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Abstract

This research aims to examine the impact of interest rates on foreign direct and indirect investment
flows in Egypt during the period (1991-2023). The study is based on the main hypothesis that there is a
statistically significant relationship between interest rates and foreign investment inflows. The researcher
employed a methodology that combines descriptive analysis with econometric techniques, particularly the
ARDL co-integration models and stationarity tests, to measure both the short- and long-term relationships

between interest rates and both foreign direct and indirect investment.
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The results indicate that rising interest rates in Egypt have attracted foreign portfolio investments (“hot
money”) into government debt instruments, while acting as a deterrent to domestic and direct investments
due to higher borrowing costs. The findings also show that the relationship between interest rates and
investment flows is influenced by other factors such as exchange rates, inflation, and institutional stability.
The study concludes by recommending the adoption of a more balanced monetary policy that ensures
financial stability without undermining the attractiveness of long-term direct investment, alongside

strengthening institutional frameworks and improving infrastructure to encourage productive investments.

keywords: Interest Rates; Foreign Direct Investment (FDI); Foreign Portfolio Investment (FPI);
Monetary Policy; Co-integration (ARDL); Exchange Rate; Inflation; Capital

Flows
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sdio ! Juddd a1 Judowdl 50
ol pital) el Jodoud) ool Juloeill 755

Ex_rate Gdp_growth Interest rate Savings Exports Imports Capital formation A_fdi Openess
Mean 8.031994 4371176 13.98722 12.04703 20.24898 26.32966 18.12770 2318628 46.57864
Median 5.733167 4372019 13.21583 12.93737 18.84167 24.89658 18.13426 1.509250 43.73825
Maximum 30.62641 7.156284 20.32833 17.11187 33.04299 38.63763 23.73333 9.348567 71.68063
Minimum 3.138008 1.125405 9.425000 4.340928 10.34546 19.29582 12.87539 -0.204543  29.85697
Std. Dev. 6.429741 1.567940 2.813069 3.787619 6.174861 4.830954 2.602548 2219528 10.75555
Skewness 1.801513  -0.030909 0.748191 -0.571865 0.419807 0.687660 -0.058785 1.936578 0.552263
Kurtosis 5.886965 2.331379 2.570526 2.168963 2.171218 2.800198 2511129 6.287940 2.436523
Jarque-Bera = 29.31001 0.619954 3.332463 2.748268 1913767 2.655707 0.347624 3549135 2.114040
Probability ~ 0.000000 0.733464 0.188958 0.253059 0.384088 0.265046 0.840455 0.000000 0.347490
Sum 265.0558 144.2488 461.5783 397.5519 668.2165 868.8788 598.2141 76.51471 1537.095
Sum Sq. Dev. 1322.930 78.66990 253.2273 459.0739 1220.125 746.8196 216.7441 157.6417 3701.821
Qylyiiad! Shlas! Z -
ADF (1st Diff.) t-stat (p) PP (1st Diff.) t-stat (p) ADF (Level) t-stat (p) PP (Level) t-stat (p) ARl
-3.6265 (0.0109) ** -3.3658 (0.0202) ** -3.2348 (0.0273) ** -2.2852 (0.1826) n0 A_FDI

-5.3729 (0.0001) ***
-6.7812 (0.0000) ***
-6.8472 (0.0000) ***
-5.2242 (0.0003) ***
-3.9486 (0.0049) ***

-5.6477 (0.0001) ***

-5.3703 (0.0001) ***
-3.9403 (0.0051) ***
-6.8238 (0.0000) ***
-2.1728 (0.2197) n0
-3.8431 (0.0064) ***

-5.6475 (0.0001) ***

-2.4706 (0.1318) n0
-0.0847 (0.9413) n0
-3.7469 (0.0079) ***
-4.8378 (0.0005) ***
-2.3774 (0.1560) n0

-1.7067 (0.4184) n0

-2.5758 (0.1083) n0
-1.4295 (0.5551) n0
-3.7469 (0.0079) ***
-0.6156 (0.8530) n0
-2.0433 (0.2679) n0

-1.6682 (0.4372) n0

CAPITAL_FORMATION

DEX_RATE

GDP_GROWTH

DINTEREST_RATE

OPENNESS

SAVINGS

Syan An0 = Y0V - e * (/0 die F* () die (Sgrme HHK

)V Byl i §yhins Camusoly (S gianal i Byiiune e Jusdaadl gra

b 5l el 0 lasle Jguasdl 05 @1 AsbasY) bl JWI Jouaell s

09 -0 dgize Sy is sl N dayadl @l asiiy WS gyl die il
(S9d=9 pl e iy Byt s duedll Judldl Of i cohlasdl mts I
Aol 02 13m0 Wy (Mackinnon 3 dy>d) @add) oy olad J81 dygausmall @l OF Hlaisbs)
Lie bl oyl Gadad (o Adlgall Bglasdlly 70 e S ! Jindl 0 5o
Aaall dosll Jusdladd J oY1 Azl 0 39,41
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So,d)l s pdaldl LSl Gadad shr (50 Lale Jguaxll @3 (@1 ddlasYl gLl
of J bl s .20 Lgime Sgimn die sl IS ool 0l osaiy WS ¢ J oY)l
ol OF Hlael elldg) dyiiue oI Ayl (pe (B9y8)l sk (ye A gomadl dkapll Jusdlnd|
JisYl @b g0 doxdidl 0o 3320 bog «(Mackinnon 3 damy=l pall o Loles nST drganeall
A9V ! o Alolio Cofpial) deioil! JuoMad! OF (ST .70y yaucY) gyl
: (Lag-Length) #oWdl OIA due Hlasl -

SN IosYl Zgaid P el OlAS sde ddod Com DRl Jo81 Ay gudad Ju
B (el Pl diye O) . Akaikes Schwary S)aas pddius P ddsilgl AR
Bpail) Gy Jsidall Y1 el 529) L 0 on slin] SR AR s 5

(Dobazdyl

slasl wliid & eyl |, SC, AIC HOFPE, sulas dayl of JWI Jouardl (o guaivg
slas] i8¢ Ul § ARDL zdge3 399 idual) JoBII HLasy ppudsll wiy daleg 23 gail
PVYINENY

el 73 geild libliel! dus Judxs

VAR Lag Order Selection Criteria
Endogenous variables: A FDI EX RATE INTEREST RATE OPENESS SAVINGS
Exogenous variables: C
Date: 04/08/25 Time: 13:23
Sample: 1991 2023
Included observations: 30

Lag LogL LR FPE AIC e HQ
0 -394.0408 NA 246091.9 26.60272 26.83626 26.67743
1 -291.2101 164.5291 1410.853 21.41401 22.81521 21.86226
2 -256.5979 43.84215 865.0680 20.77319 23.34206 21.59500
3 -203.9785 49.11143* 212.1097* 18.93190%* 22.66843* 20.12725*
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VAR Lag Order Selection Criteria

Endogenous variables: CAPITAL FORMATION EX RATE GDP_GROWTH INTEREST RATE SAVINGS
Exogenous variables: C
Date: 04/08/25 Time: 12:09
Sample: 1991 2023
Included observations: 29

Lag LogL LR FPE AlIC SC HQ

0 -331.2915 NA 8129.629 23.19252 23.42826 23.26635
1 -237.9087 148.1245 74.99198 18.47646 19.89091 18.91945
2 -206.3195 39.21424 56.37813 18.02203 20.61518 18.83417
3 -149.3033 51.11791* 10.13466 15.81402 19.58587 16.99532
4 -93.53059 30.77116 4.153319* 13.69177* 18.64232%* 15.24222%*

* 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: Schwarz information criterion
HQ: Hannan-Quinn information criterion

ARDL 7505 pleils ) fduall JolSHI oyt 72305
:(L?bnoJI Hlediw!) yhdall 73 gl s

Invest= - 0.093*Ex_Rate + 1.25%*GDP_Growth + 0.447*Interest_Rate
+ 0.107*Savings + 6.02.

Bounds ,isY el cdods o Slpaiedl (o J2Y1 dbgls 46313 d8Me 5929 o0 JSTl g
DY) 7L JWI Jgddl mus g9 (Test
:Bounds Test ylis x5

ARDL Bounds Test
Date: 04/08/25 Time: 12:29
Sample: 1994 2023

Included observations: 30
Null Hypothesis: No long-run relationships exist

Test Statistic Value k

F-statistic 9.308109 4
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Critical Value Bounds

Significance 10 Bound 11 Bound
10% 2.45 3.52

5% 2.86 4.01

2.5% 3.25 4.49

1% 3.74 5.06

e Olpdiedl o J2YI Aol ddilgd ABMe uags" 1l HlasYl WS oo iy
11 9 10 99> CJB@FMWSC’%}' 7\ 2\33.&.’.40 (_SWUA‘;.\J—"BUJ‘MB
VAR TV RT IOV PR Y

:yddall 73 gaild daseid) Clylasy!

k)l 73 gail) prasal 9l dydoxd desdlo (Se s -\

Ramsey RESET Test
Equation: UNTITLED
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic  1.109853 16 0.2835
F-statistic 1.231773 (1, 16) 0.2835

F-test summary:

Sum of Sq. df Mean Squares
Test SSR 0.918592 1 0.918592
Restricted SSR  12.85055 17 0.755915
Unrestricted SSR  11.93196 16 0.745747

oiel Z3 50108 elldag ¢ JIWI Uil dosdlo pae ASime (p Jlar Y 350l O Jguand! e
G F ol bigims Caw puall (258 J348 @3 Cou> cRamsey RESET Test 399 guowe
0.05 o STl
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S8l Z3 901 Canogs Juadl s -y
Akaike Information Criteria (top 20 models)

3.00

286

2.892 4

2.83

2.84
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—_—————————ee e —
—_—————e—e— o —

F—r—— — - - - - —— — —
f—t———,—e—e—e—,e—e—e—,————

f—t——————— -

2.50

ARCL2,1,3,3,0) f———————

ARCL2, 1,321 b

ARCLA A 32,00 b

ARCL(2,0,3,2,00 Fom e

ARDLZ,2,3, 3,00 b

ARCLR,3,33,00 b
ARCL2,2,3,0,0) |mm e

ARCLE,1,5,3,0) e e e
ARCLE,3,3,2,0) e

ARCL2,1,3,2,00 f——
AFCL2,2,3,2,00

ARCLE 32,00 e
AFCL2,3,3,2,00

ARCL,2,3,2,00

ARCL(E1,3,3,00 b
ARCL2,2,3,2,1)

ARDLEA,3,2.1) e
ARCL2,1,3,2,2)

ARCL2,1,3,3,1)

ARDL 05 diall Zyiswll Jobil z3gaid Koo Camogs Juadl Of qunll oo gty
(2,1,3,2,0)

soobadl QOIS dusyd Hlas -y

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic ~ 2.000900 Prob. F(12,17) 0.0931
Obs*R-squared 17.56425 Prob. Chi-Square(12) 0.1296
Scaled explained SS  3.235691 Prob. Chi-Square(12) 0.9936

Heteroskedasticity Test: White

F-statistic ~ 2.076777 Prob. F(12,17) 0.0820
Obs*R-squared 17.83435 Prob. Chi-Square(12) 0.1208
Scaled explained SS  3.285450 Prob. Chi-Square(12) 0.9932
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Ay Jgd A5K] @bl b ss (White G Db by el cpladl ol s
2L dgins <38 Lo " el ggadll § Qlgdial) Uasdl u s Sl S5l pasl
0.05 oo ST

Doyl dlas Glsd) el gisdll oo Baml Hlast -0

7
Series: Fesiduals

F - Sample 1991 2023
Ohservations 30

5 Mean 241815
rMedian 0171598

4 M axirmnum 1164911
rinirmum -1.2455870

37 Stl. Dev, 0.665674
Skewness -0.341866

2 Kurtosis 2147393

19 Jargue-Bera  1.493036
Frobability 0474014

0

laygs dige yloal Gl b’ Aslal sulf dumys 5y (S Y @l il g3
(3ol plall pe aoigill A (po Gla Y Huiell Z3geidl O des 198 ¢"'lando
Jarque-Bera ylas| 389

ARDL 7305 pldseial o idall JoSHI el mbis
o Al ‘:;\DS’I Hlediw!) yuded! E.Sg.ou’dl )
FDI = 0.15*Ex_Rate -0.17*Interest_Rate + 0.19*Openess +
0.56*GDP_Growth -0.21*Savings -4.65.
Bounds )iz lxb cdade (o Olpicedl c J2Y dbgls 465143 d8Me 3929 ¢p0 STl
DY @ JW Jeddl s g9 (Test
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:Bounds Test ylis zio

ARDL Bounds Test

Date: 04/08/25 Time: 22:52

Sample: 1994 2023

Included observations: 30
Null Hypothesis: No long-run relationships exist

Test Statistic Value k

F-statistic  8.119474 5

Critical Value Bounds

Significance 10 Bound I1 Bound
10% 2.26 3.35
5% 2.62 3.79
2.5% 2.96 4.18
1% 3.41 4.68

w 0s 00

Alal! il pasadl g J2Y1 dglo 433195 ABMe Az gi" 10T )LV LS (pe iy
10 294> GJB' @ I dosd CASW A 433»;4 S Funn (3o feds — "ew‘_}};’.wb
.1\3.39;.:.0.1' S giuwn o leu 11 9
syl 73 gail) danseidll olylasYI

:JJ».BAJ‘ E.Syo.’d\ Mji dodd dosedho (5Ju°)l,¢5;'>| -\

Ramsey RESET Test
Equation: UNTITLED
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic  0.349184 13 0.7325
F-statistic 0.121929 (1,13) 0.7325

F-test summary:

Sum of Sq. df Mean Squares
Test SSR 0.061240 1 0.061240
Restricted SSR 6.590631 14 0.470759
Unrestricted SSR 6.529391 13 0.502261
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0.05 ;o ST 36 QI (F )l

S8 890 G g3 il jlasl =Y

Akaike Infonmmation Criteria (top 20 models)
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Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic ~ 0.713679 Prob. F(15,14) 0.7379
Obs*R-squared 12.99952 Prob. Chi-Square(15) 0.6023
Scaled explained SS  2.199532 Prob. Chi-Square(15) 0.9999

Heteroskedasticity Test: White

F-statistic ~ 0.583279 Prob. F(15,14) 0.8441
Obs*R-squared 11.53780 Prob. Chi-Square(15) 0.7136
Scaled explained SS 1.952207 Prob. Chi-Square(15) 1.0000

695

ARDLE 021,20 b —————— e




IJMER ran @ lell ey bl il ety Slads e sl jlawl 3G

43K] bl e gs «White FII )oYl bg el cpball ild Hlas plusely
G " yiall Z3gaill § Jlgduall Uasdll u> cpld OLL" B puadl duyd J5ud
0.05 5o ASTHlasY Lgiae S8

Doyl dolas lsd guall sl o Gl jlasl  -f

9 —
Series: Residuals

2 EE— Sample 1994 2023

- Ohservations 30

- Mean -1.25e-15
M edian -0.057054

51 M i 0997115

4 rAiRimum -0.913457
Std. Dew. 0476721

74 _ Skewness 0.217326
kurtosis 2.853887

2 .

1 Jargue-Bera 0484925
Frabability 0.784693

0=

-1.00 -0.74 -0.A0 -0.245 Q.00 0.25 Q.80 0.74a 1.00

lajgs Asige sl Blga" Ob AL puadl dubyd jad) oSy Y 4T Wl msgs
399 «3loal amdall s aodll A oo lay Y Huiall Z3geddl OF Ul 138y ¢"lando
Jarque-Bera yis|

ARDL 73405 plustiwl 2 fduwll JoI Oyl 565
(Aleod! p8 (@i Hlesluwd) sudoll 725 gaidl Zaas
FPI= 1.79*Interest_Rate -1.51*Savings + 0.58*%Openess + 0.91*Ex_Rate
-0.45*FDI -29.10
Bounds ,isY bxbi cdods o Ol aiiadl (o JoYI dbgls 465193 a3Me 929 o0 uSTll g
DY @ JW Jeddl s g9 (Test
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:Bounds Test ylis zio

ARDL Bounds Test

Date: 04/09/25 Time: 09:53

Sample: 1994 2023

Included observations: 30
Null Hypothesis: No long-run relationships exist

Test Statistic Value k

F-statistic  5.636363 5

Critical Value Bounds

Significance 10 Bound I1 Bound
10% 2.26 3.35
5% 2.62 3.79
2.5% 2.96 4.18
1% 3.41 4.68

i)l Cilpiiadl o J2YI dogb dudjlel A U gs" 1l HlusYl LS e ruan
11 9 10 s9u> C)B&&?F@@S&p— 7Y Dgan Sguwn (po leds — "2l akially
VAR TTVEIN FTLVIIV ERY

syl 73 gail) danseidll ColylasYI

D]l C‘Sﬁ"“’.‘” Wﬁi BERE dosedo Syl -\
Ramsey RESET Test
Equation: UNTITLED
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic  0.498346 6 0.6360
F-statistic 0.248349 (1,6) 0.6360

F-test summary:

Sum of Sq. df Mean Squares
Test SSR 3.624390 1 3.624390
Restricted SSR 91.18795 7 13.02685
Unrestricted SSR  87.56356 6 14.59393
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ioobad) M dusyd Hlasl Y

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic ~ 0.853953 Prob. F(22,7) 0.6415
Obs*R-squared  21.85635 Prob. Chi-Square(22) 0.4685
Scaled explained SS 1.878883 Prob. Chi-Square(22) 1.0000

Heteroskedasticity Test: White

F-statistic ~ 0.834607 Prob. F(22,7) 0.6555
Obs*R-squared  21.71969 Prob. Chi-Square(22) 0.4767
Scaled explained SS 1.867134 Prob. Chi-Square(22) 1.0000

J98 58| bl 93 «White I HlasiVb bog edl lad) LS jlas| plaseinl
Lgine O Cuo (" yuiedl Z3gadl § Glgdialt Uasell u> 0palS LA B puall duyd

.0.05 o0 AST Ly
Dldssyl dolae G;IyJ k]l @jjﬂl oo gl Hles -¢
10
Series: Residuals
Sample 1994 2023
g - Observations 30
hean -1.54e-14
5 hedian 0101206
b 2L 4 SR78ET
b inirnm -4 223861
4 Std. Dewv. 1.773248
SkKEw Ness 0.025607
Kurtosis 4 157900
2 -
Jargue-Bera  1.679195
Probability 0431884
n

-3 -4 -3 -2 -1 1] 1 2 3 4 3

L g5 deige sluosidl Blga" 0L AW puall dupyd ad) oSer Y 4l Wbl b g
(3loal) vlall p& aoisill A (po Gla Y Hiell Z3geidl O des 198 ¢"'bando
Jarque-Bera )i 389
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