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The impact of political stability on attracting foreign direct investment: an empirical
study in Algeria for the period (1996-2023) using the autoregressive distributed lag
(ARDL) model
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Abstract:

This study aims to investigate the impact of political stability on attracting foreign direct
investment (FDI), through an econometric analysis applied to Algeria over the period 1996-2023. In
this regard, a model was developed to test for the existence of cointegration using the relatively recent
Bounds Testing approach. The stationarity tests revealed that the variables under study are integrated
of the same order, i.e., I(1). To test for cointegration, the Bounds Testing method was employed, and
the results confirmed the existence of a long-run equilibrium relationship between political stability
and FDI during the study period. Consequently, an ARDL (Autoregressive Distributed Lag) model
was estimated. The findings indicated a positive long-term relationship between political stability and
FDI inflows, suggesting that stability is a critical factor in creating a favorable investment
environment. Its absence increases the level of investment risk, prompting investors to reconsider
their investment decisions. Furthermore, political instability raises project implementation costs and
undermines the effectiveness of investment incentives offered by governments to both domestic and
foreign investors.

Keywords: Political stability, investment environment, Foreign Direct Investment (FDI), Co
integration, ARDL Model
JEL Classification: F21 «F29
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UNIT ROOT TEST RESULTS TABLE (ADF)
Null Hypothesis: the variable has a unit root

At Level
LMFDI LMPS
With Constant t-Statistic -5.2561 -1.7423
Frob. o.0002 03996
L rl ':I
With Constant & Trend t-Statistic -5.1923 -2.7228
Frob. o.00714 0L.2359
wEE n ':l
Without Constant & Trend t-Statistic -077ET 07179
Frob. (.36899 08642
na no
At First Difference
diLMFDIly  d(LMPS)
With Constant t-Statistic -8.5039 52177
Frob. 0.0000 00003
With Constant & Trend t-Statistic -8.3264 -5.1121
Frob. 00000 oog1E
Without Constant & Trend t-Statistic -8.6738 -5.0845
Frob. 0.0000 00000

Notes:

a: (*)3ignificant at the 10%; (**)3ignificant at the 5%; (***) Significant at the 1% and (no) Mot Significant
b: Lag Length based on SIC

. Probability based on MacKinnon (1996) one-sided p-values.

This Result is The Out-Put of Program Has Developed By:
Dr. Imadeddin AlMosabbeh

College of Business and Economics

Qassim University-KSA
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UNIT ROOT TEST RESULTS TABLE (PF)
Null Hypothesis: the variable has a unit root

At Level
LNFDI LNPS

With Constant t-Statistic -5.2562 -1.4369
Prob. a.o002 05494

*EE nU
With Constant & Trend t-Statistic -5.1923 -2.7407
Prob. a.0014 0.2295

hE nu
Without Constant & Trend t-Statistic -1.0398 1.3584
Prob. 02613 0.9524

no no

At First Difference

diLMNFDI)  d(LMNPS)
With Constant t-Statistic  -25.9607 -5.6425
Prob. a.0001 a.0001
With Constant & Trend t-Statistic  -25.5473 -5.5812
Prob. a.0000 0.0006

*EE *hE
Without Constant & Trend t-Statistic  -26.7922 -B.2675
Prob. a.0000 2.0000

Hotes:

a: (*)Significant atthe 10%:; (**)Significant at the 5%; (***) Significant atthe 1% and (no) Not Significant
b Lag Length based on SIC
¢ Probability based on MacKinnon (1996) one-sided p-values.

This Result is The Out-Put of Program Has Developed By:
Dr. Imadeddin AlMosabbeh

College of Business and Economics

Qassim University-KSA
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7.7 1
|
L
7.6 S A
ol
N S R
{‘|l\\}"
7.5 [ R A IR I R
IR SR A N A A A N
R T T T A A T A A B
7.4 R e A
T - | [
SRR AN A A A A R
| |
L R A A IS N U B B
T T O S N
A AR IR R A AR R R R A
S T8RP SR8 T ST ARITIMDT
Sgdddddds dadnafons oSS
AooaoboObODbobboooobananaa
@r oo o o o o o o @ > o o> o xr o o o o
<L <L <L < < L <L <€ < <L < <€ < < < < < <L < <
EViews12 b, o2 e ey i) sl [ yeall
,;u\@i;\ SNl ww\)\pwm&.% Ay sb 3550 5 B gy e Ll (3 e I 6 o

meilly 3l 3 i A all eV adi e e ST o el F i sl o o(F) ailan] Lot 32 b o0
9L % e olses e Pesaran et al.(2001) .- Js L3 o Jolad) e Lede Jpadd) ¢ 2 L
25wy L 10%; 5% 5 YL & sime Slgis i piall B 2y 0ol 35l b ) L 10% 5 5%

A G AU Y sV ) EaY) Y alsb 3555 B0 3y e
Pesaran et al .(2001) &sw AUt Y1 dy b B 5 g J 3 g1 gae Hles) 3 gor

F-Bounds Test Mull Hypothesis: Mo levels relationship
Test Statistic WValue Signif. [} (1)
F-statistic 8.857431 10% 3.02 3.51
k 1 A% 362 416
2 5% 418 4749

1% 494 5.58
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ARDL Error Carrection Regression
Dependent Variable: D(LMFDI)

Selected Model: ARDL(1, 0)

Case 2. Restricted Constant and Mo Trend
Diate: 06/05/25 Time: 0732

Sample: 1996 2023

Included observations: 27

ECM Regression
Case 2 Restricted Constant and Mo Trend

Wariable Coefficient Std. Error t-Statistic Prob.

CointEq(-1)* -1.051053 0195898  -5.365319 0.0000
R-squared 0.525420 MWean dependentvar 0.0585737
Adjusted R-squared 0525420 3.D. dependentvar 11.45580
S.E. of regression 7.891874 Akaike info criterion 7.005878
Sum squared resid 1619323  Schwarz criterion 7.053872
Log likelihood -93.57935 Hannan-Qwinn criter. 7.0201449
Durbin-Watson stat 2010338

* p-value incompatible with t-Bounds distribution.
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Levels Equation
Case 2 Restricted Constant and Mo Trend

Wariable Coefficient Std. Error t-Statistic Prob.
LMPS 0.547951 3580153 0153052 0.8796
C 17.97891 3.922812 2014938 0.0552

EC = LNFDI - (0.5480"LMPS + 17.9739)
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cusumMm 5% Significance
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Breusch-Godfrey Serial Correlation LM Test:
Mull hypothesis: Mo serial correlation at up to 2 lags

F-statistic 0297435 Prob. F(2,22) 0. 7457
Obs*R-squared 0710847 Prob. Chi-Square(2) 07009
Test Equation:
Dependent Wariable: RESID
Method: ARDL
Date: 06/05/25 Time: 0732
Sample: 1997 2023
Included observations: 27
Presample missing value lagged residuals setto zero.
Variable Coefficient Std. Error t-Statistic FProb.
LMFDH-1) T.217084 9 836247 0733723 0.4709
LMPS -2 649032 5 223069 -0.5071749 06171
C -132 8923 181. 7096 -0.731345 0.4723
RESID{-1) -7.220881 9.835275 -0.734182 0.4706
RESID{-2) 0.208464 0.532501 0.579275 0.5683
R-squared 0026328 Mean dependentvar 1.97E-15
Adjusted R-squared -0.150704 S.D. dependentvar 7.891874
S.E. ofregression 8465680 Akaike info criterion 7.275494
Sum squared resid 1576.690 Schwarz criterion 7.515464
Log likelinood -83.21917 Hannan-Quinn criter. 7.3468449
F-statistic 0.148718 Durbin-Watson stat 1.954859
Prob(F-statistic) 0.951607
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Heteros kedasticity Test: ARCH

F-statistic 0.040388 FProb. F(1,24) 0.8424
Obs*R-squared 0.043681 Prob. Chi-Square(1) 0.8344

Test Equation:

Dependent Variable: RESID"Z

Method: Least Squares

Date: 06/05/25 Time: 0733

Sample (adjusted): 19938 2023

Included observations: 26 after adjustments

WVariable Coeflicient Std. Error t-Statistic Prob.
C 64.82075 61.92807 1.046710 0.2057
RESID™2{-1) -0.040987 0.203945 -0.200959 0.8424
R-squared 0001680 Mean dependentvar 62 27056
Adjusted R-squared -0.039917 S.D. dependentwvar 203.0823
S.E. of regression 2090722 Akaike info criterion 14.37883
Sum squared resid 2292615, Schwarz criterion 14 47561
Log likelinood -184. 9248 Hannan-Quinn criter. 14 40670
F-statistic 0.040388 Durbin-\Watson stat 20034860
Prob(F-statistic) 0.842417
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Année | LNFDI | LNPS Année Ps FDI

1996 |21.82751 | 1.671313 1996 | 5,319149 | 270000000
1997 | 21.82419 | 1.62002 1997 | 5,053191 | 260000000
1998 |21.93328 | 1.565953 19008 | 4,787234 | 606600000
1999 |21.83464 | 2.004189 1999 | 7,420072 | 291600000
2000 |21.83085 | 2.307862 2000 | 10,05291 | 280100000
2001 |22.07394 | 2.136012 2001 | 8,465608 | 1113105540
2002 | 22.06139 | 1.928373 2002 | 6,878307 | 1064960000
2003 | 21.94256 | 1.709761 2003 | 5,527638 | 637853030
2004 | 22.01296 | 2.368336 2004 | 10,67961 | 884749030
2005 | 22.08499 | 3.014964 2005 | 20,38835 | 1156000000
2006 | 22.24669 | 2.768959 2006 | 15,94203 | 1841000000
2007 | 22.21249 | 2.639747 2007 | 14,00966 | 1686736540
2008 | 22.40698 | 2.701619 2008 | 14,90385 | 2638607034
2009 | 22.4269 | 2.585517 2009 | 13,27014 | 2746930734
2010 | 22.34212 | 2.472188 2010 | 11,84834 | 2300369124
2011 | 22.39439 | 2.344355 2011 | 10,42654 | 2571237025
2012 | 22.16956 | 2.249044 2012 | 9,478673 | 1500402453
2013 | 22.21365 | 2.549149 2013 | 12,79621 | 1691886708
2014 | 22.16998 | 2.253795 2014 | 9,523809 | 1502206171
2015 | 21.51587 | 2.476939 2015 | 11,90476 | -537792921
2016 | 22.2015 | 2.516159 2016 | 12,38095 | 1638263954
2017 |22.10384 | 2.75457 2017 | 15,71429 | 1230243451
2018 | 22.16145 | 2.88617 2018 | 17,92453 | 1466116068
2019 | 22.14109 | 2.580788 2019 | 13,20755 | 1381200050
2020 | 22.08189 | 2.88617 2020 | 17,92453 | 1143918160
2021 | 22.00867 | 2.745091 2021 | 1556604 | 869194073
2022 | 22.02616 | 3.119785 2022 | 22,64151 | 932987842
2023 | 22.10025 | 3.145132 2023 | 23,22275 | 1216010864
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