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The Impact of the Digital Economy on Attracting Foreign Direct Investment: A Comparative Study of Palestine

and Egypt (2008-2024)
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Abstract
This study measures the impact of digital-economy indicators on foreign direct investment (FDI) inflows to
Palestine and Egypt over 2008—2024, subjecting the comparative hypothesis to a formal statistical test through a
pooled model with an interaction term, rather than relying on a descriptive comparison of two separate country

models.

The study employs a descriptive-analytical approach alongside an Autoregressive Distributed Lag (ARDL) and Error

Correction Model (ECM). Seven digital indicators were reduced to a composite index using Principal Component
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Analysis, with FDI expressed as a share of GDP to ensure cross-country comparability, controlling for economic
growth, trade openness, and inflation.

Results reveal an asymmetric effect: in Palestine, the composite digital index shows a statistically significant
negative coefficient at the 5% level (short-run —0.5964; long-run -0.4429), while in Egypt the index is not
significant once macroeconomic determinants are controlled for, with economic growth emerging as the dominant
determinant at the 1% level. The interaction term in the pooled model does not reach statistical significance;
however, the divergence in the structure of determinants across the two contexts constitutes the substantive
contrast.

The study concludes that digital readiness is a necessary but insufficient condition for attracting FDI, and that
distinguishing digital availability from digital enablement is central to interpreting the findings. It recommends
redirecting digital policy from expanding readiness indicators toward addressing the constraints that limit the
productive deployment of existing infrastructure.

Keywords: Digital Economy; Foreign Direct Investment; ARDL Model; Palestine; Egypt; Comparative Study.
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