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Abstract—The This study is based on the study of the impact
of economic freedom on foreign direct investment in the Arab
countries, namely, (Algeria, Jordan, UAE, Bahrain, Saudi
Arabia, Sudan, Irag, Kuwait, Morocco, Yemen, Tunisia,
Comoros, Djibouti, Syria, Oman, Qatar , Lebanon, Libya,
Egypt, Mauritania) during the period from 2008 to 2014. The
measurement of foreign direct investment (FDI) by net inflows
of foreign direct investment as a percentage of GDP. And
measured economic freedom index of Economic Freedom
published by the Wall Street Journal and the Foundation
Heritage, in terms of economic freedom ten elements such as
business freedom, freedom of trade, fiscal freedom,
government spending, monetary freedom, investment freedom,
financial freedom, property rights, freedom from corruption ,
and freedom of action. The regression results show that the
commercial freedom negatively linked to foreign direct
investment, while the economic freedom, financial freedom,
financial freedom, and the freedom to work positively linked
to foreign direct investment. The business freedom, trade
freedom government spending, monetary freedom, investment
freedom, financial freedom, property rights, freedom from
corruption does not significantly affect the results. And the
respect of GDP and GDP per capita is significantly positive
and in foreign direct investment. This means that the net
foreign direct investment flows to the Arab countries attracted
by the organizational efficiency and the size of the market,
instead of the rule of law, limited government and open
markets.

Keywords—Keywords:  foreign direct investment, economic
freedom, the Arab States, the gross domestic product (GDP),
investment freedom, labor freedom, fiscal freedom, government
spending, monetary freedom, freedom from corruption, labor
freedom, property rights, business freedom.
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. Introduction

Be foreign direct investment (FDI) is always an
important driver of global economic growth. The
competing countries are all the more foreign direct
investment flows, and this applies to both developed
and developing countries, where more than foreign
direct investment flows to developing countries more
than those to developed countries, where it reached the
foreign direct investment in the United States about
225.4 billion dollars in 2014. And Arab countries have
played (Algeria, Jordan, UAE, Bahrain, Saudi Arabia,
Sudan, Iraq, Kuwait, Morocco, Yemen, Tunisia,
Comoros, Dijibouti, Syria, Oman, Qatar, Lebanon,
Libya, Egypt, Mauritania) a vital role in attract foreign
direct investment and the share of foreign direct
investment in the global foreign direct investment
flows, has been reduced foreign direct investment to
Arab countries after the global financial crisis, from
about 97.28 billion dollars in 2008, to about 36.34
billion US dollars in 2014, a decline of about 62.6% of
2008.

This study is trying to study the reasons that
Arab countries can attract more foreign direct
investment flows by focusing on the relationship
between economic freedom and foreign direct
investment in the Arab countries. It is measured
economic freedom index of Economic Freedom
published by the Wall Street Journal and the
Foundation Heritage, which includes ten elements
such as (Economic Freedom, Business Freedom, Trade
Freedom, Fiscal Freedom, Government Spending,
Monetary Freedom, Investment Freedom, Financial
Freedom, Property Rights, Freedom from Corruption,
Labor Freedom). This paper contributes not only to
study the general index of economic freedom, but also
the study of 10 components of the index. Are selected
control variables to measure the size of the market, and
the growth of the market and the degree of openness,
the next section presents the methodology, details of
the results of the study, and the conclusion of that
study.

n. Methodology

This paper examines foreign direct investment to
the Arab countries - (Algeria, Jordan, UAE, Bahrain,
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Saudi Arabia, Sudan, Irag, Kuwait, Morocco, Yemen,
Tunisia, Comoros, Djibouti, Syria, Oman, Qatar,
Lebanon, Libya, Egypt, Mauritania) - during the
period from 2000 to 2014 and measured by net foreign
direct investment flows of foreign direct investment as
a percentage of GDP. It is measured economic
freedom index of Economic Freedom published by the
Wall Street Journal and the Heritage Foundation.
There are 11 scale, namely: the first measure is the
economic overall freedom, while following the 10
measures are: (Economic Freedom, Business Freedom,
Trade Freedom, Fiscal Freedom, Government
Spending, Monetary Freedom, Investment Freedom,
Financial Freedom, Property Rights, Freedom from
Corruption , Labor Freedom).

Avre selected four variables to control based on:
GDP per capita as a proxy for the size of the market,
total imports of goods and services as a percentage of
GDP, as a proxy for the degree of openness, the annual
growth of GDP rate of growth of the market as an
agent. The annual collection of data for the index and
the ten components of economic freedom from the
Heritage Foundation and the World Bank. This is the
annual collection of data flows, net foreign direct
investment and other factors, from the World
Development Indicators, and be the multiple
regression models are as follows:

FDIit = a + b1GDPGit + b2IMPORTSit + b3In
(GDPPC) it + b4In (GDP) it +
b5EconomicFreedomlindexit + e (1)

It indicates where:

FDI: foreign direct investment, which is net foreign
direct investment as a percentage of gross domestic
product flows.

GDPG: annual GDP growth rate.

IMPORTS: Total imports of goods and services as a
percentage of GDP.

GDPPC: GDP per capita.

Economic Freedom Index: Index of Economic Freedom
is the 11 measures of economic freedom indicators
(Economic Freedom, Business Freedom, Trade
Freedom, Fiscal Freedom, Government Spending,
Monetary Freedom, Investment Freedom, Financial
Freedom, Property Rights, Freedom from Corruption,
Labor Freedom).

* Has been used Jarque-Bera test: is a test used to
determine the validity and quality of the form, where
they can use to test the statistical hypothesis that the
normal distribution of data, distributed or subject to
the null hypothesis, namely that the data be twisted
and Splayed plus.
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Research results and
discussion

A. descriptive statistics

Net FDI inflows amounted to Arab countries by
about $ 97.3 billion in 2008, then down to about $ 36.3
billion in 2014, a decline of about 62.6% in 2008. The
total foreign direct investment alone top, at about $
16.7 billion to Saudi Arabia at a rate of about 35.8%,
followed by the UAE, where about 8.21 billion dollars
at a rate of about 15.7%, then Egypt about $ 4.7 billion
at a rate of about 8.9%, and reached its lowest in the
Comoros about 0.006 billion dollars at a rate of about
0.01% of the total countries Arabic, during the period
(2000-2014) .table (1).

Table (1) descriptive statistics of the variables:
average net foreign direct investment for the Arab
States flows, at about 2.75% of GDP, the average
annual GDP growth rate of about 10.2%, the average
total imports amounted to about 21.8% as a percentage
of GDP. The overall economic freedom amounted to
about 50.7 which is not high compared with developed
countries. The highest index is financial freedom,
about 73.3, followed by monetary freedom around
67.5, followed by government spending of about 57.9,
followed by Trade Freedom about 57, followed by
Business Freedom of about 57.9, followed by the
Economic Freedom of about 50.7, followed by
Investment Freedom of about 39.8, followed by
Financial Freedom, about 39, followed by Labor
Freedom of about 36.3, followed by about 36.1
Property Rights, while the lowest index is freedom
from corruption, about 35.6.

The correlations matrix displays between
variables in Table Il. It was found that all the links
seem low, but that the relationship between gross
domestic product (GDP) and economic freedom is
high, and this will be taken into account when the
regression procedure.

B. Regression Results

Regression results details in Table Il shows that there
are 11 downhill, with different economic freedom
indicators, where there is a correlation between gross
domestic product (GDP) and economic freedom, are
deleted GDP variable (GDP) in the first slope when
the Index of Economic Freedom is the independent
variable. The results indicate that the general index of
economic freedom and morally positive affect on
foreign direct investment at 10% ,. However, the
results of the 10 mixed components: where Freedom
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Trade adversely affect foreign direct investment ata | FDI net inflows to the Arab Countries measured in percentage of
level of 10%, while the Economic Freedom, Fiscal GOP from 2000- 2014

Freedom, Financial Freedom a positive impact on o

foreign direct investment at a level of 10%, while the 129

Labor Freedom effective positively on foreign direct /
investment at a level of 5%, while the Business .‘\ /" /\\ f
Freedom, Government Spending, Monetary Freedom, I 1\ /
Investment Freedom, Property Rights, Freedom from i VNN / ¥ \\ y|
Corruption, do not affect the results. These results \ /\/\ N/ ~
mean that the net foreign direct investment flows to L ~

the Arab countries attracted by the organizational TSI I LI EST ST L EF S ES
efficiency instead of the rule of law, limited o N © N *
government, and open markets. ‘Figure 2: FDI net inflows to the Arab Countries measured

in percentage of GDP from 2000 - 2014
Moreover, the imports variable positively affect

the foreign direct investment in all Downgrades, and Table (1): Descriptive Statistics of Variables
this is consistent with the existence of economic Mean  Max Min S darae ity
ev. era

freedom, especially with the spread of trade exchange
between Arab countries. As it turns out research GDP 81172.6 7462485 2019 1188143 21133 0.000
during the period 2008-2014 that the great OpenNNesS  |wporTs 114217 2620000 185 334097  13657.8 0.000

which may mean that foreign direct investment to the  gpppc 114331 937141 184 174830 8681 0.000
Arab countries determinants changes over time. It DI 29324 39455.9 01 15840 120931 0.000
turns out that GDP positively affect foreign direct FDIP 70 497.6 0.0 330 3623510 0.000
investment, and GDP per capita has a negative impact  gppgp 102 112 93 05 18.0 0.000
on foreign direct investment, and noted that the |uporTse 218 1229.7 0.9 741 6961322 0.000
increase of the size of the market could attract more | ygop 102 135 53 18 394 0.000
foreign direct investment flows. LNGDPPC 8.3 115 2.9 16 1.049 0.592
. Economic
Flgures and Tables Erendom 50.7 77.7 0.0 21.9 1216 0.000
P;{QDGFW 36.1 90.0 0.0 200 21 0.358
ights
Freedom
FDI net inflows to the Arab Countries measured in million US from from 35.6 90.0 0.0 21.4 4.9 0.087
2000- 2014 Corr_uption
f':'sca' 73.3 99.9 0.0 30.9 124.0 0.000
o reedom
Government 57 o 90.3 0.0 2.7 1205 0.000
1400¢ Sper)dmg
[ 1200 Business 55.1 875 0.0 23.2 88.7 0.000
£ 000E Freedom
800C / Labor 36.3 97.0 0.0 327 34.6 0.000
e /\ ] Freedom
2 Monetary
aon ‘ / \\:{ \\ — /\\ Frosddon 67.5 94.0 0.0 25.9 288.9 0.000
S s v T T \ FTrade 57.0 90.0 0.0 264 62.3 0.000
reedom
\'*\’ ¥ & \‘{ o ) \, > ,-"0 '0 \'3‘)’ q\d‘ o > 4 Q_ o) c!"o ¥ & ‘\ .:';p I t t
o \&6\\0@}.&5 & s £ IR & L R &%:&- ’;"reesec;g? 39.8 75.0 0.0 214 16.9 0.000
_ ' | ';'r”ezzgr"’r‘]' 39.0 90.0 0.0 25 73 0.026
Figure 1: FDI net inflows to the Arab Countries measured Note: FDI stands for net inflows of foreign direct investment as a percentage
in million US from 2000 - 2014 of GDP, GDPG stands for GDP annual growth rate, IMPORTS stands for total

imports of goods and services as a percentage of GDP, LN_GDPPC stands for
natural logarithm of GDP per capita, LN_GDP stands for natural logarithm of
GDP.
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Table (2): Correlation Matrix of Variables  Monetary Freedom 0.066 -0.088 0.103 0.100 0.289

FDI GDPGP IMPORTS LNGDP LNGDPPC Trade Freedom 0.209 -0.021 0.249 0.284 0.497
GDPGP 0.174 Investment Freedom -0.010 0.016 -0.018 0.067 0.171
IMPORTSP -0.021 -0.012 Financial Freedom 0.079 0.064 0.101 0.061 0.414
LNGDP 0.439 0.288 0.323 Note: FDI stands for net inflows of foreign direct investment as a
percentage of GDP, GDPG stands for GDP annual growth rate,
LNGDPPC 0.308 0.175 0.393 0.657 IMPORTS stands for total imports of goods and services as a
Economic Freedom 0.158 0.060 0.201 0.208 0.459 percentage of GDP, LN_GDPPC stands for natural logarithm of GDP
. per capita, LN_GDP stands for natural logarithm of GDP
Property Rights 0.124 0.194 0.213 0.235 0.517 -
Freedom from 0.107 0.206 0.333 0.294 0.632
Corruption
Fiscal freedom 0.220 -0.025 0.231 0.248 0.501
Government Spending 0.145 -0.076 0.187 0.109 0.208
Business Freedom 0.139 0.195 0.130 0.303 0.352
Labor Freedom 0.351 0.023 0.257 0.244 0.305

Table (3): Regression Results on Foreign direct Investment to Arabian countries

Economic Business Trade Fiscal Goverpment Monetary Investment Financial P(operty Fr:;e;dom Labor
Freedom Freedom Freedom Freedom Spending Freedom Freedom Freedom Rights Corruption Freedom
(EF) (BF) (TF) (FSF) (GS) (MF) (IF) (FNF) (PR) (FC) (LF)
C 41.71 42.29 41.64 39.87 39.33 39.54 40.97 42.63 43.71 42.64 41.59
3.01* 3.03* 2.99* 2.87* 2.80* 2.80* 2.95% 3.08* 3.09* 2.96* 3.02*
GDPGP -2.65 -2.72 -2.66 -2.43 -2.5 -2.51 -2.65 -2.78 -2.82 -2.72 -2.48
-1.90** -1.93** -1.88** -1.72%** -1 77H** -1.78*** -1.89** -1.99** -1.99** -1.91%* -1.78***
IMPORTSP 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
40.14* 40.12* 39.97* 39.77* 40.67* 40.64* 41.02* 40.85* 40.23* 39.58* 39.95*
LNGDP 1.38 1.28 13 1.35 13 1.33 1.32 154 1.37 1.33 1.19
2.59* 2.40** 2.45** 2.54* 2.45** 2.50* 2.49* 2.78* 2.54* 2.45** 2.24%*
LNGDPPC -3.96 -3.61 -3.54 -3.99 -3.66 -3.7 -3.64 -4.05 -3.81 -3.68 -3.83
-5.87* -5.82* -5.24* -5.80* -5.97* -5.85* -5.95* -5.83* -5.42* -4.70* -6.25*
Economic
Freedom 0.05%**
1.34
Business
Freedom 0.01
0.41
Trade Freedom -0.001
-0.02
Fiscal Freedom 0.04***
1.32
St
0.96
o
0.8
Investment
Freedom 0.03
0.85
Financial
Freedom 0.05%
1.44
Property Rights 0.03
0.73
Freedom from
Corruption 0.01
0.26
Labor Freedom 0.05**
211
R-squared 0.87 0.87 0.87 0.87 0.87 0.87 0.87 0.87 0.87 0.87 0.87
Durbin-
Watson 1.75 1.74 1.74 1.75 1.75 1.74 1.76 1.75 1.76 1.74 1.76

Note: FDI stands for net inflows of foreign direct investment as a percentage of GDP, GDPG stands for GDP annual growth rate, IMPORTS stands for total imports of goods and services
as a percentage of GDP, LN_GDPPC stands for natural logarithm of GDP per capita, LN_GDP stands for natural logarithm of GDP, Economic stands for overall Economic Freedom.
Numbers in parentheses are p-values; *, **, and *** indicate significance at the level of 1%, 5%, and 10%, respectively
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Conclusion

This paper studied the relationship between
economic freedom and foreign direct investment in the
Arab countries during the period 2008- 2014 and is
measured economic freedom index of Economic
Freedom published by the Wall Street Journal and the
Foundation Heritage, which includes ten elements
such as (Economic Freedom, Business Freedom, Trade
Freedom , Fiscal Freedom, Government Spending,
Monetary Freedom, Investment Freedom, Financial
Freedom, Property Rights, Freedom from Corruption,
Labor Freedom),

The regression results are mixed year for the
index of economic freedom and the ten elements. It
was found that the general index of economic freedom
was significantly and adversely affect Trade Freedom
adversely affect foreign direct investment at a level of
10%, while the Economic Freedom, Fiscal Freedom,
Financial Freedom, Labor Freedom positive impact on
foreign direct investment, The Business Freedom,
Government  Spending, Monetary ~ Freedom,
Investment Freedom, Property Rights, Freedom from
Corruption, do not affect the results.

Moreover, the imports variable positively affect foreign
direct investment, and this is consistent with the
existence of economic freedom, especially with the
spread of trade exchange between Arab countries. It
turns out that the great openness, which may mean that
foreign direct investment to the Arab countries
determinants change over time. It turns out that GDP
positively affect foreign direct investment, and show
that GDP per capita has a negative impact on foreign
direct investment, and noted that the increase of the
size of the market could attract more foreign direct
investment flows.
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