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AL (3o iy AL sl Talh e o 3y eyl sl pasinsy . sl

R dacyd Clhige DG e K55 Financial Institutions Index (FI) T gl piige Ol Cua
Ol §all Jguasll 1509 Financial Institutions Depth index (FID) 22\.:\31.45\ Gl gall o yade
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Aosine gt o) Al cBlalae Delil Gyl o) G ¢ oY) il
L laa ) aall il e Ggude culill Jll Gy 0usS Hdsan Galing egfief Aaall jlaliud) o
Gind e ila¥) el aady Lee oJleeV) Ay jujan el L) 8 sabsl) S
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Serial correlation LM test, Heteroskedasticity test, test of Skewness and Kurtosis of residuals.
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P-value
F(1,21)= 0.28 0.14 Breusch-Godfrey Serial correlation LM Test*
F(17,22)= 0.614 0.5 Heteroskedasticity Test: Breusch—Pagan-Godfrey* *
Jarque—-Bera = 0.064 0.96 Test of Skewness and Kurtosis of residuals* * *
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The Impact of Financial Development on FDI Inflows:
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Abstract

The study aims to determine the extent of the impact of financial development on attracting foreign
direct investment (FDI) inflows to the Egyptian economy during the period (1980-2023). This study
uses the bounds testing approach of the Autoregressive Distributed Lag (ARDL) model, which
includes net FDI inflows to the Egyptian economy as the dependent variable, along with sub-indices
of financial development, including the financial institutions development index and financial market
development index as explanatory variables, and a number of standard control variables specific to
FDI inflows. This study found that the development of financial institutions in the Egyptian economy
has a significant negative impact on attracting more inward FDI in the short term, as a one-unit
increase in the index leads to a decrease in the FDI-to-GDP ratio by approximately 0.28. While the
effect turns positive in the long run, a one-unit increase in the index leads to an increase in the FDI-
to-GDP ratio by approximately 0.37, indicating that the negative effect of general competition is
greater than the positive effect of access to external finance in the short term and vice versa in the
long term. The development of financial markets in the Egyptian economy has a positive impact on
attracting more inward foreign direct investment (FDI) in both the short and long run, as a one-unit
increase in the index leads to an increase in the FDI-to-GDP ratio by approximately 0.09 in the short
run, and by approximately 0.13 in the long run. So, it is necessary to develop capital markets and
financial institutions by building an institutional structure such as an effective supervisory
environment, effective regulations, and a legal system, and providing a favorable investment climate
for foreign investors, with greater openness in trade policies and easing restrictions on the entry and
exit of foreign capital flows.

Keywords: Financial development, foreign direct investment, ARDL model, Egyptian economy



