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Abstract:

The study aimed to demonstrate the relationship between foreign direct investment
(FDI) net inflows and the current account balance (CA) in the Saudi economy for the
period 1970-2019. The study relied on the descriptive and analytical approach in the
theoretical framework. Using the Autoregressive Distributed Lag Model (ARDL)
technique, the study concluded that FDI is concentrated in the industrial sector and
affects it. Its role in the local economy is still low. It also reached the sustainability of
the current account surplus, despite successive deficits in the secondary income
account, and the existence of a long-term and short-term complementary relationship.
Bidirectional association between them is achieved in the long-term. The study
recommended several recommendations, the most important of which are: Taking the
necessary policies by the legislator in the Kingdom of Saudi Arabia to direct FDI in
less developed sectors such as agriculture, forestry and fishing, and encouraging the
employment of reinvested profits through incentive policies.

Keywords: Foreign direct investment, Current account balance, ARDL, Saudi
economy.
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UNIT ROOT TEST TABLE (PP) UNIT ROOT TEST TABLE (ADF)
At Level CA FDI At Level CA FDI
t— t—
o -2.550 | -2.039 o -2.613 | -2.372
With Statistic With Statistic
Constant Prob. 0.1103 | 0.2697 Constant Prob. 0.0971 | 0.1548
decision n0 n0 decision | * n0
t— t—
With -2.821 | =2.209 With -3.540 | -2.646
Statistic Statistic
Constant & Constant &
Prob. 0.1970 | 0.4740 Prob. 0.0462 | 0.2626
Trend Trend
decision nQ nQ decision | ** nQ
t— t—
Without -2.185 | -1.736 Without -2.264 | -2.000
Statistic Statistic
Constant & Constant &
Prob. 0.0291 | 0.0782 Prob. 0.0241 | 0.0446
Trend Trend
decision | ** * decision | ** * %

:0) 3 ¢(E-views10) galin e alac¥l dald) sae) et jradl)

Notes: (*) Significant at the 10%; (**) Significant at the 5%; (***) Significant at the 1%. and
(no) Not Significant. *MacKinnon (1996) one-sided p-values.
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VAR Lag Order Selection Criteria
Endogenous variables: CAFDI
Exogenous variables: C

Date: 10/10/20 Time: 10:54
Sample: 1970 2019

Included observations: 46

Lag LogL LR FPE AC SC HQ

-1041.989 NA 1.77e+17 4539083 4547034 45.42062
-992.7264  92.10001 2.47e+16 4342289 43.66140 43.51224
-976.4681 28.98222 1.45e+l6 42.88992 43.28745* 43.03883
-971.2806 8.796055 1.39e+16 42.83829 43.39483 43.04677
-964.8470  10.34974* 1.25e+16* 42.73248* 43.44803 43.00053*

s w e o

*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
VAR Lag Order Selection Criteria
Endogenous variables: FDI CA

Exogenous variables: C

Date: 10/11/20 Time: 08:13

Sample: 1970 2019

Included observations: 46

Lag LogL LR FPE AIC SC HQ

-1041.989 NA 1.77e+17 4539083 45.47034 4542062
-992.7264 92.10001 2.47e+16 4342289 43.66140 4351224
-976.4681 28.98222 145e+16 4288992 43.28745* 43.03883
-971.2806 8.796055 1.39e+16 42.83829 43.39483 43.04677
-964.8470 10.34974* 1.25e+16* 42.73248* 43.44803 43.00053*

S~ wN e o

*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
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Dependent Variable: FDI

Method: ARDL

Date: 10/16/20 Time: 01:10

Sample (adjusted): 1974 2019

Included observations: 46 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (2 lags, automatic): CA

Fixed regressors: C

Number of models evalulated: 12

Selected Model: ARDL(4, 2)

Variable Coefficient Std. Error t-Statistic Prob.*
FDI(-1) 0.836753 0.159254 5.254192 0.0000
FDI(-2) -0.012640 0.220169  -0.057413 0.9545
FDI(-3) -0.114260 0.219392  -0.520803 0.6055
FDI(-4) -0.308139 0.163425  -1.885501 0.0670
CA 0.037313 0.018019 2.070788 0.0452
CA(-1) 0.026949 0.023784 1.133037 0.2643
CA(-2) 0.037617 0.019164 1.962902 0.0570
C 822.8229 589.1076 1.396728 0.1706
R-squared 0.903451 Mean dependent var 5625.036
Adjusted R-squared 0.885665 S.D.dependentvar 9809.973
S.E. of regression 3317.089 Akaike info criterion 19.20833
Sum squared resid 4.18E+08 Schwarz criterion 19.52636
Log likelihood -433.7917 Hannan-Quinn criter. 19.32747
F-statistic 50.79727 Durbin-Watson stat 1.988334

Prob(F-statistic) 0.000000

Dependent Variable: CA

Method: ARDL

Date: 10/10/20 Time: 11:01

Sample (adjusted): 1974 2019

Included observations: 46 after adjustments
Dependentlags: 4 (Fixed)

Dynamic regressors (2 lags, fixed): FDI
Fixed regressors: C

Variable Coefficient  Std. Error t-Statistic ~ Prob.*
CA-1) 0.716921  0.136307  5.259620  0.0000
CA-2) -0.351606  0.181897  -1.932997  0.0607
CA-3) 0.002915  0.189151  0.015409  0.9878
CA(-4) -0.144604  0.150434 -0.961248  0.3425
FDI 2.834384 1129776 2508801  0.0165
FDI(-1) -4.722780 1675698 -2.818396  0.0076
FDI(-2) 4892041 1168429  4.186854  0.0002
C 2924877 4923490 0594066  0.5560
R-squared 0.746914 Mean dependentvar 25555.65
Adjusted R-squared 0.700293 S.D.dependentvar 51076.66
S.E. of regression 27962.18 Akaike info criterion 2347186
Sum squared resid 2.97E+10 Schwarz criterion 23.78989
Log likelihood -531.8529 Hannan-Quinn criter. 23.59100
F-statistic 16.02095 Durbin-Watson stat 1.994579
Prob(F-statistic) 0.000000
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Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C 2924877 4923490 0594066  0.5560
CA(-1)* -0.776374  0.166299  -4.668545  0.0000
FDI(-1) 3.003645  0.743509  4.039821  0.0003
D(CA(-1)) 0493296  0.154449  3.193906  0.0028
D(CA(-2)) 0.141690  0.152031  0.931980  0.3572
D(CA(-3)) 0.144604  0.150434  0.961248  0.3425
D(FDI) 2.834384  1.129776 2508801  0.0165
D(FDI(-1)) -4.892041 1168429  -4.186854  0.0002

* p-value incompatible with t-Bounds distribution.

Conditional Error Correction Regression

Variable Coefficient  Std. Error t-Statistic ~ Prob.
C 822.8229  589.1076  1.396728  0.1706
FDI(-1)* -0.598286  0.103861 -5.760447  0.0000
CA(-1) 0.101879  0.019769  5.153452  0.0000
D(FDI(-1)) 0435039  0.129946  3.347840  0.0018
D(FDI(-2)) 0422398  0.144370 2925809  0.0058
D(FDI(-3)) 0.308139  0.163425  1.885501  0.0670
D(CA) 0.037313  0.018019  2.070788  0.0452
D(CA(-1)) -0.037617  0.019164  -1.962902  0.0570

* p-value incompatible with t-Bounds distribution.

b Al Gaas Jo¥) g 3gall) ligisall Alslaa (5) Gale

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient ~ Std.Error  t-Statistic  Prob.
FDI 3868810  0.601900  6.427663  0.0000
C 3767353 6267.620  0.601082  0.5514

EC = CA- (3.8688*FDI + 3767.3533)

Lewels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient ~ Std.Error  t-Statistic  Prob.
CA 0170285  0.019359 8796280  0.0000
C 1375299 9434785 1457690  0.1531

EC =FDI-(0.1703*CA+ 1375.2992)
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D(CA) = 2924.87 — 0.77 * CA_; + 3.003 * FDI_; + 0.49 +* D(CA_;) + 0.14
*D(CA_,) + 0.14 * D(CA_3) + 2.83
« (CA—(3.86 x FDI_; + 3767.35) — 4.89 x D(FDI_,))

D(FDI) = 822.82 — 0.59 * FDI_; + 0.10 * CA_; + 0.43 * D(FDI_,) + 0.42
+* D(FDI_,) + 0.30 * D(FDI_3) + 0.03
« (FDI — (0.17 x CA_; + 1375.29) — 0.03 * D(CA_,))

Osas JsY) g isalll (Bounds Test) sl meie Jletinaly ¢l dall Jalsill jLia) (7) Gale

b (AL
F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
Asymptotic: n=1000
F-statistic 7412686 10% 3.02 351
k 1 5% 3.62 4.16
2.5% 418 4.79
1% 494 5.58
Actual Sample Size 46 Finite Sample: n=50
10% 3177 3.653
5% 3.86 444
1% 5503 6.24
F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif, 1(0) I(1)
Asymptotic: n=1000
F-statistic 11.27752 10% 3.02 351
k 1 5% 3.62 416
2.5% 418 4.79
1% 494 558
Actual Sample Size 46 Finite Sample: n=50
10% 3.177 3.653
5% 3.86 4.44
1% 5503 6.24

il Al Aot J5Y) zagaill (Jughll Ja¥) B disall Jalsil) Lslas (8) (3ale
CA = 3767.353 + 3.8688 x FDI
FDI = 1375.299 + 0.170285 * CA
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ARDL Error Correction Regression
Dependent Variable: D(CA)

Selected Model: ARDL(4, 2)

Case 2: Restricted Constantand No Trend
Date: 10/10/20 Time: 11:28

Sample: 1970 2019

Included observations: 46

ECM Regression
Case 2: Restricted Constantand No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(CA(-1)) 0.493296 0.149989 3.288880 0.0022
D(CA(-2)) 0.141690 0.146960 0.964140 0.3411
D(CA(-3)) 0.144604 0.145881 0.991252 0.3278
D(FDI) 2.834384 1.055663 2.684932 0.0107
D(FDI(-1)) -4.892041 1.112217 -4.398458 0.0001
CointEq(-1)* -0.776374 0.160467 -4.838231 0.0000
R-squared 0.507907 Mean dependent var 965.6374
Adjusted R-squared 0.446395 S.D.dependentvar 36629.66
S.E. of regression 27254.16 Akaike info criterion 23.38491
Sum squared resid 2.97E+10 Schwarz criterion 23.62343
Log likelihood -531.8529 Hannan-Quinn criter. 23.47426

Durbin-Watson stat 1.994579

* p-value incompatible with t-Bounds distribution.

ARDL Error Correction Regression
Dependent Variable: D(FDI)

Selected Model: ARDL(4, 2)

Case 2: Restricted Constantand No Trend
Date: 02/22/21 Time: 17:49

Sample: 1970 2019

Included observations: 46

ECM Regression
Case 2: Restricted Constantand No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(FDI(-1)) 0.435039 0.126446 3.440526 0.0014
D(FDI(-2)) 0.422398 0.140390 3.008741 0.0046
D(FDI(-3)) 0.308139 0.158274 1.946870 0.0590

D(CA) 0.037313 0.016383 2277611 0.0285

D(CA(-1)) -0.037617 0.018018 -2.087735 0.0436

CointEq(-1)* -0.598286 0.100254 -5.967683 0.0000
R-squared 0.557193 Mean dependent var 112.7807
Adjusted R-squared 0.501842 S.D.dependentvar 4580.736
S.E. of regression 3233.098 Akaike info criterion 19.12138
Sum squared resid 4.18E+08 Schwarzcriterion 19.35990
Log likelihood -433.7917 Hannan-Quinn criter. 19.21073
Durbin-Watson stat 1.988334

* p-value incompatible with t-Bounds distribution.

:Serial Correlation-LM Test :4uaddal c)lady) (10) @ala

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.018249 Prob. F(1,37) 0.8933
Obs*R-squared 0.022677 Prob. Chi-Square(1) 0.8803

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.188922  Prob. F(1,37) 0.6663
Obs*R-squared 0.233683  Prob. Chi-Square(1) 0.6288
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Heteroskedasticity Test: ARCH

F-statistic 0.055280 Proh. F(1,43) 08152
Obs*R-squared 0.057777  Prob. Chi-Square(1) 0.8100

Heteroskedasticity Test; ARCH

F-statistic 0.686862 Prob. F(1,43) 04118
Obs*R-squared 0.707507  Prob. Chi-Square(1) 0.4003

1ol bl ajsil) L) taadldal) clady) (12) @ale

Series: Residuals
Sample 1974 2019
Observations 46

Mean -7.83e-12
Median -3574.457
6 Maximum 46258.05
Minimum -71062.77
Std. Dev. 25695.47
Skewness  -0.529433
Kurtosis 3.672538

Jarque-Bera  3.015882
Probabity ~ 0.221365
T ; !

1 T — T T T
-80000  -60000  -40000  -20000 0 20000 40000

o

10

Series: Residuals

Sample 1974 2019
8 Observations 46

Mean -3.76e-13
64 — Median -36.75392

Maximum 9321.977
Minimum -6987.215
Std. Dev. 3048.194
Skewness 0.380013
Kurtosis 3.998714

Jarque-Bera  3.018882
0 r ﬂ Probabilty ~ 0.221034

T USRI
-6000 -4000 -2000 0 2000 4000 6000 8000 10000
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Ramsey RESET Test

Equation: CF42

Specification: CA CA(-1) CA-2) CA(-3) CA(-4) FDI FDI(-1) FDI(-2) C
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic 1577561 37 0.1232
F-statistic 2488700 (1,37) 0.1232

Ramsey RESET Test

Equation: FC42

Specification; FDI' FDI(-1) FDI(-2) FDI(-3) FDI(-4) CACA(-1) CA(-2) C
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic 3.289607 37 0.0022
F-statistic 1082151 (1,37) 0.0022
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