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Assessing the Role of Governance Indicators in Attracting Foreign Direct
Investment in Algeria:

An Empirical Study Using the Autoregressive Distributed Lag (ARDL) Model
for the Period 1996-2023
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Abstract :

This study sought to determine the impact of governance indicators onattracting
foreign direct investment (FDI) in Algeria over the period 1996-2023. To achieve the
objective of examining both short-run and long-run effects, a set of econometric
approaches and statistical tools were employed. Specifically, a model (ARDL)
methodology, incorporating a group of explanatory variables represented by
governance indicators - government effectiveness, regulatory quality, political
stability, and control of corruption - in addition to the consumer price index
(inflation) as independent variables, while inward foreign direct investment was

considered the dependent variable.

The findings revealed the existence of a cointegrating relationship among the study
variables. Moreover, a long-run relationship was found between regulatory quality
and foreign direct investment: increase in FDI. The study also indicated a positive
short-run relationship between government effectiveness and FDI, and a negative
instantaneous relationship between political stability and FDI inflows

Keywords: Governace; Foreign direct investment; Model ARDL.
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(1) -4.7101 -4.4832 | -4.6149 -0.35528 -2.7215 | -2.0087 | ~~
(0.0000) (0.0075) | (0.0011) (0.5473) (0.2363) | (0.2815)
(1) -5.2996 -12.2289 | -5.2816 -1.6497 -1.2730 | -2.6668 | ~p
(0.0000) (0.0000) | (0.0002) (0.0926) (0.8731) | (0.0929)
(1) -5.1694 -5.9058 | -6.0968 -2.2904 -2.8945 | -0.7128 | py,
(0.0000) | (0.0003) | (0.0000) | (0.0238) | (0.1796) | (0.827)
(1) -3.4485 -3.29055 | -3.3758 -0.3800 -1.7015 | -1.2804 RQ
(0.0013) (0.09) (0.0214) (0.5378) (0.7226) | (0.6236)
10) / / / -3.14106 -8.2009 | -5.8788 | |\E
(0.0029) (0.0000) | (0.0000)
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a1 Philips-Perron sl casa Al jall e doia 3l deudlad) apen 0 2 a5 Jsandl e Jaadl
i) A (INF) pdeaill dlale ol %5 G ST cul€ G0ia¥) oY ¢](0) o siwall vie i
o) A 3 JuSlall e (A5 G5yl JWaa) aay g Al 5 ) G35l 3aT (92 (5 siuall (34l e
die il Al all @l e o) J s8N LSy Uil 5 «(10% 5% ¢1%) & simsa 2ie < sl Leily
o) 3 geaill G Lol ety ) 8] datii g Al pall Caaa Coas (1) ¢ 1(0) Ailise il siane
Ao ) sall Lpia ) il gandll 3 gai s yudlaall ial) LG 5 AaS gall ol pdipe (m A8 A )]
(Pesaran, J Smith, & Shin, 2001, pp. 286-326) ARDL

slary) &l jid 3aas 2.3

sle 4 Ladie) gdll g ¢ Bl gla) s e i of Ly goa el il 5 AV 0 Y1 sl U
23901 64 G (e Jiel 235K (1,0,1,1,1,0) s &5 Cus ¢Akaike information Criteria s

Gy ya el A gall JSE)

Aaiaall 7 3alll Cpaa JidY) 73 galll 12 aB ) JSA)

Akaike Information Criteria (top 20 models)
1.2 .
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O'Tu:cs-:rccrr‘:rxmﬂmuﬂcm-:rm-:rmmrém
b =2 o d P g oo m A Mg =B m g oo
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Eviews 12 4ae e JIS5HYL Gfialll slae) e 1 jiaal)
(Bound Test) 2gaall dagia aladind e & idal) Jasil) jL54) 3.3
il QA sl b 3 pal) s O el s 91 AL sl & 310 AN e el sl e

(Al Jsaall b 4xilis a5 (53

(Bound Test) a2l mgia Jlaniudy & jidal) Jalsil) Lod) milii ;3 a8, Jgaadl

ARDL Bounds Test
-20231996:Sample
28:Included observation
Test. Value K
Statistic
F- Statistic | 5.1617875 5
Critical Value Bounds
Significance Iggl‘ﬁvr?g ggfﬁg
%10 2.08 3
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21996 555l il 3all b dlsall aind) LT a3 A pall Gl e 93
ARDL e sall dyia 31l & sadll 3 g0 a)aiiads A Al 52 2023

%S5 2.39 3.38
%2.5 7.2 3.73
%1 3.06 4.15

;5 ?'éu calal) Jk.a\) Eviews 12 4aaa y Ao 3K H)YL odfialdl slae ) (e 1 jdeaall

F- da o_uii L 138 5 (Cointegration) <l side JalSi d8e ¢lla of 3 &8, Jsaall il (e zaaly
pall dgum b oad yi I 5 9] Ay sine (5 siase die 4,15 e asll e ST Satistic = 5.1617
el niall g Al ol piall o Ja¥) Algh 40 65 ADle s 8 Ay Al A ) Juig
Cosall adY) Ade i 1) JESY) Ul dlial) aia Y L) s S all il jbise e 48T
ARDL ie 3l & sl 73 50 (aun a5

zisalll Ladla @i LA 4.3

iy O gy bl i) L) 5 AaS gl G A8 Al 5o 8 3 sl dlaie ] dal (e
alall il LAY e Ao gana @llia aiall 73 gaill Alie 52l 1 dpapaiall @l LAY (e de sandl
(Al ean g La 3 sall JSL 4 ) ialy sl ol jlaal 5 ¢ B sl Ay

1Bl ool Aduales i 31 ,1.4.3
reble A A sl Alaligy Aalall & jlady) Jias
O P | I W EQ
(il Guilad are ladl)

1Y) Jgaall bl aaY) can (Jarque & Bera) amhll m) sl las) -
(B sl Abeadiy Aalil) <l JLIAY) 14 ad ) J gl

Breusch- Godfrey serial correlation LM test

F — Statistic | 2.055131 Prob. F(2,15) 0.1626
Obs*R- 5.807199 Prob. Chi- 0.0548
Square Square (2)

Heteroskedasticity Test ARCH

F — Satistic 0.900922 Prob. F (2,28) 0.3520
Obs*R- 0.940687 Prob. Chi- 0.3321
Square Square (2)

Normality test JarqueBera

Jarque-Bera 1.010131
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Probability 0.603466

(4-3 pd alall i) Eviews 12 4 Ao JS5 YL ciald) dlae ) e 1 jdaall
Foo i dlaing o i La Lo 5 (UG (e Alad Y 81 sl Al A i) col LAY ol Gy
Las %5 4 sine (5 sina ST 85 0.1626 (55 ) all Ludocl) 5121 Tl Y1 jLsaY Statistic
4 gire (5 sie (52230 85 0.3520 st ARCH oolill Gailad aae LAY b dodldialy Liayl Jaiug
el OY tlmnla Lay j 5 & 558 8 sall 4 g 58 (o0 anhall a5l Jliial Liayl 4 i las %5
%5 »<10.6034 4ied L Jarque-Bera

sz dgalll JS i jiiad JLEA) 2.4.3

¢ s=xall (CUSUMOofSquares) )il s (CUSUM) (&=l (SISl & ganall (g jLas) ey
il i e aSTN LA (e 3 saill aaly S Capa gill a5 5 sasall ) sall Cilag yal SISl
rellalrieg b L a3l e A0Sl ol jnll (e 3 sl 8 Aadiiunall

EW‘:‘I'?AJM‘ 343M\g§\31ﬁ\ﬁue)dg_a$\ﬂ\ﬁj.n.;d\:33&)&5—&3\
Bagnall B gul) aS) )

16
12
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—— CUSUM of Squares ----- 5% Significance
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8
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1996 58l yil jall & yiluall sl lain¥) s 84S sal) il pline ) 5 an
ARDL &e ) sall d3ia 31 il g2l 73 gl aladiny dpnld 4 )2 2023
83 g2zl 8 s ll SISl o ganall 5 LA (e (S Belaan) Gl 463 ad o3e ] JSAN a yglay
33all Jala La& (CUSUM of Squares) 82 s2aall (8 sl <oy jal Sl ¢ sendll 5 (CUSUM)
O Aalle da s sl aiad Al Juing 5 95 A sina (5 st die (S aally oY) aallds sl
RO

zisalll araail Al JS&) daidla sda 15 aB) J gandl
Ramsey Reset Test

Test Value df Probability

t- Statistic | 0.250978 16 0.8050

F- 0.0602990 | (1;16) 0.8050
Statistic

Eviews 12 dase e S50 cialill dlac ] G s jdaal)
%35 Az sixa (5 sinee 52 0.8050 Leiad Al F- Statistic allais) o a8 Jsaall (e aadly
Al ade ASSe (e 21SH Y d) jall B el 23 gadl) UL
il Julas 4
Sashall AaY) B 73 galll i piia (p ABMad) ol 1.4

il A el 3 5l s Bound Test 2saall jloal yie o jide oS5 48Ne 3 ga g (e 2SN 2ny

A8y Aalall A jall il g pall Abiaal) ilalaall a8 Ly Cogan MUl 5 il 5 Jo shall 26Y) d8Me

6 b Jsaall bl a1 HLad) alil) josiall 5 (sl AaS sall ¢l i ge) Aliiasall <l il
Ll o siall bl

L) aaY) ABde i il 16 pd 5 J gaad)

) .. Std. t-
Variable | Coefficient Error Statistic Prob

CC -0.474279 | 0984013 | -0.481985 | 0.6360

GR 0.023184 | 0.818104 | 0.028339 | 0.9777

PV 0.376682 | 0.383091 | 0.983268 | 0.3393

RQ 0.866713 | 0.261989 | 3.308198 | 0.0042

INF -0.010605 | 0.036826 | -0.287975 | 0.7768
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0.589947

C 1.960604 3.323356 | 0.0040

EC = FDI - (-0.4743 * CC+0.0232* GR+0.3767* PV+
0.8667*RQ-0.0106*INF+1.9606)

(6 eé) Galal) Jm\) Eviews 12 4aaa pn Ao S5 Y0 Gdfialdl) dlae ) (a3 jdaad)

e Agilian) AV 63 4 sine A8Dlay daxi 53 W Al all Ol ke ases O 6 ) Jisaad) 3l (e Jais
el i 55 Al g RQ dpekaiil) 30 sl josie olLly %5 4q sine (5 st 2ic (FDI) Ul il
Yol (s sinaar &y gine A8May (Lol (ia¥) L)) ol

Y] L) g Ay sina s Agilaan] AV 53 A0 5k A8 (RQ) Apekaiil) 53 sl jpiie a5
Las 0.8667 — Leiales A 3 538 Cum cJashall 26Y) 3 Al 91 B 4y gina (5 sie 2ic (FDI) blaal
ot a3 Aalimy (o g (ool 53 ga ) LS pall piipe (3 s (gl Joan 13) 43l e Aledl) gy Jaiey
U sail) (g B il (Baaad Gl (5 jay 5 colaiV) I3 8 %8.66 — 3l yall 8 Sl sl Leiny]
Lt (A Gagy (6301 2022 Al aaall LYY () 58 Jomdi A (e o aall Gondaill 5 A 3Ll
3 alaall el s sl LA oL JNA e dpnia ) & jlaiin ) dala ol et g s Cilel saY)
G gl plladll pn 35 ) Yl ¢ Aladl) @l il e alai YU dasSall agai qa ikl 85 )
Tty Opoatiesall A8 ) a3 Cle) jal) o8 IS ¢y il 5 Lgie daSll 48 jand) 5 4y pudall COlgl) J3lA
gl slady ISy Jlaiiul) au s (Ao aad daltinse g ddal 2y el dga oS Al A 51 52l
5 el

malll aaY) gé G:\JA:\” i puhtia o A3Mal) 085 1 4

skl aa¥) 8 ¢ )5l Galaa) ) jeaadll Jal) 8 DAY CapSide ju Undll s aa iy
ALk A8 Spa s e Ly ot ia oy sina s Al Untll ot Adlens a5 o 3 b Lo iy
1@l i gy gl Jsaadl el puriall (a 2aY)

UECM il & Uadl) Zeal igal il gl o7 a8 J gand)

Variable Coefficient Std. Erre t-Statistic Prob
D (GR) 1.721347 0.577580 2.98075 0.0084
D (PV) -0.788866 0.349352 -2.258081 0.0374
D (RQ) -0.598902 0.541555 -1.105893 0.2842

CointEq (- -0.931604 0.133242 -6.991792 0.0000
1)*
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ErrorCorrection Uaall s ai o juadll Ja¥) dualinn Jha y5 (3883 7 a8 ) Jsaall (e asdy
sy Can (95 (5 i el gina s Wil () 5K o il il 73 sad 8 Ll 4 lal) 5 (535 Term
uw ©si—e 2 e CointEQ(-1)* = -0.931604 4_llagd
i 2693 Aty Jy gl a1 ) juadl JaY) e Uadll Tl A0 @l o)) @ty Jaing «(0.0000)
A A (1.0734 = 0.931604/1) e (re 825 A leasaal Sy paill Ja¥) eUadl (10 %93 ¢
e e il i B sall @l pdigd Aol G jaatia e dadia Cliaa 13) e ol j8 el dad
el dxin g N asmy s el R s A bae i) a1 LY
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1. THE WORLD BANK 29) .August, 1991 .(Managing Development: The
Governance Dimension ¢« <2025 ,09 29 ala yiuw¥) )5
https://documentsl.worldbank.org/curated/en/884111468134710535/pdf/34899

.pdf
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(2) #s Gala ARDL gisai i (1) o3, Gala
aadl) JaY) Y

ARDL Error Correction Regression ﬁe‘l;‘er:ig;i”able FDI
Dependent Variable: D(FDI) eta. DoMDRE Time: 17:33
Selected Model: ARDL(1, 0, 1,1, 1, 0) Sample (adjusted). 1997 2023
Case 2 Restricted Constant and No Trend :;‘;‘f;ifﬂ“;‘zs;fé:‘:ﬁazz a;?;j?r‘:‘?;"t‘eg"e‘zmm)
Date: 09/18/25 Time: 17:37 Model selection method: Akaike info criterion (AIC)
Sample: 1996 2023 Dynamic regressors (1 lag, automaticy: ©C GR PV RQ INF
Fixed [}
Included observations: 27 Nomber of madels svaluated: 64
Selected Model: ARDL(1, 0,1, 1,1, 0}
ECM Regression MNote: final equation sample is larger than selection sample
Case 2: Restricted Constant and Mo Trend variable Coefficient Std. Error t-Statistic Prob.~
Variable Coefficient  Std. Error  t-Statistc  Prob. R D08%2%  Daotzes  DaTosTz DIted
GR 1.721347 0.826421 2082894 0.0527
D(GR) 1721347 0.577580 > Q80275 0.0084 GR(-1} -1.699748 0.825234  -2.059718 0.0551
g . . Py -0.788866 0.466229  -1.692014 0.1089
D(PV) -0.788866 0.349352  -2.258081 00374 PV(-1) 1.129784 0.477001 2.380481 0.0287
D(RQ) -0.598902 0.541555  -1.105893 0.2842 RQ -0.598902 0.705895  -0.843429 0.4080
CointEq(-1)" 0931604 0133242 -6.991792  0.0000 RoEn D h0oa%s  Damemss  voteies  ooces
c 1.826506 0.625712 2.919085 0.0095
R-squared 0.718070  Mean dependentvar -0.003704 R-squared 0.686261 Mean dependentvar 0.918519
Adjusted R-squared 0681296 S.D.dependentvar 0.526587 Adjusted R-squared 0.520317 S.D. dependentvar 0.499259
S.E. of regression 0207279  Akaike info criterion 0.547659 me“;gigrrzisr's:m DoasIse  Lkmke Nt omenon 000z
Sum squared resid 2032614 Schwarz criterion 0.739635 Log likelihood -3.383397 Hannan-Quinn criter 1134815
Log likelihood -3.393397 Hannan-Quinn criter. 0.604744 F-statistic 4.133603 Durbin-Watson stat 2.186791
Durbin-Watson stat 2186791 Prob(F-statistic) 0005750

S il (4) ady (3ala LM (215l (A1 Jadeil) JLd) (3) a8 3ala
Crll) bl axe

Heteroskedasticity Test ARCH Breusch-Godfray Serial Correlation LM Test:
Wull hypothesis: No serial cormelation at up to 21ags

Fstatistc 0.900322  Prob. F(1,24) 0.3520 F-statistic 2085131 Prob. F(2,15) 0.1626
Obs"R-squared 0940887 Prob. Chi-3quare(1) 03321 Obs*R-squared 5807199 Prob. Chi-Square(2) 0.0548

JLA8) @il (6) by Gale Bound Test &l idall Jalsill JLd) (5) o) Gale
Jashall Ja¥)

Levels Equation
Case 2: Restricted Constant and No Trend S
i cefnieted Conefam and Mo Tren F-Bounds Test Null Hypothesis: No levels relationship
Variable Coefficient Std. Error t-Statistic Prob.
cc 0474279 0084013 -0.481985 06360 Test Stafistic Value Signif 1(0) 1t
GR 0023184 0818104 0028338 08777
Py 0376682 0383091 0983268 03393 .
RQ 0.866713  0.251989 3308198  0.0042 - Asymptofic: n=1000
INF -0.010605 0036826 -0287975 07768 F-statistic 5161787 10% 2.08 3
c 1960604 0589947 3323356  0.0040 k 5 50 219 398
EC = FDI - (-0.4743CC + 0.0232°GR ~ 0.3767*PV + 0.8667"RQ -0.01067INF + 25% 27 373
1.9506) 1% 3.06 415
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