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The Role of the Investment Climate in Attracting the Foreign Direct
Investment into Arab Countries
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SFI et Fias, societe financiere internationale, “l'investissement etranger’’, lecons de I'experience, 1997,P111.
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Efdi=f(fdi)
(4) A, Slasy) Galdl b s il o puid Gl dilasy) dallaal o
Jsanll 8 (1) a8 Alalaall Japesd) Jlasi¥) Julas 8 e Uilas ((EViews) gy alasiuly
.(46) a8
(1) aby Daleal) jlasdl Julas gilii :(46) ad ) J gand)
Dependent Variable: LEFDI

Variable Cofficient Std. Erreur t-Statistic Prob
C 9.255907 0.130287 71.04240 0.0000
FDI 0.372137 0.054574 6.818992 0.0000

R- squared= 0.756092, Durbin- Watson stat= 2.105357 F=46.49865,
P(F)=0.000006
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Estimation Equation:

Substituted Coefficients:

LEFDI = 0.37*LFDI + 9.25...... (1)

<0.00=P(F) dad can dysine CuilS F dad (f ((46) a8y Jsaad by DA e W oy
JS ol Gl ALY (%95 AE Ay gl (N5 G s de gsime sl o i g
5 Prob (e S 4 ia @b 3am Adlias) 4sima i 34l (Cofficients) bl
.Durbin- Watson ded e 2l I3 Ll ¥ e JA 735l of WS ct-Statistic

gkl 8 Alleall aas g il ) LN G AD  (1) A Alladdl e el
3305 Cigan o e Juiy o(45) i) JSA) Gl ea sl sl aa 288 gia g dan s daiaY)
3n 5 0.37— Basiad) Jeall Cualio 53l ) U 525 5as) 5 5am 5 Jailad) V) Lénay) &

dalas G o Juy dima (0.37) aluad V) jlinadd Jaad¥) Jeles dad ¢
i) g i) (5 gise e dead) caalie IR 6 5 5al U o) il sl ey
Alad) Ao jf J6 5 diaslise Coaa e il

e ((FDI) il ) léind)) Jidl il 5 uld DA e Conaall 1aa oSy
dallaadl any g o((E) SVl 8 Alleadl ea) ) LiaY1 o jliall 8 Alleal) Gu) adill i)
2l e Ulass ((4) ) Slasy) Galdl sy cpmidl Gia il 4oyl
(47) &, Jsaad b Jasay)

(2) ad) Aalaall jlasd) Julad @il :(47) ab, Jgand)

Dependent VariableE
Variable Cofficient Std. erreur t-Statistic Prob
C 0.033638 0.012452 2.701428 0.0157
FDI 0.116166 0.015412 7.537245 0.0000

R- squared= 0.780250

Durbin- Watson stat= 6983 F=56.8100]
P(F)=0.000001

Estimation Equation:
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LB el et b Ulad (eSay ) clgiSaalinn 33 s Ayl a8 Lasti 8 Uls
salll e el syl duial) ol i) aiujle oM 51 daply aan il
el gln Al bl ol e el e Slay ol Slaa) Jdadll Clud Jasius galaiy!
Al Al e Ladiel a8 Ml Joall 3 51 13
RGDP=F(FDI, S, EM)

>

P
Jull Gl 5 1S 5 3 pdlaadl Lpal) il ¥ FDI 5 ¢ adall Jeal) sl il : RGDP
Sla®y) Akl Jla) (EM 5 ¢ sl

& o(EViews) geliy aladiulyy o(4) i, Slasy) Galdl dsa) ol clld) e 1alae)
A B Al @l peid) gn A0 A ) aaidl JaadV) zila e 4 b Y 2ae Gl
2l CilSs A Gl e jpenll iy e ) 23 gall aldie) 55 pua ) Ula s g i 5all
(48) i Jsaall 8 Aiee 2aidl) jlasiy)

8l Alaay) Aol sl A)a jasd) Jalas gl :(48) eEU Jgaad)
Dependent VariableLrgdp

Variable Cofficient Std. Erreur t-Statistic Prob

C 2.473610 0.400936 6.169584 0.0000

LFDI| 0.014947 0.006854 2.180792 0.0482

LEM | 0.230601 0.104304 2.210856 0.0456

LS 0.171362 0.024857 6.894013 0.0000

R-squared=0.981911 Durbin-Watson stat=1.793169F=235.2237
(F=0.000000

Estimation Equation:

LRGDP = C(1) + C(2)*LFDI + C(3)*LEM + C(4)*LS
Substituted Coefficients:

LRGDP =2.473 + 0.014*LFDI + 0.230*LEM + 0.171*LS

Sl ¢(3iod Amala Alna ¢"Cpadl g8 AlaiBY) Gyl b 5 jilall ApsialY) LN T ¢ ual) s e lise el Qs Gy 3al Y

-172-1700= <2003 ¢ G 232l <19
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Sour ce: -Unctad, world investment report 2008,0pcit, p272.
-Unctad, world investment report 2005,0pcit, p325.
-Unctad, world investment report 2004,0pcit, p415-4
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2006 | 2005 2004 2003 | 2002 & il
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3.57 3.37 3.38 251| 257 4950 3 sal
4.63 3.84 3.42 268 218 fnine Ciai 3 gal
8.01 7.95 6.68 465 414 el & aead)
2.83 2.92 2.61 1.98 | 1.64 AL oL
0.792 | 0.706 0.733 0.607 | 0.490 A ) 3 4
0.090 | 0.150 0.157 0.121| 0.139 S ¢ e

Source: Banque d'Algérie, rapport économique et monétiréAlgérie, 2007, p212.
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@ KPMG, Guide d'investissement en Algérie, opcit, p24
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Source: — Banque d'Algérie, rapport économique et monétiereAlgérie, 2007, p210.
-Banque d'Algérie, rapport écoigpm et monétaire de I'Algérie, 2008, p69.
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-Banque d'Algérie, Bulletin statistique, hors sézi@06, p72.
-Banque d'Algérie, rapport économique et monétiaréAlgérie, 2008, p69.
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Sour ce: World bank, creating jobs, Doing businessin 2007.
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-Unctad, world investment report,1998 ,p 361-363 - world investment report,2008, p253-255.
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-Office nationale des statistiques, statistiques sur I'économie Algérienne, période 1970-2002.

- Banque d'Algérie, I'évolution économique et monétaire de I'Algérie, rapports de 2001, 2007, 2008.

-Unctad, World investment report, various numbers.

-International Monetary Fund, IMF country report, n°: 7/95(March 2007),98/87 (September 1998).
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The Global Competitiveness Index in detail B Competitive Advantage ™ Competitive Disadvantage
INDIGATOR RANK/138
1st pillar: Institutions 6th pillar: Goeds market efficiency

601 Intensity of local compstition ...
B.02 Extent of market dominance
603 Effectivensss of anti-monopoly policy.
6.04 Extent and effect of taxation
605 Total tax rate”
8.08 Mo. of procedures required to start a business
507 Time required to start a business®
608 Agricultural policy costs. ...
6.09 Prevalence of trade barriers
6.10 Trade-weighted tariff rate* ..
6.11 Prevalence of forsign cwnership ..
6.12 Business impact of rules on FOI ..
6.12 Burden of customs procedures ...
6.14 Degree of customer onentation ...
6.15 Buyer sophistication ... e

01 Property rights
02 Intellectual property protection
03 Diversion of public funds ..
04 Public trust of peliticians...
05 Judicial independence
08 Favoritism in decisions of govemment officials
07 Wastefulness of government spending
08 Burden of government regulation.........
08 Efficiency of legal framework. ...
0 Transparency of government policymaking
11 Business costs of termorism

12 Business costs of cime and viclence
12 Organized crime..

14 Reliability of pollcc— SEMVICES.
15 Ethical behavior of firms ...
A6  Strength of auditing and r&pom ng sta ndards

2.2: Country/Economy Profiles

7th pillar: Labor market efficiency
701 Cooperation in labor-=mployer relations ... 129 ...
7.02 Flexibility of wages determination
2nd pillar: Infrastructure 7.03 Morrwage labor costs®
201 Quality of overall infrastructure 7.04 Rigidity of employment®. ...
2,02 Quality of roads... 7.05 Hiring and firng practices ...
2.0% Quality of railroad |nfra.,tructurc— 7.06 Firing costs®
204 Quality of port infrastructurs .. 707 Payand productlwty
2058 Quality of air transport infrastructure. 7.08 Reliance on profezsional managsment
2.06 Awvailable seat kilormeters® .. 7.09 Brain drain...
207 Quality of electricity sup|:-|\-I 7.10 Female pﬁrt|C|pat|on in Iabor forc:e
2,08 Telephone linss®.

A7 Efficacy of corporate boards
18 Protection of minority shareholders’ irterests

gth pillar: Financial market sophistication

3rd pillar: Macroeconomic stability 8.01 Financial market sophistization
3.01 Govemment surplusfdeficit® ... B B 8.02 Financing through local equity market.
3.0Z Mational savings rate*® 8.03 Ease of access to loans.....
302 Inflation® 8.04 Venture capital availakility ..
3.04 Interest rate .,prea:l' 8.05 Restriction on capital flows
3.05 Govemment debt® .. 8.08 Strength of investar protection®
8.07 Soundness of banks

ath pillar: Health and primary education 8.08 Regulation of securities exchanges. .
4.01 Business impact of malaria 809 Legal rights index® ...
402 Malana incidsnce®

9th pillar: Technological readiness

9.01 Availability of latest techneologies ...
9.02 Firm-level technology absorption
903 Laws relating to ICT.............
9.04 FDI and technology transfer......
905 Mobils telephone subscribers® |
9.06 Internet users®

9.07 Personal computers®

4.03 Business impact of tuberculosis.
404 Tuberculosis incidence®
408 Business impact of HV/AIDS
408 HIV prevalence® ...
407 Infant mortality® ...

408 Life expectancy® ..

4.08 Quality of primary education
410 Primary enrollment® ...

411 Education expenditure™ .. 908 Broadband Internst subscribers®
5th pillar: Higher education and training 10th pillar: Market size
5.01 Secondany enrollment™ .., 8. 10,01 Domestic markst Size® e e e e BZ ..l

5.02 Tertiary enrollment® 10,02 Forsign market size® . A |

502 Quality of the educatlonal svﬂtem

11th pillar: Business sophistication

11.01  Local supplier quantity ... v e e M3
11.02 Local supplier quality
11.02 State of cluster development
11.04 Mature of competitive advantage .
11.05 Value chain breadth
11.06 Control of international distribution .
11.07 Production process sophistication ...
11.08 Extent of marksting ... .

11.09 Willingness to :Ielc—gate authorny

504 Quality of math and science education
606 Quality of managsment schools........ .
5.06 Intemet access in schools .
5.07 Local availability of research and training services ...
5.08 Extent of staff training ...

12th pillar: Innovation
1201 Capacity for innovation .
1202 Quality of scientific research institutions
1203 Company spending on RE&D ..
12,04 University-industry research collaboration .
* Hard data 12,05 Gow't procurement of advanced tech products
12068 Awvailability of scientistz and enginesrs

Mote: For further details and explanation, please refer to the section “"How to - .
Read the Country/Economy Profiles™ at the baginning of this chaptar. 12,07 Utility patents®.

The Global Competitiveness Report 2008-2009 © 2008 World Economic Forum
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Abstract:

The foreign direct investment has acquired a remarkable importance in the
framework of the global finance as a result of the circumstances passed by the
international arena due to the increase of the degree of globalization, the decline of
other global finance resources such as loans and assistance, and collapse of socia
system. All these have led the developing countries including the Arab countries
to endeavor providing a fitful investment climate in order to attract direct foreign
investment particularly in the light of the characteristics it provides like capital,
high technology and adminigtrative and technical technologies, and creating job
vacancies. This study aims at evaluating the policies adopted by the Arab countries
as a group to improve their investment climate to pay the attention of foreign
Investors with concentration on Algeria between 1990-2007 as a sample.

The study is divided into four chapters, the first chapter deas with the
definition of the direct foreign investment phenomenon, its global forms and
trends, the most prominent theories interpreting its evolution, as well as evaluating
its reflections on the host countries particularly the developing ones. The second
chapter deals with the various constituents of the investment climate. In addition, it
deds with evaluation indexes issued by various boards, its localization in the
strategies of multinational companies and the influence of that on the host
countries. The third chapter dedls in details with evaluating the efforts of the Arab
countries in improving their investment climate and the reflection on the progress
of effluences resulted from the direct foreign investment. The fourth chapter deals
with the evolution of the investment climate in Algeria with paying more
concentration on the period of reformations and the evaluation of the evolution of
Algeriain this phenomenon compared with many Arab developing countries with
diagnosing various hindrances for attraction and looking-up their future horizons.
This chapter also tackles , through analysis and anaogy, the effect of effluences
resulting from the direct foreign investment on the levels of employment,
economic growth and balance of payment.

The study concludes by demonstrating results and making recommendations
that have been approached.
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