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Abstract:
In this paper, the purpose is to analyse the relationship between islamic banking development and
economic growth in the case of Saudi Arabia from Q1 : 2014 to Q4 :2018, Given to the importance
of the Saudi Islamic banking sector and the role that is expected in the future to stimulate economic
growth, this study attempts to answer the following problem: Does Islamic banking finance impact
on economic growth in Saudi? using Auto Regressive Distributive Lags (ARDL) model and
Granger’s causality test. Depending on the Total Islamic Bank Financing, Gross Fixed Capital
Formation and Consumer Price Index as explanatory variables while Gross Domestic Product was
used as a measure of economic growth .
The study found that in the long run Islamic banking finance has a significant positive effect on
GDP, and also showed a one causal relationship running from Islamic banking to GDP, which is

support the supply-lead hypothesis.
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ST E ey Lol ods JolSG s B T e lizall Bal LSl dyhanal jlasl Vol g pid) adee oy 43
o3y doadt I ey Iy 5T L0y 2yl e dlalSan LSl 055 0f (4 o (ARDL) it Jlanio) 246 e
¢ Bl (GDP | IBF,CPI) aufjull wijine o 98 2y 50l Jdor sms W) daiall 25,80 58 ¢ (1)
2Ll Sl i JoY1 G slm] i Ly (D05 355 il o oVl ez OY el 5 [(0) s i 30
el aeidly Ll 905 agime (gsmn iz L1y oY1 G0 s e AlalSiae ot odin OF gmy U ntall 20800 285
OV 5 5 3amgll o 35y piey 2t 30 AL Bz @l Jsd g Bl R0l 28y 03 JW ) 0SS UL} (GFCF)
905 o w5 reel Jlast g2 0.0028 Jleasy)

S paol) ol fudhll Bl ylor Syt it (O1) @By Jour

oY gl Jo¥1 &4l

ol | Y| Eseatistique | Prob A Lstatistique | Prob A JolS dry
ADF | -3.191366 | 0.1072| &&= | -45924 | 0.0096 | & 1)
GDP | pp | 30208 | 01531 | & | -4.3066 | 0.0164 | i 16
ADF | -1.9044 | 0.6108 | & s | -3.6051 | 0.0599 | & 1)
BF | pp | 21353 | 04953 | s | 42487 | 0.0182 | s | I(1)
ADF | -51990 | 0.0028 | i ; . - 1(0)
GFCF | pp | 52585 | 0.0025 | &de - . - 1(0)
ADF | -7.5007 | 0.0001 | & i i - 1(0)
CPL T pp | 19857 | 05717 | si— s | -45197 | 00110 | s I(1)
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Bounds Test L1 :(2) Jgdnd!

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) 1(1)
F-statistic 12.71454 10% 2.37 3.2
K 3 5% 2.79 3.67
2.5% 3.15 4.08
1% 3.65 4.66
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.592177 Prob. F(2,3) 0.6071
Obs*R-squared 4.811739 Prob. Chi-Square(2) 0.0902

W E3sedl (3 ella U oS 313 Bl sgmg pde e a5 G pddll b Lk 4 5 0.05 0 51 0.6071
D lasdl w ) O aus L) —2-3-2
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.381655 Prob. F(11,5) 0.9150
Obs*R-squared 7.759070 Prob. Chi-Square(11) 0.7347

o5 Wi lpadd OF gm lag it sllax Y ol OF o padd) 2223 L5 a0 5 0.05 e ;570.7347 5, 0.9150
L o LY 350y Y Lgiam
: CUSUM SQUARES TEST 5 CUSUM TEST S131 ¢ garmadl gy 5 S1,31 ¢ gammall jlas) ~3-3-2
9131« ARDLYasjoll aenll Slamdll 311 1) 390 Uadl prmnad 2asnad §)aall o Malael) JSA) il gioy
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bl i aad ¢ Hannan-Quinn (Schwarz criterion « Akaike info criterion e Js slazeYy

P QU Jgad (3 ammse sl 5 padl) il (3 i) s JuY) 2350t s ARDL(3, 2, 1, 2) 23sadi 0f s
ARDL3, 2, 1, 2) isjpall il Olgomild g1 ol z3s0i il 1(3) Joobond)

ARDL Error Correction Regression
Dependent Variable: D(LGDP)
Selected Model: ARDL(3, 2, 1, 2)
Sample: 2014Q1 2018Q4

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient  Std. Error t-Statistic Prob.
D(GDP(-1)) -0.313098 0.101688  -3.079015 0.0275
D(GDP(-2)) -0.314237 0.099374  -3.162164 0.0250

D(IBF) -0.188678 0.280599  -0.672410 0.5311

D(IBF(-1)) 0.509573 0.256246 1.988610 0.1034

D(GEFCF) 0.202391 0.026207 7.722775 0.0006

D(CPI) 0.005465 0.003198 1.709065 0.1481

D(CPI(-1)) -0.007727 0.003097  -2.495031 0.0548

CointEq(-1)* -0.316981 0.029632  -10.69724 0.0001

R-squared 0.940708 Mean dependent var 0.001964

Adjusted R-squared 0.894592 S.D. dependent var 0.045322

S.E. of regression 0.014715 Akaike info criterion -5.294778

Sum squared resid 0.001949 Schwarz criterion -4.902677

Log likelihood 53.00561 Hannan-Quinn criter. -5.255802

Durbin-Watson stat 1.933407
ARDL Long Run Form

Variable Coefficient ~ Std. Error  t-Statistic =~ Prob.

IBF 3.768747 1.125624 3.348141 0.0204

GFCF 1.134441 0.480424 2.361334 0.0646

CPI -0.020853 0.017464  -1.194036 0.2860

C -48.60661 19.74467  -2.461758 0.0571

EC =LGDP - (3.7687*LIBF + 1.1344*LGFCF - 0.0209*CPI -48.6066 )
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of ¢ R2=0.9407 wamdl Bolas 2ad OF Joddl o e WS W) higlall 515l mzgld S35all amly b (o
July DW astan) o 5 diond falas 20 OF LaSTanai2 2300l Slpine bapeds sl (3 2ol Slpadl 0 9094.07
oY oy b 315 L) sy I 5 ¥ Durbin-Watson asta~ of L' Wty o a0
s ) Ol gty ) BB L) =52
Multivariate time series sl fudud) lgiie o i85z G b B ) Jgosl Ll dessnndd Gl oo o
hall 2Ll s o L) ol W el 3 e gy Sadedl) Bl oLt 2 tey ey L moOdels)
. ( Multivariate Granger Causality yied 4> hlasl gom b o ool Jlod) st S0 ()
syl D i eal) Sl ) Granger izt it (4)J g
Pairwise Granger Causality Tests

Null Hypothesis: Obs  F-Statistic Prob.
IBF does not Granger Cause GDP 18 4.95042 0.0252
GDP does not Granger Cause IBF 0.56247 0.5831
GFCF does not Granger Cause GDP 18 3.77800 0.0509
GDP does not Granger Cause GFCF 0.47315 0.6334
CPI does not Granger Cause GDP 18 0.81037 0.4659
GDP does not Granger Cause CPI 0.20198 0.8196
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