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Abstract:

This research aims to study the relationship between Islamic banking
finance and economic growth in Saudi Arabia from 2013:Q4 to 2021:Q3,
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by using the Autoregressive Distributed Lag (ARDL) model, and Granger
causality test. The study depends on the real GDP as a dependent variable
in one hand, and total Islamic banking finance, government final
consumption expenditure and trade openness as explanatory variables in the
other hand.

The results show that Islamic banking finance has a positive and
significant impact on economic growth in the long term, while it has a
significant negative impact in the short term. In addition to Granger
causality test which shows a one-way causal Relationship from Islamic
banking finance to economic growth.

Keywords: Islamic finance; economic growth; Saudi Arabia; ARDL
model; granger causality.
Jel Classification Codes: C51,G21,047.
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ARDL Error Carrection Regression
Dependent Variable: DILGPD)

Selected Model AROLIZ 4,4,3)

Case 2 Restricted Constant and No Trend
Date: 04017122 Time: 00:14

Sample: 201304 202103

Included obsenvations: 28

ARDL Long Run Form and Bounds Test
Dependent Variable: D(LGPD)

Selected Model: ARDL(Z, 4, 4, 3)

Case 2 Resfricted Constant and Mo Trend
Date: 04/17/22 Time: 01:15

Sample: 201304 202103

Included observations: 28

Conditional Error Correction Regression

ECM Regression
Case 2: Restricted Constant and Mo Trand

Variable Coefficient  Std Eror  tStafistic  Prob
D(LGRD1) 0833659 0188352 4414340 00010
D(LIF) 0672212 0226320 2970072 0.0127
DILIF-1)) 1280175 0297069 4208372 0.0015
D(LIF-2)) 0563931 0267735 2106300  0.080
DILIFC3) 864741 013872 4043256 0.0019
D(LGFCE) 0017072 0029943 0570018 0.5801
DILGFCE(T)) 0229182 0043964 5212086 0.0003
DILGFCE(-2)) 0183252 0030889 -BA77023  0.0001
DILGFCE(-3)) 0129855 0027836 -4665008  (0.0007
DILTRADE) 0084928 0084885 -1000507 03386
DILTRADE1)) 0493988 0121644 4060912 0.0019
D(LTRADE(-2)) 0244257 0000432 2700985 0.0206
CaintEg(-1)* 1387800 0180299 -7GO7226  (0.0000
R-squarad 0944553 Mean dependentvar (.003352
Adusted R-squared 0.900196 .. dependentvar 0.040276
SE. of regression 0.012724  Akaike info criterion -5.586261
Sum squared resid 0.002428  Schwarz criterion -4 967737
Loglikelihood 9120765 Hannan-Quinncriter.  -H.397172

Durbin-Watson stat

1846277

Variable Coefficient Std. Error +-Statistic Prab
C 7303582 3031408 2409304  0.0347
LGPD{-1)* -1.387800 0.318811  -4.353048 0.0011
LIF(-1) 0.470870 0.135197 3482829 0.0051
LGFCE(-1) 0180057 0133012  1.353684  0.2030
LTRADE(-1) 0613244 0365960  1.675718 01220
D(LGPD(-1)) 0.833659 0.253373 3.290240 0.0072
DiLIF) -0.672212 0.320487 -2.097468 0.0599
D(LIF(-1)) -1.250175 0372237 -3.358549 0.0064
D{LIF(-2)) -0.563931 0320704 -1.798418 01064
D{LIF(-3)) -0.864741 0288823 -2.996088  0.0122
DI{LGFCE) -0.017072 0.040201  -0.424655 0.6793
D(LGFCE(-1)) -0.229182 0107286  -2.136185 0.0560
D({LGFCE(-2)) -0.183252  0.078316 -2.333963  0.0396
D{LGFCE(-3)) -0.129855  0.043820 -2.963386  0.0129
DILTRADE) -0.084928 0157656  -0.538692 0.6008
D(LTRADE(-1)) -0.493988 0.193982  -2.546560 0.0272
D{LTRADE(-2)) -0.244257 0125517  -1.946006  0.0776

* pvalue incompatible with +-Bounds distribution.
Levels Equation
Case 2 Resfricted Constant and Mo Trend

Variable Coefficient Std. Error t+-Statistic Prob.
LIF 0339292 0054305  6.224970  0.0001
LGFCE 0.129743 0.115799 1.120408 0.2864
LTRADE 0.441882 0.188814 2.340309 0.0392
C 5262705 1475376 3567026  0.0044

EC =LGPD - (0.3393*LIF + 0.1297*LGFCE + 0.4419*LTRADE + 5.2627 )

F-Bounds Test

Null Hypathesis: Mo levels relationship

* pualuz incompatinle with 1-Bounds distibution

F-Bounds Test Null Hypathasis: Na levels relaianship
Test Statistic Valug Signif I(0) I1)
F-statistic 8680602 10% 23 32
k 3 5% 27 367
25% 318 408

1% 368 466

Test Statistic Value Signif. 1(0) (1)
Asymptotic: n=1000
F-statistic 8.689602 10% 23 32
k 3 5% 279 367
2.5% 315 4.08
1% 365 466
Actual Sample Size 28 Finite Sample: n=35
10% 2618 3.532
5% 3164 4194
1% 4428 5.816
Finite Sample: n=30
10% 2676 3.586
5% 3272 4.306
1% 4614 5.966

28
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0122768 Prob. F(2,9) 0.8859
CObs*R-squared 0. 743601 Prob. Chi-Square(2) 0.6395

bl ol alylasl 04 xle

Heteroskedasticity Test: ARCH

F-statistic 0060872 Prob. F(1,25) 0.8071
CObs*R-squared 0065582 Prob. Chi-Square(1) 0.7979

Heteroskedasticity Test: Breusch-Pagan-Godirey

F-statistic 0.624080 Prob. F(16,11) 0.8101
Obs*R-squared 13.322832 Prob. Chi-Square(16) 0.6490
Scaled explained S5 1.3583510  Prob. Chi-Square(16) 1.0000

Z3saidd JIudl U HLas! 205 3xle
Ramsey RESET Test
Equation: UNTITLED
Specification: LGPD LGPD{-1) LGPD(-2) LIF LIF(-1) LIF{-2) LIF{-3) LIF(-4)
LGFCE LGFCE(-1) LGFCE(-2) LGFCE(-3) LGFCE(-4) LTRADE
LTRADE(-1) LTRADE(-2) LTRADE(-3) C
Omitted Variables: Squares of fitted values

Value df Probability
t-statistic 0248583 10 0.8087
F-statistic 0.061794 (1, 10) 0.8087
F-test summary:

Sum of 5. df Mean Squares

TestSSR 1.49E-05 1 1.49E-05
Restricted SSR 0.002428 11 0.000221
Unrestricted SSR 0.002414 10 0.000241

Faedadl 590 HLas! 206 3le

Series: Residuals
Sample 201404 2021Q3
Observations 28

Mean -7.30e-16
Median 0.001268
Maximum 0.018834
Minimum -0.018329

Std. Dev. 0.009484
Skewness -0.077832
Kurtosis 2316514

Jargue-Bera 0.573281
Probability 0750782
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WaAaR Lag Order Selection Criteria

Endogenous variables: LEGDP LIF LGFCE LTRADE
Exogenous variables: C

Date: 041722 Time: 13:06

Sample: 201304 202103

Included observations: 29

Lag Logl LR FPE Al S H
0 126. 7668 RN 1.24e-09 -9.156329 -B.967737¥ -9.097264
1 2255574 146.96329 8.31e-12 -14176328 -13.233241 -13.88105
2 260.25328 47 85699* 2.46e-12* -15.46578% -132.76844* -14.93419*
3 2F4.TFT22 16.02150 3.29e-12 -15.26267 -12.91197 -14.59583
*indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AlC Akaike information criterion
SC Schwarz inforrmation criterion
HCE: Hannan-Cuinn information criterion
Pairwise Granger Causality Tests
DCate: 04/M17/22 Time: 12:33
Sample: 201304 2021Q3
Lags: 2
Full Hypothesis: Obs F-Statistic Prob.
LIF does not Granger Cause LGDP 30 5 05373 00143
LGDPFP does not Granger Cause LIF 028026 07579
LGFCE does not Granger Cause LGDP 20 12.9143 o0.0001
LGDP does not Granger Cause LGFCE 12.8159 o0.0001
LTRADE does not Granger Cause LGDP 30 0.52511 0.5922
LGDP does not Granger Cause LTRADE 0.520832 0.5668
LGFCE does not Granger Cause LIF 30 2.92888 0.0720
LIF does not Granger Cause LGFCE 0. 732630 0. 4290
LTRADE does not Granger Cause LIF 20 0.50492 0.5096
LIF does not Granger Cause LTRADE 4. 52585 o.0210
LTRADE does not Granger Cause LGFCE 30 G 25067 00063
LGFCE does not Granger Cause LTRADE 029101 07500
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