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Abstract : The aim of this research paper is to analyze the relationship between economic
diversification, governance and economic growth in Algeria by testing the co-integration of the study
variables for the period from 1984 to 2015 with annual data with the use of VECM Model. The
Granger short-term causality test and Toda-Yamamoto's long-term causality test were also used.

The results showed that economic diversification and governance explain the changes in economic
growth at 57.88%, and that there is a long-term equilibrium relationship between the variables of the
study, because the error correction coefficient differs from zero with a negative and significant sign.
Governance positively affects economic growth in the short and long term, while economic
diversification has a negative impact on economic growth in the short term to become positive in the
long term. The causality tests also indicated that economic growth causes governance, and that
economic diversification and governance together cause economic growth in the long run, with the
causal results in full agreement with Granger and Toda-Yamamoto tests.
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Pairwise Granger Causality Tests

Date: 07/09/21 Time: 11:21
Sample: 1984 2015

Lags: 2
Null Hypothesis: Obs  F-Statistic Prob.
LNGDPC does not Granger Cause LNDIV 1.33324 0.2817

LNGOV does not Granger Cause LNGDPC 30 0.68388 0.5138

LNGOQV does not Granger Cause LNDIV 30 1.83087 0.1811
LNDIV does not Granger Cause LNGOV 1.08914 0.3519
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Vector Error Correction Estimates
Date: 07/09/21 Time: 11:23
Sample (adjusted): 1986 2015

Included observations: 30 after adjustments

Standard errors in () & t-statistics in [ ]

Cointegrating Eq: CointEql
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LNGDPC(-1) 1.000000
LNDIV(-1) ~1.139020
(0.17142)

[-6.64453]

LNGOV(-1) -0.713722
(0.28474)

[-2.50653]

C -8.391181

Error Correction: D(LNGDPC) D(LNDIV) D(LNGOV)

CointEql -0.088513  0.242260  0.179888
(0.02315)  (0.12262)  (0.13108)

[-3.82316]  [1.97567] [ 1.37230]

D(LNGDPC(-1)) 0.114265  1.526609  1.940659
(0.16965)  (0.89854)  (0.96056)

[0.67353]  [1.69899] [ 2.02034]

D(LNDIV(-1)) -0.049095  -0.052302  0.212605
(0.03278)  (0.17362)  (0.18560)

[-1.49767]  [-0.30124] [ 1.14547]

D(LNGOV(-1)) 0.001499  -0.234651  0.009011
(0.03469)  (0.18371)  (0.19639)

[0.04322]  [-1.27729]  [0.04588]

C 0.006710  0.009289  -0.017489
(0.00356)  (0.01887)  (0.02017)

[1.88342]  [0.49223]  [-0.86694]

R-squared 0.578809 0.290361 0.159598
Adj. R-squared 0.511418 0.176819 0.025133
Sum sg. resids 0.008146 0.228505 0.261137
S.E. equation 0.018051 0.095604 0.102203
F-statistic 8.588873 2.557295 1.186915
Log likelihood 80.60381 30.59275 28.59047
Akaike AIC -5.040254 -1.706184 -1.572698
Schwarz SC -4.806721  -1.472651  -1.339165
Mean dependent 0.006344 0.017194 -0.001235
S.D. dependent 0.025824 0.105373 0.103512
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Dependent Variable: D(LNGDPC)
Method: Least Squares (Gauss-Newton / Marquardt steps)
Date: 07/09/21 Time: 11:26
Sample (adjusted): 1986 2015
Included observations: 30 after adjustments
D(LNGDPC) = C(1)*( LNGDPC(-1) - 1.13901986224*LNDIV(-1) -
0.71372157734*LNGOV(-1) - 8.39118120382) +
C(2)*D(LNGDPC(-1))
+ C(3)*D(LNDIV(-1)) + -*D(LNGOV(—l)) +C(5)

Coefficient  Std. Error t-Statistic Prob.

c(1) -0.088513  0.023152 -3.823164  0.0008
c(@) 0.114265 0.169650 0.673533  0.5068
Cc(@) -0.049095 0.032781 -1.497670  0.1467
C(4) OIS o0.034686 0.043220  [ISEEY
C(5) 0.006710  0.003563  1.883422  0.0713
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R-squared 0.578809 Mean dependent var 0.006344
Adjusted R-squared 0.511418 S.D. dependent var 0.025824
S.E. of regression 0.018051 Akaike info criterion -5.040254
Sum squared resid 0.008146 Schwarz criterion -4.806721
Log likelihood 80.60381 Hannan-Quinn criter.  -4.965545
F-statistic 8.588873 Durbin-Watson stat 2.073846
Prob(F-statistic) 0.000167
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(LM-test) stas3 31 bls 1yt (0903 J gt
Breusch-Godfrey Serial Correlation LM Test:

Null hypothesis: No serial correlation at up to 2 lags

F-statistic 1.454025 Prob. F(2,23) 0.2543
Obs*R-squared 3.367352 Prob. Chi-Square(2) 0.1857
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8
Series: Residuals

7 Sample 1986 2015
Observations 30

6

[ Mean 2.04e-17
Median 0.001192

4 Maximum 0.030779
Minimum -0.028744

3 Std. Dev. 0.016760

2 Skewness 0.078209
Kurtosis 2241601

1
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Dependent variable: LNGDPC

Excluded Chi-sq df Prob.

LNDIV 13.43180 3 0.0038

LNGOV 2.427989 3 0.4884
All 15.90937 6 0.0142

Dependent variable: LNGOV

Excluded Chi-sq df Prob.
LNGDPC 8.255537 3 0.0410
LNDIV 2.875075 3 0.4113
All 10.92255 6 0.0908
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