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Fluctuation of Interest Rate and their Impact on Foreign Direct
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Abstract :

The study aims to identify the nature of the relationship between the interest’s rate
fluctuation and foreign direct investment inflows to Algeria during the period 1990-
2018, considering that the interest rate is one of the most important economic indicators
in attracting investors, highlighting the efforts made by the government for encouraging
foreign investment, especially after the multiple crises in Algerian economy due to the
perturbation in oil market prices. The ARDL methodology was applied in order to study
the relationship between variables. The study concluded that there is an inverse
relationship between the interest rate and the inflows of foreign direct investment to
Algeria for both the long and short term.

Key Words: foreign direct investment (FDI); interest rate; monetary policy channels;
Algerian economy; ARDL model.
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VAR Lag Order Selection Criteria

Endogenous variables: LFDI RIR LER LM?2

Lag LR FPE AIC SC HQ

0 NA 4.63095 12.8841 13.0791 12.9381
1 157.81* 0.00636* 6.27324* 7.24835* 6.54370*
2 8.91088 0.01469 6.99631 8.75150 7.48313
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Test Statistic Value K
F-statistic 8.054427 3
Significance I0 Bound I1 Bound
10% 2.72 3.77
5% 3.23 4.35
2.5% 3.69 4.89
1% 4.29 5.61
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Long Run Coefficients

Variable Coefficient Std. Error t—Statistic Prob.
RIR -0.053025 0.029961 -1.769789 0.0906
LER -0.186314 1.047257 -0.177907 0.8604
LM2 0.018604 0.352913 0.052716 0.9584

C 7.646654 7.674750 0.996339 0.3299

Eviews.9 ol 2 Je slae¥U 0lUl slas] e yhacdl
gl Jed) s
STy Al g Y1 jlemaVly AAL SN e Cp hslal) ) (3 i I3 Be s Of -
oo G AL el g Y1 LYl oy S8 e oy 2K e Sla OF o 2l 3Ly
ks 0,05 e 3L g Yl ol i) %0 1 ans aadl sl Jase o3l) 13
OF e ol g jlasaly Gpall a o Al BV g (Cpall ae gpine ja% L -
Gy pf 61V bt 0,18 2y cor W) jlazma¥l pUE1 ] (5350m s2my 2y Cpall jaw 83U
Lsla>)

126



ta g B (2021 J3,50) 01 sualt cqulodt it

olw Jo bsbll Gl 3 gpmn 8B U ) @l (la] dige 8 g ) AT a2 L -
Szl S g Lt Berge BMe Slia OF (o g Ll el BT 12 Galll e Y1 jlea)
AU gl ol sl ) g sty dbiy Rad) ASY By OF e Al g
bz 0.01 aes
Dl W 3 m3sedl Sledas g5 g Uadl eonas 356 4.3

el & p3ged) Sledas plls il 108 Jgud

Cointegrating Form
Variable Coefficient Std. Error t—Statistic Prob.
DRIR) -0.060399 0.033148 -1.82213 0.0821
D(LER) -5.951153 2.747100 -2.16634 0.0414
D(LM2) 0.021192 0.402363 0.052668 0.9585
CointEq(-1) -1.139085 0.186243 -6.11613 0.0000
Cointeq = LFDI - (-0.0530*RIR -0.1863*LER + 0.0186*LM2 + 7.6467 )
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.596587 Prob. F(1,21) 0.4485

Obs*R-squared 0.773476 Prob. Chi-Square(1) 0.3791
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Heteroskedasticity Test: ARCH
F-statistic 0.108389 Prob. F(1,25) 0.7447
Obs*R-squared 0.116555 Prob. Chi-Square(1) 0.7328
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20
Senes: Residuals
Sample 1991208
15 Obsenmations 28
Mean 187e-15
= Median 0189153
Ma<dmum 2787658
Kinimum -5.108023
s Std. Dew. 1255747
Skevness -2.136457
Kuriosis 11.566861
+ JamueBera 1055187
I— Probability 0000000
:I T T T T T T T
-5 -5 -4 -3 -z -1 [+] z 3
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