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The effect of the financial development on the effectiveness of
monetary policy in influencing economic growth and

inflation rate: an empirical study on a sample of Lowest
Middle-Income Countries

" Sguse 305 0

‘)S-Aw 44}4.0]4.&«‘ Ua.‘am Laols> c}_\.._a,.z.«.U‘ ‘:5.‘.:3 Zt_pl.’_ﬂ\ calazdy| ‘ajJ.a.n <
k.aiboud@univ-mascara.dz . 5|3’

2025/06/07 : ;.44 &l ¢2025/05/21 :J4all SN ¢2024/09/13 el s s

D oaka

@ uad! Ll 3dlad e W g Uaall jolas (5T juuas J) dwlyull sda b
o epdeadl Jaang 6oLatd¥l gaidl Juae (29 VT sl olazdyl Calual) by
oo Buzell BN IS Laswgil) Jo ol @iad Lol &se 401 (e 290 32 Awlydl de
2019 4,le 11 2003

ol Juae Boly e Joad sl Auleud) O Aewlall dulyudl Bl EAVIEY
o ST 5l 2oy e Lails (ST e Joll o] pieatll Juase (he 29,9 golazdl
glaall ek of Lyl mludl wydsl (530 4l o SO Z LYl 8ol e Lanils
558 S ALl AoliardV) Bluadl $oly 9 Auaidl ulewd! Adlad (oo 33ay JU
Lo Laars paad ilall 1

oyl algll *


mailto:k.aiboud@univ-mascara.dz

sge 5al8 s | —ﬂ]tﬁd

B st fgolatd¥l gl cdhuaudl dwlead! < W Helas sae Liall o LealSTI
Aaeall po3all 2k ¢ Sealipl
Abstract.

This study aims to estimate the impact of financial sector
development on the effectiveness of monetary policy in achieving its
ultimate economic objectives, namely economic growth and the
inflation rate, using dynamic panel with two step system GMM. The
sample includes 32 lower-middle income countries over the period
2003 to 20109.

The results of the econometric study show that monetary policy
stimulates economic growth and increases the inflation rate in these
countries. However, the effect of the variation of the money supply is
much important in raising prices than in stimulating aggregate output.
Furthermore, the results show that financial development supports the
effectiveness of monetary policy, however this effect is marginal.

Keywords: financial development, monetary policy, economic
growth, inflation rate, dynamic panel, two-step SYS GMM.
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Culh by podae Lawgill 93 (98 iz ol ! (idiosyncratic term) (ilg-dall
N(0,02%)

Arellano (ye JS Laygls | decall pgsall allss das)ks auseiud (dale Aiiay
Lestie 4ol (consistent coefficients) dauwie iladas e Jysazll ‘Dand Bover
A e st sl pasll (o bLsylg (heterogeneity) 3,81 uilees poe Al 095G
alpaall JBs) @b e i3y (endogeneity) AS iy by Lo a9 Silgdaal Lzl
doaall pgyall allas 2ai,lat (Say 730l (@ (instrumental variables) PPN
Ll (s Lo of S0 Ul § (fixed effect) colid! ,3¥1 AS e (o <Lyl ol
oo - l89yall sly>] IM5 (e (unobserved heterogeneity) Lygxls e wilzil pue
LS a3l liall sae o ST o1,8¥ sae 0585 of das,kall sda slaziwl by,
Ui gola) oL,8Y1 sue (e JBT Aglen¥) sl sue 058y of Layl bidy
[(overidentification) L ,all 4,2zl

é._g.gja.’i 3 ool ‘9‘9):_“ ‘aUa_i 3.5_2)19_» 291 w__ﬁ.)l.’l‘ SMelae adas £ Ll
bl L anis 1S lad 2l3g PWindmeijer J cpuasd! 6sliall k! 2snls
Aase idll o hlasyl e datad oz dgeidl @lodlo o uSTy . lgdiall Uasedl us

(1) Arellano and Bover (1995). Op.cit
(2) Windmeijer, F. (2005). A finite sample correction for the variance of linear
efficient two-step GMM estimators. Journal of econometrics, 126(1), 25-51.
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BHansen Jaglga¥ el pazell Lsyall b yatll

e QU glasll ks 5 quleall sl @S Olidas 49 3 03y (x|
Bl ool 3 08 Joamll onshais Leaall posall daslay Zuadl Lulewd) Alad
$oLaid¥! gaill ams § uad) dwlewdl 3dlad de JUI gUaall jolas ,3T yyuas
sshas T yuuas wlily ol 5@ 4 @8y Jouzdl Ll (1 @3y slall uas 7zl )
slall 055 7l 61) paeand! e ) § 2uaud) el 3dlas e JUI g Uagll
sl BT sty asds ‘mEfﬁong 9 'BMa and Lin Lz de sly (2 o)
o el ol ) Calisl cdlelall gaaze I (o Al Slpaall e Aazadl
Wald jLasl sy 2k e 2ibasyl Ligine ;Lacl cany ds¥|

el o (49 3 Ooazll) 291 pulolall uuas mls I e Lasds

K @ las| Gusiang uxloll (e J8T Bl Ay Biay Akl Aaldl oyl
z3geill Jsid Qg amlsll e J3T 8] 5 || Loy samy Lo g 2uiajll il Ll
1 ousntill o Sgail) Aanills Augina (Fetest) - ailias] of Lt (6,3 . Sraligl
bl ey lad Aobasy) ikl Joud i Aaadl olpasldl OS wie 2,
Loyl e 1) b L 5Lesy Adlarsd Aagall of Jasdls Bpuaed) Apa e 401

Gl paall A Jod s Les %5 (1 AST 'UArellano-Bond test AR (2) 4t

(1) Arellano, M., & Bond, S. (1991). Some tests of specification for panel data:
Monte Carlo evidence and an application to employment equations. The review of
economic studies, 58(2), 277-297.

(2) Hansen, L. P. (1982). Large sample properties of generalized method of
moments estimators. Econometrica: Journal of the econometric society, 1029-1054.
(3) Ma and Lin (2016). Op.cit

(4) Effiong et al (2020). Op.cit

(5) Arellano, M., & Bond, S. (1991). Op.cit.
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Lo %5 o 2T ALexo¥l 2asall of oy DHansen Lasl lauSss dedill sda
(03] Alos¥l il § blid) g2 pue (e (a5 Gl puadl As s o ) o052
il sleze!) (Sass gl @wlidll 7390l o e @Sl Sy el siia e oL

dagd o Lasd (3 Jouztl) &3 Laid¥l gl Wslan uas @l ad Layd
(X5 0a]) auesll sl Calise sie 2puanll A a5 clolae pyazs
Lapll As Ll 88 e Bugime a2 Lel sy (gl 2slas| AMYs 93 (ST Amse
Ll Lol sl e 392 A3l sl Ll e %109 5% die Ligiang < oY)
. i ‘ . (VR .
e oS0 Al Lol Lasdlis (TRog o) W pkaall cblalas poaze doudl
Aeladl il cMlalas poaze Lasd Lol .39 2 Lajll Sl wie Lilas! Ligins

. L. . ¢ . R d

sie Lilias] Goine Buzge opd (Liiualys § @bl yiall uay g1 (X5 g )
Al alpsldl S
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seill 8l I (6355 ganll Lasall B3l Of ey 929 czge solazd¥l gl
oo Lod capas il L (ST 8poland¥l dlall ae 38155 L liag golaidVl
Calize die cHlelael) &lasYl Lgiall (M oy dlasY Dgiall Cos
5 @3basd¥l gadl e JUWI pllaall Holas il oy Lod Lol Auejll claslall
sskas OF e pass @I JUI eladdl &ylas mlsl A8l ae (aslany 58 Jlug codla
plladl Lody (a1 casllogll M5 (o s3lmtd¥l gaidl e Lolmy) 350 JUI g laall
LSt oo Jelas eaylgall J2a¥) ayienll clsall dad Jie slazs¥l & JU
JU pllall jobas o iy Atiedl 2ewliall clabll pans o83 D &l glsud

(1) Hansen, L. P. (1982). Op.cit
(2) Levine, R. (2005). Op.cit.
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Blas e JUI pllall johas il alasy Lot Lol | Ddla g3bass¥l gaill Juns
0o dadall ae (3815359 Azge A8Mall (L8 (g3lLiarBY) gl i (§ Bpuaull duliwdl
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(1) Ductor, L., & Grechyna, D. (2015). Financial development, real sector, and
economic growth. International Review of Economics & Finance, 37, 393-405.

(2) Arcand, J. L., Berkes, E., & Panizza, U. (2015). Too much finance? Journal of
Economic Growth, 20, 105-148.

(3) Noyer (2007). Op.cit.

(4) Van Leuvensteijn et al (2013). Op.cit
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il dolell uadl ASH a8 clelas faeme dagd O Cumy (g3lazsVl

e et . . - (30
satlly Aol Bpuadl B i SDlelas gyams desd oo ST (X120 B7)
il Alead! (6357 (03] S5l Ailian] Bgine 939 (XHog @) goliazs¥!
il Jane 5355 J) syl (5 odl 2 Lol By il olald) § Auasegall
($3Laid¥ gaill Jua 8Ly e Lol d5)lae ST Az,

G Lo el 58 @iaddl Jase de QU glhaall jshas il (o Legd Ll
Lylae I o LoDl i ) cass piiaddl c¥aas (e paass JU elas 3505 o
W gllaall s s i (B0 1) 5 (Efo ') cbllal paalal 2ess
9kas oF g Lea «galiand¥l geill pasass e opili (o AST pieiatll pagass e
80 oy Lad sy Luadl 2l § g lasyl Al § 5lasdl it § aelug JUI
Les cozse 5 pineatl) e il @ Bpaaill Bl 2llad e JUI gllaall ylos
W Vi ST et 3ol @ Apaaid) dulead) 8508 (e 33 JWI ekt o0 e Joy
delatd] bl el g garme Rard e eliy L chpass

(1 aslall) golard¥l gaill e il § Audsd) doliw 2llad (e U g Uad yohas )57 :3 Jousel!

Lags (1) (2) (3)
L.gr 0.285 *** 0.270 *** 0.277 ***
M 0.0003 -0.0204 -0.0186
L.m 0.0335 0.0407 0.0256
L2.m 0.0315 0.0463 **

L3.m -0.0072
Fd -0.1862 ** -0.1500 ** -0.1666 **
L.fd 0.1547 ** 0.0899 0.1109
L2.fd 0.0431 0.0125
L3.fd 0.0247
W 0.0024 0.0030 ** 0.0031 **
L.w -0.0001 0.0001 0.0003
L2.w -0.0016 * -0.0020 **
L3.w 0.0006
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Sguc 5ol8
Constant 3.022 *** 2.622%** 2.469 ***
N° of OBS 512 480 448
N° of groupes 32 32 32
N° of instruments 23 26 29
F-test 10.02 *** 19.58 *** 112.69 ***
Arellano-Bond test AR (1) 0.00 0.00 0.00
Arellano-Bond test AR (2) 0.415 0.410 0.499
Hansen-test (p-value) 0.221 0.495 0.379
m (ZF_oaf) 0.0338 (1.36) | 0.0518 (5.32) ** | 0.0461 (3.16) *
fd(XF o al') -0.0315 (3.47) * -0.017 (1.82) -0.0185 (2.03)
w(Z5 gal) 0.0023 (6.78) ** | 0.0015 (3.14) * | 0.002 (6.47) **

Aslaall Aol . JIgtl e 10%39 %5 ,%1 Sis ddbaxPl Lginall Sgiume e ¥, *¥, *5% 0001 Ju5
Dbz 9 &l Ayl J oY1 Azl e Arellano-Bond  duuudadd) culbldyW duausead! ool)lasHU
ol &l Wl - (p-value) ALYl dod (2 Hansen J 451931 lpaield byaoll Casyad
F-statistic _<ud &sba>l dad (p Jgdad! Jaul gralmall dbliall cyangd oy 8352 g0dl &5LasYl

Wald sy

(2 Walall) pisattl e Sl @ Aadid) dulew 2dlad (e JUI ¢ ad yglas 57 :4 Jouzd!

Lags (1) (2) 3)
L.p 0.333 *** 0.277 *** 0.252 ***
M -0.0274 -0.0395 -0.0332
L.m 0.1109 ** 0.1185 ** 0.1263 **
L2.m 0.0526 0.0393
L3.m -0.0153
Fd -0.3461 *** -0.3629 *** -0.3738 **
L.fd 0.3082 ** 0.4580 ** 0.4485 *
L2.fd -0.131 -0.1045
L3.fd -0.0115
w 0.0017 ** 0.0017 ** 0.0015
L.w 0.0015 0.0012 0.0014
L2.w -0.00008 0.0003
L3.w 0.0005
Constant 2.89 *** 2.53 ** 2.49 **
N° of OBS 512 480 448
N° of groupes 32 32 32
N° of instruments 23 26 29
F-test 125.7 *** 36.67 *** 26.66 ***
Arellano-Bond test AR 0.00 0.00 0.00
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(1)
Are”ano'?;)"d test AR 0.119 0.278 0.221
Hansen-test (p-value) 0.340 0.375 0.421

m (Z?=o BY)

0.0835 (4.88) **

0.1316 (6.64) **

0.01171 (5.58) **

fd (20 A1)

-0.0379 (4.94) **

-0.0359 (3.55) *

-0.0413 (2.86)

w (Z?zo )

0.0032 (5.98) **

0.0028 (3.78) *

0.0037 (4.90) **

Aslaodl Aol . 190l de 10%3 %5 ,%1 i &sbasyl Ligiasll Sgiume e *, *¥, 5% 590 )| Ju5
9 4l dzyly JoVI Aoyl e Arellano-Bond  ddwdudd! cloldydM duausead! wlylasdHU
ol 4wl Wl - (p-value) LYl dod (2 Hansen J 4519391 lpazeld byaoll Casyadll o
F-statistic _<ud &5ba>l dad (& Jgdad! Jaul gralnall Ablaall cpangd crp 8352 g0dl &5LasYl
Wald s

dLlatl Aaslztl 4

Feuan) dolead) 3lad e JWI g Uaall jolas 31 Haas ) daelyull sia cdia

o Ags 32 Jodd Aie oo eieiatll Juang g3batd¥l goill Jaas e sl 3

o 2019 2l J) 2003 o Sutiel!) 8l M5 Losogill S5l dsal Lol doe, 2
S oiglaze; daanll agiall allai” das by 3,Salp ! L)z 3les Baddas 30

Jara (e Lol Luaal) duolead) 355 10 Lo Baliall Al il ooyl

e Lol oo ST Sl 28y e Lapdls (oS0 piiatdl Jussy golaid¥l goill
e ouSe L3 JW plaall selas o e dwhhull ey Layl IS z oyl 8l
oo Bigall sl 3 Caddndl pladll Cans J) Loy @l sda axy golatd¥l gaill
Lyl bl oy ol LeS Bpuctor and Grechyna sy LS JWI ¢ lad, &55lae Jouul!
JWI oslas o e Juy Lo e cpiean)] Juxs e ouSe 3T 4J JW g laall jelas of
SV e Legd Ll ) A § g lasyl Wl § 5landl lanwl Bads § delun
Gob e Layaas @ @I W sshatlly 2puadl Al (Meffet mutuelle) 2dsLall
L) Aaolead! Adlad oo 350 JUI g sl jshas o) iludl caylal (elazll pazll

(1) Ductor and Grechyna (2015). Op.cit.
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J51 sl elaisy AU JSea s AW clend) Jlanialy Glag Lad Aals
Ardll slazd¥l st ae JUI gladll yshas ciwlidy o J2f (e 23y ( JUI g sl
Shdiel 3aaziy Az (o $3Latd¥l gadl e JUI Hslart ZwSall HUY1 salas Jlug
Alas oo s ) BLaYLY (63T Az o Luad] U 1w Loie Hlasd]
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