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The Relationship between Financial Development and Economic Growth in
Algeria: a standard study during the period 1970-2020
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¢ Abstract:
5 The research aims to study the relationship between financial development and economic
growth in Algeria from 1970-2020 by using ARDL model and granger causality test. The study
¢ focuses on GDP as the dependent variable and Domestic credit to private sector, Broad Money,
i Trade Openness, Gross Capital Formation and Government expenditure as explanatory variables.
' The results show that Broad Money has a positive and significant impact on economic
growth in the long term. But it does not have an effect in the short term. On the other hand, :
i Domestic credit to private sector has a negative and significant impact in the long term, and a ;
i positive significant effect in the short term. Additionally, the Ganger Causality test reveals a
¢ Unidirectional Causality Relationship from financial development to Economic growth. :
Keywords: Financial development; Economic Growth,; Granger Causality, ARDL model; Algeria.
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0.7040 24 0.384475 t-statistic
0.7040 1,24y 0.147821 F-statistic
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| — CUSUM — - 5% Significance |
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LGDP | LGDPPC| LBM LOT LGFCF LG
Mean 25.20333 | 8.097530 | 4.107564 | 4.041296 | 3.444237 | 2.789608
Median 25.12396 | 8.086066 | 4.130515 | 4.061572 | 3.475795 | 2.786083
Maximum | 25.90043 | 8.348547 | 4.569523 | 4.339700 | 3.883316 | 3.070856
Minimum | 24.13702 | 7.622010 | 3.496684 | 3.486904 | 3.029034 | 2.418729
Std. Dev. 0.465413 | 0.164458 | 0.239595 | 0.194363 | 0.211893 | 0.156723
Skewness -0.30084 - -0.62448 | -0.64684 | 0.009011 | -0.45741

0.378348

Kurtosis 2.359864 | 2.917425 | 2.989572 | 3.163974 | 2.019422 | 2.952985
Jarque-Bera | 1.640069 | 1.231243 | 3.315085 | 3.613636 | 2.043947 | 1.783146
Probability | 0.440416 | 0.540305 | 0.190607 | 0.164176 | 0.359884 | 0.410010
Sum 1285.370 | 412.9741 | 209.4857 | 206.1061 | 175.6561 | 142.2700
Sum Sq. Dev. | 10.83048 | 1.352323 | 2.870293 | 1.888858 | 2.244942 | 1.228111

Observations 51 51 51 51 51 51
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ARDL Long Run Form and Bounds Test
Dependent Variable: D{LGDP)

Selected Model: ARDL(3, 4,1, 3,2, 3)
Case 2: Restricted Constant and No Trend
Date: 12/14/22 Time: 15:07

Sample: 1970 2020

Included observations: 47

Conditional Error Correction Regression

ARDL Errar Correction Rearassion
Dependent Variable: D(LGOP)
Selected Model ARDL(3, 4,1,3,2,3)
Case 2 Resricted Constant and No Trend

Date: 1214122 Time: 15:10

Sample: 1970 2020

Included observations: 47

Variable Coeficient  Std Emor  t-Statistic  Prab.
ey SR guem e o i Ragesin
LDCPS(-1) 0029905 0011417 -2.619360  0.0148 Case 2 Restricted Constant and No Trend
LBM(-1) 0086330  0.040815 2115156  0.0446
Loorih 0031830 0oarass  timaee 0999 Variable Coeficent  Std.Emor  tSafistc  Prod
LG(-1) 0076902  0.030874 2490833 00197
D(LGDP(-1)) 0184418 0158164 -1.165997  0.2545
D(LGDP(-2)) 0303903 0038692 -3.426476  0.0021 D(LGOP(1)) 0184418 0131641 1400916 01735
D(LDCPS 0011981 0009788  -1.224024  0.2324
D(L[DCPS(-1}}} 0030856  0.009252 3313440 00028 DILGDPC2) 0302903 0072663 418238 00003
D(LDCPS(-2)} 0027240 0.008756 3122678  0.0045 D(LDCP3) 0011981 0006203 1931673 0.0648
D(LDCPS(-3 0020178  0.009458 2133203  0.0429
ED[LEME} ) 0012666  0.031750  0.398935 06933 DILDCPSE1) 0.0306%6  0.006609 4638667  0.0001
DILOT) 0.035006 0032221 -1.086434 02877 D(LDCPS(-2)) 0027340 0007010 3500129  0.0006
ooty ol e Gewm vER| GG LA 0N 2T Moi
D(LGCF) 0.022123 0031280 0707253  0.4B60 D{LBM) 0012666 0024309 0510882 06141
D(LGCF(-1)) 0058108  0.030965 1876574 00723
DILG) 0107553 0039494 2723251  0.0116 DILOT) 035006 0024023 1457182 01573
DILGE1) 0055750 0043247 -1.286138 02102 DILOTE-1)) 0051151 0020544 1731353 (0.0957
DILG(-2)) 0.068271 0032400 -2107106  0.0453 DLOTI2) Q407403 002404 4780200 0.0002
* pvalue incompatible with t-Bounds distribution. D(LGCF) 0022123 0021237 1.041719 03075
D(LGCF(-1)) 0058108 0020908 2779205  0.0102
 Levels Equation DILG) -0.107583 0026747 -4.021132 00005
Case 2: Restricted Constant and Mo Trend [ [_1}} {.055750 0013760 1651367 04112
Variable Coefficient  Std.Error  t-Statistic  Prob. D(LG(-2)) 0063271 0025048 2725626 00116
LDCPS 0272988 0055372 -4930089  0.0000 CointEqt-1) 109549 0013216 8289105 0.0000
Lem 0788048 0239069 2206317  0.0029
o e oseal| Resquared 0894957 Meandependentvar 0030453
LCG 3;2;33? giggggi 31333233 ggggg Adjusted R-squared 0844130 5.D. dependentvar 0.027887
: : : : SE. ofregression 0.011010  Akaike info criterion -5.915381
BC=LODR (02730 LDCPS + O TRS0TLEN = 1 4TT5LOT -0 29067LGCF + Sum squared resid 0.003758  Schwarz criterion -0.285543
: 652) Log likelihood 155.0115  Hannan-Quinn criter. ~ -5.678369
Durbin-Watson stat 1974792

F-Bounds Test Mull Hypothesis: No levels relationship

Test Statistic Walue Signif. 1(0) (1)
Asymptotic: n=1000
F-statistic 7.915813 10% 2.08 3
k 5 5% 2.39 .38
2.5% 27 373
1% 3.06 415
Actual Sample Size 47 Finite Sample: n=50
10% 2259 3.264
5% 2.67 378
1% 3.593 4.981
Finite Sample: n=45
10% 2276 3.297
5% 2.694 3829
1% 3674 5.019

* pvalue incompatible with -Bounds distribution.

F-Bounds Test Null Hypothesis: Na levels relationship
Test Statistic Value Signif. I(0) I(1)
F-statistic 7815813 10% 208 3
k 5 5% 2.3 338
25% 21 373

1% .08 4.15
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic
Obs*R-squared

0753685 Prob. F(223)
2.890820 Prob. Chi-Square(2)

0.4819
0.2356

Eviews. 10,700 » ol 2 : juaall
ol ol ot yles (05 g

Heteroskedasticity Test: Breusch-Pagan-Godfrey Heteroskedasticity Test ARCH
Froalisic 0742843 - Prob. F(21,25) PT30) Fstatstc 3708769 Prob.F(144) 0.0606
Obs*R-squared 18.09890 Prob. Chi-Square(21) 0.6453 s .
Scaledexplained S5 4932581 Prob.Chi-Square(2r)  0.0agg] Obs'R-squared 3375933 Prob. Chi-Square(1) 0.0368
Eviews.10.z40 » <br 2yl
QI S sl 106 ks
Ramsey RESET Test
Equation: UNTITLED
Specification: LGDP LGDP{-1) LGDP{-2) LGDP({-3) LDCPS LDCPS(-1)
LOCPS(-2) LDCPS(-3) LDCPS(-4) LBM LBM{-1) LOT LOT{-1) LOT(-2)
LOT(-3) LGCF LGCF(-1) LGCF(-2) LG LG(-1) LG(-2) LG(-3) C
Omitted Variables: Squares of fitted values
Value df Probakbility
t-statistic 0.254475 24 0.7040
F-statistic 0.147821 (1, 24) 0.7040
F-test summary:
Sum of Sq. df Mean Squares
Test SSR 2 20E-05 1 2 30E-05
Restricted SSR 0.003758 25 0.000150
Unrestricted SSR 0.003735 24 0.000156
Eviews. 10,700 » ol 2 : jusall
@.:,H\ @)}:J\ e 07 d’d.a
9
Series: Residuals
8 4 Sample 1974 2020
7 Observations 47
G Mean 7.04e-15
5 | Median -0.000322
Maximum 0.019245
4 Minimum -0.022055
3 Std. Dev. 0.009038
] Skewness 0.044403
24 Kurtosis 2930761
T Jarque-Bera  0.024833
o Probability 0.987660
-0.02 -0.01 0.00 0.01 0.02
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WAR Lag Order Selection Criteria

Endogenous variables: LGDP LIPS LEM LOT LGICF LG
Exogenous variables: C

Date: 12M14/22 Time: 15:44

Sample: 1970 2020

Included observations: 49

Lag Logl LR FFPE AlC sC H
o 45 42137 P 2.06e-09 -1.609036 -1.3277284 -1.521147
1 321.8539 491 0272 297e-13 -11.82077 -10.20921* -11.21555"
2 3795236 F0.04520%  1.97e-12* -12.320709* -9295616 -11.16454

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FFPE: Final prediction errar

Al Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-CQuinn information criterion

Eviews. 10,740 » ol 2 : juall
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FPairwise Granger Causality Tests
Drate: 1214522 Time: 1545
Sample: 1970 2020

Lags: 2

MHull Hypothesis: O b= F-Statistic FProb.
LODOCRPS does not Granger Cause LGODP 49 T AS6560 o.0016
LSDOF does not Granger Cause LOCPS 014399 08662
LBM does not SGranger Cause LEDP 49 2. T4517T 00752
LSDOF does not Granger Cause LBM O 72592 0. 4544
LOT does not Granger Cause LGDP 49 5. 75206 00060
LGDOF does not Granger Cause LOT 1. 20430 0. 2094
LSCF does not Granger Cause LGDP 49 2. 89499 O.027F7F
LGDPF does not Granger Cause LGCF 0. 75530 0. 4711
LS does not Granger Cause LGDP 49 0. 75996 0. 4737
LEDOP does not Granger Cause LGS 1.61102 o.2112
LBEBM does not Granger Cause LDCRPS 49 4 2T 44T O.0201
LODCPS does not Granger Causeae LBEM 0. 27091 O.F6539
LOT does not Granger Cause LDOCPS 49 O.89529 0. 4152
LODOCRPS does not Granger Cause LOT =2 ZA26T O.1182
LSCF does not Granger Cause LDCPS 49 1.27964 02623
LODOCRPS does not Granger Cause LGOCF 17763 08378
LS does not Granger Cause LDCPS 49 028145 06851
LOCPS does not Granger Cause L& 068122 o.511=
LOT does not Granger Cause LBM 49 2 867375 o050z
LBEBM does not Granger Cause LOT 1. 29562 0. 2840
LESCF does not Granger Cause LEM 49 271408 O.07F 74
LBM does not Granger Cause LGCF O.82=2995 04385
LS does mnot Granmnger Cause LEM 49 1. 626832 O 2022
LBM does not Granger Cause LG o.7Fas1s O 4574
LSCF does not Granger Cause LOT 49 0. 74069 04826
LOT does not SGranger Cause LGCF 200074 O.0500
LS does not Granger Cause LOT 49 002905 09517
LOT does not Granger Cause LG 2. 22076 a.1091
LS does not Granger Cause LGCF 49 O 75394 047565
LSCF does not Granger Cause LG 2. 61382 o.0352
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