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Abstract:

Many studies have proven the positive role that good infrastructure
can play in attracting foreign direct investment (FDI). Advanced
infrastructure helps optimize the use of production factors and
increase the profits of foreign companies. However, this role is
conditional on the impact of certain variables that may reduce the
mutual positive effects between infrastructure and FDI, such as the
exchange rate. Therefore, this study aimed to clarify the role of the
exchange rate as a modifier in the relationship between infrastructure
and foreign direct investment, applying it to Egypt. Using the
expanded Autoregressive Distributed Lag (AARDL) model and
annual time series data from 1990 to 2023, the study found that a
decrease in the exchange rate positively adjusts the relationship
between infrastructure and foreign direct investment. Specifically, a
1% increase in the value of the interaction term (infrastructure
multiplied by the exchange rate) in the long run leads to a 1.59%
increase in FDI flows, and the relationship is significant. Based on
these findings, the study recommends the importance of achieving
greater exchange rate stability to increase FDI flows to Egypt.
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UNIT ROOT TEST RESULTS TABLE (ADF)

Null Hypothesis: the variable has a unit root

At Level

IFD TFC INF OPEN GFCF EXG GFCF* EXG
With Constant t-Statistic -1.4595 -4.7581 | -2.1865 -2.53 3.7742 5.07 1.9337
Prob. 0.5412 0.0005 0.2147 0.1181 1 1 0.9997
n0 e n0 n0 n0 n0 n0
With Constant & Trend t-Statistic -2.6153 -4.677 | -2.8744 -2.4998 3.4905 -0.421 4.0433
Prob. 0.2764 0.0036 0.1839 0.3261 1 0.9813 1
n0 e n0 n0 n0 n0 n0
Without Constant & Trend t-Statistic -0.4096 -4.4717 | -0.6545 -0.6993 2.4663 1.3511 9.6722
Prob. 0.5281 0.0001 0.4259 0.4062 0.9954 0.9517 1
n0 b n0 n0 n0 n0 n0

At First Difference
d(IFD) | d (TFC) d(x2) d(x3) d(X4) d(x5) d(x6)
With Constant | t-Statistic -5.1389 -6.3423 | -4.9642 -4.7653 0.2894 0.0015 2.631
Prob. 0.0002 0 0.0003 0.0006 0.0034 0.0008 0.0099
With Constant & Trend t-Statistic -5.0474 -6.2865 | -5.2185 -4.6906 -1.1248 -1.5061 1.6631
Prob. 0.0015 0.0001 0.001 0.0036 0.9065 0.8022 0.0021
. e wa wa Ex I Ex*
Without Constant & Trend t-Statistic -5.1317 -6.46 -1.268 -4.7814 0.9368 0.6366 3.0426
Prob. 0 0 0.1828 0 0.0025 0.0077 0.0088
. e no wa Ex wxk wx%

b: Lag Length based on SIC

c: Probability based on MacKinnon (1996) one-sided p-values.
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(Y) Jsaa

(ARDL) £j5al) ¢ UsSU AIA) Jlaad¥) £ dgai

R-squared 0.904101 Mean dependent var 4.48875
Adjusted R-squared 0.787653 S.D. dependent var 3.801192
S.E .of regression 1.751633 Akaike info criterion 4.257295
Sum squared resid 42.95503 Schwarz criterion 5.081771
Log likelihood -50.1167 Hannan—-Quinn criter. 4.530586
F—statistic 7.763963 Durbin-Watson stat 2.420136
Prob(F-statistic) 0.000184
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Breusch—-Godfrey Serial Correlation LM Test:

F-statistic 1.661777 Prob. F(2,12) 0.2306

Obs*R-squared 6.940539 Prob. Chi-Square(2) 0.2311

Heteroskedasticity Test:

Breusch-Pagan-Godfrey

F-statistic 0.840114 Prob. F(17,14) 0.638
Obs*R-squared 16.1595 Prob. Chi-Square(17) | 0.5126
Scaled explained SS 4.523336 Prob. Chi- Square(17) 0.9988
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Null Hypothesis: Obs F-Statistic Prob.
GFCF does Granger Cause IFD 32 2.18194 0.0323*
IFD does Granger Cause GFCF 3.26543 0.0537*
GFCF*EXG does Granger Cause IFD 32 1.47756 0.0461*
IFD does Granger Cause GFCF*EXG 2.61804 0.0914*
%\« dgira goiwa * Eviews—12 zaliy cilajia 1 jaal)
() do>
(Augmented ARDL- Bounds test) aladiuly didial) Jalsil) jLod) milis
JWIAY) Ayilaa) %)« Aauall agdll %o Aaall Al
A 7 dgall ISz dsall 1(1) 1(0) 1(1) 1(0)
0,55813 1,702204 3,35 2,26 3,79 2,62 F
0,5482 -1,41489 -3,86 -2,57 -4,19 -2,86 T
4 5 K
2,2,2,2,2,2 2,2,2,2,2,2 Lag

v
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Dependent Independent Coefficient Prob Independent Coefficient Prob
variable variable variable
c -2.90755 | 0.5341 c \RITH vt
TFC ~0.080918 | 0.0649 TFC 0.127441 |  0.0761
FDI
INF -0.337477 | 0.0486 INF 0.911817 |  0.0583
OPEN 0.098611 | 0.0355 OPEN 0.241631 |  0.0650
GFCF 0.000213 | 0.0159 GFCF | —————— | o
EXG 3.190959 | 0.0765 EXG | ———— | -
EXG*GFCF EXG*GFCF | 7.26E-06 | 0.0464
R-squared 0.904101 0-854664
Prob (F- statistic) 0.000184 e
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Dependent Independent Coefficient Prob Independent Coefficient Prob
Variable variable Variable
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TFC 0.020351 | .2885 TFC 0.050021 | ¢.0219
FDI
INF -0.127324 0.0944 INF LYte— 0.008
OPEN 0.141389 | 0.0637 OPEN 0.249565 | 0.0081
GFCF 4.33E-05 0.0021 GFCF | —— | -
EXG V,ovreny— 0.0058 EX6 | -——— | -———
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Heteroskedasticity test F. statistic 0.840114 0.448394 0.638 0.9321
Breusch-Godfrey test F. statistic 1.661777 1.532555 0.2306 0.248
Ramsey RESET test F. statistic 9.125244 3.047388 0.0098 O
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