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The importance of enhancing the quality of the international financial reporting

environment in attracting foreign direct investment - A standard study for a sample
of Arab countries during the period (2009-2020)
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Abstract :

The study aimed at revealing the nature of the relationship between the foreign direct investment and
the quality of the Arab financial reporting environment after adoption IFRS during the period 2009 -
2020. For study this relationship, the paper uses panel cointegration with a corresponding vector error
correction model (VECM) to investigate in three main areas. Business impact of rules on FDI, FDI
based on technology transfer, Prevalence of foreign ownership, by using the Eviews program. The
results showed a long and short-term relationship between the quality of the Arab financial reporting
environment and the foreign direct investment in all indicators and same period. This is the first study
that we are aware of to directly examine this relation in Arab Economies, thus, this paper provides new
empirical evidence in Arab Economies for increase resource allocation efficiency. Our results are also
particularly relevant for policy decisionsin light of the increased interest by Domestic and international
investors on Arab region.

Keywords : Financial Reporting Environment, IFRS, foreign direct investment, Arab Economies.
JEL classification: F23; M20; M41; M48; O11.
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Ot @I Y1 Sy g eaaill Jolan i g ploeni Y A ) Jpoosl gl Jitas sill iyl Jpll 5,05
= 0.1777 + 1) 20w 5.627 ) 2ol Jol) zed sl SN 3y by %0 17,77 Jutes jeailly foshall ol
¢ 2020 b 2d e gUs p 2014 ol (3 msaill emeas Jof 056 ey (Ojlsd) D ) g2 (30 5.627
In(- TB) _ LN(1- 12(- 0.1777))

T 12

3 ot )l ) Ol g e Lehats ) Somdll e ol 3 00 12,63 U5 O LeSs e s JST0T 3
iy ) I L a3 b el Y a0ty ) e FDIT Ty 0F e Jip e caiadt 1Y)
e U T il B ol e saoey dad) ) 3 ie dls 8740 o o) Ol i 5 s % 12.63
ol )il i sy e % 92.85 i 3080 55 Fixed-effects model 735 Los] o e
i gl Jgll s SO U ) Ll ey el bkl llall k) (o5laB) o)l Bz kg Do 2l st
f Y el alaBY) o)l asg ol il Y B i B ol e ais g Byl

=0.1263=12.63% o ire sl )i de e iy

oMgé_:u”j cU=

BMe 39y e Jgdl s o WalD TSt jlias) ey Lo ¢ ol )l i 2w 11 5200 5.5 Qs
%5 - Lo 5 sl ooulal Prob astasy it of Ls EBF; s FDIT T o oo W1 5ydd e
of L SARS; 5 ECBy 1or2ss FDITT i o 55008 G 2354 3559 okey (Prob=0.0301 >5%

.Prob=0.8036, 0.5122 >5% :% 5 .- Lt ;ST s ok Prob astasyi 4l

Prevalence of foreign ownership PFOW i alusuwl puid) mits 3-2-3
Sl ) W e 2ty 83509 PEOW, G oY1 508y s 3831 55 (06) o3, Jgidt I3 o
—1Ju
Long run :-
ei-1 = PFOW;_; - 0.6708 EBF.; — 3.929 ECB.1 + 3.7024 SARS:1
Short run :-
PFOW; = -0.0422 e;_; - 0.3397 A PFOW,_; - 0.2122 A PFOW,_; - 0.0171 AEBF.; + 0.0277 A
AEBF,; + 0.131 AECB;.; - 0.0374 AECBq-, + 0.2219 ASARS;.1 + 0.0437 ASARS;-,
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C(1)=-0.0422 and P- %5 Gsyme s ipiney e et Jales da OF Lol
(ECB; (EBF 454 PFOW; sod g1 Y1 b 1S el 10 a3, e Value=0.000> 5%
et ) ol Bdh gt M oY) W ) Jsosll gl Jang sl 2l Jolh 5,5 ) 51L5) 3 SARS,
23.697 4} aalt Jo e abgbl) J-Y1 3y g 90 4.22 Jans jozdlly Loghall ool o S Iy =S
3Ly ¢ 2032 dw z3s0dl e Jf 055G aay gl 1l ) g5 U (2 23.697 = 0.0422 + 1) e
e ) )il de e By (0 2056 2 s
_In(1- TB) _ LN(1- 12(- 0.0422))

s e s 500 el aa iy = > = 0.0341=03.41%

OF e o Ll a1 3 09 )i (s Olsl ooy e Lo gl il e plal) (3 %0 03,41 Uy 0
sl w25 5 g %0 0341 sy 2l A1 i ity (3 2l 2o Y w5 s 5l U] 55 PFOW,

FiXed- 556 jleot] o ade s U Ly 20 B ulal e siomty dnd) W) 3 20 3 JS74) o )
DL o diyy by sll o) (o3l )il asp ey L 90 91,89 il 5,42 45 effects model
sl das sl o Lghadi g Semdl)l Cal Al Joll s ST aedU) 3l Wl cig ) ailaidly llall ol (oslasy)

oyl Bl s L] O \Mﬁj‘u:@:L(z):ZOIS e gu,,‘y\ Sl oz sl ad W

pde Jyadl i e Wald Test L) mos Lo ciiw 20,3 U oy 2ol Jpll e gl (g5l
ks SARS; (ECB; (EBFy il 2JW1 )l dzg 539 o850 oty PEOW, 0y oV 55008 s 28308 55
L (Prob=0.9691, 0.5602, 0.23 >5% :% 5 . Lt ST i wollak Prob astasy il of
(Residuals aslamy1 3Ll 5l S ostd 2Salull 133 4y ina] sis (02) o3) gl (el mos
0 ned Jom caiw Jlodl Ak 0T %05 e Llalis 3,358 2301 O (el e eany
Slogdly wied IV

=ik LS Al w5l Jaas

oSy Sl WS sy 15Tk :Business impact of rules on FDI BIFDI 50 o 14
Jeslall a0 8 el AWl aty g LN g jletna ) 25 ) delgall Byl UV (e 5053 Bnl ) 23D
UV g Jor Y1 Sy s 3505 dalns B0 sy o 2w I HLp a5 ol iy Jodll Sk s adlly
t0 2020 — » 2009 35 I3t a2l gy 5 L8N oY1 Loz a5 5 Aslsall &l

Srall S e s FDI based on technology transfer FDITT 5 o L6
6 seadlly Lslal) oY1 3l AW ) day 5 S e W) e Y1 e Bl el M 4S5
oYl e oV by abigb Al Al A5O3y 2l H1p 2t a0 i) amay Jsodl S
¢+ 2020 — » 2009 351 I3 ol AW U a2y 5 orsl S

i Ay Sl S sye asT (Prevalence of foreign ownership PFOW 550 o (W6
iy Jodl S& al ailly Jshall cal V1 (3 Al RJW ) any g awes Y ASUL Las) on i) byl 5
I Uil dey 535mmg A V1 ASUN L) o oY) Spaady dlyob G355 Baliys 86 3gmmg Al Hg a4 a il
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LY 3Ll e Y1 Lot ¥l cend (3 Ll YU Fl ¥ Ly plag (552 59 oalw IFRS s aall 1JU) 00

e o Y A jLas) ¢ gl oSl 2o W) LY Gl g Y1 lemad 255 delyal) aylndl B oV
Vgl aalailly etz ) 2olan) dal) slel Gl Ak (3 00y ealey (s

—lk LA o il sda e el
Plos Bl YL 3 a a4Vl alasly 46l dwlud) 2l 3 LSS SoY) e dgll el by 00 =
S5 3 il gl Al g oo V) Lk (50 s gl s BsLaB) bl vesg QW ~Ladyly 26V
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Ol 2 535 et (3 A 9ly el B8Ny I o) ST Lo 3 S lgnly SLIGY e B3LizaY) 89,0 =
T londly 23LaBY) ) Laol) (ll) Buomy 485 Amiilin] oy o duall Dol e 89,00 i all AW Ladl Ay
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Direct foreign investment _— L Quality of financial reporting environment

Business impact of rules on FDI BIFDI Ethical behavior of firms EBF

FDI and technology transfer FDITT Efficacy of corporate boards ECB

e g

Prevalence of foreign ownership PFOW Strength of auditing and reporting standards

S MU R IR WAL

Hausman Test ; Wald test ; Cointegration Test iy gt jesds ((01) Jaued!

Cointegration Test
Test Summary t- statistic Prob
ADF (BIFDI) -1.518718 0.0644
ADF (FDITT) -2.595174 0.0047
ADF (PFOW) -3.697629 0.0001
HO : No Cointegration
H1: Itis Cointegration
Wald test
Test Summary F- statistic Chi-&q. statistic Prob
Value (BIFDI) 24.02841 264.3125 0.000
Value (FDITT) 18.0555 198.6108 0.000
Value (PFOW) 39.55724 435.1296 0.000
HO : Pooled Regression Model
H1 : Fixed-effects model
Hausman Test
Test Summary Chi-&q. statistic Chi-&. d.f Prob
Cross-section random (BIFDI) 7.87801 3 0.0486
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Cross-section random (FDITT)

7.657663

0.0536

Cross-section random (PFOW)

7.764456

0.0511

HO : Random effects model
H1 : Fixed effects model

EViews.7 ooz e Tl

oyl

ki) Bl 3Lt ks 1(02) Jgukond!

| Coefficient | Std.Error | t-statistic | Prob (t) | R-squared | F- statistic | Prob (F)
BIFDI Model
C 0.2668 0.3813 0.7 0.4854
EBF 0.5569 0.1356 4.106 0.0001 0.8712 62.3318 0.0000
ECB 0.0587 0.1245 0.4718 0.6379
SARS 0.286 0.1541 1.8555 0.0658
FDITT Model
C 1.4927 0.2919 5.1131 0.0000
EBF 0.5579 0.089 6.2617 0.0000 0.5221 50.9759 0.0000
ECB 0.1026 0.0836 1.2262 0.2222
SARS 0.0328 0.0974 0.3372 0.7365
PFOW Model
C 1.1237 0.2841 3.9558 0.0001
EBF 0.3212 0.1011 3.1784 0.0019 0.9189 104.38 0.0000
ECB -0.073 0.09278 -0.7873 0.4326
SARS 0.4111 0.1148 3.5803 0.0005
EVIeWws.7 ooz e Tl yall
uxgl ydor olyle) 1(03) JediUnNit root test
oW ol el b Juidadl Bl | (gl 3 Aol Juidadt Bl | ol
PP ADF Levin PP ADF Levin
0.0000 | 00000 | 0.0000 | 04435 [ 0.I77 | 0.0027 | BIFDI
0.0000 | 00000 | 00000 | 0.052 | 03255 | 0.0006 | FDITT
0.0000 | 0.0000 | 0.0000 0I5 | 02765 | 02702 | PFOW
0.0000 | 00000 | 0.0000 | 05261 | 01683 | 0.I115 | EBF
0.0000 | 0.0000 | 00000 | 0.7006 | 03639 | 0.205 | ECB
0.0000 | 00000 | 00000 | 04435 | 0.I77 | 0.0027 | SARS
EVIEWs.7 oz e Tolsy T jaall
plasd Sha 1 73981 s (04) JpadBusiness impact of rules on FDI
Long run CointEqL
BIFDI (-) EBF (-]) ECB (-1) SARS (-1)
Coefficient 1.00000 0.8183 -4.9257 329
Std. Error - 133182 122134 1.38982
{- statistic - 061441 -4033 2.3672
Error Correction (Short run)
Coefficient Std. Error t- statistic Prob (f) R-squared F- statistic
CointEql -0.0334 0.0094 -3.5680 0.0004
D(BIFDI(-1)) 0.1224 01141 1.0728 0.284
D(BIFDI(-2)) -0.1384 0.0974 14201 0.1564
D(EBF(-I)) 0.2931 0.1145 2.5605 0.0108
D{EBF(2) 0.0364 01133 03215 0.748 2007 3.1079
D(ECB(-1)) 0.I753 0.1162 15082 0.1323
D(ECB(-2)) -0.153 0.1070 L4307 0.1533
D(SARS(-1)) -0.2426 0.1313 -1.8468 0.0655
D(SARS(-2)) 0.13%5 01223 1.0833 0.2793
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Wald test
Test Statistic Value Di Prob HO
Chi-square C(4)=C(5) 6.989 2 0.0304 C@-=C(5)=
Chi-square C(6)=C(7) 4.06% 2 0.1307 C(6)=C(7)=
Chi-square C(8)=C(9) 40912 2 0.1293 C(8)=C(9)=
EVIEWS.T w2 e Telsy  paall
puisial oW 73,81 3 1(05) 4,04 FDI based on technology transfer FDITT
Long run CointEqL
FDITT (-) EBF (-I) ECB (-1 SARS (-I)
Coefficient 1.0000 -0.6564 -1.2043 0.8635
Std. Error - 0.3074 0.2821 0.322
- statistic - -2.1355 -4.2684 2682
Error Correction (Short run)
Coefficient Std. Error t- statistic Prob (f) R-squared F- statistic
CointEql 017 0.0368 -4.8221 0.0000
D(FDITT(-)) -0.3292 0.0944 -3.4855 0.0005
D(FDITT (-2)) -.2086 0.0861 248207 0.0159
D(EBF(-I)) 0313 0.1182 2647 0.0084
DEBF(-2) 00317 0.114 02182 0.781 3338 6.2013
D(ECB(-1)) 0.0542 0.1225 0.4426 0.6583
D(ECB(-2)) 0.0506 0.1106 04574 0.6476
D(SARS(-1)) -0.1316 0131 -1.0052 03154
D(SARS(-2)) -0.0561 0.1221 -046 0.6459
Wald test
Test Statistic Value Di Prob HO
Chi-square C(4)=C(5) 70073 2 0.0301 C@-=C(5)=
Chi-square C(6)=C(7) 04373 2 0.8036 C(6)=C(7)=
Chi-square C(8)=C(9) 133719 2 05122 C(8)=C(9)=
ez e bl ual EVIEWST .
puisial e 73,81 3 1(06) J,udPrevalence of foreign ownership PFOW
Long run CointEqL
PFOW (-) EBF (-I) ECB (-1) SARS (-I)
Coefficient 1 -0.6708 -3.929 3.1024
Std. Error - 1189 1.0926 1.24%
t- statistic - -0.5641 -3.5% 2.963
Error Correction (Short run)
Coefficient Std. Error t- statistic Prob (f) R-squared F- statistic
CointEql -0.0422 00118 -35672 0.0004
D(PFOW-I)) -0.33% 0.1037 -3.2148 0.0012
D(PFOW(-2)) 02122 0.1078 -19672 0.0499
D(EBF(-I)) 00171 01252 -0.1365 08915
D(EBF(2)) 00277 01215 0.2283 081% 2 3.4804
D(ECB(-1)) 0.1307 0.1242 1.0523 0.2933
D(ECB(-2)) -0.0374 01158 -0.3233 0.7466
D(SARS(-1)) 02219 0.1333 1.6645 0.0968
D(SARS(-2)) 0.0437 0.1239 0.3526 0.7246
Wald test
Test Statistic Value Di Prob HO
Chi-square C(4)=C(5) 0.06284 2 0.9691 C@-=C(5)
Chi-square C(6)=C(7) 1.1588 2 0.5602 C(6)=C(7)
Chi-square C(8)=C(9) 2.9396 2 023 C(8)=C(9)

EViews.7 ooz e Tl
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