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Abstract:

This study aims to analyze and measure the impact of the degree of
economic diversification factors on Algerian economic growth, based on an
analysis of the evolution of the structure of some economic variables, with
the aim of achieving the goal of economic diversification, and with the help
of economic measurement tools in analyzing the collected data on the study
variables, it was found that there are statistically significant and standard
effects and a long-term relationship between the change in the gross
domestic product and some economic variables. However, it is weak due to
the lack of activation of various sectors and their interconnectedness to
contribute to achieving sustainable economic growth.

Keywords: economic growth, economic diversification, Algerian economy,
sustainable development.

Introduction:

Economic diversification is an important option for
achieving sustainable development in rentier economies. It is a
topic of great interest to both developed and developing
countries. Many economic studies have shown the importance of
economic diversification in countries affected by Dutch disease
in avoiding the risks resulting from the adverse effects of oil
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price fluctuations in international markets, the effects of which
are reflected on all macroeconomic indicators. Therefore,
adopting an economic diversification strategy is one of the
solutions proposed in rentier countries to ensure economic
sustainability by implementing development policies aimed at
building a diversified economy that achieves stability and
sustainable economic development.

The Algerian economy, like other oil economies, is
characterised by structural imbalances resulting primarily from
the significant dominance of the oil sector in contributing to the
gross domestic product.

In the context of declining oil revenues as a result of the
decline in oil prices, Algeria sought to diversify its production
base to achieve high levels of economic growth by adopting a
package of broad-based diversified economic policies, the goal of
which is to restructure the economy and raise the level of
contribution of various alternative economic sectors to the gross
domestic product, to reduce dependence on oil and achieve
economic diversification.

Study Problem:

Given the critical importance of diversification in increasing
growth rates, this study will attempt to understand the impact of
diversifying the economic base on contributing to the creation of
new sources of income. Through several indicators that will be
used to measure the degree of diversification and evaluate its
impact on economic growth in the Algerian economy during the
period (2000-2023), the following problem is raised:

To what extent did economic diversification contribute to

raising Algerian economic growth during the period (2000-
2023)?
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Importance of the study:

The importance of the study lies in highlighting the
following points:

- Analyzing the reality of economic diversification in Algeria,
while clarifying the danger of relying on hydrocarbon revenues
to finance development policies, given that many countries rely
heavily on oil as a primary source of revenue. Understanding the
contribution of non-oil sectors can reduce this dependence.

- Working to increase productivity, as developing non-oil sectors
can contribute to increasing the overall productivity of the
economy, by analyzing the role played by the economic
diversification strategy in opening new areas of added value, and
thus diversifying the sources of the general budget.

- Working to develop appropriate development policies, because
understanding the nature of the relationship (statistically
significant or not?) between diversification and economic growth
can help governments formulate appropriate policies that support
diversification as a primary driver of growth in policy
formulation, which will lead to increased economic growth rates.

Study objectives:
The study objectives are as follows:

- Identifying the reality of economic diversification in Algeria,
and identifying the most important options for the Algerian
economy.

- Explaining how the economic diversification policy contributes
to achieving sustainable development, and identifying the most
important sectors that can be an alternative to oil in the economy.

- Analyzing and measuring the impact of some variables
contributing to achieving economic diversification.
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Study Methodology:

To fully understand the subject matter, the descriptive
analytical approach was adopted in the theoretical aspect to
present the conceptual framework of economic diversification, in
addition to analyzing the reality of economic diversification in
Algeria. The experimental approach was also adopted using
standard tools in the applied aspect in order to measure the
degree of impact of economic diversification outside the oil
sector on economic growth based on the outputs of the Eviews
program.

SECTION I: Theoretical framework of the study
1-1- The concept of economic diversification:

Many definitions of economic diversification have been
proposed, varying depending on the perspective from which the
phenomenon is viewed. Some relate to production and sources of
income, while others relate to the commercial structure of the
economy. Diversification relates to development policies that
focus on reducing dependence on a single element and
diversifying the commercial sphere by orienting the economy
toward a winter economy, or diverse markets to reduce the risks
of relying on a single product with fluctuations in its prices.
Among the most important definitions we find the following:

According to economist Berthéleny Claude Jean, an
economy is said to be diversified if its production structure is
distributed across the largest possible number of economic
activities that are distinct from each other (Ben Jelloul et al.,
2019, p. 55).

-Economic diversification is also defined as reducing dependence
on a single resource by moving to a stage of strengthening the
industrial and agricultural base and creating a production base,
which contributes to building a sound national economy that
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moves towards self-sufficiency in more than one sector.
(Boutalaa and Ben Debish, 2018, p. 300)

-Economic diversification is defined as a process that aims to
diversify the production structure and create new income-
generating sectors, such that such diversification contributes to
reducing total dependence on the revenues of the primary sector
in the economy, this process also leads to the opening of new
fields with higher added value and the ability to provide more
productive employment opportunities for the workforce, which in
turn will lead to higher growth rates in the long term (Daif and
Azouz, 2018, p. 22).

-Economic diversification is defined as the desire to direct the
economy toward diverse, highly productive commodity or
service sectors. It reflects the desire to reduce economic risks,
mitigate the impact of crises and external shocks on the local

economy, and enhance interconnectedness among various sectors
(Lazar, 2017, p. 9).

-Economic diversification also means the process of creating
structural changes in the economic and social structure and
production relations with the aim of creating diversification in
sources of income, by adopting an approach based on tight

integration between various sectors and activities (Atef, 2013, p.
8).

In summary, we can say that the meaning of diversification
involves the desire to achieve a greater number of basic sources
of income in the country, which would enhance its real
capabilities within the framework of global competitiveness,
through expanding the economic base and establishing the pillars
of a real economy consisting of a productive, financial and
service base that contributes to creating multiple sources of
sustainable income.
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1-2- Indicators of economic diversification:

These indicators are considered evidence of the level of
economic diversification, primarily related to the performance of

the country’s overall economy. The most important of these are
the following: (Daif, 2017, p. 196).

- The degree of structural change: This is the percentage of
contribution of the oil sectors compared to the non-oil sectors to
the GDP, in addition to the growth or shrinkage of the
contribution of these sectors over time. It is also useful to
measure the real growth rates of the GDP by sector when data is
available.

- The degree of GDP instability and its relationship to oil price
instability: It is clear that diversification is supposed to reduce
instability over time.

-The development of oil revenues as a percentage of total state
revenues: This means the rate of expansion of the non-oil
revenue base over time.

-Development and composition of non-oil exports: While the
steady rise in non-oil exports indicates increased economic
diversification, short-term changes in this indicator may be
misleading, as they can result from fluctuations in oil prices and
exports.

-Sectoral distribution of the labor force: This measure reflects
and reinforces changes in the

sectoral composition of GDP.

- The percentage of contribution of both the public and private
sectors to the gross domestic product:

This is an important indicator in oil-producing countries,
because economic diversification in these countries assumes
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growth in the private sector’s contribution to overall economic
activity.

These indicators indicate the extent of economic
diversification in the country, but they do not give us an accurate
degree of diversification, due to the dispersion and difference of
indicators used to determine the extent of diversification. Also,
using the percentages of change in the output of sectors to the
gross domestic product as an indicator of the sectoral
composition of the economy may not be accurate. Especially
when sudden changes occur in these ratios as a result of
fluctuating weather conditions, a recession, or fluctuations in
natural resource prices, for example, focusing on the growth of
specific sectors as an indicator of growth is not necessarily
correct, because these sectors may grow without real
development occurring when the industrial sector emerges as a
pocket in the national economy isolated from the rest of its
sectors. Therefore, one of the important things in measuring the
progress of the economy is to identify the degree of
interconnectedness between sectors over time.

1-3-Economic diversification mechanisms to establish
economic sustainability in Arab countries:

Some believe that diversifying sources of income and not
relying on a single economic resource is a strategic direction for
development, in order to achieve sustainable development that
possesses the elements of survival and continuous development,
because there is a common link between economic diversification
and sustainability in that they represent two essential elements in
achieving a sustainable economy. Therefore, economic
diversification can reduce the country's economic fluctuations
and increase its actual activity.

Economic diversification, from a sustainable development
perspective, is a guarantee of long-term economic stability, as it
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is the process of expanding the scope of economic activities
through the production and diversification of goods and services.
It does not necessarily mean only increasing output, but rather
enhances the stability of economies by diversifying their
economic base. Economic diversification also has the tendency to
meet the basic needs of sustainable development, such as
meeting the basic needs of the poor, and opening up diverse areas
of economic activity away from the exploitation of one aspect of
the natural resources that are threatened with extinction. In
addition, diversification establishes an economy based on
abundance and ensuring justice within and between generations
alike. Among the most important mechanisms contributing to
achieving sustainability in Arab countries, we find the following:
(Ballama, 2020, pp. 91-92).

Giving a strong impetus to industrialization: Achieving
economic diversification in Arab oil economies requires a major
push towards industrialization, and this can only happen through
a leap that does not take into account the narrow and short-term
profit and loss calculations of institutions. Rather, this must be
overcome through the massive employment and utilization of
surplus and informal labor, which amounts to up to 50% in these
economies, and which is wasted in unproductive and superficial
work.

- Enhancing the productivity and competitiveness of Arab
countries: While some Arab countries have succeeded in
improving the business environment and encouraging the role of
the private sector in creating added value and job opportunities,
there is still a need to adopt policies aimed at ensuring a more
suitable and encouraging environment for the private sector,
focusing on increasing the levels of flexibility of labor and
product markets in order to enhance productivity and
competitiveness.

Journal of Legal and Economic Research

Chérif Bouchoucha University Center - Aflou, Algeria - ISSN: 2661-7455 420




Analyzing and Assessing the Determinants of Economic Diversification
m and Its Impact on Economic Growth in Algeria for the Period (2000-2023)

- Human capital formation: Human capital formation in Arab
countries is extremely important, as it impacts not only human
development and unemployment, but also the long-term
sustainability of a diversified, knowledge-based, private-sector-
led economic model. To accelerate human capital formation, it is
necessary to ensure effective policy coordination and
implementation that ensures skills improvement and creates a
vibrant and dynamic private sector.

- Increasing employment in the private sector: especially since
reliance has begun on this sector to bring high technologies and
productivity to the non-oil sectors. Encouraging employment in
the private sector can also be accompanied by raising the quality
of education and developing skills in order to boost productivity
and competitiveness in employment in the private sector.

- Enhancing the ability of national companies to discover
themselves: It is recommended to work on enhancing the ability
of national companies to discover new economic activities and
sectors, to identify the cost of production and the level of risks
and returns thereon, especially by creating the appropriate
conditions and factors for research, development, and innovation.
It also advocates for developing industrial clusters that focus on
encouraging relationships between groups of companies that
produce a particular good or service, and those that supply raw
materials, markets, and customers, and that utilize the same
infrastructure, information and communications technology, and
services.

- Developing public-private  partnerships:  Public-private
partnership initiatives must be strengthened to increase the
private sector's contribution to the gross domestic product,
provide additional opportunities for financing infrastructure
projects, improve the efficiency of public spending and
investment project management, and create more job
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opportunities, which is of paramount importance in young Arab
societies.

- Diversifying service activities: This is achieved by improving
the quality of activities within the service sector and shifting
from public services and traditional services such as tourism and
transportation to services with a high knowledge content,
especially productive services such as communications, financial
services, engineering and design services, and digital information
systems. The services sector is one of the promising sectors that
can contribute to diversifying Arab economies, especially
financing services and providing financial and administrative
consulting. The knowledge-based industries sector, based on the
digital economy, also provides tremendous opportunities, as it is
full of opportunities that enable young people to establish their
projects in light of the tremendous development in the
communications industry and e-commerce.

- Improving the efficiency of public spending: This can be
achieved by gradually isolating government expenditures
(specifically current expenditures) from volatile oil revenues,
thereby enhancing growth trajectories and macroeconomic
stability in Arab countries. It is essential to have strong public
financial management capable of providing forecasts of resource
revenues,and identifying financial risks on both revenue and
expenditure sides, without neglecting the need to introduce
methods for evaluating both productivity and expenditure
programmes, either before or shortly after implementation, so
that they can be addressed in a timely manner.

Preparing investment maps: Investment maps represent a
document that crystallizes and clarifies a list of possible and
potential investment ideas and opportunities in a country, region,
or sector, in addition to including all the requirements and
components necessary for the success of the process of
transforming and translating these ideas and opportunities into
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real projects and activities. This document also identifies the
economic and financial feasibility of the list of listed projects, as
well as their geographic diversification. Therefore, investment
maps are one of the mechanisms that Arab oil economies must
resort to as a means of increasing investment and directing it
optimally, thus contributing to accelerating the pace of economic
diversification.

- Working towards sustainable financing: Implementing
economic plans and visions aimed at diversification requires
significant financial resources over time. This requires providing
stable sources of financing, such as local resources, with the
participation of the private sector and small and medium-sized
enterprises in the financing process, without neglecting to
consider innovative financing mechanisms such as Islamic
finance.

SECTION II: The applied framework of the study:

2-1- Analysis of the diversification index of the contribution
of economic sectors to the gross domestic product:

The gross domestic product (GDP) and the contribution of
the economic sectors to its formation are among the most
important indicators of the degree of diversity achieved by a
country. The GDP in Algeria consists of the following sectors:

Fuels, agriculture, industry, transportation, communications,
construction and public works, and the service sector. To assess
the extent to which Algeria has achieved economic
diversification in terms of economic and social indicators, we
will address diversification in the percentage of economic
sectors' contribution to the gross domestic product.

- Development of the GDP growth rate: Through the following
table, we will discuss the economic growth rate in Algeria for the
period extending from (2000-2023).
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Table No. 1: Development of Algeria's economic growth rate
during the period (2000-2023)

years 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Economic
growth 3.8 3 5.6 7.2 4.3 59 1.7 34
rate%

years 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Economic
growth 2.4 1.6 3.6 2.9 34 2.8 3.8 3.7
rate%

years 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023

Economic
growth 32 1.3 1.2 1 -5.1 34 32 5.3
rate%

Source: Prepared by the researcher based on World Bank data.

For further clarification, we note the figure representing the
development of Algeria’s economic growth rate during the period
(2000-2023).

Figure 1: Development of Algeria's economic growth rate
during the period (2000-2023)

Source: Prepared by the researcher
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We notice from the figure that the economic growth rate of
Algeria fluctuates between high and low, as it was estimated in
2000 at 3.8%, then decreased in 2009 to 1.6%, and this is due to
the decline in oil prices. It rose again to 3.2% in 2016, then
decreased again in 2017, and this is due to the repercussions of
the decline in oil prices in international markets as a result of the
2014 crisis. It then continued to decline to -5.1% in 2020, due to
the decline in oil prices in global markets as a result of the global
health crisis, Covid-19. After that, we notice an improvement in
Algeria's economic growth rate, from which we conclude the
strong link between fuel prices and Algeria's economic growth.

- Contribution of economic sectors to GDP:

To assess the contribution of economic sectors to GDP, the
Herfindahl-Hirschman Index of Sectoral Diversification 1is
measured by calculating the percentage contribution of each of
the main sectors: agriculture, hydrocarbons, industry,
construction and  public  works, transportation and
communications, trade, and services, to Algeria's GDP.

Figure 2: Evolution of the contribution of economic sectors to
Algeria's GDP during the period (2000-2023)
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Source: Prepared by the researcher based on data from the Bank of
Algeria and the National Office of Statistics
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We note from the figure that the hydrocarbon sector is the
dominant sector in terms of its contribution to Algeria’s GDP
during the study period, which was estimated at 39.2% in 2000,
then rose to 45.25% in 2008, and decreased as a result of the
global crisis of 2008 and the subsequent drop in oil prices in
global markets in 2009 to 31.19%. Then we notice the sharp
decline in the contribution rate of this sector in 2016, which
reached 17.27% as a result of the global crisis of 2014. Then the
contribution rate fell to its lowest levels in 2020, which was
estimated at: 14% due to the repercussions of the global health
crisis Covid 19 and the decline in oil prices in global markets, as
well as the precautionary measures taken by most countries of the
world to prevent the spread of the epidemic, which led to the
economic growth rate declining to -5.1.

Therefore, the decline in the contribution of the hydrocarbon
sector to the gross domestic product necessarily led to a decline
in the economic growth rate as a result of the Algerian
economy’s connection to the oil sector.

The services sector comes in second place, and its
contribution to GDP has increased over the study period. This is
due to the youth support programmes adopted by the Algerian
government as part of the development programmes to diversify
the economic base in Algeria. Although the services sector has
exceeded the contribution of the hydrocarbon sector, this only
means that the reason is due to the decline in hydrocarbon prices
in international markets and not to Algeria’s diversification
outside the hydrocarbon sector, then the construction and public
works sector, followed by the transportation and communications
sector, whose contribution was relatively stable. The industrial
and agricultural sectors' contribution to GDP was weak, despite
Algeria's efforts in both sectors to achieve economic
diversification.
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To determine the extent to which Algeria has achieved
economic diversification, the Herfindahl-Hirschman index of
diversification in GDP was calculated over the period 2000-2023.

Table 2: Values of the Herfindahl-Hirschman Index for GDP
Diversification in Algeria during the period 2000-2023

years 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

HHI 026 |02 0.19 |022 |022 |024 |0.32 0.33

years 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

HHI 030 |0.13 0.17 022 |0.17 |0.13 0.11 0.038

years 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023

HHI 0.038 | 0.063 | 0.069 | 0.065 | 0.053 | 0.15 0.157 | 0.17

Source: Prepared by the researcher.

We notice from the table the fluctuation in Hirschman's
indicators of sectoral diversification in the GDP between rise and
fall, as Hirschman's indicator of GDP diversification ranges
between 0.038 and 0.30, where Hirschman's indicator was
estimated in 2000 at: 0.27, then rose slightly and fell again to
reach 0.13 in 200.

Then the Hirschman index rose slightly again until it fell to
its lowest levels, which approached zero during the years
extending from 2016 to 2020, where we note that the H.H index
was estimated in 2020 at: 0.053, accompanied by a decrease in
the contribution of the hydrocarbon sector to the GDP, which
was estimated at: 14%. This is due to the Covid-19 crisis and the
decline in oil prices, as Algeria's GDP decreased during 2020 and
was estimated at: 18,383.8 billion dinars.
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2-2- Standard Study:
First - Definition of study variables and their sources:

- Human capital accumulation: Economists have long been
interested in the positive role of worker training in the production
process.

- Labor force: The labor force is defined as: “It includes the
number of people who are able to work and willing to work, and
who belong to specific age groups that differ according to the
labor laws 1n force in the countries.

Second-Accumulation of fixed capital: The total
formation of fixed capital (formerly gross domestic investment)
consists of the total expenditures on increasing the fixed assets of
the economy plus net changes in the level of inventories.

Third - Gross Domestic Product: It is an indicator of what
a country produces, and its growth is an indicator of the speed of
economic growth in the country as a whole. It is not an indicator
of income distribution, and an increase in it does not mean a
reduction in poverty.

Fourth-The composite index of economic diversification:
Economic diversification in its broad sense is not limited to
diversification in sources of income, or the structure of the gross
domestic product, but rather extends to creating diversification in
the structure of exports, imports of the state, and employment.
This study is based on considering economic diversification as a
multidimensional phenomenon, and this index is considered a
satisfactory measure of economic diversification because it is not
based on a single dimension of economic diversification, but
rather because it includes overlapping dimensions.
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Table No. 03: Study data sources.

The name Variable
Gross domestic product PIB
Accumulation of fixed capital CA
workforce MD
Accumulation of human capital HT
Composite Index of Economic CI
Diversification

Data source: World Bank, Bank of Algeria, National Office of Statistics.
Second: Results of the stability of the study variables:
Table 4: Results of the ADF test for the unit root.
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Source: Prepared by the researcher using Eviews software.

From the above table it is clear that all the study variables
are not stationary at the first level because the value of the ADF
statistic is smaller than the critical absolute value at a 5%
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significance level for all the original series of the study variables.
While all variables reached the stage of rest and stability after
taking their first difference at a significance level of 5%, we
conclude from this that all original series are stable and
integrated of degree (1) I, and this indicates the presence of joint
integration between the variables.

Third - Cointegration Test: Cointegration is the statistical
meaning of the existence of a long-term relationship between
economic variables. This test states that if the variables are
integrated to the same degree each on its own, then the linear
combination of these variables will also be integrated to the same
degree. To test the vector of the relationship between the
variables and the number of rays of the model, we conduct the
Johannes cointegration test.

Table 5: Johannes' Cointegration Test Results
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Source: Prepared by the researcher using Eviews software

The results of this test indicate the rejection of the null
hypothesis, which states that there is no relationship for joint
integration, because the value of the effect statistic for this
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hypothesis is greater than the critical value of the test at a
significance level of 5%, as the effect test shows that there is
more than one relationship for joint integration between the
variables (r+1). The results of the maximum eigenvalue test also
confirmed the rejection of the null hypothesis that states that
there 1s no relationship for cointegration, because the maximum
eigenvalue statistic for this hypothesis is greater than the critical
value of the test at a significance level of 5%. Therefore, it is
clear from the results of the impact and maximum eigenvalue
tests that there is more than one long-term equilibrium
relationship between the variables, and this in multiple
directions. That is, these variables do not diverge much from
each other in the long run, as they show similar behavior. Thus,
there is a static linear combination between the dependent
variable and its determinants.

Fourth: Estimating the Error Correction Model (ECM):

After ensuring that the series are stationary and that there
are long-term cointegration relationships between the variables in
the study model, an Error Correction Model (ECM) is estimated,
which captures the short-term dynamics (short-term relationship)
between the explanatory variables and the dependent variable.
The presence of cointegration means the addition of an error
correction term, which measures the speed of adjustment of
short-term 1mbalances to long-term equilibrium. The error
correction term represents the effect of the long-term causal
relationship and is the result of the residuals of the long-term
equilibrium model. From this, we can write the formula for the
model as follows:

DPIB = C + bl DCA+ b2 DHT+ b3 DMD+ b4 CI+ bSECM(-1)

Where: ECM(-1)represents the error correction term in the last
equation, and indicates the coefficient of adjustment speed from
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the short term to the long term. The error correction model was
estimated and the following results were obtained:

Table 6: Error Correction Model Estimation Results
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Source: Prepared by the researcher using Eviews software

Analysis of the results of the estimation of the model
economically and quantitatively:

Before accepting the model to predict or analyze the
phenomenon under study, it must be ensured that the model
meets all statistical and economic standards. Starting from the
coefficient of determination R2, we find that the model explains
65.13%, while the remaining percentage is due to other factors
and variables not included in this model. The error correction
coefficient also appears with a negative sign (-0.77022). In
addition, the probability associated with the Student statistic for
this coefficient is less than 5%, and thus the error correction
coefficient is negative and significant, which confirms the long-
term relationship between the variables. The value of the error
correction coefficient (-0.77022) indicates the speed of adjusting
the imbalance, as the gross domestic product returns to long-term
equilibrium by taking 77% of the adjustment annually.

We also conclude from the table above that the long-term
results remain achieved in the short term, as all the independent
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variables are acceptable from an economic point of view. As for
the diversification index, it is significant and has a direct
relationship with the gross domestic product. As for the
relationship between human capital and the gross domestic
product and the relationship between capital accumulation and
the gross domestic product, it is inverse. Regarding the
relationship between employment and GDP, it is directly
proportional, and the elasticity signals came in accordance with
the expectations of economic theory regarding the explanatory
external variables, meaning that the model is acceptable from an
economic perspective.

Fifth - Autocorrelation test for residuals: In order to detect
autocorrelation of residuals, we rely on the (Breush-Godfrey
Serial Correlation LM Tet) test, the results of which are shown in
the following table:

Table No. 7: Results of the LM test

Breush -Godfrey Serial Correlation LM Test

F-statistic 0. 788640 Prob. F(1.,9) 0.5266
Obs*R-squared 3.704321 Prob. Chi-Square{1) D.1617

Source: Prepared by the researcher using the Eviews program

Sixth - Testing the non-constancy of error variance: In order
to know whether there is a correlation between the squares of the
residuals or not, we resort to the “ARCH” test, where the null
hypothesis states that the variance of the residuals is constant,
and the alternative hypothesis states that the variance of the
residuals is different. With the help of the Eviews program, we
obtained the following results:
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Table 8: ARCH-LM test results for the model

Heieroskedasiiciiy Tesi: ARCH

-statistic 1.805431 Prob. Fi(1.23) 0.4266
hs*R.-sguarad A.675420 Prob. Chi-Sguara{1) 03617

Source: Prepared by the researcher using Eviews software

From the table above, we note that the probability of the test
is greater than 0.05, which means accepting the hypothesis of
stability of error variances, i.e., the conditional variance of errors
is homogeneous.

Conclusion:

It is clear from the above that the goal of achieving
economic diversification in the Algerian economy is to expand
the revenue base and stabilize economic growth, in addition to
increasing the added value of each sector, given its importance
under the current circumstances. The importance of diversifying
the economic base is complemented by the fact that it is a
necessary condition for building a sustainable economy based on
a broad and diverse base of economic resources and characterised
by a high degree of internal integration embodied in the close
interconnection between its various sectors and activities.

In this regard, we find that Algeria has implemented a
number of measures, policies and reforms in various sectors.
However, despite this, these reforms have not achieved the
desired results represented in the development of economic
sectors independent of oil revenues. Therefore, in light of these
current economic conditions,

the success of the trend towards economic diversification in
Algeria requires strengthening sources of financing by
developing alternative sources of income and increasing the
contribution of alternative sectors, branches and activities to the
national economy through new economic policies for horizontal
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and vertical economic diversification, which develops forward
and backward links between all sectors, thus contributing to the
gradual elimination of the sole source of income for wealth. This
is achieved by emulating the strategies of leading international
experiences in the field of economic diversification and
development leadership, which leads to the creation of a diverse
economic base for comprehensive sustainable economic
development.

The results of the model estimation also show that the
relationship between the diversification index and economic
growth is a positive relationship with statistical significance in
the long run, but it is weak due to the lack of activation of the
various sectors and their interconnectedness to contribute to the
gross domestic product. The relationship between total capital
accumulation and GDP is inverse, and the same applies to the
relationship between human capital and GDP, which is inverse.
As for the relationship between labor and GDP, it is direct, and
this is consistent with economic theory.

Recommendations:

- The need to benefit from the experiences of other countries
regarding economic diversification policies, especially those with
similar economic characteristics to the Algerian economy.

-Official state actors, primarily represented by Algerian
economic diplomacy, must be involved, given their important
role in supporting and promoting exports outside the
hydrocarbon sector by promoting local products in international
markets.

- Exploiting the fields and sectors in which Algeria has the
qualifications and capabilities, by addressing all the problems,
shortcomings and imbalances that hinder economic
diversification in Algeria.
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- Providing financial facilities, given that the main driver of local
and foreign investments is the banking sector, which plays an
effective role in supporting local and foreign investors.

- Focus on renewable energy, which is a vital sector on which the
economies of major countries depend.
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