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The impact of the development of the financial system on economic growth in Algeria, an
analytical and econometric study for the period (1990-2020)

Abstract:

This study aims at investigating and discussing one of the main problematic of the economic
and financial fields that is the relation between the financial development and the economic growth
which still triggers debate. We used the descriptive, analytical, and deductive methods to study the
nature of this relation regarding the Algerian financial system and to test one of the main
hypotheses that explain this relation and the direction of the relation between the financial
development and the economic growth. This hypothesis is the supply leadership in the Algerian
economy during (1990-2020).The study includes an analysis of the development of the Algerian
financial, banking, and market systems. Findings show that the indices of the banking development
(dimensions of the financial depth, financial inclusion, and efficiency and financial stability)
improved while the indices of the Algerian stock market (dimensions of the depth and the financial
efficiency) recorded very marginal averages which indicate their absence in funding the economic
activity.

To evaluate the effect of the financial development on the economic growth in Algeria during
(1990-2020), we used ARDL model on time-series data that include 314 views. We expressed the
financial development through a complex index that represents the dimension of the financial
depth as a main independent variable (M2/GDP, rate of the total deposits to GDP, rate of the loans
provided for the private sector to GDP, rate of the commercial banks assets to the total of the
commercial banks assets with the assets of the central bank). Moreover, we used the commercial
openness and governmental expenditures as other independent variables “control” and the average
of the rate of the growth of domestic product in the fixed prices to represent the economic
development as a dependent variable. Findings show that there is a long-term balance relation
between the economic growth as a dependent variable and the financial development, the
commercial openness, and the governmental expenditures as explaining variables. Results of the
short term showed that the financial development positively affects the economic growth with one
gap. Thus, the hypothesis of the supply leadership is confirmed. Moreover, the results of the long
term showed a reflexive effect for the financial development on the economic growth.

The obtained results confirm the underdevelopment of the Algerian financial system and the
weakness of its markets. Furthermore, they reflect a clear weakness in the practice of the main
functions that may boost the economy. This requires hard work to provide the necessary
regulatory, legislative, and economic conditions to develop this system.

Key words: Financial development; economic growth; financial depth; financial inclusion;
financial efficiency; financial stability; ARDL.
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