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Determinants of Foreign Direct Investment (FDI) in Algeria :

An Empirical Study

Mohamed Daoudi

Abstract

The development of the phenomenon of the foreign direct investment in Algeria from the
independence until now is associated with two important factors, the first one is characterized
in the developments and the circumstances which the system of the international economic
relations has witnessed and witch it has a remarkable impact on the development of the
FDI and the increase of its weight in the framework of the international finance. As for
the second factor, it is associated with the orientation which Algeria has adopted in the
economic level and the change which the economic way has seen as well as the shift from the
planned economy to the economy of market and the openness to the international markets
witch has resulted in the advent of new development strategies. This paper focuses on the
determinants of foreign direct investment in Algeria, we use annual data covering 1970-
2009 period, we use an empirical model (based on cointegration test and error correction
model ECM) using some macro-economic variables, which allows us to obtain a general
characterisation in Algerian economy. The results of the study showed negative effect of taxes
in the short and long term on FDI in Algeria, a positive eftect of public investment (short
and long term) and trade openness (long term only). The study concludes by demonstrating
results and making recommendations that have been approached.
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