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DOES THE ARAB SPRING WAVE AFFECT OUTWARD 

FOREIGN DIRECT INVESTMENT (FDI)? EMPIRICAL 

EVIDENCE FROM THE MIDEAST AND NORTH AFRICA

The paper aims to empirically explore the impact of the Arabic Spring 

on the outß ow of FDI in twelve selected countries in the North Africa re-

gion (Algeria, Tunisia, Morocco, Libya, Egypt and Mauritania) and the 

Mideast region (Bahrain, Kuwait, Oman, Lebanon, Jordan and the United 

Arab Emirates). The paper employs a panel data approach to exploit the 

time series nature of the relationship between FDI Outwards and its deter-

minants (the market size, trade openness, government effectiv eness, inß ation 

and three dummy variables related to the Arab Spring) between 2000 and 

2016. The Þ ndings revealed that the impact of the Arab Spring estimator is 

negatively correlated with FDI Outß ows  in the countries that witnessed the 

Arab Spring. It implies that conß icts and instability negatively affect FDI 

outß ows. The Þ ndings of this study reveal that countries that have been af-

fected by the Arab Spring directly (the North Africa region) experienced a 

greater decline of FDI outß ows than  countries that have been indirectly 

affected (the Mideast region). When the sample is restricted to North Africa 
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it is shown that the FDI outß ows may be inß uenced by the post Arab Spring 

effect, while there is no such statistically signiÞ cant effect in the  Mideast re-

gion. Thus, the study Þ nds that FDI outß ows  in the North African countries 

are more determined by the effects of Arabic Spring countries than in the 

Mideastern countries.

Keywords: FDI outß ows, the Arab spring, Mideast and North Africa, 

panel data analysis

1. Introduction

Many existing empirical studies explore FDI inß ows in the host country, 

while FDI outß ows from the home country is less studied. The economy of Arab 

countries is characterized by a number of factors that have adversely affected their 

economic performance in recent years, such as the drop in the price of oil and the 

slow recovery of the global economy. Moreover, the region has undergone political 

changes and protests as the result of the Arab spring that spread across the region 

in early 2011. This gives a great incentive for further investigation of this political 

phenomenon in the region. 

Related to this, in many developing countries, especially the Arab countries, 

the topic of FDI outß ows is important, because of the large exports of FDI from 

oil producing countries. Accordingly, the study aims to explore how Outward FDI 

in the Mideast and North Africa has been affected by the Arab Spring. 

Today, the numerous FDI studies focusing on the Mideast and North Africa 

(Bashir, 1999; Cardak and Moosa, 2006; Ben-Taher and Giorgione, 2009) reveal 

that the most attention is paid to FDI inß ows and the role of the host country, while 

FDI outß ow studies about the determinants of the home country are very limited.

Furthermore, the region experienced a period of transition and political 

changes in recent years after the Arab spring. The crucial question here is to exam-

ine whether the Arab Spring impacts foreign investment preference in the Mideast 

and North Africa countries. So, the research may provide beneÞ t to decision and 

investment policy makers in the Mideast and North Africa. Previous empirical 

studies that widely examined determinants of FDI outß ows ignored the develop-

ing countries and entire regions in the Arab world. In addition, the Arabic world 

witnessed the wave of recent changes across the region in early 2011, while there 

is a lack of consensus regarding the role of institutional factors. In this context, 

the research is based on examining the effects of the Arab spring on outß ows of 

FDI in the Mideast and North African countries. The paper adopts a panel data 

estimation methods and empirically tests a hypothesis of negative effect of the 
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Arab Spring on outß ows of FDI in the Mideast and North Africa countries.  With 

the point of FDI outß ows, the Arab region is characterized by certain volatility. 

Taken together, the whole region experienced rise of FDI outß ows slightly after the 

Arab Spring. In the last eleven years measured by mean of FDI outß ows for each 

country in our sample, we found that Kuwait is a leader in FDI outß ows, followed 

by Qatar, while Tunisia and Algeria are ranked as the last in terms of FDI out-

ß ows. Generally speaking, the Arab world as a whole experienced decline of FDI 

ß ows from 3.33% of GDP (2010) to 1.57% of GDP (2016). According to UNCTAD 

(2016), outß ows of FDI increased from Libya and Morocco while outß ows FDI 

from the Maghreb region fell by 6 %. In contrast, there was a rise in FDI outß ows 

from some other oil producing countries and oil-exporting countries, including 

Qatar with 96 percent .

The structure of this paper includes the introduction section by presenting 

the aim and problem of research. In the literature review section, some of the 

FDI’s theories and recently conduction empirical studies about FDI outß ows are 

examined and presented. The third section explains the methodology and specifa-

tion model used in this study. The main empirical Þ ndings of the research will be 

given in the section four. The research ends with the conclusions and a list of the 

recommendations.

2. Literature review

In the last few decades, scholars intensively retraced the FDI thought steps 

and utilized much FDI-related empirical research to examine the growth of cross-

border FDI ß ows. 

The FDI outß ow theories take the same direction as the FDI inß ow theories. 

Generally speaking,  investigation of FDI inß ows is related to the host country’s 

determinants while an investigation of FDI outß ows is related to the home coun-

try’s determinants. Notwithstanding the limitation of studies on FDI outß ows in 

Arab countries, the research presents a number of studies conducted around the 

world on FDI outß ows. 

Collier (1999) believes that a civil war causes the escape of resources (Þ -

nancial, physical and human capital) to other safer locations. From the perspec-

tive of FDI, a civil conß ict is an obstacle to the risk-averse international investor. 

However, Collier’s theory doesn’t explore the economic effects of external con-

ß icts. He suggests that “the breakdown of social order and the absence of a clear 

front line are more common to civil war than to international war” (Collier, 1999), 

and that these disruptions imply higher economic costs. There are plenty of stud-
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ies that investigate the determinants of FDI outß ows in other places. Furthermore, 

the region experienced a period of transition and political changes in recent years 

after the Arabic spring. The crucial question here is to examine whether the Arab 

spring changes foreign investment preference in the selected Arab countries. So, 

the research may provide beneÞ t to decision and investment policy makers in the 

Mideast and North Africa. Previous empirical studies that widely researched de-

terminants of FDI outß ows ignored the developing countries and entire regions in 

the Arab world.

Yarbrough and Yarbrough (2002) explain how companies establish their FDI 

in locations that have the most noteworthy potential for beneÞ t and minimum risks. 

The essential theory related to FDI is expanded in a paper by Schneider and Frey 

(1985) who accentuate the requirement for a model that consolidates both eco-

nomic and political determinants. Schneider and Frey (1985) and Buckley (2007) 

argued the importance of political risk in relation to a good investment climate, as 

it can inß uence the country’s political landscape. This can indicate that a high level 

of political instability makes the host country less attractive to foreign investors, as 

uncertainty about future events makes the investment more risky.

In their research Hill and Jongwanich (2009) investigated the position of East 

Asian economies in a period of large external shocks (the Asian Financial Crisis 

and the Global Financial Crisis) and their relationship to FDI outß ows. The study 

reveals that  FDI behavior in  East Asian countries is highly determined by coun-

try-speciÞ c characteristics that have substantial and unpredictable impact.

Other scholars, Kyrkilis and Pantelidis (2003) empirically explore macroeco-

nomic characteristics of nine countries (France, Germany, Italy, The Netherlands, 

UK from EU countries and Korea, Brazil, Singapore and Argentina as not EU 

countries) and measure their impact on FDI outß ows. The study covers a period 

of twenty years from 1977 to 1997. They found that the FDI outß ows are strongly 

determined by income. Furthermore, the importance of their relationship varies 

for the same type of endowments from country to country and from region to 

region. Frenkel et al., (2004) explored  home and host country’s  factors of FDI 

ß ows by using a panel approach in the case of host countries (emerging economies 

in Asia, Latin American, and Central and Eastern Europe). The study found some 

variables as: market size, risk, distance, economic growth as the main drivers of 

attraction of FDI inß ows. 

Saime (2009) explored home market determinants of FDI outß ows for 65 de-

veloping and transition countries (12 from Africa, 16 from America, 23 from Asia 

and 14 transition countries) between 2000-2006. The study examines the costs of 

production local business conditions and small market size as motives for outß ows 

of FDI. The study found that outward FDI from these countries is signiÞ cantly 

determined by the level of economic development, infrastructure and labor mar-
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ket conditions. Similarly, Garoni (2015) investigated institutional determinants of 

outß ows of FDI, examining how institutional variables affect decisions about out-

ß ows of FDI in Latin American countries between 2006 and 2013. The study fol-

lowed a quantitative approach looking for a potential correlation between outß ows 

of FDI and institutional variables such as capital market efÞ ciency, product market 

efÞ ciency or government efÞ ciency. His Þ ndings show mixed effects for differ-

ent countries, depending on their resource endowments, size and industry back-

ground that seem to have varying effects on outward FDI throughout the countries. 

Surprisingly, a negative correlation between FDI outß ows and institutional factors 

is found as in the case of capital market efÞ ciency. 

Wang (2017) explored the home-country determinants of outward FDI for 

Þ ve BRICS countries (Brazil, Russia, India, China and South Africa) and Þ ve 

developed countries (US, UK, Germany, Australia and Japan) between 1996 and 

2014. The research concludes that the size of the market in the home country was 

found to have a signiÞ cant positive effect on FDI outß ows. However, when the 

same estimates were used in the two country groups the variable of market size is 

shown as negligible while the interest rate has a signiÞ cant positive impact. Also, 

inß ation has a statistically signiÞ cant and negative effect on FDI outß ows, while 

lower levels of political risk reduce the likelihood of political instability that leads 

to decline of FDI outß ows. The openness of  the home country is boosting both 

inward and outward FDI. Two variables, exchange rate and corruption were found 

as statistically signiÞ cant only in the BRICS countries, but not for the full sample.

As indicated above, political (in)stability can play an essential role in deter-

mination of FDI outß ows, but this does not necessarily have to be the rule. Many 

developing countries, such as the Arab countries have not been properly analyzed 

in terms of the Arab spring’s impact on FDI outß ows. Therefore, the study takes the 

effect of Arab spring into account in order to examine its contribution to FDI out-

ß ows. Accordingly, our research seeks to address some of the lacunae in the existing 

literature by introducing three new dummy variables that have yet to be examined.

To sum up, the results of the literature review show that there are various 

determinants of FDI outß ows between developing and developed countries. The 

study followed a quantitative approach looking for a potential correlation between 

outß ows of FDI and institutional variables such as capital market efÞ ciency, prod-

uct market efÞ ciency or government efÞ ciency. The Þ ndings show mixed effects 

for different countries, depending on their resource endowments, size and industry 

background that seem to affect outward FDI differently throughout the countries. 

Surprisingly, a negative correlation between FDI outß ows and institutional factors 

as in the case of capital market efÞ ciency is found. At the same time the review of 

the literature shows us that there is not any empirical study available attempting to 

explore the effects of the Arab spring on FDI outß ows. 
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3. Research Methodology 

3.1.  Data

The study comprises an annual data set of twelve countries in the Mideast 

and North Africa countries collected between 2000 and 2016. The sample of 

home countries and time period are mainly determined by the available data. The 

research covers twelve countries from the Mideast and North Africa, including 

Algeria, Tunisia, Morocco, Libya, Egypt and Mauritania from the North Africa re-

gion and Bahrain, Kuwait, Oman, Lebanon, Jordan and the United Arab Emirates. 

Thus, the country-based analysis may provide a preliminary understanding of the 

relationship between the determinants of the home country and outß ow of FDI. 

Furthermore, it is worth considering whether the drivers of FDI outß ows are the 

same among countries. This study used a quantitative approach and sourced the 

data from Global Insight - Global Risk Service, World Bank database and the IMF 

database between 2000 and 2016. 

3.2.  Determinants of FDI 

According to the theories on FDI and previous studies related to FDI out-

ß ows, the study explores how devastating the Arab Spring has been to Outward 

FDI in twelve countries of the Mideast and North Africa. As possible proxy vari-

ables in the model, whose impact on FDI inß ows is planned to be tested, we pro-

pose the variables described bellow, similar to the ones used by some previous 

studies (Das, 2013; Kyrkilis and Pantelidis, 2003), but while introducing a few new 

variables related to the Arab spring. 

Market Size 

The GDP per capita is included as a proxy variable to measure market size. 

Many previous empirical studies (Frenkel et al., 2004; Amal, et al., 2009; Kyrkilis 

and Pantelidis, 2003; and other scholars) reveal the size of the market as a statisti-

cally signiÞ cant determinant of FDI outß ow. It means that a country that has a 

larger market tends to have a signiÞ cant reserve of capital and intangible assets, 

thus having more investment capital to expand production more easily. In addition, 



A. HRAIBA, M. GANIĆ, A. BRANKOVIĆ: Does the Arab spring wave affect outward foreign direct investment (FDI)?...
EKONOMSKI PREGLED, 70 (3) 411-430 (2019) 417

some previous studies indicate that the size of the country of origin is positively 

associated with external FDI (Tallman, 1988 and Grosse and Trevino, 1996). Also, 

Kyrkilis and Pantelidies (2003) and Wang (2017) found market size to have signiÞ -

cant and positive effects on FDI outß ows. In anyway, it is expected that market size 

affects FDI outß ows positively.

Inß ation

Along with market size, the impact of macroeconomic stability is also ac-

counted in the study. The variable inß ation is another determinant that also affects 

a country’s outß ow of FDI. Many previous studies conÞ rm that high inß ation in 

the host country impedes FDI inß ows (Okafor, 2015; Thomas and Grosse, 2001; 

Pradhan and Saha, 2011). It is interesting, that a high inß ation rate in the home 

country reß ects the failure of macroeconomic policies that affect market stabil-

ity and lead to a negative business climate. Within an empirical study by Sung 

and Lapan (2000) carried out among multinational companies they purposed to 

clarify the relationship between strategic FDI and macroeconomic uncertainty. 

The study found that inß ation has a signiÞ cant impact on developing countries, but 

not as much on developed countries. In his study, Wang (2017) found that inß ation 

has signiÞ cant negative effects on FDI outß ows. Moreover, the rate of inß ation is 

linked to the reduction of costs in order to engage in FDI in relation to the selec-

tive Dunning’s model (1977;1979). The study supposes that the variable Inß ation 

affects negatively FDI outß ows.

Trade Openness

Inclusion of Trade Openness is based on evidence of some researchers 

(Kyrkilis and Pantelidis, 2003; Banga, 2007; Nielsen and Hällås, 2015) that found 

the openness of the economy as the most important variable affecting FDI out-

ß ows. Empirical studies (Buckley, 2007 and Das, 2013) generally indicate a posi-

tive relationship between the level of trade openness and FDI inß ows. Moreover, 

openness of the home country was found to be beneÞ cial to both inß ows and 

outß ows of FDI (Wang, 2017). Accordingly, it is expected that trade openness 

positively inß uence FDI outß ows.



A. HRAIBA, M. GANIĆ, A. BRANKOVIĆ: Does the Arab spring wave affect outward foreign direct investment (FDI)?...
EKONOMSKI PREGLED, 70 (3) 411-430 (2019)418

Government efÞ ciency 

To examine whether the level of FDI outß ows in selected host countries is 

inß uenced by lower or higher level of government efÞ ciency, the proxy variable 

Quality of public and civil service is included. Mauro (2010) investigated the im-

portance of regulations and rules for investment, which could cause outward FDI. 

Also, higher government efÞ ciency in the host country reduces signiÞ cantly trans-

action costs and uncertainty. Similarly, the efÞ ciency of government promotion 

activities (Wang et al., 2012), such as the signing of free trade agreements with 

other countries or economic blocs (Thangavelu and Findlay, 2011), have overall 

and signiÞ cant effect on FDI outß ows. Government policy and the extent to which 

it encourages outß ows ofFDI directly affect  the volume of outß ows.

 Arab Spring 

Rationale for inclusion of the Arab Spring in our model is its effect on eco-

nomic trends throughout the Arab countries. Theoretically, there is some evidence 

provided by Cobham and Zouache (2015) andAlsoudi, (2014) that the Arab Spring 

is indirectly impacting changes in FDI ß ows. A common method of accounting 

for the Arab Spring has been to employs three dummy variables. In this study 

we take a somewhat different approach. The Arab region witnessed a dangerous 

political turn in the form of mass movements and protests that began in Tunisia 

(in late 2010) and spread throughout the Middle East and the North Africa region 

and became known as the Arab Spring. Some Arab countries have experienced 

a wave of political change since the outbreak of the revolution and protest move-

ments against the Arab regimes. Political change came to Tunisia, Egypt, Libya, 

and Yemen, in various forms, ranging from the limited scope of war to universal 

eligibility, including taking the peaceful form away from change and direction. 

Since then, there have been strikes and conß icts in some of these countries, 

such as Libya, Syria, and Yemen, while other such as Tunisia, Egypt, and Bahrain 

have achieved some sort of political stability. Several studies have been performed 

on the impact of the Arab Spring on political, economic, social and other top-

ics. Cobham and Zouache (2015) investigate the impact of the Arab Spring on 

Economic Features, while Alsoudi (2014)  measured the impact of the Arab Spring 

on the Political Future of the Muslim Brotherhood in the Middle East. A negative 

relationship between the Arab Spring and outward FDI is expected.
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3.3. The Model speciÞ cation

Taking into consideration all discussed determinants, the theoretical model 

of the determinants of outward FDI in Arab countries is presented, where i stands 

for country observed, and t for year observed. We follow the empirical research 

and a model developed by Das (2013),  Tallman (1988), slightly modiÞ ed with 

control variables and extended by some new dummy variables. 

FDI Outß ow it = f(Market size it, Trade openness it, Inß ation it, Government 

efÞ ciency it, Arab Spring it).

Each country from the sample is a different entity. According to availability 

of data, the time period between 2000 and 2016 will be covered and the coun-

tries are divided in two subpanels: the North Africa region (has been affected by 

the Arab Spring directly) and the Mideast region (has been affected by the Arab 

Spring indirectly). Thereafter, a panel data analysis helps us to exploit the time 

series nature of the relationship between FDI Outß ow and its determinants for the 

selected Arab countries. The econometric model in this research includes a set of 

control variables and three dummy variables related to the Arab Spring as shown 

in equation 1 

OFDIit = a + b1 GDPPC it + b2INFLit + b3 TROit + b4 GOVE it + 

                                                          + b5 Uprising it + b6 Border it + Time it+ u it (1) 

Where:

FDI outß ow (OFDI) is a dependent variable denoting net outß ow as percentage of 

GDP. 

GDP per capita (GDPPC) is used as a proxy variable to measure the effect of 

market size 

The variable Inß ation (INFL) expressed by average consumer prices is employed 

to measure macroeconomic stability.

The variable Trade openness (TRO) is expressed as ratio of total trade to GDP to 

measure the openness of country.

The variable Government effectiveness (GOVE) is proxied by the quality of public 

and civil service to measure quality of Government effectiveness.

Uprising is a dummy variable taking the value 1 if a country experienced a civil 

war, revolution or sustained civil disorder from 2011, otherwise = 0. 

Border is a dummy variable, taking the value 1 if a country has borders with coun-

tries that experienced the Arabic spring from 2011, otherwise = 0. 
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Time is a dummy variable, taking the value 1 if the period in question is from 2011 

to 2016,  otherwise = 0. 

The research employs the dummies according to the events of Arabic spring. 

3.4.  Data models

In many cases, three models are most commonly used to process the panel 

data. First is the Pooled Regression Model as the simplest model for panel data pro-

cessing. It can be found under the name of the population averaged model as well, 

assuming that any latent heterogeneity has been averaged out (Greene, 2012). The 

model uses Ordinary least squares as the estimator with the assumption that all other 

assumptions of linear model are met. The Þ rst pooled regression model employs 

constant coefÞ cients, as a common assumption for cross-sectional analysis 

                                   OFDI
it
 =  + x

it
 + m

it
   (2)

Where index  i = 1…12 symbolizes a selected country of the Arab world and 

t = 2000-2016 symbolizes time in terms of different years. 

F
it
 is Foreign direct investment outß ows (OFDI) as a % of GDP of the country 

“i” in a year “t” and is the dependent variable, while “x
it
” expresses the value of 

independent variables (K × 1 vector) for the country “i” in a year “t”. b is a K × 1 

parameter vector, while a is the intercept, and  is the usual disturbance term. 

The secondis the Fixed Effects Model (FE model) used, in some cases, to 

control omitted variables that may vary across countries but do not change over 

time. Some possible changes in a dependent variable may be the result of other in-

ß uences, but no changes in Þ xed characteristics (Stock, 2012). The FE model uses 

the individual-speciÞ c effects ai to be correlated with the regressors x. 

 

                                   OFDI
it
 = a  + x

it
 + m

it
 (3)

Under the Random Effects Model (RE model) variation across countries is 

random and it is not correlated with the independent variables (Greene, 2012). The 

RE model begins with an assumption that the regressors do not correlate with the 

individual-speciÞ c effects a . The same slope parameters and a composite error 

term have each individual eit = ai  + e
it
. 
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                                   OFDI
it
 = x

it
 + (  + e

it
)  (4)

To decide between the Pooled Model, FE model or RE model some diagnos-

tic tests should be done (F-test, LM test and Hausman test). To choose between the 

FE and the RE, the Hausman speciÞ cation test is performed. The Breusch-Pagan 

LM test of independence or Pasaran CD test is applied to test cross-sectional de-

pendence/contemporaneous correlation (Baltagi, 2008).

4. Empirical Þ ndings

The correlation matrix showed in Table 1 is used to present a rudimentary 

check for multicollinearity. The matrix illustrates the data distribution of our vari-

ables. It becomes a potential issue when independent variables in a regression 

are highly correlated with each other. Multicollinearity can be a problem if the 

correlation between two variables exceeds 0.80 (Field, 2005). In our case, Table 1 

shows that there is a moderate degree of collinearity between the variables. Three 

correlation’s pairs with control variables are below 0.80. Additionally, the mean 

value of the VIF test is 1.64 and the value does not exceed the threshold of 2 for 

any variable individually (Appendix: B). In anyway, this implies an absence of a 

serious multicolinearity problem.

Table 1. 

CORRELATION MATRIX

OFDI INFL GDPPC TRO GOVE
Time-

Dummy

Uprisi-

Dummy

Border-

Dummy

OFDI 1

INFL 0.0435 1

GDPPC 0.3214 -0.0214 1

TRO 0.0865 -0.0621 0.5576 1

GOVE 0.0457 -0.1299 0.6085 0.5371 1

TimeDummy -0.0118 0.0569 0.195 0.1663 0.0692 1

UprisiDummy -0.1687 0.2274 -0.0257 0.0645 -0.0343 0.4847 1

BorderDummy 0.0163 0.0398 -0.0786 -0.1634 -0.1452 0.3776 -0.0865 1

Source: Authors’ estimation
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Before we decide which model is more appropriate, some tests are employed 

(F test, Breusch Pagan and Hausman and others) to determine which model ac-

curately represents our data. The serial autocorrelation in the model is examined 

by employing the Wooldrige test (F= 1.104 with Prob>F equal to 0.3160) as shown 

in Appendix C. The Þ ndings of the Wooldrige test didn’t Þ nd a problem of serial 

correlation. However, the Þ ndings of the Breusch-Pagan/Cook-Weisberg test for 

heteroscedasticity (chi2(1) = 20.85 and Prob > chi2= 0.0000) provide evidence 

that the model is heteroscedastic. In addition, it can be concluded from our results 

(Table 2) that the RE model will be better suitable and efÞ cient than the FE model 

for measuring changes in FDI Outß ows. 

Table 2. 

MODEL SELECTION

Pooled vs Fixed F test that all u_i= 0 F(11.171)= 5.61 Prob>F= 0.000

Pooled vs Random

 

Breusch and pagan

Lagrangian multiplier test 

chibar2(01)= 37.54 Prob>chibar2

=0.0000

Random vs Fixed Hausman Test chi2( 6)= 10.57 Prob>chi22 =0.1028

Source: Authors’ estimation

To solve possible problems related to heteroskedasticity of unknown form, 

“robust” option is used to adjust standard errors and control the problem of het-

eroscedasticity. 

Table 3 presents comparative results of regression models for the full sample 

and two subpanels. The overall R-square of the regression for the full sample is 

16%, while 65% and 13% have been observed for the North Africa countries and 

the Mideast countries, respectively. The signiÞ cance and the coefÞ cients of the 

variables in the presented panel models vary among themselves. 
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Table 3. 

COMPARING ESTIMATORS FOR PANEL DATA MODEL

 (Subpanel 1) (Subpanel 2) (Full sample)

GDPPC 0.0003257 0.0000939 0.0001

 (4.53)*** -1.07 (1.66)*

TRO -0.0003361 -0.0057226 -0.003

 (-0.18) (-0.25) (-0.41)

GOVE -0.4273483 -6.793315 -3.793

 (-0.57) (-1.81)* ( -2.90)***

INFL 0.0801123 0.0237804 0.117

 (1.90)* (0.27) (3.14)***

Uprising Dummy -1.246094 -2.620104 -2.62

 (-2.84)*** (-2.31)** ( -2.06)**

Border Dummy -1.42157 -0.5053367 -0.744

 (-3.74)*** (-0.31)  (-2.65)***

Time Dummy 0.3362466 0.0697069 0.322

 (1.91)* -0.05 -1.28

sigma_u 0 0 1.39

sigma_e 0.55071751 2.8266348 2.13

Rho 0 0 0.29

R- squared 0.65 0.13 0.16

R- squared within 0.55 0.18 0.18

R- squared between 0.94 0.19 0.26

1 Subpanel 1: Algeria, Tunisia, Morocco, Libya, Egypt, Mauritania

2 Subpanel 2: Bahrain, Kuwait, Oman, Lebanon, Jordan  and the United Arab Emirates

3 Full Panel: Algeria, Tunisia, Morocco, Libya, Egypt, Mauritania, Bahrain, Kuwait, Oman, 

Lebanon, Jordan  and the United Arab Emirates

Source: Authors’ calculation (*** Statistically signiÞ cant at the 1% level, ** Statistically signiÞ cant 

at the 5% level, * Statistically signiÞ cant at the 10% level).

It is interesting that the Þ ndings are both similar for the full sample and the 

North Africa countries. Five variables from our full sample are shown as statisti-

cally signiÞ cant for FDI outß ows (market size, uprising dummy, border dummy, 

inß ation and government effectiveness) and the North Africa countries (market 

size, uprising dummy, border dummy, time dummy and inß ation). On the contrary, 

only two variables are shown as statistical signiÞ cant in the Mideast countries 

(government effectiveness and uprising dummy). 
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The study employed an uprising variable and found it to be 1% statistically 

signiÞ cant in the North African countries and 5% for the whole sample and the 

Mideast countries, in explaining FDI outß ows. For the whole sample and the two 

subpanels the evidence suggests that conß icts and instability had a negative ef-

fect and lead to reduced FDI outß ows. The uprising variable provided stronger 

explanatory power than the other two dummy variables. 

Furthermore, the border dummy variable has a negative effect on FDI out-

ß ows. This is true for the full sample and the North African countries, where it 

ishighly signiÞ cant (at 1%). This is in line with our expectations. The same is 

not true for the Mideastern countries. When the sample is restricted to the North 

Africa FDI outß ows, it may be inß uenced by the post Arab Spring affect. On the 

other hand, we couldtnot Þ nd any such effect if the sample was restricted to the 

Mideastern countries or for the whole sample.

The control variable market size was found to be statistically signiÞ cant at 

10% and 1% with a positive coefÞ cient in determination of FDI outß ows (in the 

case of full sample and North African countries). This may be explained by the 

fact that the large market size of the home country is more likely to increase FDI 

outß ow. This Þ nding supports our expectation regarding market size. Also, it is 

consistent with some literature Þ ndings includingWang (2017), Tallman (1988) and 

Grosse and Trevino (1996). 

In addition, the control variables: inß ation and government effectiveness 

were also found to be statistically signiÞ cant at 1% in case of the whole sample. 

We found that inß ation affects FDI outß ows positively. Our Þ nding is in line with 

some previous studies done by Sung (2000). Also, the control variable government 

effectiveness negatively affects  FDI outß ows which support our expectations for 

the full sample and the Mideast countries. If the sample is restricted to the North 

African countries it is shown as insigniÞ cant. The failure of the government to 

perform its duties effectively would decrease FDI outß ows. On the contrary, if a 

govermant improves its quality of services, both may see increased FDI outß ows. 

This Þ nding also cooresponds to other studies such as Thangavelu and Findlay 

(2011), Mauro (2010) and Soo and Wong (2010). 

The study included other explanatory variables expected to have a correla-

tion with FDI outß ows. However, the results showed the opposite. For example, 

there is no evidence that the variable Trade openness is statistically signiÞ cant. 

It is opposite to the Þ ndings of previous studies, as the oneby Nielsen and Hällås 

(2015). 
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5. Conclusion

This paper examines the impacts of the Arab spring on FDI outß ows. The 

number of independent variables analyzed in our sample was selected becasue 

they have been shown to be statistically signiÞ cant in certain previous studies. 

The study could not Þ nd or conÞ rm that all the independent and control variables 

employed in the regression model have an important role in the explanation of 

the variance of FDI outß ows. This implies that the movements in FDI outß ows 

are determined by some other factors that are relevant for developing countries. 

In line with some expectations, our Þ ndings conÞ rm the importance of the Arab 

Spring for outß ows of FDI, as well as of some control variables (inß ation and 

government), specially in the North Africa region, while the post Arabic Spring 

effect is not signiÞ cant in the Mideast region. Moreover, the study couldn’t Þ nd 

evidence that a change in trade  openness affects changes in the structure of the 

FDI outß ows. There is little indication that FDI outß ows are determined by mac-

roeconomic and institutional variables. 

There is some evidence that the impact of the Arab Spring estimator is nega-

tively correlated with FDI outß ows in the countries that witnessed the Arab Spring 

(the North Africa region and the Mideast region). This implies that conß icts and 

instability negatively effect  FDI outß ows. Moreover, the effect extends to neigh-

boring countries, although the Arab Spring does not affect FDI outß ows in all of 

the Arabic world. A more interesting point of this study is that countries that have 

been affected by the Arab Spring directly (the North Africa region) experienced 

more decline of FDI outß ows than the indirectly affected  countries (the Mideast 

region).

Thus, as seen from our Þ ndings the effects of the Arab Spring since 2011 

on FDI outß ows in the hit countries have been clear, in addition to the transmis-

sion of these effects to neighboring countries. Countries that are located in the 

same region without a common border with the spring countries settled away from 

these inß uences on the investment environment. The above results naturally sug-

gest that speciÞ c reform policies are important for policy makers in attempting to 

improve the investment environment. The new regimes established following the 

Arab Spring urge for transparent reforms in institutions. One of the main objec-

tives  should be related to achieving a level of stability and certainty. In addition 

to maintaining appropriate inß ation rates and emphasize the role of government 

effectiveness. Moreover, these Þ ndings are a little different from our model’s ex-

pectations and require further examination. They should be directed to further 

extension, especially in terms of the detailed disaggregation of data on the FDI 

outß ows. Further, there are signiÞ cant differences between some Arab economies. 

Some are stable. While others are degraded, which may create some problems. 
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That indicates the sample should  be convergent. Finally, the Arab Spring strikes are 

still going on in some countries, while they have almost stopped in others. For future 

research it would be interesting  to explore the characteristics of each country.
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Appendix A. List of variables and sources of data

Variables Proxy for Measuring Source

OFDI FDI  outß ows (% of GDP) World Development Indicators

MS Market size GDP per capita (US dollar) International Monetary Fund (IMF)

 INF Inß ation rate Average consumer prices International Monetary Fund (IMF)

OPEN Openness Total trade of GDP World Development Indicators

GE
Government 

Effectiveness

Quality of public and civil 

service
Global Insight, Global Risk Service

D1 uprising Dummy
1 if a country experienced 

Arab spring  otherwise = 0.
____ 

D2 Border Dummy

1 if a country has border 

with countries experienced 

Arabic spring from 2011  

otherwise = 0,

____

D3 Time Dummy

Time Dummy 1 for  

period from 2011 to 2016 

otherwise = 0.

____

Appendix B. Testing for multicolienarity

    Mean VIF        1.64

                                    

        INFL        1.09    0.914891

     Border2        1.45    0.691875

uprisingdu~y        1.64    0.609588

         TRO        1.66    0.603881

        GOVE        1.79    0.557254

       GDPPC        1.91    0.524502

   TimeDummy        1.94    0.515776

                                    

    Variable         VIF       1/VIF 

. vif
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Appendix C. Testing for serial correlation

UTJE E LI ARAPSKO PROLJE E NA ODLJEV IZRAVNIH STRANIH ULAGANJA? 

EMPIRIJSKI DOKAZI IZ ZEMALJA BLISKOG ISTOKA I SJEVERNE AFRIKE

Sažetak

Cilj rada je empirijski istražiti utjecaj Arapskog prolje a na odljev izravnih stranih ulaga-

nja u dvanaest odabranih zemalja u regiji sjeverne Afrike (Alžir, Tunis, Maroko, Libija, Egipat i 

Mauritanija) i u regiji Bliskog istoka (Bahrein, Kuvajt, Oman, Libanon, Jordan i Ujedinjeni Arapski 

Emirati). U radu se koriste panel podaci kako bi se vremenska serija izme u 2000. i 2016. iskoristila 

za utvr ivanje odnosa izme u inozemnih izravnih stranih ulaganja i njegovih odrednica (veli ina 

tržišta, otvorenost trgovine, u inkovitost vlade, inß acija i tri dummy varijable povezane s Arapskim 

prolje em). Rezultati su pokazali da je utjecaj procjene Arapskog prolje a negativno povezan s odlje-

vima stranih ulaganja u zemljama koje su svjedo ile Arapskom prolje u. To zna i da sukobi i nesta-

bilnost negativno utje u na odljeve izravnih stranih ulaganja. Rezultati ovog istraživanja otkrivaju da 

su zemlje koje su izravno pogo ene Arapskim prolje em (regija sjeverne Afrike) doživjele ve i pad u 

odljevu izravnih stranih ulaganja nego zemlje koje su bile indirektno pogo ene (regija Bliski istok). 

Kada je uzorak ograni en na sjevernu Afriku, utvrdilo se kako na odljeve izravnih stranih ulaganja 

može utjecati u inak poslije-arapskog prolje a, dok nema statisti ki zna ajnog utjecaja u regiji Bliski 

istok. Stoga, istraživanje otkriva kako su odljevi izravnih stranih ulaganja u sjevernoafri kim zemlja-

ma više odre eni u incima Arapskog prolje a nego u zemljama Bliskog istoka.

Klju ne rije i: odljevi izravnih stranih ulaganja, Arapsko prolje e, Bliski istok i sjeverna 

Afrika, analiza panel podataka

           Prob > F =      0.3160

    F(  1,      11) =      1.104

H0: no first-order autocorrelation

Wooldridge test for autocorrelation in panel data


