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Interaction Between Financial Development and the Knowledge-Based Economy of a Sample of
Arabic Countries
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Abstract: This study aims to highlight the importance of financial development in promoting the
transition of Arab countries towards a knowledge-based economy, by creating infrastructure,
financing, encouraging innovation and investment in education and other pillars of knowledge-
based economy. This is though an econometric study of the interaction between the indicators of
financial development and the knowledge-based economy on a sample of Arab countries for the
period 2000-2018, using the dynamic panel data analysis approach, based on Pedroni Residual
Cointegration Test and the error correction model of Panel data to reveal the existence of a long-
run cointegration relationship between the study variables within the framework of the Panel-
ARDL model.
The results of the study showed a long-run cointegration between financial development and the
knowledge-based economy in the sample studied, where the expanded money supply negatively
affects the orientation towards the knowledge-based economy. Both market capitalization ratios
and domestic credit to the private sector have a positive impact on this trend. However, the short-
run impact relationship appears opposite to all the variables representing financial development
other than domestic credit to the private sector, which remains positive in the long and short-run.

Keywords: knowledge-based economy ; Financial development ; Economic development ; Arab
Countries ; Panel-ARDL model.
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)2( :
lM2 lMC lPC KEI

I(1) I(1) I(1) I(1)

) 3 :((Pedrouni Ridual Cointegration Test)

(within-dimension)

Panel v-statistic1.1160(0.0298)**

Panel rho-statistic2.2334(0.0899)

Panel PP-statistic1.1721(0.0146)**

Panel ADF-statistic-2.3275(0.0078)**

(between-dimension)

Group rho-statistic2.1351(0.0983)

Group PP-statistic-2.3512(0.0088)**

Group ADF-statistic-3.0515(0.0146)**

)1 :(LLC, IPS

IPSLLCUnit root tests
Constant+ trendConstantConstant+ trendConstant

-0.997-0.409-2.4881.382KEI

1.077-2.397-0.814-1.407lM2

0.1930.220-0.936-0.302Lmc

0.304-0.123-0.922-0.820LPC

-3.365*-2.363*-3.009*-3.902*DKEI

-1.801*-2.374*-2.628*-1.547DlM2

-1.569*-1.654*-2.115*--2.071*DlMC

-2.090*-1.846*-1.906*-2.314*DLPC
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) 4 :((PMGE)ARDL (1,1,1,1)
Selected Model: ARDL(1, 1, 1, 1)
Note: final equation sample is larger than selection sample

Variable Coefficient Std. Error t-Statistic Prob.*

Long Run Equation

LM2 -2.115426 0.486637 -4.347026 0.0001
LMC 0.192272 0.045162 4.257332 0.0001
LPC 0.151876 0.267834 0.567053 0.5728

Short Run Equation

COINTEQ01 -0.293717 0.106933 -2.746738 0.0079
D(LM2) 0.489590 0.702393 0.697031 0.4884
D(LMC) -0.193708 0.214572 -0.902764 0.3702
D(LPC) 0.155739 0.421652 0.369355 0.7131

C 4.260779 1.564766 2.722950 0.0084

Mean dependent var -0.031786    S.D. dependent var 0.284745
S.E. of regression 0.294864 Akaike info criterion -0.338364
Sum squared resid 5.303616    Schwarz criterion 0.444577
Log likelihood 43.05721 Hannan-Quinn criter. -0.022783
Adjusted R-squared 0.668623       N* T 90

  

) 5 :(
Pairwise Dumitrescu Hurlin Panel Causality Tests
Sample: 2000 2018
Lags: 2

 Null Hypothesis: W-Stat. Zbar-Stat. Prob.

 DM2 does not homogeneously cause DKEI  2.12447 -0.20884 0.8346
DKEI does not homogeneously cause DM2 1.57239 -0.56918 0.5692

 DMC does not homogeneously cause DKEI  2.05422 -0.25469 0.7990
DKEI does not homogeneously cause DMC 0.34095 -1.37292 0.0698

 DPC does not homogeneously cause DKEI  2.67512  0.15056 0.8803
DKEI does not homogeneously cause DPC 6.07251 2.36798 0.0179
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