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The role of governance in attracting foreign direct investment flows to the Middle East

and North Africa region: an econometric study during the period 2005-2019

Abstract

This study mainly aims to highlight the role of good governance in creating the
appropriate environment to attract foreign direct investment (FDI) to the Middle East
and North Africa (MENA) region. And to achieve the objective of this study, the
researchers used a panel data model in order to evaluate the effects of six governance
indicators published by the World Bank, —initially suggested and used by Kaufmann
and al. (2005)—, on the flows of FDI to a selected sample of 12 countries during the
period 2005-2019. The result of the Hausman test (1978) indicated that the fixed
effects model is the most appropriate one for the study. The estimation results reveal
also that the independent variables represented by the control of corruption, the ratio
of exports to GDP, the ratio of imports to GDP, the government effectiveness, the
regulatory quality, the political stability and absence of violence are the most important
variables affecting the attraction of FDI. However, the other variables represented by
the rule of law, voice and accountability and the GDP growth rate have no statistical
significance on attracting foreign investments, according to the results of this study.
Based on these findings, the paper highlight that it is required from the MENA countries
to make more effort to implement and adhere to these principles of governance in order
to improve their attractiveness for this type of investment as an important element of
sustainable economic development.

Keywords : Foreign direct investment, MENA region, governance, Panel data models.
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