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The impact of the digital economy on attracting foreign direct investment
to Egypt during 2008-2024: An Econometric Study using the ARDL Model

Researcher/ Hisham Abdelkarim lbrahim Alkahlout

Abstract

This study measures the impact of
the digital economy on attracting foreign
direct investment (FDI) to Egypt during
2008-2024, and the impact of each of its
five dimensions: electronic
infrastructure, internet services, digital
technology integration, digital human
capital and digital public services, after
separating these effects from the
standard macroeconomic determinants
of FDI. Most earlier applied work on
Egypt measured FDI in absolute terms
and used no control variables, so the
digital indicators in those models also
picked up the growth and size of the
economy.

Eleven digital indicators were
reduced to one composite index with
principal component analysis (KMO =
0.770; 85.5% of variance explained). An
ARDL(1,0) model and its error
correction form were then estimated
with FDI as a share of GDP as the
dependent variable, controlling for GDP
growth, trade openness and inflation,
and adding a 2024 dummy for the Ras
El-Hekma deal (about USD 35 billion).

(coefficient -0.2527; p = 0.3723), and
none of the five dimensions shows a
significant effect, so neither the main
hypothesis nor any sub-hypothesis is
supported. GDP growth is the only
significant determinant, with a long-run
coefficient of 0.6207 at the 1% level.
The error correction term is -0.8751, a
half-life of about one third of a year. A
sensitivity check shows that a linear time
trend alone explains about 98% of the
variance of the digital index, so the
effect of digitalization cannot be
separated from the general time path
with the available sample.

Egypt's gains in digital readiness
did not translate into a measurable,
independent effect on FDI; growth
dynamics explain the inflows. The study
recommends measuring digital
transformation through indicators of
productive use rather than diffusion, and
not judging the investment climate by
single large deals.

Keywords: Digital economy;
Foreign direct investment; Egypt;

The . bounds _ telst conﬁrr;ls ARDL model; Principal component
counterqctlon ' (F = 0.706). The analysis; Ras El-Hekma.
composite digital index has no
statistically significant effect
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