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Abstract- It examined and identified some political risks indicators 
(Government effectiveness, Political Stability and Absence of 
Violence, Control of Corruption, Law & Order, Regulatory 
Quality and Accountability and voice) that exist in Lebanon and 
may affect the investment decision of foreign investors. Empirical 
study for the Lebanese political risks and the inflow of FDI to this 
country was performed where the quantitative secondary data was 
collected for span between 2002 and 2016. For this job, a 
systematic approach of variable analysis and panel regression 
approach combined with factor analysis were used to test which 
political risk factor significantly affect the FDI inflow in Lebanon. 
The results were tested through ANOVA test with 0.05 
significance. The results showed that corruption and law and order 
are the main factors that significantly predict the FDI inflow in 
Lebanon as well as the GDP per capita and the economy openness. 
At the end, it is recommended for the Lebanese government and 
Ministry of Economy and Trade in Lebanon to work on controlling 
corruption and the law and order should be improved through 
governance and control plans to shift the negative perception of 
foreign investors and build up good reputations about Lebanon as 
a host country. 
 
Index Terms- Foreign direct investment, Politics, stability, GDP, 
Corruption, Government effectiveness, Law and orders. 
 

I. INTRODUCTION 
owever, Lebanon enjoys an attractive investment 
environment with diversified industry and liberal economy 

his economy faced various political instabilities and violence 
which lead to different stagnations. Since 1990 when Lebanon 
faced the civil war, the Lebanese government tried to rebuild the 
country through attracting multinational companies to invest in 
Lebanon. In 1994, the General Office of Investment Promotion 
(IDAL) was established to provide some bureaucratic initiatives 
in order to attract and rise the FDI to the country. In 2001, IDAL 
Investment Law Number 360 was generated to state investment 
opportunities and incentives in different sectors for both local and 
foreign investors. The Lebanese government support law 360 by 
tax exemptions, and providing fiscal incentives. Between 2005 
and 2009 tourism and real estate sectors were significant 
components of the country’s economy. Moreover, the banking and 
finance sector was the key sector for growth levels in this period. 
Additionally, the free economic system in Lebanon and the 
effective banking system attract the global foreign investments to 
Lebanon. The FDI inflows increases in this period for about 

$2.6Bn in 2005 to double it $4.8Bn in 2009. The crisis that the 
MENA countries faced in 2007 do not prevent the Lebanese and 
Arab investors from moving money to Lebanon to invest in the 
property market.  
           The global financial crisis and regional conflicts in 2011 
influenced the FDI inflow to Lebanon mainly in the real estate 
sector where the GCC countries reduce their investments which 
lead to decline the FDI inflow by about 25.2% between 2010 and 
2011 to be $3.2Bn. The regional political volatility and tension and 
the internal political paralysis affected directly the Lebanese 
economy which was based on real estate, services and 
constructions. According to the ministry of Economy & Trade, 55 
multinational companies including three U.S. companies, 
launched new branches in Lebanon where the foreign companies 
in Lebanon (year 2013) are distributed as 48.7% share of the new 
location,26.5% for the new co-location and 24.8% for the 
expansion companies. The trade/retail, tourism and services 
sectors are the most investment sectors for the multinational 
companies (60% of the total investment projects). These 
companies choose Lebanon as a market for their products 
(pharmaceutical & chemical, machinery and equipment…etc.). 
Otherwise, the foreign companies invest different services 
branches including the financial consultant, transportation, 
education and research and healthcare. Also, they invest in hotels, 
media, information technology and telecommunication. Most of 
these investors were from Europe (45%) at the time the Arab 
companies decreases their investments in Lebanon. (IDAL, 2013). 
Additionally, the FDI inflows continue declining in 2014 by over 
25% y-o-y. Meanwhile the Lebanese government was unable to 
recover the economy through new reforms at the time corruption 
is pervasive. 
           The internal political system in Lebanon is still facing 
paralysis especially due to the Islamic States fighters. This 
paralysis weakens the foreign direct investors’ confidence in 
investing in Lebanon. Since May 2014, when Lebanon was 
without president and the parliament failed to make elections from 
June 2013 till 2017. This period was full with incursions by the 
Islamic State terrorist group. Lebanon faced bad economic 
performance due to tensions that threaten new investments in the 
country. 
           In 2015 many heightened tensions threaten foreign 
investors activity in Lebanon especially due to the geopolitical 
division between Iran which give military support for Hezbollah 
and Saudi Arabia which provide financial support for the 
Lebanese army cause a political split in Lebanon as well as the 
Syrian conflict do. Nonetheless, the postponed parliamentary 

H 

http://dx.doi.org/10.29322/IJSRP.9.07.2019.p9135
http://ijsrp.org/
http://dx.doi.org/10.29322/IJSRP.9.07.2019.p9135


International Journal of Scientific and Research Publications, Volume 9, Issue 7, July 2019              242 
ISSN 2250-3153   

http://dx.doi.org/10.29322/IJSRP.9.07.2019.p9135    www.ijsrp.org 

elections from June 2013 until 2017 creates a political turmoil in 
the country that lead in a way to slowing down the economy in the 
country despite the FDI remains the main component of the GDP. 
Due to the big importance and role that FDI play in the GDP, the 
Lebanese government made 54 bilateral agreements as a way to 
protect the foreign investors and provide them with a favorable 
investment environment and about 32 tax conventions that 
promote the capital inflow. The government provide these 
investors with security as well as equality in treatment and non-
discriminable dealing. 
 
FDI Key Players: 

1- The General Office of Investment Promotion (IDAL): 
that play a critical role in rising the FDI level in Lebanon 
by attracting and facilitating foreign and local 
investments to Lebanon by offering incentives (Import 
Duty exemptions and VAT) and investment opportunities 
depending on up to date statistics and studies. IDAL 
provide administrative and legal advice to support these 
investors. 

2- The Lebanese economic system which maintain free 
exchange and favorable tax climate compared with most 
of the MENA region countries. The government provide 
tax breaks that contribute to rise the capital inflow to 
Lebanon. The Investment Development Authority of 
Lebanon with the government has passed the Investment 
Law 360 in 1994 that aim to stimulate investment 
activities to Lebanon which as implemented in 2001 as 
well as various laws to attract these investments. Despite 
the political paralysis that occur in the country, the 
government commit in providing a safe business climate. 

3- The Package Deal Contract (PDC) scheme: give different 
fiscal and labor incentives. 

 
Research Hypothesis  
H10.  The investment decision of the multinational companies is 
significantly influenced by political risk indicators. 
H11.  Political risks negatively affect the FDI. 
H12.  Lebanese market has a major political factors that is 
affecting the FDI in Lebanon 
 

II. RESEARCH METHODOLOGY 
           Few studies have been conducted based on the impact of 
political risk on the FDI inflows in Lebanon as a host country. This 
study is conducted for many goals in mind. First, to examine and 

identify some political risks indicators (internal-external conflict, 
corruption, government effectiveness, religious and ethnic 
tensions, investment profile, civil violence, effectiveness of the 
government in the management of the country, terrorist attacks, 
quality of institutions, democratic accountability of the 
government, law and orders, socio-economic conditions) that exist 
in Lebanon and that may affect the investment decision of foreign 
investors. This study aims to capture the impact of political risks 
on the FDI inflow in Lebanon as a host country which is an 
important monitor of the economic growth in the country. 
According to the findings the hypotheses are tested to indicate 
whether the investment decision of the multinational companies is 
significantly influenced by political risk indicators. The results 
from this research will stimulate a financial discussion concerning 
the factors and criteria that affects foreign investors investment 
decision making process by finding the political components that 
mostly impact this process.  
 
Description of variables and data: 
Source of Data: 
           The data sources are provided by the World Bank reports 
and country data published by the Lebanese Ministry of Finance, 
Lebanese Ministry of Economy and Banque du Liban(BDL). It 
was supported and verified by comparing the data collected with 
reports and articles issued by local economic and finance 
institutions such as: Audi Bank, BLOM Bank and Byblos Bank. 
 
Definitions of variables: 
           We consider the FDI inflows in the unit millions of dollar 
as a unique dependent variable.  Moreover, different important 
control independent variables of the FDI in Lebanon were used: 
political risk, GDP per capita and openness of the economy. After 
that, other variables have been included in the study as political 
risk components such as: Government effectiveness, Political 
Stability and Absence of Violence, Control of Corruption, Law & 
Order, Regulatory Quality and Accountability and voice. 

a. GDP per capita: since, theoretically, the year that holds 
the largest market size and GDP per capita, the more 
profits gained in this year by foreign investors and thus 
the higher FDI.  

b. Openness of the economy: is denoted by the amount of 
exports and imports over GDP per capita. 

The equation used in this study is algebraically expressed as 
follows: 
FDIt= α + β1GDPPt+ β2Opennesst + β3PRSkt+ et 
Where t is the year and the table below can explain the variables 
used:  
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Code Variable Description 

FDI 

Logarithm of Foreign direct 
investment net inflows (BoP, 
current US$)  

Foreign direct investment refers to direct 
investment equity flows in the reporting economy. 
It is the sum of equity capital, reinvestment of 
earnings, and other capital. Direct investment is a 
category of cross-border investment associated 
with a resident in one economy having control or a 
significant degree of influence on the management 
of an enterprise that is resident in another economy. 
Ownership of 10 percent or more of the ordinary 
shares of voting stock is the criterion for 
determining the existence of a direct investment 
relationship. Data are in current U.S. dollars (The 
World Bank, 2017) 

GDPP Logarithm of GDP per capita 
measured in current US$ 

This term measures the ratio of the nominal GDP 
over the population. (The PRS Group) 

Openness Openness of the economy 

the amount of exports and imports over GDP per 
capita. 
 

PRSk Logarithm of the Political Risk 
Component k of Lebanon 

k refers to one of six political components: 
Government Effectiveness, Political Stability and 
Absence of Violence/Terrorist, Control of 
Corruption, Regulatory Quality, Law & Order and 
Voice and Accountability. 

e Estimated errors   
β1, β2 and 
β3  Coefficients   

 
Table 1: Variables Description 

 
Thus the equation will be in this form: 
 
FDIt= α + β1GDPPt+ β2Opennesst + β3PRSGEt + β4PRSCCt + β5PRSLOt + β6PRSAVt + β7PRSPSt 

+ β8PRSRQt + et 

 
Where the table below can explain the variables used: 
 

Code Variable Description 

PRSGE Government 
Effectiveness  

The index of Government Effectiveness captures perceptions of 
the quality of public services, the quality of the civil service and 
the degree of its independence from political pressures, the 
quality of policy formulation and implementation, and the 
credibility of the government's commitment to such policies. 
(The World Bank, 2018) 

PRSCC Control of Corruption  

The index for Control of Corruption captures perceptions of the 
extent to which public power is exercised for private gain, 
including both petty and grand forms of corruption, as well as 
capture of the state by elites and private interests (The World 
Bank, 2018) 
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PRSLO Law & Order  

The index for Rule of Law captures perceptions of the extent to 
which agents have confidence in and abide by the rules of society, 
and in particular the quality of contract enforcement, property 
rights, the police, and the courts, as well as the likelihood of crime 
and violence (The Wolrd Bank, 2018) 

PRSAV Accountability and 
Voice  

The index for Voice and Accountability captures perceptions of 
the extent to which the citizens are able to participate in selecting 
their government, as well as freedom of expression, freedom of 
association, and a free media. (The World Bank, 2018) 

PRSPS 
Political Stability and 
Absence of 
Violence/Terrorist  

The index of Political Stability and Absence of 
Violence/Terrorism measures perceptions of the likelihood that 
the government will be destabilized or overthrown by 
unconstitutional or violent means, including politically-
motivated violence and terrorism. The index is an average of 
several other indexes from the Economist Intelligence Unit, the 
World Economic Forum, and the Political Risk Services, among 
others. (The Wolrd Bank, 2018) 

PRSRQ Regulatory Quality  
The index of Regulatory Quality captures perceptions of the 
ability of the government to formulate and implement sound 
policies and regulations that permit and promote private sector 
development.  (The World Bank, 2018) 

β1, β2, β3, 
β4, β5, β6, 
β7, and β8  

Coefficients 

  
 

Table 2: Political Variables' Description 
 
          In this equation we would be measuring the effect of each independent variable as one unit on the 
changes on the value of FDI. 
          Since the study examines a Lebanon data over a span of time, panel data is a more appropriate 
methodology for the study. 
 
Data analysis methods: 
          The method employed to get answers for the research question was panel regression approach 
combined with factor analysis as a way to test which component of political risk affect more the deterring 
FDI inflow in Lebanon.  
          We choose simple OLS regression method for analyzing the effect of each variable on the FDI variable. 
This technique for estimation is applied using SPSS software where the results were tested through ANOVA 
test with 0.05 significance level (confidence level 95%) that aims to show the real and consistent effect of 
the control variables from one side and the FDI on the other side. This technique allows us to test the binding 
levels among the variables and to test the power of the suggested model. The results extracted from the 
regression tables will allow us to reject or fail to reject the null hypothesis at 0.05 level. 
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III. FINDINGS AND RESULTS 
1. DATA ANALYSIS METHOD 
1.1. Collected Data: 
The following table includes all the needed data for the analysis: 

Index 

Year 

20
02

 

20
03

 

20
04

 

20
05

 

20
06

 

20
07

 

20
08

 

20
09

 

20
10

 

20
11

 

20
12

 

20
13

 

20
14

 

20
15

 

20
16

 

Foreign direct investment, net 
inflows (BoP, current US$) (unique 
dependent variable) 

13
35

97
00

00
 

28
60

02
03

13
 

18
98

78
05

70
 

26
23

50
26

12
 

26
74

53
43

72
 

33
75

98
07

58
 

43
33

04
54

70
 

48
03

60
26

60
 

42
79

88
08

35
 

31
37

05
02

88
 

31
11

31
81

72
 

26
61

09
64

74
 

29
07

11
85

48
 

23
53

20
67

29
 

26
10

18
19

57
 

GDP per capita (PPP)(IDV)  

54
36

.5
95

22
3 

54
25

.6
69

07
 

54
24

.2
23

56
 

53
39

.4
41

29
1 

53
72

.0
65

89
9 

60
14

.2
71

11
5 

71
09

.4
66

41
3 

84
80

.9
45

50
4 

88
58

.2
83

97
7 

87
34

.1
89

18
5 

89
22

.8
96

75
2 

87
21

.2
54

21
5 

85
36

.6
82

49
4 

84
52

.4
43

64
1 

82
57

.2
94

39
1 

Openness of the economy 
index(IDV) 58

.9
 

57
.9

 

58
.7

85
71

42
9 

56
.9

85
71

42
9 

57
.4

28
57

14
3 

59
.4

85
71

42
9 

57
.4

 

57
.1

85
71

42
9 

59
.4

85
71

42
9 

61
.1

 

60
.2

71
42

85
7 

59
.6

42
85

71
4 

59
.6

42
85

71
4 

59
.1

42
85

71
4 

59
.2

85
71

42
9 

Government effectiveness(IDV) 

-0
.2

9 

-0
.2

1 

-0
.2

6 

-0
.1

9 

-0
.2

6 

-0
.3

3 

-0
.4

2 

-0
.4

7 

-0
.2

8 

-0
.2

7 

-0
.3

5 

-0
.4

 

-0
.3

8 

-0
.4

7 

-0
.5

3 

Control of corruption(IDV) 

-0
.4

8 

-0
.6

7 

-0
.6

6 

-0
.5

3 

-0
.9

4 

-0
.8

9 

-0
.8

2 

-0
.8

3 

-0
.8

8 

-0
.9

 

-0
.8

7 

-0
.9

2 

-1
.0

4 

-0
.8

8 

-0
.9

7 

Rule and Order(IDV) 

29
.3

3 

29
.5

 

29
.6

5 

29
.5

1 

29
.1

5 

29
.0

4 

29
.0

8 

29
.2

7 

29
.3

4 

24
.2

5 

24
.1

3 

19
.1

4 

18
.9

8 

18
.8

8 

18
.8
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Voice and accountability 
index(IDV) 

-0
.6

6 

-0
.4

9 

-0
.4

1 

-0
.2

8 

-0
.3

9 

-0
.4

7 

-0
.4

2 

-0
.3

6 

-0
.3

3 

-0
.3

9 

-0
.3

9 

-0
.4

 

-0
.4

2 

-0
.4

6 

-0
.5

2 

political stability and absence of 
violence/terrorism(IDV) 

-0
.3

6 

-0
.4

6 

-0
.7

1 

-1
 

-1
.8

1 

-2
.1

2 

-1
.8

8 

-1
.5

6 

-1
.6

3 

-1
.5

6 

-1
.6

6 

-1
.6

9 

-1
.7

 

-1
.7

 

-1
.5

6 

Regulatory quality index(IDV) 

-0
.3

6 

-0
.1

1 

-0
.0

9 

-0
.1

6 

-0
.2

1 

-0
.2

6 

-0
.2

5 

-0
.0

5 

0.
05

 

-0
.0

6 

-0
.1

2 

-0
.0

8 

-0
.2

5 

-0
.2

9 

-0
.3

4 

 
Table 3: Collected Data about the Variables' in Lebanon Between 2002 and 2016 

 
Theory: 
We are studying the political risks indicators that influence the multinational companies’ investment decision 
in Lebanon. 
In particular, we have to examine the relationship between the political risks factors and the inward FDI flow 
and the political factors that mostly affect the decision making process of these companies in Lebanon. For 
this, we have collected monthly data over the past 15 years (from 2002 till 2016) for the following 
independent variables: 
 
X1 = GDP per capita (GDPP) 
X2 = openness of the economy (Openness) 
X3 = Government Effectiveness (PRSGE) 
X4 = Control of Corruption (PRSCC) 
X5 = Law & Order (PRSLO) 
X6 = Accountability and Voice (PRSAV) 
X7 = Political Stability and Absence of Violence/Terrorist (PRSPS) 
X8 = Regulatory Quality (PRSRQ) 
Y = FDI inflows (FDI) (Dependent Variable) 
 
“Do these political risks factors affect Foreign Direct Investment in Lebanon? If so, How?” 
Dependent and independent variables 
We mathematically represent FDI (Dependent variable) as a function of other independent variables. This is 
shown in the formula below: 
Y(FDI) = f (X1, X2, X3, X4, X5, X6, X7, X8) 
Research Model 
The research model to test the impact of these variables on FDI: 
Y = b0 + b1X1 + b2X2 + b3X3 + b4X4 + b5X5 + b6X6 + b7X7 + b8X8 + e 
Where: 
 
b0 = the intercept term 
X1 = GDP per capita (GDPP) 
X2 = openness of the economy (Openness) 
X3 = Government Effectiveness (PRSGE) 
X4 = Control of Corruption (PRSCC) 
X5 = Law & Order (PRSLO) 
X6 = Accountability and Voice (PRSAV) 
X7 = Political Stability and Absence of Violence/Terrorist (PRSPS) 
X8 = Regulatory Quality (PRSRQ) 
Y = FDI (Dependent Variable) 
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e= error term 
b1, b2, and b3 … bi are the regression parameters 
In standardized form: 
Y = b0+ b1X1 + b2X2+ b3 X3 + b4 X4 +b5 X5 +b6 X6 +b7 X7 + b8 X8 
Noting that X3, X4, X5, X6, X7, X8 are the elements of the Political risk as shown in the following 
table: 
 
Political Risk Elements 
 

political risk PRSk 
Government Effectiveness PRSGE (X3) 
Control of Corruption PRSCC (X4) 
Law & Order  PRSLO (X5) 
Accountability and Voice PRSAV (X6) 
Political Stability and Absence of 
Violence/Terrorist 

PRSPS (X7) 

Regulatory Quality PRSRQ (X8) 
 

Table 4: Political Risk Elements 
 
Before Testing 
          Before we start our test, we are going to test simple regression for each separate independent variable 
and its effect on the FDI. If the selected variable is important, then we consider it in the global model, else, 
we are going to omit it from the system. 
 
Significance level 
          We test the hypothesis at a significance level a= 0.05 (5%) 
 
Rejection region 
          Reject the null hypothesis if p-value ≤ 0.05 and conclude significance with alternative hypothesis 
 
FACT FINDING RESULTS  
 
Model Analysis 
Statistical summary 
 
Table 1: Descriptive statistics of the variables 

 
 
 
 

Model Descriptive Statistics 
 N Minimum Maximum Mean Std. Deviation 
FDI inflows 15 1335970000 4803602660 3.00E9 9.174E8 
GDP per capita 15 5339.4413 8922.8968 7272.381515 1559.5345289 
openness of the economy 15 56.98571429 61.10000000 58.8428571440 1.21598920025 
Government Effectiveness 15 -.53 -.19 -.3407 .10173 
Control of Corruption 15 -1.04 -.48 -.8187 .16128 
Law & Order  15 18.80 29.65 25.8700 4.66492 
Accountability and Voice 15 -.66 -.28 -.4260 .08887 
Political Stability and Absence of 
Violence/Terrorist 

15 -2.12 -.36 -1.4267 .53244 

Regulatory Quality 15 -.36 .05 -.1720 .11876 
Valid N (list-wise) 15     
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The above table summarizes all variables on focus with number of observation, the minimum, maximum, 
mean and standard deviation of each variable. 
 
Correlation matrix of independent variables 
The sig value in the table below represents the significance of the relation. At a= 0.05 (5%), if      sig < 0.05, 
Then the relation is important. 
The table below shows correlation between variables and their importance: 
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Table 6: Correlations 
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Regression results analysis 

 
Table 2: Regression results analysis  
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In backward selection, SPSS enters all the predictor variables into the model. The weakest predictor variable is then removed and the 
regression re-calculated. If this significantly weakens the model then the predictor, variable is re-entered – otherwise it is deleted. This 
procedure is then repeated until only useful predictor Variables remain in the model.  
Model Summary 

 
Table 3: Model Summary 
 
The model summary contains five models: 
Model 1 refers to the first stage in the multiple regressions when all variables (X1 to X8) are used as predictors. 
In Model 2, X3 was omitted. 
In Model 3, X8 was omitted. 
In Model 4, X6 was omitted. 
In Model 5, X7 was omitted. 
In the column labeled R are the values of the multiple correlation coefficients between the predictors and the outcome. The next column 
gives us a value of R2, which is a measure of how much of the variability in the outcome is accounted for by the predictors. For the first 
model its value is 0.898, which means that: 

1. All variables (X1 to X8) accounts for 89.8% of the variation in the Investment value. However, for the final model (model 5), 
this value decreases to 0.888 or 88.8% of the variance in Investment value.  

2. The Adjusted R Square value tells us that our model accounts for 84.3% of variance in the FDI – a very good model! 
 Finally, the Durbin-Watson statistic (found in the last column), informs us about whether the assumption of independent errors is 
tenable. The closer to 2 that the value is, the better. For these data, the value is 2.930, which is so close to 2 that the assumption has 
almost certainly been met knowing that Durbin-Watson is usually between 0 and 4. 
 
NOVA Table 
          In ANOVA we are trying to determine how much of the variance is accounted for by our manipulation of the independent variables 
(relative to the percentage of the variance we cannot account for).  
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Table 4: ANOVA Report 
This table reports an ANOVA, which assesses the overall significance of our model. 
 
Conclusion: 
At α = 0.05 level of significance, there exists enough evidence to conclude that at least one of the predictors is useful for predicting FDI 
value. Therefore, as p < 0.05 (Model 3, Model 4, Model 5), are significant models. 
 
Model Parameters 
The next part of the output is concerned with the parameters of the model. We are more interested in the last model because this includes 
all predictors that make a significant contribution to predicting Investment value. Therefore, we will look only at the last model (Model 
5) in the table. This model makes the most valuable contributions of the attributes.  
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Table 5: Coefficients 
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          In multiple regression the model takes the form of an equation that contains a coefficient (b) for each predictor. The first part of 
the table gives us estimates for these b values and these values indicate the individual contribution of each predictor to the model.   
The b values tell us about the relationship between FDI value and each predictor. If the value is positive, we can tell that there is a 
positive relationship between the predictor and the outcome whereas a negative coefficient represents a negative relationship. For these 
data, two predictors have positive b values indicating positive relationships and the other two has a negative value indicating negative 
relationships. 
          The tolerance values are a measure of the correlation between the predictor variables and can vary between 0 and 1. The closer to 
zero the tolerance value is for a variable, the stronger the relationship between this and the other predictor variables. You should worry 
about variables that have a very low tolerance. SPSS will not include a predictor variable in a model if it has a tolerance of less than 
0.0001.  
VIF is an alternative measure of collinearity (in fact it is the reciprocal of tolerance) in which a large value indicates a strong relationship 
between predictor variables. 
 
          Since all dependent variables has a variance inflation factor (VIF) very small, this indicates that no multi-collinearity between 
variables. In other words, Predictors variables has no multi effect. In general, As VIF < 10 it will be good. 
We can summarize the result in the following table: 
 

Model 5 B t Sig (p-value) 
(constant) 11,589,958,548.214834 1.904 0.086 
X1 = GDP 
per capita 
(GDPP) 

565,718.5411062313 5.75 0.000 

X2 = 
openness of 
the economy 
(Openness) 

-331,672,372.2129736 -3.28 0.008 

X4 = Control 
of 
Corruption 
(PRSCC) 

-2,714,237,318.662012 -3.16 0.010 

X5 = Law & 
Order 
(PRSLO) 

177,352,175.22063538 5.90 0.000 

Table 1: Results of the Analysis 
 
 
         Based on the above table we can conclude the regression 
equation as: 
         FDI = 11,589,958,548.214834 + 565,718.5411062313 * 
GDP per capita - 331,672,372.2129736 * openness of the 
economy -2,714,237,318.662012 * Control of Corruption + 
177,352,175.22063538 * Law & Order 
Or Shortly: 
         Y = 11,589,958,548.214834 + 565,718.5411062313 * X1 - 
331,672,372.2129736 * X2 - 2,714,237,318.662012 * X4 + 
177,352,175.22063538 * X5 
         Thus the conclusion investigates that the constructed model 
is significant where X1 (GDP per capita), X2 (openness of the 
economy), X4 (Control of Corruption), and X5 (Law & Order) are 
good predictors of the model at significance level 0.05 (5%). 
This means that the null hypothesis is accepted for predictors: 
control of corruption and law and order that significantly are good 
predictors for the FDI in Lebanon. 
 

IV. CONCLUSIONS & RECOMMENDATION 
         Foreign direct investment plays an important role in the 
development of the economy in Lebanon. Many different factors 

are to be taken into consideration from the foreign investors’ side 
before they make their investment’s decision. The purpose of this 
study- was initially presented- to analyze the linkage between 
these political factors as well as both openness of the economy and 
the GDP per capita in Lebanon with the foreign direct investment. 
This study covered data about six independent political variables 
(Government effectiveness, Political Stability and Absence of 
Violence, Control of Corruption, Law & Order, Regulatory 
Quality and Accountability and voice), openness of the economy, 
GDP per capita and a unique dependent variable which is the FDI 
for the span between 2002 and 2016 in Lebanon. The results of the 
study can be summarized by a regression equation for the FDI 
(FDI = 11,589,958,548.214834 + 565,718.5411062313 * GDP 
per capita - 331,672,372.2129736 * openness of the economy -
2,714,237,318.662012 * Control of Corruption + 
177,352,175.22063538 * Law & Order). This shows that the FDI 
in Lebanon responds in various ways to these different political 
factors. The results show that the political risk factors: control of 
corruption and law and order as well as the GDP per capita and the 
openness of the economy variables are considered to be good 
predictors of the Foreign direct investments’ inflow to Lebanon 
with a significant level 0.05 while the remaining factors are not 
significant at the 5% level. 
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