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Abstract: -
The paper aims to study the relation between the Heritage Institute's Economic Freedom Index

and foreign direct investment in Egypt during the period (2005-2022). The cointegration test was
used according to the ARDL method, which resulted in the non-existence of a cointegration
relationship (long-run relationship) between the Economic Freedom Index and foreign direct
investment. Therefore, the short-run relationship between the two variables was tested using the VAR
model and the Granger causality test. This resulted in there is a significant and direct relationship
between the three sub-components of the Economic Freedom Index and foreign direct investment.
This relationship took different directions. While the relationship was reciprocal (two-way) for the
components of the Tax Burden (TB) and Labor Freedom (FH), In complete contrast, the Business
Freedom (BF) component was unidirectional. This result was also confirmed by the impulse response
function estimates for the FDI index, as the impact of shocks to the independent variables remained
positive throughout each year of the study period.

In addition, the results of the variance component analysis for the econometric model showed that the
three sub-components of the Economic Freedom Index (Tax Burden, Business Freedom, and Labor
Freedom) explain approximately 36% of the variation in foreign direct investment (FDI) in Egypt.
This supports the study's hypothesis, which suggests the presence of a "stable and significant
relationship™ between the Economic Freedom Index and foreign direct investment in Egypt.
Accordingly, the study recommended focusing on improving Egypt's performance in the Economic
Freedom Index in general, and its three sub-components in particular, due to their proven positive
impact on the volume of foreign direct investment flowing to Egypt during the period (2005-2022).
Keywords: -

Economic Freedom Index, Foreign Direct Investment (FDI), Tax Burden, Business Freedom, Labor
Freedom, VAR Model.
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[UNIT ROOT TEST RESULTS TABLE (ADF)
[Null Hypothesis: the variable has a unit raot
At Level
LFDI LPR LGI LTB LGS LBF LMF LTF LIF LFF
[With Constant t-Statistic -1.5898 -1.8403 -3.4235 -2.6949 -4 4727 -2.0101 -1.3459 -3.7610 -0.7817 -21015
Prob. 04722 0.3537 0.07193 0.0884 0.0017 02.2809 0.5925 0.0089 0.8063 0.2456
no n0 = = h n0 n0 = no no
With Constant & Trend t-Statistic -1.7205 -2.2650 -3.5046 -2.65384 -4.3692 -3.3092 -1.8660 -2.8728 -4.3278 -2.0900
Prob. o0.77104 04368 0.0598 0.3087 0.07107 0.0742 0.6429 0.1866 0.0117 052771
no n0 = no == = n0 no == no
[Without Constant & Trend t-Statistic 0.5004 0.3691 01118 14414 0.0635 0.1796 -0.4521 1.2184 0.8991 -0.1356
Prob. a.8762 O.7837 o.7094 0.9589 0.6926 Q7302 0.5092 0.9384 0.8957 0.6273
no n0 n0 no no n0 n0 no no no
At First Difference
d(LFDI) d(LPR) aLGn d(LTB) d(LGS) d(LBF) d(LMF) d(LTF) d(LIF) d(LFF)
With Constant t-Statistic -4.6010 -5.5265 -6.0424 -5.9299 -6.0274 -5.0895 -4.6025 -4 6962 -5.9213 -4.5145
Prob. 0.0076 2.0007 0.0000 0.0001 0.0007 0.0004 0.0013 0.0070 0.0007 0.0076
With Constant & Trend t-Statistic -4.5552 54777 -6.1380 -5.9737 -5.8035 -4.8693 -4.5138 -5.9237 -5.9822 -4.4918
Prob. 0.0079 a.0008 a.0002 0.0003 0.0006 a2.0029 0.0074 0.0003 0.0003 0.0077
[Without Constant & Trend t-Statistic -4.5625 -5.6672 -6.1652 -5.7355 -6.2006 -5.1739 -4.6885 -4.3549 -5.8774 -4.6116
Prob. a2.0001 a8.0000 o.0000 0.0660 0.0000 82.0000 o.0000 o.0001 0.0600 a2.0001
Notes:
a: (*)Significant at the 10%; (~*)Significant atthe 5%; (***) Significant at the 1% and (no) Not Significant
o Lag Length based on SIC
c: Probability based on MacKinnon {1996) one-sided p-values

P )dadll
bl G AN by Llad) —a
Ghaiall G S Lli)Y) Ais 359 a2 Sl Jsand) (e ey

(H‘) dgb

AAA1A) ¢z 3sall iiial I L) L)

EVIEWS 13 galiy s s

’fD [ (PR | L6 [ e [ s | WF [ W [ uF [ F | W]
LFDI | 1000000 | -DA14633 0240478 | 0785060 | Q267008 | 0232080 | -DET74B5 | Q7A4ET | 0360226 00047
LFR | 0414633 | 1000000 0204123 | 0AOGS65 | 0199892 | -04B0727 | 0484303 | -0.292353 | 002251  -0.0628R0
LGl | 0240478 | 0204123 1000000 | 0263066 | 0017078 | -0140519 | 007790 | -04376%0 | 0078547 0057738
LTB | 0785060 | -0408565 263066 | 1000000 | 0209509 | 0470372 | -D603520 | 0BA0RS0 | (0299008 | -0.045033
LGS | 0267038 | 0199802 Q017072 | 020900 | 1000000 | -0A40167 | 00674 | 0375015 | 0058370 0086415
LBF | 023:880 | -04B0727 | 040519 | 0470372 | 040167 | 1000000 | -DA4BASS | 0472240 | 0421103 0398287
LWF | 057435 | 0484303 0077790 | 0603529 | -0.067H4 | -DA48855 | 1000000 | 039757 | 0362908 | 0442634
UTF | 067ednl | -0202358 437610 | 0860860 | 07016 | 0422240 | -D303757 | 1000000 | 046785 | 0137074
UF | 0250206 | 0022251 | Q078547 | 0299008 | 0088370 | 0429103 | 0362008 | 0346185 | 1000000 02370
LFF | 0011047 | -0062980 0057783 | -D045G33 | DOBGA15 | (0398287 | 044634 | 0037074 | 0237101 | 1000000

EVIEWS 13 zaliy cils pe 1 jaadl
relidal) Jalsil) ABe yaail agand) Ld)
Jishll JaY) 8 clysia) (@i JalS5 ABle 35a5 pae] (BOUnds Test) apaall jlasl iy
(0 digina (sgima die Drganall F il Wiall ap0all o Jil a5 V.0V als F-statistic dad o) Cus
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(1£) Joan

Bounds Test agaall jLuaal
& sl il L)y bty 4 5 433all VAR ziga YY)
dle Ala L' adl ) ARDL dingie (385 il JalSill jlidl elya) DA ey Bow lae lleags
ey b pdlaal) ia¥) LNy AalaiBY) dual) de o (JaY) Ak ABle) djida Jalss
Al L i . cpnpiall (g ALl Ukl pmia 7 3500 anenal (Saall e (b ddde s ("(Gpuaall
VAR 73503 i DA Ge Guiial) (s JaY) 5yl

= Bounds Test

Mull hypothesis: Mo levels relationship
Mumber of cointegrating variables: 9
Trend type: Rest. constant (Case 2)
Sample size: 24

Test Statistic Value

F-statistic 1.071256

= Bounds Critical Values

10%s 5% 1%
Sample Size (o) (1) | {0y 1) I 1oy 11y
20 -1.000 -1.000 -1.000 -1.000 -1.000 -1.000
Asymptotic 1.800 2.800 2.040 2.080 2.500 3.680

*=** Finite sample critical values are valid up to 7 error-correction variables.

EVIEWS 13 zaliy cilajis : jauad)
(Aesiiual) Apuladl) o) Giad) dagia V- Y-Y )
Loadid ¢ yalaal) a1 LY ls eV Lal) ji50 Gn Ja) el 3R Ly a3l
cAaial) Jedlaad) Julad b dfpasd) cilgasil) pa budlaiy (Yo YY=Y 00 0) sl e ol cdgin culily
b alasial e ¢ oS dolailly bl A6 dalai@Y) Glidlell dea 4 L el Ll I8 Al
didsil cGranger aila 3 L) dagie ) A8l ¢ SN lasiV) = dgaiy el bl JalSall Jilas
cgrad) LB Gaa Habiad) i) LN LalaBY) Dl Hhge AL

Bangll Hia chladl aladin) Gyl g Al dedlad) (S jlaal o Y/ dasl e
.(Schwarz) sy « (Akaike) SLiST (s)lunas Eaia)l) Clgadll 3t rLuilil dlasall @
[ J
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bl 7 3gaill Chuagig dflua YY)
P paial) Chuag
talaiBY) Lpall (a8 Aerdioadl) cdigall Jodiy s AlEial) i pitial) —
Hage lige G (ye AN AN cpisall HLa) 5 eyl HlaaiV dmgie Gak mil e Ly
Py b ) sV g 3gall Chiags Jundl o Jpeanll Aol 4yl
il Lell = TB
Jlae ¥/ sl 4y = BF
onl) desylas dpn = FH
Porin¥) LY el 8 dertioal) i) Jadg sAaslil) il — o
SR ilell i) latieY] ciliis = FDI
:GSJA.U\ adlua—
FDI = By + B1TB + B,BF + B3FH + U, ...
il i » dgail) a8 F-Y-—Y—)

:Lag Intervals ¢\hasy) 55é saas -
VAR Al jlassy) Gsyﬂ P oY) calid sae aasn aan bl JalKall Byl gula J8
VAR gl (S o st Pjlidl) dapha o) . Akalke 3 Schwarz  (s)has aadius P aasilg
Josal) (e ety L (Lalai®Y) Lplaill Lualy Jpiaall L&Y cllatY) 589 A2 ) 0 oo ella) il
el i eyl FPE, HQ SC, AIC ¢ julas dan)l o AW
1\ °) !52.\;
sAial) z dgaill clihliial) dae apaad
VAR Lag Order Selection Criteria
Endogenous variables: FDI TB BF FH
Exogenous variables: C
Date: 08/04/23 Time: 21:40

Sample: 2005 2022
Included observations: 16

Lag LogL LR FPE AIC sC HQ
-163.6569 NA 14857.53 20.95712 21.15026  20.96701
1 -112.7942  69.93632*  207.3214 16.59927 17.56501  16.64872

-88.49660 21.26036 121.8060* 15.56208* 17.30040*  15.65109*
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:(VAR) AW J)aaiy) daia padi — o
Al ey Al Lol Akl Glala®y) Jae & gaill dale JBa) DA e z3saill 138
On Omall ) AlaYl cdsacagl) clpaidl e 2l aded) ustall dalaa) dedll ledal el
Aonaagil) Clpiall dad 8 el sasgl adiaal) puiall JaY) Abghal) Adana )y Ja¥) 8l LlainY)
CHLEAY) DA e Jisally adinal) aitiall (G Lane 1335 9a e Kl cAuad) 2D CaiS ailals
i) G (Rl 208 ADle @lia 5 Ladie s (dilan)
iy 45l Lasg ¢ (OLS) dalicY) (gyraall Cilassall dhjla gz 3saill 13g) ADlall jaiil) dinla e Ll
(JiaY) zasaill yaaty SLAY) Bl Calial) 858 sasal hea A 138 by cGilanl eV e
o WSs < 5)lss slsas (Schwarz) ( SC) «(Akaike ) (AIC) SIS) jae sa SN jlial Juadly
2007 JalaaS clgd Jad) 2 3gaill apanl i) Lgiawans culas) Load ollia £ clabeall il ellia
LAY Lslasy) el o bye s R

elh) i aes i gl Chrasill lish (ppusiall (n dDLll VAR zdsai il Liad idile ol
) §yoial] Ableal o lileaniy e plhy 5536 " (gyless

FDI = 0.03*FDI(-1) + 0.11*FDI(-2) - 0.15*TB(-1) - 0.26*TB(-2) + 0.16*BF(-1) -
0.13*BF(-2) + 0.01*FH(-1) + 0.12*FH(-2) + 28.015

R’ =0.85
Dhia) elal LS bl a1 L) b Cnlall il e L % 85 diasi L sy z35aill o (6
cormhll agl) o #3gaill o) o (Jarque-Bera) sl skl asil

(\ i) Jeds
(Aloall adal) aujgill Hlas)
Component Jarque-Bera df Prob.
1 0.065398 2 0.9678
2 0.678312 2 0.7124
3 0.022450 2 0.9888
4 0.904303 2 0.6363
Joint 1.670463 8 0.9895

EVIEWS 13 zalin Gla st jradll
p—daad) ABal) LGS il -
Dbodbs pdad) Jalkall jladly aball aes Lahall Jae cbpriall o lgaladly L) 4830 jlad) ‘5_1\.1
slai¥) AU VAR 13 jlasd) asie zigad paf jaihad Lud) L) Gllaing el patall 2aDlall 59a4l)
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chariall JY) o il lae V) e 3alie JUlly () akall stV Jdasy 38
ade 5 ol 092 @AY dalsall o dalgall aal g G colaV) dpalal 0585 o L) duaudd) 38ally
O A ADle Al (58 Y sl ¢pandl L e dalsall 5 O oag (dlals 3BDle ) Jalsall Ak
ML) Gilalasy ¥ lis) Zayf lligh 13l .l yaiall o2a
Y & Xl galal slasl -
X €Y i) galal sl Y
XS Y sl 48l L —Y
XY :aDanwy) —¢
chdsal G L) AL jaiha sl loal el o A slad) aasily (G b e ol
(Y) sl Lnia3ll clgadll aae 38T an E=Views galiy alasiuly elliy
t)) WD e ey g ¢ JGl Joaall 8 diag paal) milual) e Uilassy
) ¥ LNy el sl (53d5e Om Cpaladl (B A ADLe dllia -
bl iYL ) Jle ) Gl s (e aaly oladl g A Al dllia —Y

bl a¥1 LTy Jasdl dujlas dga (Gpdi5e O Cpalad) (8 A ADLe llia -

(\ c) Jeds
Alal dwd) LA sl
Pairwise Granger Causality Tests

Date: 08/04/23 Time: 21:43
Sample: 2005 2022

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.
TB does not Granger Cause FDI 16  8.86899 0.0051
FDI does not Granger Cause TB 7.40340 0.0092
BF does not Granger Cause FDI 16  3.16777 0.0819
FDI does not Granger Cause BF 0.39103 0.6854
FH does not Granger Cause FDI 16  5.86224 0.0185
FDI does not Granger Cause FH 3.28418 0.0761
BF does not Granger Cause TB 16  5.17739 0.0260
TB does not Granger Cause BF 3.84933 0.0540

oS by "Yo oo —YAV0 sl Cjprally Luigiy yae A ij‘}d\ Oaall sl uldg Judas c(Y e 2) Liie als '
.(\ Y‘Y‘) Ul sdbﬂ\—w\ daals calaidylg Tg)\d\g\ K
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FH does not Granger Cause TB 16  11.2834
TB does not Granger Cause FH 0.50758
FH does not Granger Cause BF 16  0.18427 0.8342
BF does not Granger Cause FH 0.40059 0.6793

EVIEWS 13 guliy cilajia t jreadl

:(Impulse Response Function Test) jail) 53 dalaiuy) Ay Lad) —a
s aadiisd VAR z3sai (8 cibuiiiall Lgd (ape Al Lialially ddlisal) cilereall duieill ol jlsel) il
Lo aelay coboreall Sl il sds Llaie) LS AN oda (uSan 3 ¢ Jadl) 53,0 Llaia) Al

Dsia gl uriall el b aaly (lme Gbail laylaie ddlsdie deral Lo utie Llaial (530 g
2z Agaill Cilykia (o A
Glpie W Gapd o oS ) Gleaally Balidl @hsall el Sleall gy JLad) Jad Cus
ddicaally L) 4kl Ao chariall 1Y canly (glane il Lalaie cclpriall Uadl) sgan bz gl
@ b alie it (Y Zisal b A cyand) dilaiud BaS Lad (eSen LSz dsatll il
Ol g e ge Auahall z3sai Cilyiie (o ki
On sl ) e DDA L) ia¥) L) el deral) cillatiu) il B Joaall gy
IS G laall Joha o Lage ¢S dlfiaal) @ piial) 8 cilazall S o) iy Cus - Clgian yde ) dia
ptially ddiwad) Sfypiiad] o donphal) Gpsid] dDel] dgag Ao JaS5e . Jgaall driail) 55l Cilgins (e L
il ] L) geilii lgijgll Jilly o peiliall iin¥) lefinY)) alil

(V1) a8 Jgaa

VAR 7 3gail Jadll 530 dalaia) Ao jlad) gl

Period FDI B BF FH
1 0.998653 0.000000 0.000000 0.000000
(0.17654) (0.00000) (0.00000) (0.00000)
2 1.680877 0.222503 0.403083 0.044740
(0.52526) (0.58286) (0.35654) (0.39470)
3 2.663029 1.024232 0.872564 0.696001
(1.23880) (1.32685) (0.81613) (0.84526)
4 3.412240 1111621 1.003265 0.775240
(2.32902) (2.30425) (1.46432) (1.44512)
5 3.869811 1173198 1.230789 0.730715
(3.70017) (3.37739) (2.22767) (2.04379)
6 4.255333 1539157 1.476143 0.960887
(5.19535) (4.36741) (2.97634) (2.56691)
7 4.461659 1.607435 1524604 0.997433
(6.69657) (5.35761) (3.75598) (3.08347)
8 4505679 1579176 1.566880 0.931558

.(\Y‘c) U ‘E)Sb G e “:J\;.d\ 2aa] ‘L_Sj)"‘ 2aaf)
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(8.08794) (6.28297) (4.47305) (3.57336)
9 4.531499 1.685499 1.628114 0.986421
(9.25499) (6.94726) (5.02112) (3.89846)
10 4521781 1.696688 1.616941 0.990811
(10.1590) (7.45529) (5.47273) (4.12461)

EVIEWS 13 zalin cilajia 1 jradl

(-‘) "g !5:.
VAR g isail Jail) 8350 dalaia) Al jlad) gl gl

Accumulated Response to Cholesky One S.0D. Innovations 2 S E

Accumulated Response of FOI to FOU Accumulated Response of FDI to TB
=0 =0
20 | 20
10 | 1a -
a | = - e
-1a - . 10 -
o —,---aiik’k”diii’ré iri 20
1 z 3 4 5 5 T 8 a 10 1 z 3 4 5 5 T 8 a 10
Accumulated Response of FOI to BF Accumulated Response of FON to FH
=0 =0
20 20
wd e w4
a L s e
10 10
20 T 20
1 z 3 4 5 [} 7 8 a 10 1 z 3 4 5 [} 7 8 a 10
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) L) Hase o ¢ I Joanll 8 5a)lsl) culiil) cilisSa b il il cajglal Gas
ey gyl sal) e O WS s el ) (gias o) elbal e 118 s ey bl
e DB Jaall dilan dpay A Guals s S50 e IS e La bl sl (e 70T Jiss
Ll sl & cplal) elaal o 70
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(\V) é; Jgda
Oabiil) lig€a Julad jLia) il
Period S.E. FDI B BF FH

0.998653 100.0000 0.000000 0.000000 0.000000
1.294884 87.23790 2.952626 9.690099 0.119379
1.982087 61.78581 17.62120 9.746006 10.84699
2.126261 66.10678 15.48147 8.846990 9.564758
2.188126 66.79442 14.69762 9.435004 9.072955
2.276758 64.56241 16.15921 9.876032 9.402350
2.287913 64.74767 16.09109 9.824832 9.336409
2.289849 64.67518 16.07912 9.842311 9.403388
2.293935 64.45764 16.23672 9.878533 9.427114
2.294014 64.45498 16.23797 9.880223 9.426829

Boo~vooabrwNnk
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