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The Effect of Exchange rate on Foriegn Direct Investment
in Egypt
Abstract
This research aims to measure the impact of the exchange rate
on foreign direct investment in Egypt during the period
(2000-2022), as this period witnessed successive rises in the
exchange rate of the US dollar. The theoretical Analysis
expect an opposing effects and. The theoretical analysis relied
on a brief survey of previous literature to study the
relationship between exchange rate fluctuations and foreign
direct investment flows.
The research concluded that despite of the successive
depreciation of the local currency, foreign direct investment
flows in Egypt, which were characterized by fluctuation
during the study period, were not affected by the relative
decline in the valuation of local assets in foreign currency due
to the high exchange rate.
The data were estimated based on the ARCH model, an
AutoRegressive Conditional Heteroskedasticity. The results
confirmed that the exchange rate was not significant in
influencing foreign direct investment flows, and the Granger
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causality test confirmed that there was no causal relationship
between the exchange rate and foreign direct investment flows.
In Egypt during the period (2000-2022), which can be explained
by the dependence of foreign direct investment flows in this
period on political variables and Exogenous shocks (outside the
model) at the local and international levels.

Keywords, Exchange rate, Foreign Direct Investment.
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* V.G. Steven (1993), "Exchange Rates and Foreign Direct
Investment”,Board of Governors of the Federal Reserve System,
International Finance Disucussion Paper, No.444
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Foreign Direct Investment: Theortical Models and Evidence”, The
Australian Journal of agricultural and resource economics,
Vol,52,p.507
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and Foreign Direct Investment in the United States”, The International
Trade Journal 15(3)

12 sylvia Gottschalk , R. Barrel , S.G. Hall, (2004), "Foreign direct
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Dependent Variable: FDI
Method: Least Squares
Date: : 01/16/23 Time: 01:03
Sample: 2000 2021
Included observations: 22
Variable Coefficient Std. Error t-Statistic Prob.
C -63456.04 33190.40 -1.911879 0.0766
GDP 1355.658 355.5196 3.813174 0.0019
Gl -8788.502 19687.28 -0.446405 0.6621
HDI 106823.6 69334.73 1.540695 0.1457
EXR -327.5283 336.8137 -0.972432 0.3473
Ol 90.41531 50.28069 1.798212 0.0937
PS -479.7341 1328.391 -0.361139 0.7234
BC -181.8720 262.8125 -0.692022 0.5002
R-squared 0.867697 Mean dependent var 5234.382
Adjusted R-squared 0.801545 S.D. dependent var 3547.320
S.E. of regression 1580.271 Akaike info criterion 17.84387
Sum squared resid 34961599 Schwarz criterion 18.24061
Log likelihood -188.2826 Hannan-Quinn criter. 17.93733
F-statistic 13.11676 Durbin-Watson stat 1.691894
Prob(F-statistic) 0.000035
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Augmented Diceky-Fuller Unit Root Test (at Levels)

Variables t- test Prob.
FDI 41546 0.005
GDP -3.04704 0.04
GI -1.3055 0671
EXR 10.46321 0.880
HDI 10.41354 0.889
o1 -0.9745 0.742
Bc -1.302690 0.684
ps -1.9570 0.3019
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Augmented Diceky-Fuller Unit Root Test (at 1st Difference)

Variables t- test Prob.

D(FDI) -3.6470 0.0141

D(GDP) -4.5233 0.0022

D(GI) -3.5543 0.0171

D(EXR) -3.3180 0.0277

D(HDI) -2.4312 0.1463

b(on -3.173 0.037

D(BC) -4.2793 0.0037

D(PS) -5.4870 0.0003
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D(FDI)t = dy + alD(GDP)'t + azD(GI)'t +
az;D(EXR)-, + +a,D(0I)-, + asD(BC)-, + agD(PS)-,&,

A i) ) S sl 5 Al el 5 gaim b 3 salll i salely
Dependent Variable: D(FDI)
Method: Least Squares and ARMA
Date: 01/16/23 Time: 02:03
Sample (adjusted): 2001 2021
Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
C 545.3563 512.1715 1.064792 0.3050
D(GDP) 1331.632 312.8715 4.256162 0.0008
D(GI) -9338.869 21224.19 -0.440011 0.6666
D(EXR) -52.54887 283.0829 -0.185631 0.8554
D(Ol) -9.042234 79.00072 -0.114458 0.9105
D(BC) -77.75289 268.4105 -0.289679 0.7763
D(PS) 1266.612 1320.180 0.959424 0.3536
R-squared 0.644521 Mean dependent var 185.1095
Adjusted R-squared 0.492173 S.D. dependent var 2583.002
S.E. of regression 1840.698 Akaike info criterion 18.13488
Sum squared resid 47434374 Schwarz criterion 18.48305
Log likelihood -183.4162 Hannan-Quinn criter. 18.21044
F-statistic 4.230581 Durbin-Watson stat 1.852749

Prob(F-statistic) 0.012297
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Dependent Variable: D(FDI)

Method: ML ARCH - Normal distribution (BFGS / Marquardt steps)

Date: 01/16/23 Time: 02:15
Sample (adjusted): 2001 2021

Included observations: 21 after adjustments
Failure to improve likelihood (non-zero gradients) after 45 iterations
Coefficient covariance computed using outer product of gradients
Presample variance: backcast (parameter = 0.7)

GARCH = C(8) + C(9)*RESID(-1)"2 + C(10)*GARCH(-1)

Variable Coefficient Std. Error z-Statistic Prob.
C -345.9260 361.7461 -0.956267 0.3389
D(GDP) 1674.825 306.9272 5.456751 0.0000
D(GI) -15546.28 15465.80 -1.005204 0.3148
D(EXR) 283.5695 382.8358 0.740708 0.4589
D(QOl) -144.7119 73.28783 -1.974569 0.0483
D(BC) 57.90307 231.0626 0.250595 0.8021
D(PS) 1117.631 1204.807 0.927644 0.3536

Variance Equation
C -60878.03 104662.5 -0.581661 0.5608
RESID(-1)"2 0.125729 0.328711 0.382491 0.7021
GARCH(-1) 0.706603 0.279275 2.530131 0.0114
R-squared 0.505221 Mean dependent var 185.1095
Adjusted R-squared 0.293173 S.D. dependent var 2583.002
S.E. of regression 2171.606 Akaike info criterion 17.56426
Sum squared resid 66022230 Schwarz criterion 18.06165
Log likelihood -174.4247 Hannan-Quinn criter. 17.67221
Durbin-Watson stat 1.228281
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Pairwise Granger Causality Tests
Date: 01/16/23 Time: 03:20
Sample: 2000 2021
Lags: 2

Prob. F-Statistic Obs  Null Hypothesis:

0.7941 0.23406 20 EXR does not Granger Cause FDI_NET
0.8456 0.16963 FDI_NET does not Granger Cause EXR
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