (5), show that INF averages to 12.4% over the
period 2005-2023, ranging between a minimum of
2.27% in 2001 and a maximum of 33.9% in 2023.

¢ Unemployment (UNemp.)

The availability of efficient and experienced labor
force is one of the basic factors for the flow of foreign
direct investment to a country to keep up with modern
technological production methods and means. This
explains the inverse relationship between inflow
investments and the unemployment rate. The data
presented in Table (5), show that UNemp. Averages to
10.13% over the period 2005-2023, ranging between a
minimum of 7.31% in 2023 and a maximum of 13.15%
in 2013.

Total Capital Formation (TCF):

Capital formation means the appropriate means of
production in terms of type and quantity, and capital
formation depends mainly on investment. Data
presented in Table (5), show that TCF over the period
2005-2023 averages to US$ 45.1 billion, ranging
between a minimum of US$ 13.34 billion in 2004 and a
maximum of US$ 81.1 billion in 2022.

Table 5. The most important indicators of economic development in Egypt over the period 2005-2023

Indicators Aver. Mini. Value Max. Value
Value Year Value Year
Gross domestic product (GDP) US$ 272.6 billion 78.8 2004 476.8 2022
National income (NI) US$ 266.5 billion 78.6 2004 461.0 2022
Inflation (INF) 12.4 % 2.27 2001 33.9 2023
Unemployment (UNemp) 10.13% 7.31 2023 13.15 2013
Total Capital Formation (TCF) US$ 45.1 billion 13.34 2004 81.1 2022

Source: - www.albankaldawli.org - www.che.org.eg


http://www.albankaldawli.org/
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The impact of foreign direct investment on economic
development indicators in Egypt:

Some studies have proven the existence of a mutual
relationship between foreign direct investment and the
economic development of countries (Saudi, 2019), as
well as the positive impact of foreign direct investment
on economic development. It may have an influential
role in some development indicators or may not have an
influential role in some of them in the same country.
Therefore, this part is devoted to analyzing the role of
foreign direct investment in economic development in
Egypt, through a standard model to study the
relationship between foreign direct investment and
economic development.

Economic development indicators describe the
characteristics of change in a country's economy, such
as gross domestic product, national income, and
unemployment indicators are considered an important
indicator of economic development in countries.

The impact of foreign direct investment on GDP
over the period (2005-2023):

Estimation results:

The results obtained from functional relationship in
Table (6), shows the following:

The relationship between inflow foreign direct
investments and GDP is a direct relationship, means that
1% increase in inflow foreign direct investments would
result in statistically significant increasing in GDP by
0.77% (Elasticity was calculated as

X
Bi —,
y

where g ; is the coefficient of the specific variable j,
and x and ¥ are the means of the specific variable j
and the mean of the dependent variable, respectively.

e The relationship between outflow foreign direct
investments and GDP is a direct relationship, means
that 1% increase in outflow foreign direct
investments would result in statistically significant
increasing in GDP by 0.70%.

e As for the relationship between inflow and outflow
foreign investment and GDP:

The relationship between inflow foreign investment
and GDP was negative, but the achieved results did not
prove statistically significant. While the relationship
between outflow foreign investment and GDP is
positive, meaning that 1% increase in outflow foreign
direct investments would result in statistically
significant increasing in GDP by 0.77%.

The impact of foreign direct investment on NI
over the period (2005-2023):

Estimation results:

The results obtained from functional relationship in
Table (6), shows the following:

e The relationship between inflow foreign direct
investments and NI is a direct relationship, means
that 1% increase in inflow foreign direct investments
would result in statistically significant increasing in
NI by 0.75%.

e The relationship between outflow foreign direct
investments and NI is a direct relationship, means
that 1% increase in outflow foreign direct
investments would result in statistically significant
increasing in NI by 0.67%.

e As for the relationship between inflow and outflow
foreign investment and NI:

The relationship between inflow foreign investment
and NI was negative, but the achieved results did not
prove statistically significant. While the relationship
between outflow foreign investment and NI is positive,
meaning that 1% increase in outflow foreign direct
investments would result in statistically significant
increasing in NI by 0.75%.

The impact of foreign direct investment on INF over
the period (2005-2023):

Estimation results:

The results obtained from functional relationship in
Table (6), shows the following:
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Table 6. The relationship between foreign direct investment and economic development indicators in Egypt

over the period (2005-2023)

Indicator Equation R? F Elasticity

.. GDP =628 + 15.73 FDI inflows 042 127 077

(3.49)

GDP CDP=829+29.71 T&g)‘ﬁﬂo""s 0.80 6829 0.70
GDP = 104.4 — 3.29 FDI inflows + 33.2 FDI outflows -

GDP (0.7 fpNe 081  33.62 0.77
NI = 67.2 + 14.93 FDI inflows -

NI a7 041 12.05 0.75

NI NI = 86.8 + 28.13 I(:EI;D(I))QEthows 070 6402 067
NI = 106.5 — 3.02 FDI inflows + 31.35 FDI outflows -

NI (032 e 0.80 31.36 0.75

INE INF = -0.61 + 0.97(;2;*|nflows 03 785" 105

INE INF=7.14 + 0.8(21 I;)DI outflows 012 2.3 )

INF = —1.31 + 1.29 FDI inflows — 0.56 FDI outflows \

INF 2. 20)* 072) 034 406 1.39
UNemp ~ UNemp=143- 0'31(_F3DJ§;*E'°WS 041 1174"  -040
UNemp UNemp =11.6 -0.23 F(D_I105L;tflows 012 295 i

UNemp = 14.66 — 0.47 FDI inflows + 0.27 FDI outflows e
UNemp 3,28 (139) 047 715 062
ToF TCF =12.11+2.47 FDI inflows 049 164" 073
(4.05)
TCF TCF=19.29+4.05 FD'(ggg)'ﬂws 071  40.67™ 0.57
ToF TCF = 16.6 + 0.41 FDI inflows + 3.61 FDI outflows o7l 1062" 051

(0.53)

(3.48)"

Source: Calculated from Appendixes Table (1) using the Excel program.

e The relationship between inflow foreign direct
investments and INF is a direct relationship, means
that 1% increase in inflow foreign direct investments
would result in statistically significant increasing in
INF by 1.05%.

e The relationship between outflow foreign direct
investments and INF is a direct relationship, but the
achieved results did not prove statistically
significant.

o As for the relationship between inflow and outflow
foreign investment and INF:

The relationship between inflow foreign investment
and INF was positive, meaning that 1% increase in
inflow foreign direct investments would result in
statistically significant increasing in INF by 1.39%.
While the relationship between outflow foreign
investment and INF is negative but the achieved results
did not prove statistically significant.

The impact of foreign direct investment on UNemp
over the period (2005-2023):

Estimation results:

The results obtained from functional relationship in
Table (6), shows the following:

e The relationship between inflow foreign direct
investments and UNemp is a negative relationship,
means that 1% increase in inflow foreign direct
investments would result in statistically significant
decreasing in UNemp by -0.41%.

e The relationship between outflow foreign direct
investments and UNemp is a negative relationship,
but the achieved results did not prove statistically
significant.

e As for the relationship between inflow and outflow
foreign investment and UNemp:
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The relationship between inflow foreign investment
and UNemp was negative, meaning that 1% increase in
inflow foreign direct investments would result in
statistically significant decreasing in UNemp by -0.62%.
While the relationship between outflow foreign
investment and UNemp is positive but the achieved
results did not prove statistically significant.

The impact of foreign direct investment on TCF over
the period (2005-2023):

Estimation results:

The results obtained from functional relationship in
Table (6), shows the following:

e The relationship between inflow foreign direct
investments and TCF is a direct relationship, means
that 1% increase in inflow foreign direct investments
would result in statistically significant increasing in
TCF by 0.73%.

e The relationship between outflow foreign direct
investments and TCF is a direct relationship, means
that 1% increase in outflow foreign direct
investments would result in statistically significant
increasing in TCF by 0.57%.

o As for the relationship between inflow and outflow
foreign investment and TCF:

The relationship between inflow foreign investment
and TCF was positive, but the achieved results did not
prove statistically significant. While the relationship
between outflow foreign investment and TCF is
positive, meaning that 1% increase in outflow foreign

direct investments would result in statistically
significant increasing in TCF by 0.51%.
CONCLUSION

The previous results indicated that the relationship
between foreign direct investment from Egypt and both
GDP and the NI is statistically significant direct
relationship, despite its inconsistency with economic
theory. This may be due to the exit of many foreign
investments as a result of economic and political
changes during the period 2011-2018, which
encouraged local production from national resources
and thus increased GDP and NI. In addition, the

relationship between inflow foreign direct investment
and both inflation and unemployment rates is consistent
with economic theory, as with the increase in
investment, inflation increases and the unemployment
rate decreases.
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APPENDIXES
Table 1. Foreign direct investments and economic development indicators for Egypt over the period (2005-
2023) USS$ billion

Inflows Outflows .

foreign foreign Net forelgn National Tot_al Inflation  Unemployment
Year : . direct GDP Capital

direct direct . Income - % %

. . investments Formation
investments  investments

2005 4.14 0.23 3.90 89.60 89.35 16.11 4.87 11.05
2006 9.10 2.99 6.11 107.43 107.96 20.12 7.64 10.49
2007 13.08 2.03 11.05 130.44 131.61 27.20 9.32 8.80
2008 17.80 4.57 13.24 162.82 164.18 36.45 18.32 8.52
2009 12.84 472 8.11 189.15 189.30 36.30 11.76 9.09
2010 11.01 4.25 6.76 218.98 214.62 42.70 11.27 8.76
2011 9.57 7.39 2.19 235.99 229.94 40.36 10.06 11.85
2012 11.77 7.79 3.98 279.12 272.64 44,73 7.11 12.60
2013 10.27 6.52 3.75 288.43 281.03 40.99 9.47 13.15
2014 10.86 6.68 4.18 305.60 298.33 41.69 10.07 13.11
2015 12.55 6.17 6.38 329.37 323.67 47.06 10.37 13.05
2016 12.53 5.60 6.93 33244 32797 50.00 13.81 12.45
2017 13.37 5.43 7.93 248.36 243.79 42.58 29.51 11.77
2018 13.16 5.44 7.72 262.59 256.31 49.13 14.40 9.86
2019 16.39 8.16 8.24 318.68  307.67 63.91 9.15 7.85
2020 15.84 8.38 7.45 383.82 372.46 61.39 5.04 7.97
2021 13.92 8.70 5.21 424.67 412.27 64.43 5.21 7.44
2022 22.21 13.27 8.94 476.75  460.98 81.14 13.90 7.34
2023 23.05 13.01 10.04 39593 37861 50.99 33.88 7.31

Source: Collected and calculated from World Bank database, www.worldbank.org



