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Measuring and analyzing the relationship between financial
development and economic growth in the light of the UAE Central
Bank experience
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Abstract :

The research deals with the role ofCentral banks in financial developmentTo
promote economic growth as one of the basic scientific concerns in the field
of the importance of the role of central banks in developing the functions of
financial systemsTo achieve the targeted levels of economic growth.

The research problem was pivotalThe role of the central bank in supporting
and developing indicators of financial development as an approach to
promoting economic growth within the framework of the developmental
functions of the central bank in a market economy and financial openness
based on a basic trend in contemporary neoclassical financial development
thoughtAccording to this was the research hypothesisThe Central Bank,
within the framework of the neoclassical trend in contemporary financial
developmental thought, plays a key role in supporting and developing
financial development indicators to promote economic growth, and this
relationship can be studied within the framework of available economic
literature. The research sample was a developed country represented by the
United States of America, and the aim of the research was to analyze the role
of the central bank in financial development to promote economic growth, in
the light of economic literature and studied experiences. The research
adopted a methodology based ondescriptive styleAndstatistical analysis to
analyze the path of the evolution of the relationship between the studied
variables and then use economic measurement to estimate and analyze the
impact of the role of the central bank in financial development on economic
growth in the sample countries.

The research ended with a set of conclusions, the most important of which is
proving the research hypothesis and by proving the essential role of central
banks in financial development that promotes economic growth. For
economic growth, based on the fact of the dynamic relationship between
indicators of financial development, economic growth, and the per capita
share of the gross domestic product

Key Words : Financial Development, Economic Growth, Central Bank of
the UAE.
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GDP -2.37 -3.31 -2.18 -2.67 0.90 -1.60 -3.35% -3.32 -3.41% -3.08 -3.34* -2.72
PI -2.63 -3.31 -2.06 -2.67 -1.01 -1.6 -3.83* -3.75 -4.02% -3.95 -4.03* -2.72
FC -3.13 -3.31 -3.48* -3.06 0.49 -1.60
PC -2.46 -3.32 -2.89%* -2.67 0.81 -1.60
M2 -2.37 -3.31 -1.21 -2.67 3.68 -1.6 -3.61%* -3.32 -3.68** -3.08 -1.95% -1.60
CT -2.59 -3.32 -2.11 -2.67 4.30 -1.60 -3.45% -3.32 -3.29* -3.08 -1.75** -1.60
ER -2.63 -3.32 —2.93% -2.68 -0.26 -1.6

o ¢ .(FC PC,

ER ) codt e il Sl om0 (1) Joadt s
Ol Jan 0 Wy (JoV 34l aes ( GDP P M2, CT) 5 wlpane & izl

(ARDL) 2 53 2350 06 IV Gl ke 53 sl dis izl

W A1 s gt el
GDP-F(PC,M2,CT ER)
ZW AW (ARDL ) z34é plusuaal Yl

Variable Coefficient | Std. Error | t-Statistic Prob.*
GDP(-1) 0.027133 | 0.225491 0.120329 | 0.9072
PC 0.444444 | 0.465745 | 0.954265 | 0.3679
PC(-1) -0.439003 | 0.350918 | -1.251012 | 0.2463
M2 -0.067635 | 0.629010 | -0.107527 | 0.9170
CT 0.374051 | 0.545107 | 0.686197 | 0.5120
ER 64410.99 | 28638.70 | 2.249090 | 0.0546
ER(-1) 98967.19 | 39751.14 | 2.489670 | 0.0375
C -180255.6 | 194578.4 | -0.926391 | 0.3813

R -squared 0.925809 Mean dependent var 1197591.
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Adjusted R-squared | 0.860891 S.D. dependent var 166101.3
S.E. of regression 61951.26 Akaike info criterion | 25.21294

Sum squared resid | 3.07E+10 Schwarz criterion 25.59923
Log likelihood -193.7035 | Hannan-Quinn criter. | 25.23272
F-statistic 14.26135 Durbin-Watson stat 2.237615

Prob(F-statistic)y | 0.000610 |

*Note: p-values and any subsequent tests do not account for model

selection. | |
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Model5: ARDL(2,1,0,1,1)
Model17:ARDL(1,1,1,1,1)
Model8: ARDL(2,1,0,0,0)
Model11:ARDL(2,0,1,0,1)
Model6: ARDL(2,1,0,1,0)
Model4: ARDL(2,1,1,0,0)
Model1: ARDL(2,1,1,1,1)
Model2: ARDL(2,1,1,1,0)

Model5 -— .
Modell7 - ____.

Model8 - ____.
Model1l - ____.

Model6 -——— .

Modeld —— .
Modell -———— .
Model2 - - ——— .

E-VIEWS12 syl 02 Jo slezs¥U Coll slust o0 gld) K21
(1,1,0,0,1) oo M el o o (1) gl JK2d) s

Squdt el — Lot

ygine Ssien s 4.37 LW adl o 581 521wt F i 01 (3) Jpidl s
ol o Y1 b 4515 BMe s an Vg Y01
591 ylast (3) Jor

F-Bounds Test

Null Hypothesis: No levels

relationship

Test Statistic

Value

Signif.

1(0)

I(1)

Asymptotic:
n=1000

F-statistic

5.217472

10%

2.2

3.09

k

4 5%

2.56

3.49
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2.5% 2.88 3.87
1% 3.29 4.37
) Finite
Actual Sample Size 16
Sample: n=35
10% 2.46 3.46
5% 2.947 4.088
1% 4.093 5.532
Finite
Sample: n=30
10% 2.525 3.56
5% 3.058 4.223
1% 4.28 5.84

E-VIEWS12 sl 02 Jo sles¥U Coll slust o0 gld) K21
i) Syl — W
S9! ket B3 LY — 1
ws Olsine 56 Chi-Square 5 F 0 S0 bV 20l 0f (4) Jgidl e
LSl G kel DL AUSCs e sl YAl 235adl OF g g 905 (s5me
Sod) i o) BLIYN L) (4) Jgur

Breusch-Godfrey Serial Correlation LM Test: ‘

Null hypothesis: No serial correlation at up to 1 lag
F-statistic 0.471298 Prob. F(1,7) 0.5145
Obs*R -squared 1.009297 Prob. Chi-Square(1) 0.3151
E-VIEWS12 syl lr 2 Js sbas¥b CoUl st o gl S
o) il Ol les) =2

%5 Gyimr Lis Olysms x& Chi-Square 5 F ala=¥ 203 01 (5) Jaid) 23
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5
Series: Residuals
Sample 2005 2020

4 Observations 16

3 Mean -2.09e-10
Median 4275.597
Maximum 57586.63

2 Minimum -79720.89
Std. Dev. 45242.80
Skewness -0.391263

1 - Kurtosis 1.920121

0 Jarque-Bera 1.185658

-100000 -50000 50000 Probability  0.552761

S e Il gy s 255 e

Jeddl Cnee LS Ll il ol pie 2 0 b Yl Z3sed) O e Juy Ly

(5
o) il et (5) g

Heteroskedasticity Test: Breusch-Pagan-Godfrey

Null hypothesis: Homoskedasticity

F-statistic 0.299792 Prob. F(7,8) 0.9350
Obs*R -squared 3.324901 Prob. Chi-Square(7) 0.8534
Scaled explained SS | 0.382414 Prob. Chi-Square(7) 0.9998

E-VIEWS12 syl wlr 2 Je sbasWb EUl sl o gl K21
i gt el el sl st =il
J bV aedll O) oy 31 adly sl el S anlall wsdl ((2) gl JSC2)l s
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ilpiall sllas S andall agisdl (2) bl SIS
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S5t 139 Hlas —: Ll
sl e O 0 & e 1 e 81 (29 0.35 (L) beles 01 (3) Gl JSC2dl s
rall o Ta 23 29 0.02 el a8 ol 2 Wil e Tus 23 2 0.000001
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By rxe bl el OF gm Mg 1 sl a i3 29 0.97 Ll i cil o
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1,600,000
1,500,000
1,400,000
1,300,000
1,200,000
1,100,000
1,000,000

900,000

800,000

700,000

2006

2008

S5 151 (3) Gl S

2010 2012

— GDPF

2014

+2S.E

2016

/N
\\\\ /

2018

2020

L)

Forecast: GDPF
Actual: GDP
Forecast sample: 2004 2020
Adjusted sample: 2005 2020
Included observations: 16
Root Mean Squared Error  43641.76
Mean Absolute Error  36593.63
Mean Abs. Percent Error 3.058564
Theil Inequality Coef. 0.018064

Bias Proportion 0.000001

Variance Proportion 0.020176

Covariance Proportion  0.979823
Theil U2 Coefficient 0.354517
Symmetric MAPE 3.045711

E-VIEWS12 mabpll 2 e sleseWb Comll slust 0 gled! K1

A dyyl it Lt —:Lasl

3 ikl 3said) oledak 2 aylan V) e (4) L) JSC2dl e sl o5 s

Br A ) ssee 505 1y Slodl oST5 g sez 0F (CUSUM TEST) jlssl o o2z
OF L) Jidl gl w390 5 st e 80 s )03l Sladall O goy 1ag
o i) spee 215 1y Slodl Slape (S5 g sez OF eas ) CUSUM SUQUR

05 (Sstms Lis Bt g0l 3 A Sl O sa 1y
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10.0
7.5
5.0

2.5 //\/

0.0
-2.5
-5.0
-7.5

-10.0
2013 2014 2015 2016 2017 2018 2019 2020

—— CUSUM 5% Significance
1.6

1.2
0.8
0.4

0.0

2013 2014 2015 2016 2017 2018 2019 2020

—— CUSUM of Squares 5% Significance
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ECM Regression

Case 2: Restricted Constant and No Trend
Variable Coefficient| Std. Error | t-Statistic Prob.
DPC) 0.444444 | 0.170482 2.606989 0.0313
D(ER) 64410.99 | 15259.42 4221063 0.0029
CointEq(-1)* -0.972867 | 0.136402 | -7.132346 | 0.0001

R -squared 0.849149 Mean dependent var 36510.35

Adjusted R-squared | 0.825941 S.D. dependent var 116486.3
S.E. of regression 48598.56 Akaike info criterion | 24.58794
Sum squared resid 3.07E+10 Schwarz criterion 24.73280

Log likelihood -193.7035 | Hannan-Quinn criter. | 24.59535
Durbin-Watson stat 2.237615 ‘

E-VIEWS12 mabpll 2 e slese¥b Comll slust 0 gled! K1
Juskdt J ) Jlas =2
st aw (ER) 01 oz 31wl 1 Lslal) oW flas il (7) Jddb s
Jole 06 00 (S sl e sl 0L 5 s Sy skl Y1 3 W 3 gsne G
CJaskl) ¥ 8 Sl Baly 3 eald Al sl e Y ol lama ) dd as
st =31 fuas (7) Syt
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Levels Equation

Case 2: Restricted Constant and No Trend

Variable Coefficient| Std. Error | t-Statistic Prob.
PC 0.005593 | 0.340319 0.016434 0.9873
M2 -0.069522 | 0.651527 | -0.106706 | 0.9176
CT 0.384483 | 0.588014 0.653867 0.5315
ER 167934.8 | 37169.17 4518120 0.0020
C -185282.9 | 213705.5 | -0.867001 | 0.4112

EC = GDP - (0.0056*PC -0.0695*M2 + 0.3845*CT + 167934.7759*ER -
185282.9146) ‘ ‘

E-VIEWS12 mabpll 2 e sless¥b Comll 3lust 0 glod! K1
2,40 o> lawgie d1s iy 1 EIW CUlald
PI=F(PC,M2 CT ,ER)
3§55 bwge U ARDL 34 .9

oo WT46 s i d) Slpadl O sm Viag %0746 R a0 01 (1) Jgadt m o
widly 3l (3 sl b ) Shak sgm 90254 SUly wll el 3 ol i)
ot Mimg dyginn i) F¥ 203 0) g, 0524 doomeall R? 503 0 ey WS¢ gl
AL Z3sadl giae Jo

3,81 J&3 wge W (ARDL ) 346 (1) oo

Variable Coefficient | Std. Error | t-Statistic Prob.*
PI(-1) 0.079180 | 0.358827 | 0.220664 0.8309
PC 5.07E-08 | 3.65E-08 1.388376 0.2025
PC(-1) -1.10E-07 | 4.05E-08 | -2.717659 | 0.0263
M2 -2.78E-08 | 5.02E-08 | -0.553479 | 0.5951
CT -1.55E-08 | 5.59E-08 | -0.278148 | 0.7880
CT(-1) 6.37E-08 | 5.59E-08 1.140053 0.2872
ER 0.003226 | 0.002832 1.138956 0.2877
C 0.035126 | 0.030727 1.143164 0.2860
R -squared 0.746606 Mean dependent var 0.040000
Adjusted R-squared | 0.524887 S.D. dependent var 0.007303
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S.E. of regression 0.005034 Akaike info criterion  |-7.438422
Sum squared resid | 0.000203 Schwarz criterion -7.052128
Log likelihood 67.50738 | Hannan-Quinn criter. |-7.418640
F-statistic 3.367349 Durbin-Watson stat 2.444373
Prob(F-statistic)y | 0.055178 |

*Note: p-values and any subsequent tests do not account for model

selection.

|
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Akaike Information Criteria
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Model6: ARDL(1,1,0,1,0)
Model8: ARDL(1,1,0,0,0)
Model4: ARDL(1,1,1,0,0)
Model3: ARDL(1,1,1,0,1)
Model7: ARDL(1,1,0,0,1)
Model5: ARDL(1,1,0,1,1)
Model2: ARDL(1,1,1,1,0)
Modell: ARDL(1,1,1,1,1)
Model9: ARDL(1,0,1,1,1)
Model15:ARDL(1,0,0,0,1)
Model16:ARDL(1,0,0,0,0)
Model13:ARDL(1,0,0,1,1)
Modell1:ARDL(1,0,1,0,1)
Model14:ARDL(1,0,0,1,0)
Model12:ARDL(1,0,1,0,0)
Model10:ARDL(1,0,1,1,0)
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Null Hypothesis: No levels
F-Bounds Test ) )
relationship
Test Statistic Value Signif. I1(0) I(1)
Asymptotic:
n-1000
F-statistic 3.728891 10% 2.2 3.09
K 4 5% 2.56 3.49
2.5% 2.88 3.87
1% 3.29 4.37
Actual Sample Size 16 Finite
Sample: n=35
10% 2.46 3.46
5% 2.947 4.088
1% 4.093 5.532
Finite
Sample: n=30
10% 2.525 3.56
5% 3.058 4.223
1% 4.28 5.84
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Lo Olusms 42 Chi-Square 5 F' oo IS0 a1 20dl 01 (3) st 2
LSl G kel DL AUSCis e 3l YAl 235adl OF g g Y05 (s5me
S1od o ebenkadl DL3YHLES (3) Jgid!

Breusch-Godfrey Serial Correlation LM Test: ‘

Null hypothesis: No serial correlation at up to 2 lags
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F-statistic 0.927462 Prob. F(2,6) 0.4457
Obs*R -squared 3.778365 Prob. Chi-Square(2) 0.1512

E-VIEWS12 syt Ol Jo sleseVb Coll slusl 0 gl JK3)

o Wl Ol jlest =2
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Heteroskedasticity Test: ARCH |

F-statistic 0.053907 Prob. F(1,13) 0.8200
Obs*R -squared 0.061943 Prob. Chi-Square(1) 0.8035

E-VIEWS12 syt 02 Jo sleeVb Coll slusl 0 gl JK3)
i gt el el sl st =il

Sl aedll O) oy 31 adls sl el S el wsdl ((2) ol JSC2) e
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Series: Residuals
Sample 2005 2020
Observations 16
Mean -8.67e-18
Median -0.000254
Maximum 0.009302
Minimum -0.006260
Std. Dev. 0.003676
Skewness 0.518056
Kurtosis 4.054131
-0.005 0.000 0.005 0.010 | probability 0.482758
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Forecast: PIF
Actual: Pl

Forecast sample: 2004 2020
Adjusted sample: 2005 2020

_
Included observations: 16
Root Mean Squared Error 0.003485
/,/,//W\ Mean Absolute Error  0.002519
Mean Abs. Percent Error 7.020691

Theil Inequality Coef. 0.042998
Bias Proportion 0.000068

Variance Proportion 0.074949

Covariance Proportion 0.924982

2006 2008 2010 2012 2014 2016 2018 2020 Theil U2 Coefficient 0.593772
Symmetric MAPE 6.961673

B
E-VIEWS12 mabpll o2 e sleseWb Comll slust 0 gled) K1
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10.0
75
5.0
2.5
0.0 m
2.5
5.0
7.5

-10.0
2013 2014 2015 2016 2017 2018 2019 2020

——— CUSUM 5% Significance
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ECM Regression
Case 2: Restricted Constant and No Trend
Variable Coeflicient | Std. Error | t-Statistic Prob.
D(PC) 5.07E-08 | 2.32E-08 | 2.185772 0.0603
D(CT) -1.55E-08 | 1.80E-08 | -0.861975 | 0.4138
CointEq(-1)* -0.920820 | 0.152715 | -6.029650 | 0.0003
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R-squared 0.738432 Mean dependent var  |-0.001250

Adjusted R-squared | 0.698191 S.D. dependent var 0.007188

S.E. of regression 0.003949 Akaike info criterion  |-8.063422

Sum squared resid 0.000203 Schwarz criterion -7.918562

Log likelihood 67.50738 | Hannan-Quinn criter. |-8.056004
Durbin-Watson stat | 2.444373 ‘
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Levels Equation
Case 2: Restricted Constant and No Trend
Variable Coefficient| Std. Error | t-Statistic Prob.

PC -6.43E-08 | 3.98E-08 | -1.616244 | 0.1447

M2 -3.02E-08 | 5.48E-08 | -0.551135 | 0.5966

CT 5.23E-08 | 5.56E-08 0.940471 0.3745

ER 0.003503 | 0.004097 0.855091 0.4174

C 0.038146 | 0.021644 1.762402 0.1160

EC = PI - (-0.0000*PC -0.0000*M2 + 0.0000*CT + 0.0035*ER + 0.0381)
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