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This research investigates the relationship between the development of
the banking sector and the economic growth in one of emerging coun-
tries, namely Jordan for the period 1970 to 2021. We examine the impact
of three primary financial indicators—private sector credit to GDP, bank
deposit liabilities to GDP, and money supply to GDP—on economic perfor-
mance. The empirical application of cointegration analysis and Vector Er-
ror Correction Models (VECM) reveals substantial long-term correlations
between the financial development indicators and economic growth. The
empirical results indicate that there is a strong and significant relation-
ship between private sector credit, bank deposits and the long-term eco-
nomic growth in Jordan. Granger causality studies indicate that there is a
two-way relationship between bank deposits, financial deepening, and
economic growth. On the other hand, analysis of private sector lending
reveals a one-way causal flow towards economic growth. However, the
short-run analysis provides a more intricate depiction, as certain models
suggest that the immediate impacts of financial development on growth
are either negative or insignificant. The time disparity observed under-
scores the intricate relationship between finance and economic growth.
Furthermore, we observe that trade liberalization consistently is associ-
ated with a favorable effect on economic development in all models. The
findings have significant ramifications for policymakers in Jordan and
other developing economies, offering valuable direction for formulating
focused policies to strengthen the banking sector's role in promoting sus-
tainable economic growth. Our work adds to the wider discussion on the
function of financial intermediation in promoting economic growth in
emerging countries
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INTRODUCTION

Research on the relationship between the development of financial sector and economic growth has
received considerable attention in recent years. The role of the financial sector in fostering economic
growth has been a subject of considerable interest for policymakers, researchers, and economists, where
a robust and efficient financial system is essential for channeling financial resources to productive invest-
ments, facilitating savings, and promoting overall economic development. In recent years, numerous stud-
ies have focused on investigating the relationship between financial sector indicators and economic
growth, seeking to understand the mechanisms through which the financial sector impacts the broader
economy.

As one of the countries in the Middle East with a unique position for the study of the link between the
growth of the banking sector and economic growth. Due to the fact that Jordan lacks many resources such
as water, the government has endeavored to build an economy that relies on human resource and its
financial structure. The analysis of the Jordanian experience enables a unique contribution to understand-
ing the numerous interconnected factors that define the process of financial intermediation and its impli-
cations for macroeconomic performance.

The banking sector in Jordan has gone through remarkable transformation since the country emerged
to independence. The role of the Jordanian banks in mobilizing savings, channeling resources and provid-
ing financial intermediation services can be traced back to the middle of the twentieth century up to the
present time when it has developed into an advanced financial system. This shift has not occurred in iso-
lation but along with other economic liberalization measures, change in legal structures and the overall
evolution of the global financial system.

The economic history of Jordan, which has lately been in the phase of economic booms and troughs,
can be used to understand the effect of banking sector development. There are certain events that have
characterized the country’s economic path such as the regional wars, oil price shocks, and refugee inflows
among others, which have impacted the ability of the banking system to support the growth of the econ-
omy. It is therefore important to understand the strategies that have been adopted by the banking industry
in order to address these challenges while at the same time increasing economic stability and growth in
the developing countries in order to gain a more complex understanding of the role of finance in economic
growth.

The purpose of this study is to examine the relationship between the banking sector and the overall
economy in Jordan with the view of trying to identify the root of this relationship. Using such econometric
techniques as cointegration and Vector Error Correction Models (VECM), we aim at establishing the long
run relationships and short-run relationships between financial development and economic growth.

Our study focuses on three primary measures of financial development: the private credit to GDP ratio,
the deposit money bank liabilities to GDP ratio and the financial sector development indicator (which in-
corporates the money stock as a percentage of GDP). These indicators, selected with regard to the theo-
retical significance and empirical significance, are used as a measure of several aspects of the banking
sector dynamics. Thus, based on the analysis of these factors in the period of 1970-2021, we aim at
identifying the tendencies, establishing the causes and consequences, and determining the role of the
banking sector development in the Jordan’s economic development.

This particular research had implications that went far beyond the academia. It is thus important to
understand the importance of banking sector development for the emerging economies that want to sus-
tainably foster their economic growth. The research findings from this study have implications for policy
making on financial systems, monetary management and economic growth for Jordan and other Emerging
markets. Additionally, the international financial institutions and development agencies may consider the
presented findings as useful for modulating the support they provide to the financial sectors of emerging
markets.

Furthermore, this study contributes to the on-going scholarly debate on the topic of financial deepen-
ing and its effects on the growth of the economy. As such, we gain incisive insights into how country-specific
factors affect the finance-growth nexus in Jordan, which may present new problems or develop existing
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theories. The implication of this study may have implications in explaining the role of banking sector devel-
opment in other developing countries especially those in the Middle East and North Africa region.

In addition, our study contributes to the ongoing debate between the supply-leading and demand-
following views in light of the financial development and economic growth nexus. Our research shall there-
fore help to make a useful contribution to the on-going discourse in the literature by examining the causal
link between banking sector indicators and measures of economic growth.

To begin with the analysis of this particular topic, it is necessary to acknowledge the multifaceted
nature and the complexity of the process of economic development. We are not naive to the realization
that there are other factors that affect the economic development of a nation including human capital,
technology, institutional factors and geopolitical risks among others even though our focus is on the bank-
ing sector. Therefore, our study seeks to disentangle the effect of growth in banking sector while consider-
ing these other factors.

In the next sections we will first provide a detailed discussion of the theoretical framework and the
literature review that form the basis for our study. It is in the following section where we shall describe in
detail the data used, the econometric techniques employed and the assumptions made in our analysis.
The empirical findings of this study will be discussed in the following sections along with the analysis of
the results and their implications. The last section of our work will contain the summary of the findings,
policy implications as well as suggestions for further research.

With the view of contributing to the existing literature as well as the policy-making process, this study
seeks to examine the relationship between banking sector and economic development in Jordan. In this
paper, we aspiring to explain the strategies that can be employed in order to foster the financial develop-
ment that has the potential to create sustainable economic growth in Jordan and other regions.

The current paper is organized as follows. Section 1 provides the discussion of the theoretical frame-
work and literature review. The models are discussed in Section 2 along with the variables and methodol-
ogy. The empirical findings are presented in Section 3. Final section concludes.

1. THEORETICAL FRAMEWORK AND LITERATURE REVIEW:

1.1 Theoretical Framework

The theoretical review of the literature on the relationship between financial development and eco-
nomic growth has been done in detail. Financial Intermediation is the core of this study and it postulates
that the work of the financial institutions especially banks is crucial in reducing the costs of information
asymmetry in the economy. Through proper channeling of fund from the savers to borrowers, banks pro-
mote fruitful investments that foster economic growth, a view that has been supported by Diamond (1984)
and Levine (1997). The current work aims at examining the role of the banking sector’'s development in
Jordan to perform its intermediation functions. These are such as the expansion in branching networks,
development of new financial products, and improvement in the risk evaluation process as pointed out by
Al-fayoumi and Abuzayed (2009).

The endogenous growth theory, which has been proposed by Romer in 1990 and Lucas in 1988 pro-
vides another theoretical approach to analyze the link between finance and economic growth. This ap-
proach underscores the role of human capital, innovation and knowledge spillovers in driving long run
economic growth. This paper aims at examining the possible effect of financial development in Jordan to
endogenous growth models. In particular, we consider how this development may have promoted entre-
preneurship and innovation by boosting credit availability or by increasing the effectiveness of resource
allocation towards productive sectors through the creation of capital markets as suggested by Bencivenga
and Smith (1991).

The hypotheses of financial repression proposed by Ronald McKinnon (1973) and Edward Shaw
(1973) are based on the idea that the actions of the authorities in the financial sector, such as making the
ceiling of interest rates or increasing reserve requirements, can prevent the advancement of financial
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sectors and, therefore, limit the overall economic development. To this end, this study examines the time-
line of financial policies in Jordan and assesses the effects of financial repression on the advancement of
banking sector as well as its link with economic performance. This study also includes the evaluation of
the impact of the financial liberalization policies to build upon the previous research of Al-Tarawneh and
Al-Assaf (2018).

One of the major debates that are crucial in the analysis of the causal link between financial develop-
ment and economic growth is the supply-leading and demand-following propositions as advanced by Pat-
rick (1966). According to the supply-leading approach, the provision of the financial institutions and ser-
vices precedes and results in demand by the clients that in turn supports economic growth. On the other
hand the demand-following hypothesis postulates that growth in the economy is likely to create a demand
for these services. Hence, the theoretical framework is the combination of both perspectives that we use
in our empirical research on the possible causal linkages between the banking sector advancement and
the economic growth in Jordan, where Al-Malki and Al-Assaf (2014) investigate this question.

The policies and the legal framework which govern the operations of the banking sector greatly affect
the sector’s contribution to the economy. Thus, the present paper aims at examining the changes in bank-
ing rules in Jordan, which occurred from the period of the country’s independence up to the present, as
described by Maghyereh (2004). The history of the Central Bank of Jordan has been characterized by a
series of developments that include the founding of the bank in 1964, changes in its mandate in the areas
of monetary policy and banking supervision (Central Bank of Jordan, 2021), the enactment of the Banking
Law of the year 2000 and subsequent amendments.

There are prudential rules that are followed in the banking sector in Jordan and these rules have im-
plications in the economy. The current study seeks to establish whether there is a correlation between
capital adequacy requirements and lending capacity of the banks (Almarzoqi et al., 2015), the effects of
liquidity regulation on the ability of the banks to manage their short-term commitments, and the impact of
risk management procedures on the allocation of credit (Al-Shatti, 2014). All the above cited rules have
been very vital in assessing the stability of the banking sector and its role in economic growth.

The competition policy in the banking sector greatly affects the performance of the sector as well as
its financial contribution to the economic growth. The research questions are derived from analysis of the
regulation of entry and exit of the banking industry (Jarrah, 2002), and measures to prevent monopoly and
dominance (Al-Fayoumi & Abuzayed, 2009). Altogether, these factors define the conditions of competition
within the banking sector of Jordan and the sector’s potential to contribute to the country’s development.

Achievement of financial inclusion remains a policy priority in many emerging markets such as Jordan.
We discuss the efforts made by the country in the enhancement of financial inclusion and the effects that
it can make on the economy. The paper is centered on the policies that have been put in place to enhance
the provision of banking services to people who have limited or no access to such services (Central Bank
of Jordan, 2017). These programs have great significance in enhancing the role of financial services and
fostering the inclusive growth of economy.

The quality of corporate governance translates into the stability of the banking system and efficiency
of its performance. Our work also reviews the literature on the growth of the corporate governance norms
for banks in Jordan (Al-Baidhani, 2013), the role of the Central Bank in the improvement of the governance
practices, and the impact of the enhanced governance on banks’ performance and the economy (Al-Smadi
& Al-Wabel, 2011). The presence of these governance mechanisms is very vital in ensuring that confidence
is maintained in the financial sector and assure its effectiveness in contributing to the growth of the econ-
omy.

The importance of the cross-border banking operations can be understood from the fact that Jordan
is located in the Middle East region. In this regard, our attention will be focused on the banking regulation
of international banking operations in Jordan (Association of Banks in Jordan, 2019), the observance of
Jordan’s AML/CFT standards (Al-Hroot et al., 2017), and the impacts of these regulation on the country’s
integration into the global financial system and its economic growth prospects (Alshomaly, 2014). It is
therefore important to look at these cross-border factors in order to understand the structure of Jordan’s
banking industry in the Middle East and the international financial systems.
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In this context, through the analysis of the theoretical background and the institutional and regulatory
environment we aim at providing a clear understanding of the environment in which Jordan’s banking
sector is operating and how this environment impacts on the link between financial development and eco-
nomic growth. Thus, employing this systematic approach, we are in a position to situate our findings within
the broader theoretical and organizational context and, thus, enhance the rigor and relevance of our in-
vestigation of the role of the banking sector for the economic development of Jordan.

1.2 Literature Review

The vast and expanding body of literature in this area can be categorized into two main cate-
gories. One the one hand, cross-country and panel data studies find that financial development
has a favorable impact on output growth. However, according to Kar et al. (2010), the bulk of time
series analyses find either a one-way or a two-way causal relationship between finance and
growth.

Seetanah (2008) and Odhiambo (2010), among others, find that financial development and
economic growth are positively and significantly correlated. Using two alternative financial devel-
opment indicators and employing an ARDL technique for the case of Mauritius over the period
1952-2004. According to the findings, financial development has promoted economic growth
throughout the long and short terms. Using three financial development indicators within an ARDL
framework, Odhiambo (2010) investigates the causal link between financial development, invest-
ment, and economic growth. The findings show that economic growth generally has a significant
impact on the development of the financial sector. The study also concluded that there is a clear
unidirectional causal relationship between economic growth and investment, with investment
driving Granger's financial development.

Another study by Al-Malki and Al-Assaf (2014) adopts the asymmetric cointegration method to examine
the relationship among trade liberalization and the growth of the financial sector. The empirical findings
indicate a long-run relationship between the variables using the Jordanian data, where it is found that
financial development indicators have a significant effect on economic growth. Furthermore, the Granger
causality test suggests that developing nations have a supply-leading rather than a demand-following cau-
sality pattern of development.

Another study by Guru et al. (2019), confirms a positive and statistically significant association be-
tween financial sector indicators, such as credit-to-GDP ratio, deposit-to-GDP ratio, and economic growth
based on a panel data analysis. The paper suggests that a well-developed financial sector contributes to
higher investment levels, increased access to credit, and improved financial intermediation, and hence
affect economic growth. One more study by Asteriou & Spanos (2019) examines the impact of financial
crisis on the relationship between financial development and economic growth for the case of 26 EU coun-
tries. The paper examines two distinct sub-periods before/after the crisis using multiplicative dummies.
According to the empirical findings, financial development promoted economic growth prior to the crisis
but slowed it thereafter.

Tariqg et al. (2020) has estimated the non-linear nexus between financial development and economic
growth in Pakistan for the period of 1980-2017 by employing threshold regression models. The empirical
results indicate that economic growth reacts positively to financial advancement, but only when the level
of financial development reaches a certain level of development. Beneath this level the effect of financial
development on growth is negative. This suggests that there is a reversion of the effect of finance on
growth in Pakistan which shows a U-shaped relationship. The study also shows that the levels of physical
capital, labor and government spending have significant positive impact on economic growth while inflation
and trade openness have no significant effects.

Abeka et al. (2021), however, focuses on the role of telecommunications that affects the link between
financial development and economic growth in sub-Saharan African countries in the period of 1996-2017.
Using econometric analysis, the study finds that improvement in telecommunications improves the impact
of financial development on economic growth in these countries. In particular, the developments in the
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mobile phones, fixed lines, internet, and broadband communication facilitate the expansion of the positive
effects of a well-advanced financial system.

A more recent Olorogun et al. (2022) analyzed the relationship between FDI, financial development
and economic growth in Nigeria in the period of 1970-2018. This paper employed various econometric
techniques such as unit root tests, cointegration and Granger causality that showed that there is long-run
equilibrium relationship between the variables. The empirical analysis revealed that FDI and financial sec-
tor liberalization indeed are a boon to Nigeria’s economic development. Specifically, the study employed
other financial development indicators from the banking and the financial sectors, the findings indicated
that FDI has implication to the GDP which implies its importance in the advancement of the economy. It is
found that there is a strong relationship between GDP and financial development in the banking sector
with the possible indirect causality from the gross capital formation to the financial sector.

Several studies have highlighted the significant role played by the financial sector in shaping
economic growth. Across various studies, evidence consistently supports the positive relationship
between financial sector indicators, financial development, financial sector reforms, and eco-
nomic growth. The current study employs time series data covering the years 1970-2021 to
investigate the empirical relationship between financial development and economic growth in Jor-
dan.

2. MODELS, DATA AND METHODOLOGY

2.1 Financial Development Indicators

Regarding the growth of Jordan's financial sector, we analyze the growth of the major financial sector
indicators, which present the performance of the financial services provided by the financial sector, we
provide a summary of the development of the financial sector in Jordan. According to Figure 1, there are
four indicators employed in the literature to describe the development of the financial sector on several
levels, which covers different aspects of banking development. The first two indicators are the most
straightforward measures of financial development, particularly in the financial sector, because the ratio
of money supply (MS) to GDP reflects the level of financial deepening and the ratio of credit extended to
the private sector to GDP (PCY) indicates the increase of commercial banks’ capacity to provide loans for
investment.

The other measure, or BDY, measures the ratio of bank deposits to GDP and presents banks' capacity
to generate loans through the financial system. According to King and Levine (1993), the fourth indicator
(BLY) measures the importance of commercial banks' assets in the financial system and the bank liabilities
of commercial banks as a percentage of GDP.

From the top panel of Figure 1, it is clear that PCY and MSY have gradually increased from 1970 to
2018. The percentage of money supply to GDP increased from 57% in 1970 to around 126% in 1991,
according to the financial deepening indicator (MSY), which shows the performance of financial deepening
in the Jordanian financial sector from the early 1970s to 1991. After that, the ratio decreased to roughly
124% and was significantly impacted by the effects of the Gulf Crises between 1992 and 1998. Over the
years 2008 to 2021, the ratio varied about 116%. However, over the years 1970 to 2021, the average
financial deepening ratio was 105%.

Khan and Senhadji (2000) argue that the PCY indicator offers more precise data regarding the role of
financial intermediaries in funding the private sector and transferring funds from savers to borrowers. From
19% in 1970 to roughly 81% in 2021, with an average of 59% across the entire period, PCY has dramati-
cally increased. It is worth mentioning here that, Chaudhuri and Smiles (2004), and others used similar
variable in their studies, as a measure of financial deepening to determine the effect of the financial sector
on economic growth.
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Figure 1. Indicators of major Financial Sector Development
Source: Central Bank of Jordan Database.

On the other hand, both BDY and BLY (the ratios of bank deposits and bank liabilities, respectively)
have moved together for most of the years. The BDY ratio increased from 25% in 1970 to 108% at the end
of 1980s. The financial crisis that occurred in 1989 has caused a precipitous reduction, which accounts
for the decline in BDY after this year. Due to the first Gulf War, resulting in many Jordanian migrants return
home and deposit enormous sums of transfers into the banks, as well as the drop in the gross domestic
product values at that time, BDY has, nonetheless, suffered a high ratio of about 136%. In recent years,
the percentage has been between 112% and 116%, which also indicates the contribution financial insti-
tutions have made to the growth of the financial system through encouraging internal saving. Over the
period 1970-2021, the average ratio of all deposits to gross domestic product is nearly 99%. The bank
liabilities ratio indicator (BLY), on the other hand, has a range of 35% to 236% and an average of 147%
over the same time period.

According to the consistent rise in the most recent indices of financial industry growth, such as PCY,

BDY, and MSY, it is obvious that the growth of commercial banks' economic role has significantly improved
the Jordanian financial sector. Comparatively to many other emerging nations, Jordan's financial sector
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has performed better. Jordan has strengthened regulations and supervision for banks, despite being rela-
tively small, Al-Tarawneh & Al-Assaf, (2018).

2.2 The Models

In the empirical part of the study, we use a dynamic time series technique. The following aug-
mented production functions serve as the foundation for the models used in this paper, which
measure the impact of each financial development indicator on economic growth separately.

Yi =f ( BDYt, Invt, TOt) Model (1)
Yt =f ( PCYt, |th , TOt) Model (2)
Yi=f ( MSY, Invt, TO¢) Model (3)

Where BDY is the share of bank deposits to GDP, Inv is the percentage of investment to GDP, TO
is trade liberalization, PCY is the share of private credit to GDP, and MSY is the share of money
supply to GDP. Bank deposit liabilities (BDY) is calculated by taking the difference between total
bank deposit liabilities minus currency in circulation divided by nominal GDP. Real GDP per capita
is considered at constant prices (Y), used as a proxy for the dependent variable. Based on the
framework of Vector Error Correction Model (VECM), these models will be estimated.

The previous functions can be transformed into the logarithmic forms as follows:

LnY=oao+a1InBDY+az2InInv+aszInTO+e1 ... (1)
LnY=Bo+PB1INPCY+P2Ininv+P3InTO+e2 ... (2)
LnY=vyo+y1InMSY+vy2InInv+y3InTO+e3 ... (3)

where as, fs and ys are the model coefficients of the employed financial development indicators,
investment and trade liberalization. oo, Bo, Yo are constants and &1, €, &3 are error correction
terms.

2.3 Variables and Data

In this study, annual data from 1970 to 2021 were employed. Given that data were readily
available for all of the variables, the option of yearly data was selected. From 1970 to 2021, there
were 51 annual observations included in the sample. The national currency is used to express all
variables. The Central Bank of Jordan's Annual Reports were employed to extrapolate the ratios
of bank deposits to GDP, private sector credit to GDP, and financial savings to GDP. The GDP is
obtained from WDI, World Bank Group. Finally, the other variables are obtained from Central Bank
of Jordan Databases.

3. EMPIRICAL FINDINGS

3.1 The Stationarity Tests

The PP and ADF tests are used on both the original series and the first differences of the series
to determine the stationarity tests for the order of the integration of each variable. Therefore, both
the level of the variables and their initial differences are subject to these tests. The alternative
hypothesis, that the variable is stationary, is contrasted with the null hypothesis, which is that the
concerned series includes a unit root. Table (1) reports the outcomes of these testing. The findings
indicate that at 5%, the majority of the variables are integrated of order one, or I(1).
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Table 1. Test Results FOR The Unit Root

PP ADF
Variables Level FD (4) Level FD (4)

Cons Cons Cons Cons + Cons Cons + Cons Cons +

+Trend Trend Trend Trend

LY 2.22(3) | -1.92(3) | -4.49*(3) | -5.18%(3) 2.8&3(2) -1.97(2) 3_91*'**(3) -2.32(3)
LPCY 2.61(2) | -1.48(2) | -4.45%(2) | -7.06 *(2) 3.0'7(4) 2.49 (4) | -3.16 **(4) | -5.54*(4)
LBDY 2.49(2) | -1.14(2) | -5.47%(2) | -6.15%(2) 1_2;3(2) -1.07(2) | -5.11*%2) | -5.26%(2)
LMSY -1.97(3) -0.86(3) | -7.28*(3) | -7.84%*(3) 1_9_7(3) -0.80(3) -7.28%(3) -71.79%* (3)
LTO -0.18(0) | -1.47(1) | -5.91%(0) | -5.33*(0) 0_26(0) -128(0) | -4.07**(0) | -4.63*(0)
Invr 2.47(2) | -2.46(3) | -4.94%(3) | -4.77**(3) 1.5'1(3) -0.72(2) | -5.43%(3) | -5.28*(3)

- *(**), and *** denote reject at 1%(5%), and 10% based on the critical values.
- Lag lengths are indicated by the figures in brackets.
Source: own

The main findings in Table 1 show that the variables under investigation are cointegrated,
that encourages the application of an Error Correction Model (ECM) to look at the relationship
over the short term. The estimated findings using the Akaike information criterion (AIC) are shown
in Table 2. Good fits are indicated by the corrected R2s of 0.951, 0.768, and 0.913, respectively.
Additionally, it is evident from the generated F-statistics that the null hypothesis that indicates all
regressions have zero coefficients is false. The error correction coefficients (ECMs), which show
the predicted sign to be negative with a high level of significance (usually at the 1% level), are -
0.194, -0.185, and -0.114.

The results showing a long-term link between the variables in each model are thus confirmed,
which means that all financial development indicators affect the economic growth rates, however,
the effects of total banks deposits and private-sector credit are higher.

Table 2. Error Correction Model Results

Coeffs. Coeffs. Coeffs.
AlC AlC P- AlC P-
Var. (1,2,0,0) t-stat.  P-value (1,2,1,0) t-stat. value  (2,1,2,1) t-stat. valu
Model 1 Model 2 Model 3
ALBDY -0.427*  -4.723 0.000
ALPCY -0.0712 -0.347 0.783
ALCP1 0.164 1.427 0.174
ALMSY -0.152 -1.138 0.137
ALMSY1 0.183 1.687 0.174

i * - N * - ) _
ALMSY 0.731 3.752 0.000 0.947 4.436 0.000 0.748% 3.486 0.000

ALMSY1 0.135 1.437 0.103  0.179** 2.456 0.015 0.246** 2146 0.027
ALTO 0.496* 4.247 0.000 0.674* 4.122 0.000 0.746* 3.749 0.000

AC 1.719% 4226 0000 6.734** 2749 0010 1.677** 3274 0.017
ECM(-1) -0.194* -4658 0.000 -0.165% -3.921 0001 -0.114* -3.762 0.002
R- 0.951 0.768 0.913

square

DW 1.85 2.07 1.92
Source: own

Additionally, the findings shown Table 2 show that the empirical results of model one shows
that the short-term impact of explanatory variables which represents the development in banking
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sector on output found negative and large. Savings and investment ratio coefficients do not have
the expected sign for a few of the independent variables, including PCY, and PCY(-1). For models
two and three, the economic growth at the 5% level appears to be positively and significantly
impacted by the investment ratio that was delayed by one period. The investment ratio with a one-
period lag for model 1 appears to have a positive effect, but it is statistically insignificant. For all
models, the trade liberalization ratio has a favorable and strong impact on economic growth (at
the 1% level).

3.2 The Results of Granger Causality Test

According to Granger Causality test results shown in Table 3, for models one and three, there
may be a bidirectional causative relationship between the ratio of bank deposits, the financial
deepening ratio, and economic growth. The results of the causality test also suggest that there is
a one-way relationship between private-sector credit and economic growth, with private-sector
credit leading to economic growth.

Table 3. The Results of Granger Causality

Depend- Error Correct
ent Varia- ALY ALBDY ALMSY ALTO Term (-1)
ble [t —stat]
XZ
Model 1
ALY 41.72* (0.00) 14.457* (0.00) 9.523* (0.01) -0.273 [-4.07]
ALBDY 18.378* (0.00) 11.147* (0.00) 2.421 (0.17) 0.517 [3.14]
ALMSY 3.463 (0.14) 1.777 (0.47) 3.189 (0.54) 0.344 [4.74]
ALTO 2.742 (0.42) 3.274 (0.19) 2.243 (0.49) -0.226 [-4.37]
Model 2 ALCP
ALY 11.273* (0.00) 0.748 (0.31) 2.473 (0.42) -0.576 [-5.97]
ALBDY 3.432 (0.753) 12.456* (0.05) 1.258 (0.37) 0.642[2.84]
ALMSY 9.963* (0.003) 0.168*(0.076) 0.819 (0.66) 0.296 [4.20]
ALTO 2.967 (0.374) 0.743 (0.72) 4.527 (0.38) -0.175 [-2.23]
Model 3 ALMSY
ALY 31.456** (0.03) | 13.478* (0.00) 4.174**(0.03) -0.475 [-4.26]
ALBDY 50.478* (0.00) 28.487* (0.00) 7.438*%(0.04) 0.287 [5.88]
ALMSY 23.423*%(0.00) | 19.425* (0.00) 7.755*%(0.02) 0.176 [2.76]
ALTO 5.962** (0.04) | 5.745%* (0.04) 4.789 (0.16) -0.046 [-1.88]
Source: own
CONCLUSION

The current study employed the cointegration testing technique along with VECM estima-
tions to investigate the empirical relationship between financial development and economic
growth for the case of Jordan from 1970 to 2021. Three different financial development indi-
cators were used in the investigation. three measures, specifically: the ratio of private credit
to GDP, the ratio of bank deposit liabilities to GDP, and the ratio of financial deepening to GDP
(money supply to GDP). The empirical findings show that financial development indicators pos-
itively influence economic growth in the long run for all models, with the exception of the fi-
nancial development indicator for model 3, and that output and the share of investment have
a weak negative relationship. Additionally, all models, with the exception of model 1, which is
statistically significant, in the short run tend to show negative and insignificant effects of fi-
nancial development indicators on economic growth. However, changes in the share of invest-
ment show a negative and large impact on growth of the economy in Jordan. At 5% level, the
fraction of investments that are one period behind has a positive and large effect on economic
growth, with the exception of model 1, which appears to have little impact. The supply-leading
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and demand-following hypotheses for Jordan are supported by the causality findings. This con-
clusion contrasts with actual evidence already available in the literature, which points to a
supply-leading rather than a demand-following causation pattern for development in emerging
economies.
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