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 This paper aims to examine the impact of short and long-term active Foreign Portfolio Investments 
(FPI) on Jordan Economic Growth (EG) thru (1996-2017) by employing some econometric meth-
ods like ARDL and Error Correction Models to reach the study results. Findings reveal that FPI 
have a long-term statistical positive impact on EG at level (5%) and also have a short-term negative 
impact on EG at level (5%), where EG needs about ten years to reach a full adjustment. 
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1. Introduction 
 
The debt charges, public budget deficit, unemployment problems, sequenced crises, and the desire to open up to the outside 
world led Jordan; as one of the developing countries to try for the past three decades to support many efforts of selecting the 
optimal techniques to remove or decline difficulties by attracting edge–to–edge foreign and domestic investments, and then 
promoting the economic growth. The foreign investments contain two categories: foreign direct investment (FDI) and FPI, 
which develop and promote the financial markets and relate directly to the acceleration of countries’ economic growth by 
covering the gap between savings and investments and using the foreign investments, especially portfolio investments. FPI is 
a grouped financial asset which include stocks, bonds, mutual funds, and cash equivalents that are privileged to high liquidity 
and very easy to convert into cash at any time. FPI gives many advantages to both foreign investors and the host countries, 
where foreign investors sometimes can benefit from buying securities at international financial markets which involve hedging 
their investments from risks by the diversification of portfolio and maximizing returns by utilizing differences of exchange 
rates. On the other side, the host country also can acquire some advantages from FPI such as adding new foreign currencies 
on its reserves to cover the deficits on balance of payments (Albulescu, 2015) and supplying the markets’ capital with liquidity. 
It’s worth noting that less developed countries are more interested in equity markets than debt markets because the equity 
tools deliver better gains and give better incentives to diversify global investment portfolios, which reduce risks to the lowest 
possible level (Agarwal, 1997). Foreign portfolios investors aim to own the securities, but without any control on the firm. In 
other words, foreign investors are relatively restricted to make the decision because their directions don’t match with com-
pany’s managers (Goldstein & Razin, 2006). More specifically, investors focus on generating quick returns on their invest-
ments.  

Study objectives can be summarized in the following: 

1- Describe historical trends of Jordan FPI. 
2- Assess the correlation between FPI and EG. 
3- Explain short- and long-term correlation between FPI and EG.  
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1.1 Trends of Foreign Portfolio Investment in Jordan 

When we talk about the portfolio investment, we have to mention the financial markets. Surely, Amman Financial Market 
considers an important tool that promotes the economy and a main channel to inflow the financial resources into Jordan, 
domestic and foreign investments alike. 
  

Fig. 1. Trend of foreign portfolio investment (Millions Jordan Dinars) 

Fig. 1 shows the historical trends of FPI which contain three periods, the first one (1996-2004) reveals a slight and stable rise 
that ranged between 26 million dinars and 350 million dinars, due to the limited investments depth in terms of limited strong 
companies that represent the performance and liquidity, as well as limited investment tools are exchanging in Amman Finan-
cial Market based on trading of common stocks. Second period (2005-2008) showed a gradual and noticeable increase in FPI 
which reached its peak in 2008 with (4.2) billion dinars that constitute (27 %) of GDP. This may return to the desire of the 
government to attract foreign investments by improving the investment promotion law and developing the efficiency of fi-
nancial market infrastructure, which reflects positively on the market value of stocks. Last period (2009-2017), the FPI de-
creased significantly between 2009 and 2012, as it declined from 4.2 billion dinars to 323 million and (92 %) were due to 
repercussions of the global financial crises. During this period, most foreign investors resorted to selling their investments 
and went toward safe investments and low risks, but during the period (2013-2017) FPI began to fluctuate up and down. 

2. Literature review  
 
The examination of previous research showed only few studies related to the relationship between FPI and EG. Duasa and 
Kassim (2009) used Granger Causality and Toda Yamamoto Non-Causality Tests to study the connection between FPI and 
Malaysia’s Economic Performance for the period (1991-2006). Results indicated no connection between FPI and the Eco-
nomic Performance but indicated that EG considers a main factor to attract FPI. Baghebo and Apere (2014) gave evidence of 
FPI impact on the long-term Nigerian EG during (1986-2011) by employing Augmented Dickey Fuller Test, Johansen Coin-
tegration Technique, and Errors Correction Mechanisms. Results showed a long-term positive correlation of FPI, Market 
Capitalization, and Open Trade with the real EG or GDP of Nigeria. The study of Durham (2003) aimed to examine foreign 
investments' impact on EG on a sample of (88) states during (1977-2000), and showed no impact of FPI on EG. Study of 
Ahmad et al. (2016) aimed to identify causality relationship between FPI and EG among ASEAN5 during (2001-2013). Re-
searchers used Granger Causality and Wald test, and experimental analysis only showed a correlation between  FPI and EG in 
Singapore. Sethi (2007) aimed to investigate the effect of global investment movements on EG of India through Time Series 
Method during (April 1995-April 2007). Researchers used various analysis techniques, such as Dickey–Fuller and Philip 
Pearson Tests and indicated a positive effect of FPI on EG. The study of Baharumshah et al. (2015) found an indication of 
three types of foreign capital impact, which include FDI, foreign equity portfolio, and debt inflows on the economic growth. 
Researchers reached two main results by implementing the threshold analysis method and found strong evidence on a non-
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linear relationship between the private PFI and EG, while capital investments give positive advantages, especially in devel-
opment countries. Sawalha, et al. (2016) aimed to test the impact of FDI and FPI on EG of Developed and Developing Coun-
tries during (1980-2012). Study results showed a negative effect of FPI on EG of both Countries. 
 
3. Data and methodology  
 
3.1 Data 
 
The study covered the period (1996-2017) which depends on data of annual time series that represent the economic growth 
proxy of GDP; at current prices acquired from annual reports of Jordan Central Bank, which measured by the logarithm of 
GDP. The FBI extracted from annual reports issued by Amman Stock Exchange and relied on purchasing stocks of foreign 
investors to inflow the funds to capital market, which measured by the logarithm of FPI while the study uses Consumer Price 
Index (CPI) as a controlled variable measured by logarithm of CPI drown from reports issued by the Jordan Central Bank. 
 
3.2 Methodology  
 
The study model used to show FPI impact on Jordan’s EG by depending on the Production Function Method of Cobb-Douglas 
(1928), as formulated in the following formulas: 
 

GDP: ƒ (L, K), (1) 
 
GDP: Gross Domestic Products 
 
L: Total Labor Force 
 
K: Capital  
 
Production function can be modified to align with the study variables 
 

Log GDP = ƒ (log FPI, log CP), (2) 
 
where  
 
Log GDP: Logarithm of Gross Domestic Products 
 
Log FPI: Logarithm of Foreign Portfolio Investments 
 
Log CPI: Logarithm of Consumer Price Index 
 

To calculate FPI effect on Jordan’s EG, some steps must be implemented before reaching the expected results of this study 
which are as follow: 
 

Step 1: Perform stationary tests of study Time Series by using unit root test, where it should be known the existence of more 
than one test to identify Time Series Stationary. In this study, researchers will conduct two types of test which are: Dickey-
Fuller (GLS) test (Elliott et al., 1990) and Philips-Perron (PP) test by Philips & Perron (1988). 
 

Step 2: Lag the length selection criteria by finding the lag length optimum number of models based on five criteria (LR, FPE, 
AIC, SC & HQ). 
 

Step 3: Conduct co-integration tests to analyze the non-stationary time series that suffer from deviations and its average which 
vary over time and used to evaluate the long run stability in the model with unit root variables. In this step, we use Johansen 
cointegration test (Johansen, 1991) which includes Trace Test and Maximum Eigenvalue Test. 
 

Step 4: Use Granger Causality Test (Granger, 1969) as a statistical concept to predict how one series is useful to forecast 
another, one variable does cause another variable, or bi-directional or unidirectional causality relationship. In this step we use 
the following models to estimate Granger Causality results. 
 

0
1 1 1

log log log log
k k k

t i t i j t j m t m t
t j m

GDP GDP FPI CP eα α β δ− − −
= = =

= + + + +       (3) 

0
1 1 1

log log log log
k k k

t i t i j t j m t m t
t j m

FPI GDP FPI CP uα α β δ− − −
= = =

= + + + +    (4) 

0
1 1 1

log log log log
k k k

t i t i j t j m t m t
t j m

CP GDP FPI CPα α β δ ε− − −
= = =

= + + + +    (5) 



 1672

Step 5: Conduct ARDL test has more advantages than Johansen cointegration test because ARDL is appropriate regardless of 
whether variables have the same rank as opposed to Johansen test which requires their merger with the same rank, and it can 
at the same time estimate the model parameters; on the short and long-term simple modification. ARDL Model on long-term 
which shows the independent variables (FPI & CPI) effect on the dependent variable (EG) may be calculated according to the 
following equation: 

0 1 2 3 1
1 0 0

log log log log
pm n

t i t i i t i i t i t
i i i

GDP GDP FPI CPα α α α ω− − −
= = =

= + + + +    (6) 

While ECM which branched from ARDL Bounds Test shows the short-term effect, as expressed in the following formula: 
 

pm n

t 0 1i t-i 2i t-i 3i t-i 1t
i=1 i=0 i=0

DlogGDP =α + α DlogGDP + α DlogFPI + α DlogCP +ωt iCointEqϕ −+    (7) 

Last step investigates short and long-term structural stability of study variables’ parameters (Pesaran & Pesaran, 1997) by 
relying on two tests: CUSUM and CUSUMSQ. Structural Reliability of parameters occurs when plots of CUSUM and 
CUSUMSQ come together at (5%) of critical lines, while it considers instable if CUSUM and CUSUMSQ plots go outside 
the critical lines zone (Brown, Durbin & Evans, 1975; Garg & Dua, 2014). 
 

4. Empirical analysis  
 

4.1 Unit root test 
 

Table 1 shows results of Unit-Root Test, where Log GDP is stationary and integrated at level according to DF-GLS test, 
whereas it’s stationary and integrated at first difference based on PP test. Log FPI and log CP are stationary and integrated at 
first difference in both tests, which means that all variables are stationary on the long run. 
 

Table 1  
Unit-Root Test Results 

Variables DF-GLS PP  
 Level First Difference Level First Difference Decision I(0) 
Log GDP -3.341391** -1.229611 4.966813 -2.952264* Reject 
Log FPI 1.615341 -4.853229*** -2.278606 -4.842296*** Reject 
Log CP -1.592725 -4.137767*** -0.196029 -4.058180*** Reject 

Source: Authors calculation using E-Views 10 
 

4.2 Lag Length Selection   
 

Researchers must define the Optimal Lag Length before performing Co-Integration and Granger Causality Tests, where table 
(2) shows criteria used to determine Lag Length. Tests discovered that two criteria (LR & SC) identified Lag 1; FPE criterion 
has Lag 2 while (AIC & HQ) have Lag 3. In this case, we take lower Lag which is Lag 1. 
 

4.3 Co-Integration Test 
 

The test used for investigating acceptable economic relationship at long–run stability between Non-Stationary Time Series, 
where table (3) shows the Cointegration test results. It’s clear from the extracted results that calculated values for both Trace 
and Max-Eigen statistics are larger than significant value level of (5%) which indicates an existence of one Co-Integration 
equation, because the null hypothesis has been rejected. 
 

Table 2  
Results of Lag Length Selection  

Lag Log L LR FPE AIC SC HQ 
0 56.71696 NA 5.14e-07 -5.968551 -5.820156 -5.948090 
1 124.6881 105.7329* 7.49e-10 -12.52090 -11.92732* -12.43905 
2 134.5808 12.09109 7.55e-10 -12.62009 -11.58132 -12.47686 
3 147.6471 11.61453 6.46e-10* -13.07190 -11.58795 -12.86729 
4 159.9685 6.845193 9.13e-10 -13.44094* -11.51180 -13.17494* 

Source: Authors calculation using E-Views 10 
 
Table 3  
Results of Co-Integration Test  

Hypothesized 
No. of CE(s) 

Eigen-Value Trace 
Statistic 

0.05 
Critical-Value 

Prob.** 

None * 0.837129 51.19380 29.79707 0.0001 
At most 1 0.474492 14.89786 15.49471 0.0613 
At most 2 0.096522 2.030065 3.841466 0.1542 

Hypothesized 
No. of CE(s) 

Eigen-Value Trace 
Statistic 

0.05 
Critical-Value 

Prob.** 

None * 0.837129 36.29594 21.13162 0.0002 
At most 1 0.474492 12.86779 14.26460 0.0821 
At most 2 0.096522 2.030065 3.841466 0.1542 
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 4.4 Granger Causality Test 

 
Based on statistical models (3, 4 & 5), Table 4 shows the casual relationship among the variables with each other. Study 
results conclude that FPI had a direct significance impact on economic growth or GDP at level (1%) but found non-existence 
of causal correlation between EG or GDP and FPI. Results also conclude the existence of Uni-Directional Correlation between 
FPI and EG or GDP.  In regard to the Causal Correlation between EG or GDP and FPI from one side and the CPI from the 
other side, study indicated a Bi-Directional Causal Correlation between EG or GDP and CPI, and also indicated a Unidirec-
tional Causal Significance Correlation between FPI and CPI at level (5%). 
 
Table 4  
Results of Granger Causality Test  

Null Hypothesis Obs F-Statistic Prob. 
F doesn’t Granger Cause G 21 18.8834 0.0004 
G doesn’t Granger Cause F  0.00039 0.9844 
P doesn’t Granger Cause G 21 11.1976 0.0036 
G doesn’t Granger Cause P  14.0593 0.0015 
P doesn’t Granger Cause F 21 0.00928 0.9243 
F doesn’t Granger Cause P  4.68745 0.0441 

Source: Authors calculation with using E-Views 10 
 

4.5 ARDL Estimation Results 
 

Study aims to identify FPI impact on EG during (1996-2017), where it’s essential to identify short and long-term effects of 
this relationship. Long-term analysis illustrated in Table 5, which estimated according to model (6) and results indicate the 
existence of FPI positive impact on EG at level (5%), which means (1%) growth in foreign portfolio will cause an enhance-
ment of EG or GDP by (1.42%), at Lag 1 in the long-term and this agree with (Baghebo & Apere, 2014) study results. 
 

Table 5  
Log-Term Estimates 

Variables Coefficient Std. Error T-Statistic Prob.* 
G(-1) 0.733596 0.115028 6.377546 0.0000 
F 0.015644 0.005678 2.755369 0.0147 
F(-1) 0.014241 0.005178 2.750154 0.0149 
P 1.226696 0.163696 7.493754 0.0000 
P(-1) -0.614611 0.263818 -2.329675 0.0342 
C 1.260010 0.551917 2.282971 0.0374 

Source: Authors calculation with using E-Views 10 
 

The short run coefficients obtained from model (7) are displayed in Table 6, where FPI has statistically significance negative 
correlation with economic growth or GDP at level (5%) which means that if FPI increases by (1%) it will cause a reduction 
of (1.42%) in EG or GDP on short-term and the opposite on the long-term model. CointEq1 or error correction model results 
revealed that economic growth or GDP needs a long time to return to its stability value in the long run, which is estimated at 
(-10.66%) annually and is considered very low. In other words, the economic growth needs about ten years to reach a full 
long run adjustment.  
 

Table 6  
Short-Term Estimates 

Variables Coefficient T-statistics Prob.* 
CointEq1 - 0.106610 -3.82376 0.02788 
DG(-1) -1.223569 -2.02897 0.6030 
DF(-1) - 0.014242 -1.08626 0.01311 
DP(-1) 1.187116 1.59149 0.74591 
C 0.068006 4.48640 0.01516 

Source: Authors calculation with using E-Views 10 
 
4.6 Structural stability 
 
The last step of empirical analysis is study variables’ stability which done by using both CUSUM and CUSUMSQ tests, where 
graphs (2 & 3) reveal that estimated coefficients of the ARDL model structural stability over the study period confirm stability 
of variables in the study model thru short and long-term Error Correction results, and two tests of this model were within 
critical limits at a significance level of (5%). 
 

5. Results and conclusion  
 

Research presents additional evidence on the Nexus FPI–Economic Growth to support literature review, and aims to test FPI 
impact on Jordan EG thru (1996-2017). Research used various techniques to determine this impact, such as ARDL Model, 
Errors Correction Model, and Structural Stability. Results showed FPI in Jordan divided into three periods; the first one reveals 
that FPI moved at slightly higher stability during this period, while the second period indicated a gradual and noticeable 
increase in FPI, but the last period showed that FPI witnessed a rapid decline due to the impact of global financial crises. The 
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experimental results revealed that FPI have a long-term significant positive effect on Jordan’s EG by using ARDL model, 
which confirms the significance of foreign investments on enhancing EG rates through overcoming legal legislations, as well 
as developing the infrastructure of Amman Financial Market which encourage foreign investors to transfer their funds to 
financial investment securities. In the short-term, FPI will have insignificant impact on EG by implementing Error Correction 
Model. 
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