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Modelling the Impact of Financial Development and Trade Openness on
Economic Growth in Algeria Using Gregory Hansen's Threshold
Cointegration Approach: An Econometric Study for the Period 1980-2018

Abstract: This study aims to examine the impact of financial development and trade
openness on economic growth in Algeria over the period 1980-2018, utilizing the
Gregory Hansen structural break cointegration methodology. It seeks to provide an in-
depth analysis of the dynamic relationship between these variables, emphasizing the critical
role of financial development and trade openness as pillars for achieving sustainable

economic growth.
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The findings reveal that financial development and trade openness have a significant
positive effect on Algeria's economic growth. Additionally, the study identifies a
unidirectional causality from private sector credit to economic growth, underscoring the
importance of strengthening financial services as a catalyst for economic development.
This study contributes to the academic discourse on the determinants of economic growth
in developing countries and offers valuable recommendations for policymakers to
formulate sustainable financial and trade policies that enhance long-term growth
prospects.

Keywords: financial development, trade openness, economic growth, Gregory Hansen's
Threshold Cointegration Approach , Granger causality, Algeria.
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DCPS .0271089 0.000 -.0150326 0.706 .0270252 0.000
M2 -.0006321 0.000 -.007824 0.008 -.0006284 0.002
Break .0266546 0.000 .0301886 0.229 .0266566 0.000
Trend .0002792 0.072 .0009239 0.678 .0002773 0.167
C 114921 0.000 5070614 0.019 -.1147278 0.000
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900.55 ) zisin slasY! 5o 06 %01 L(EMP) allad) ds comis )1 13] 1T 5,0l alalall o ot

0013 — wis bV yodl 0B Y01 —(TRD) ¢ ol 7 bV folas w51 15)

Yol — pis ) 13 (DCPS) w1 gl sl J1 o g il L) pidl) ol 0LassYl s 22 Led U
F00.03 — x5 3Las¥l di 01

sty $2LadYl 5ol 0B 70T (M2) Ll ol sl o s GansS” JWI iy JUI w51 13] - 3
.%0.0006 _,

3LVl podl 5 eV G Lo i3 b 8De 5 o g oS A il ili(Breaky o1 el a2 L
ol $1%00.027 iz obasY) podl o s BB Il ol <518 daliasdl i (o cndy 13 6l ety Lo 1y
gl awbudl 3 Bl Sale) 1) (65 5 52 Y1 o

sy ALYl jad &l V) il deasadl ol aa b i a5 (CCRY 5 (DOLS) J aiyy
22(DOLS) a2 b Saas asdsaal) il ai b 4] arl) Mg & gial) 5 5LV Eom n Gl BLlall jan
Aol o ST 0K L liag aall o
:VECM 5. b o8 i) sl 3 @) uis tduwld) 5,030 6.4
i) sl 3 BN i s (T Jgadk)

Variables Parameétres T student
D(EG(-1)) -0.123695 [-0.66209]
D(EG(-2)) -0.086270 [-0.52629]
D(EMP(-1)) 0.549372 [ 1.15907]
D(EMP(-2)) -0.561121 [-1.47059]
D(TRD(-1)) 0.055119 [ 0.72437]
D(TRD(-2)) -0.029316 [-0.32511]
D(DCPS(-1)) 0.123905 [ 2.19717]
D(DCPS(-2)) 0.120856 [ 1.99300]
D(M2(-1)) 0.000792 [ 0.51783]
D(M2(-2)) 0.001117 [ 1.11644]
ECT: -0.696863 [-3.00000]
ECT» -0.084973 [-4.19972]

T 1.69E-05 [ 0.01618]
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Break -0.015442 [-1.15064]

STATA il ol 2 e Ialazel iUl slae] oo 2 bl

s Jeld)
gLy 3 sakiStudent as e ST aalbll 20l & pediStudent a.s oY) & sully sy YWECT,
(1.96

Gl 3 cldo gl bl Clus b B3] 23 sadl b B Sa () s folasy ECT 20 0)
SECT o8 0f by e fshll gl e 051530 U] el Jor W 0¥t a0 St 3 godl ST 6T ¢l
Lo s sl 05158 pie 0T ol 051580 52 Blmaa1 350 Ll s 0150085 4, 0.69 L1 Je s LsECT,
AW B 2l 0.085 5 LW 83l 4l Y069 © v IS a8 jnil o (o3l sadly o el oy
:Granger J .l jles) tawslld) 5 ki) (7.4
.Granger J o) Lot 0 (12) Jgad

Pairwise Granger Causality Tests

Date: 08/19/19 Time: 18:24
Sample: 1980 2018

Lags: 2

NullHypothesis: Obs  F-Statisti(Prob.
EMP does not Granger Cause EG 37 0.20835 0.8130
EG does not Granger Cause EMP 3.04753 0.0614
TRD does not Granger Cause EG 37 3.03878 0.0619
EG does not Granger Cause TRD 0.50874 0.6060
DCPS does not Granger Cause EG 37 7.68007 0.0019
EG does not Granger Cause DCPS 1.21473 0.3101
M2 does not Granger Cause EG 37 1.91381 0.1640
EG does not Granger Cause M2 1.15127 0.3290
T does not Granger Cause EG 37 NA NA
EG does not Granger Cause T NA NA

BREAK does not Granger Cause EG 37 1.96723 0.1564
EG does not Granger Cause BREAK 1.96604 0.1566
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