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The Effect of Fiscal Policy on Promoting Foreign Direct Investment in
Algeria: An empirical Study 1993-2019
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Abstract:

This study aims to measure the effect of fiscal policy, with its various
tools used in Algeria, in attracting foreign direct investment (FDI) during
the period 1993-2019,as the fiscal policy is the most effective economic
policy in developing countries, and FDI is a tool for financing development,
especially in the light of financial resources’ scarcity in Algeria, and after
the decline of oil prices in 2014.

By the use of VAR model, the study concluded that there is a direct
relationship between foreign direct investment flows and both capital
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expenditures and regular taxes, however, an inverse relationship between
FDI flows and each of operating expenses and oil taxes is noticed.
Keywords: Fiscal Policy; Government spending; Taxes; Foreign direct
investment.

JEL Classification Codes: C39, E62, F21, H59.
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VAR Lag Order Selection Criteria
Endogenous variables: D(PIBHH) D(GI) D(D(GC)) D(TAX)
Exogenous variables: C
Date: 11/04/19 Time: 13:46

Sample: 1997 2017
Included observations: 17

Lag LogL LR FPE AIC sc HQ
o -502.7634 NA* 9.18e+20 59.61922 59.81527* 59.63871
1 -487.9716 20.88259 1.14e+21 59.76136 60.74161 59.85880
2 -465.9291 20.74589 8.39e+20* 59.05048* 60.81493 59.22587*

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarzinformation criterion

HQ: Hannan-Quinn information criterion
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Roots of Characteristic Polynomial Inverse Roots of AR Characteristic Polynomial

Endogenous variables: D(FDI) D(PT) D(SI) 1.5

D(D(SC)) D(D(NT))
Exogenous variables: C
Lag specification: 1 1 1.0
Date: 05/01/20 Time: 13:24 <
0.5 |
Root Modulus -
0.0 | -
-0.181757 - 0.802438i 0.822765 .
-0.181757 + 0.802438i 0.822765
-0.628315 - 0.225463i 0.667543 -5+
-0.628315 + 0.225463i 0.667543 -
-0.015966 0.015966 -1.0 _|
No rootlies outside the unitcircle. 1.5

VAR satisfies the stability condition.
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Component Jarque-Bera df Prob.
1 2.935467 2 0.2304
2 1.646514 2 0.4390

3 0.399129 2 o.8191
4 1.897340 2 0.3873
5 1.444842 2 0.4856
Joint 8.323292 10 0.5973
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Variance Decomposition of D(FDI):

Period S.E. D(FDI) D(PT) D(SI) D(D(SC)) D(D(NT))
1 660.7169 100.0000 0.000000 0.000000 0.000000 0.000000
2 780.4576 91.49896 3.256826 0.805841 1.413876 3.024493
3 797.8702 88.49808 3.360148 0.778913 4.251389 3.111472
4 835.2781 82.05290 5.249814 3.278770 5.393553 4.024964
5 869.1688 77.57766 6.078557 6.730094 5.144624 4.469062
6 876.0125 76.90746 6.250670 7.332597 5.066621 4.442648
7 878.8916 76.61106 6.361051 7.291124 5.059080 4.677686
8 881.8424 76.45498 6.571088 7.242581 5.082382 4.648969
9 885.6350 76.14595 6.667065 7.357108 5.042614 4.787266
10 886.5921 76.04443 6.658813 7.448672 5.048711 4.799370
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Vector Autoregression Estimates

Date: 05/01/20 Time: 13:22

Sample (adjusted): 1996 2019

Included observations: 24 after adjustments
Standard errors in () & t-statistics in []

D(FDI) D(PT) D(Sl) D(D(SC)) D(D(NT))

D(FDI(-1)) -0.500676 0.068489 -0.104734 0.128900 -0.050774

(0.18177) (0.18944) (0.11429) (0.05334) (0.01673)

[-2.75440] [0.36153] [-0.91641] [2.41677] [-3.03441]

D(PT(-1)) 0.273555 -0.059326 0.052634 -0.103756 0.011939

(0.24236) (0.25258) (0.15238) (0.07111) (0.02231)

[1.12871] [-0.23488] [0.34541] [-1.45904] [0.53515]

D(SI(-1)) 0.007869 0.145015 -0.147388 0.414660 0.094468

(0.25927) (0.27021) (0.16301) (0.07607) (0.02387)

[0.03035] [0.53668] [-0.90415] [5.45071] [3.95815]

D(D(SC(-1))) -0.928658 -0.254310 0.692687 -0.297135 0.123119

(0.42977) (0.44790) (0.27021) (0.12610) (0.03956)

[-2.16083] [-0.56778] [2.56349] [-2.35631] [3.11208]

D(D(NT(-1))) 2.505434 -1.228885 -4.149618 -2.712178 -0.631585

(1.40203) (1.46117) (0.88151) (0.41138) (0.12906)

[1.78700] [-0.84103] [-4.70738] [-6.59286] [-4.89369]

C 42.65818 87.10409 210.5694 -24.73351 6.541534

(142.771) (148.794) (89.7659) (41.8916) (13.1425)

[0.29879] [0.58540] [2.34576] [-0.59042] [0.49774]

R-squared 0.423763 0.086522 0.644650 0.809441 0.756655

Adj. R-squared 0.263697 -0.167223 0.545941 0.756509 0.689059

Sum sq. resids 7857843. 8534737. 3106302. 676511.9 66584.97

S.E. equation 660.7169 688.5870 415.4183 193.8659 60.82076

F-statistic 2.647431 0.340979 6.530848 15.29183 11.19382

Log likelihood -186.4422 -187.4337 -175.3052 -157.0143 -129.1927

Akaike AIC 16.03685 16.11948 15.10877 13.58453 11.26606

Schwarz SC 16.33136 16.41399 15.40328 13.87904 11.56057

Mean dependent 66.66667 96.16667 138.2083 10.54167 12.08333

S.D. dependent 769.9938 637.3559 616.4950 392.8797 109.0719
Determinantresid covariance (dof adj.) 1.62E+24
Determinantresid covariance 3.86E+23
Log likelihood -821.9817
Akaike information criterion 70.99848
Schwarz criterion 72.47104

Number of coefficients 30
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