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The effect of financial development on economic growth coupled with exchange rate fluctuation on
economic growth can be significant in a country. We investigated the impact of the economic credits on
the inflation and economic growth in Togo. We endeavored to bring out the nature of the relationship
between changes in credit to the economy and inflation level and analyzed the effect of credit to
economic growth. To achieve this objective we used two approaches. First, the theoretical approach,
which showed that the economy is simultaneously facing high inflation rate and low economic grow
rate. Secondly, in the empirical approach, it appeared that the impact of credit to the economy on
inflation and growth depended on many factors that are unique. We utilized panel data and a model of
the production function of Cobb Douglas with technological progress to investigate the impact of
change in credit level on change in inflation level and on economic growth in Togo. The time series
analysis was based on some economic test that assisted us to the choice of correct model. We realized
that inflation has no significant effect on the economic credit. However, any economic growth
improvement influenced negatively the economic credits, hence confirming the fact that Togolese
economic growth carrier sectors benefited only a bit from the economic credits.
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INTRODUCTION

The debates on the effectiveness of monetary policies
are strongly influenced by the assumed characteristics of
the money supply. However, they have long been
neglected. Three approaches can be distinguished in the
field. The verticalist approach considers that the central
authorities set a discretionary amount of money in
circulation, so that it would be inelastic to interest rates.
The horizontalist approach considers that the Central

Bank accommodates any demand for reserves of private
banks and that the money supply, ultimately determined
by the demand for credit money of entrepreneurs, is
perfectly elastic at the interest rate , this being assumed
exogenous. Finally, the structuralist approach is a
variation of the latter and wants to report more
pragmatically the behavior of the banking system to risk.

Through these last two approaches, post- Keynesians
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are part of the tradition of money as effect and not cause
of the circulation. Inspired by analyzes of Keynes in the
Treatise on Money and his articles published in the
Economic Journal between 1937 and 1939 , they are
founding the context of a singular and ambitious project :
the radical project of Keynes, whose heart is rejection of
the classical theory of interest rates in favor of a
monetary theory of interest . Paradoxically, they are
driven in their approach to give up one of the major
contributions of the General Theory: the theory of the
determination of interest rates by the confrontation
between the preference for liquidity of the public and the
exogenous money supply

According to Keynes (1936), the interest rate is
determined on the currency market by the confrontation
between, on the one hand, a supply by the monetary
authorities, and on the other hand, the preference for
liquidity of the public. Monetary policy is to vary, on a
discretionary basis, money supply to manipulate interest
rates. But Keynes expressed his skepticism about the
effectiveness of this policy, because of the liquidity trap.
The latter would establish the inability of the Central Bank
to lower interest rates beyond the threshold where the
preference for liquidity became absolute.

In fact, when describing the operation of the currency
market, Keynes exposes two circumstances behind the
change in the money supply: the first at the initiative of
the monetary authorities, the second at the initiative of
the banking system. In the first, the government finances
its spending through money creation to avoid crowding
out private investment. In the second circumstance, for
various reasons (excess reserves, financial innovations),
the banking system relaxes the conditions of access to
credit, which boosts investment. Keynes judges the result
similar to the first, since in both cases the increase in the
money supply is offset higher income, and he chose to
focus on the first.

The relationship between the quantity of money in
circulation and the general price level has long been
established by the quantitative theory of money of
Friedman saying that the price increase comes from an
increase in the money stock. The impact of money on
prices was already studied in the 16th century, even
before the political economy is constituted as an
autonomous subject. Thereafter, the classical authors,
focusing their analysis on what they see as the real
economy, reduce the effects of a change in the quantity
of money in a simple change in the price level
Neoclassical supporters give a new dimension to this
approach by building, with the use of mathematical
formalism, a real balance without money, and showing
that the introduction of money does not call into question
the balance.

A good economic policy would therefore consist in
promoting financial deepening and certainly not constrain
the development of intermediation activities. Regarding

the relationship between credit supply and economic
growth, credits to the economy constitute a form of
currency offered by banks. This form of money creation
consists in a transformation, by the banking system, of
accounts receivable on non-banking agents in payment
immediately usable for making settlements. However, the
banking system can create money if it is certain they can
get money from the Central Bank to meet bank notes
withdrawals: it is about the monetary base creation. The
money thus created is a multiple of the initial reservation.

The impact of credit to the economy on inflation and
growth can be summed up in the debate of money
neutrality between classical and Keynesian supporters.
Tobin (1958) shows that money is able to influence the
level of activity by changing the household portfolio.
Currency is regarded as a financial asset. Given a certain
level of wealth, the capital intensity of the economy
(capital / head) depends on the distribution of this wealth
between capital and currency. If the profitability of the
currency falls under the effect of inflation then the agents
will prefer to hold real assets in their portfolio, which will
result in increased investment and thus higher growth.
On the other hand, Sidrauski (1967) takes a diametrically
opposite position. He assumes that the currency is used
in the composition of the household utility function
because it provides a flow of services from detention. The
results lead to determine the super neutrality of money.
The currency in this case would play no effect either in a
short-term or long-term because it is not likely to play on
the level and growth of GDP. For James (1970), money is
a means of action. It is not a mere " veil" or just a
medium of exchange " and " standard values " as stated
by some authors, but a lever to promote the growth of the
economy, changes in the income distribution and
preferred source of power. " Beyond certain levels, the
development of credit operations causes the rise in
prices, not the development of the activity. Monetary
authorities must therefore consult with each other to
search for what is, among potential growth rates, the
most consistent with monetary equilibrium.

In this respect, it should be recalled that the pure
monetary theory does little light and therefore empirical
analyzes prove necessary for a better understanding of
reality. It is with this concern that we are conducting this
study to know the nature of the relationship between the
credit to the economy, inflation and growth in the context
of the Togolese economy.

LITERATURE REVIEW

In the literature, many studies have examined the
relationship between money, inflation and economic
growth, but few have been specifically interested on
aspects of credit to the economy even though it is one of
the most important components of the currency



especially in developing economies. For a better pre-
sentation of the literature, we firstly present the literature
on theoretical approaches and then we bring out empirical
elements. Much of the authors who are interested in the
issue rather have reflected on the effect of money on
inflation on the one hand and growth on the other hand.

Theoretical approaches

Many economies are simultaneously facing high inflation
rate and low economic growth rate. Some studies have
qguantified the effects of inflation on welfare and economic
growth.

According to Bodin (1568), the idea that the price
increase would be only due to the depreciation of the unit
of account is false. In order to get the same amount of
goods as at the beginning of the century, one has to
deliver a higher amount of metal. Not only does this
author explain the price increase by the influx of metal
that Spain receives first, but he shows how this increase
is reflected in France. The extra metal which Spain has
allowing it to import French products , especially as the
rise in domestic products stimulates imports , and use a
large French labor force attracted by higher wages.
Payment of imports and remittances of emigrants provide
a filler metal to France or price increase in turn. Hume
(1752),on his part, makes a presentation of the
mechanical effects of a change in the money stock on the
price level that brings us closer to modern formulations of
the quantitative theory of money. For this author, if in one
night, the four-fifths of the money circulating in Britain
disappear, prices should fall in the same proportions. On
the contrary, if by some miracle this amount of money
fivefold in the night, the opposite effect would occur.
Hume predicted then that the increase in credit to the
economy promotes high inflation.

According to the literature, the increase in credit to the
economy has major implications on monetary and
macroeconomic policies. The increase in credit stimulates
aggregates especially on the demand side. Then, the
process is maintained by an increase in bank loans for
import demand and consumption of capital intensive
products. Moreover, when an economy does not manage
its monetary policy well, the adverse effects of this
mismanagement may spill over all the macroeconomic
aggregates.

The increase in import demand causes deficits on the
current national account. And in this case, a small
reserve accounts forces governments to resort to foreign
liquidity assets and / or remove some credit lines. So, this
deteriorates the conditions of banking systems and can
trigger a financial even economic crisis.

Some empirical studies have shown that the increase
in credit to the economy leads to a simultaneous increase
in production especially during the growth phase of the
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economy (Favara, 2003; King and Levine, 1993; Levine,
1997). According to Fuerst (1994), the rapid increase in
credit during this period is explained by the growth in
demand for capital investment and capital needs for jobs
hence increased economic growth. This is often the case
in emerging economies. Furthermore, the rapid increase
in credit can cause enormous risks in return for these
emerging economies themselves. One of the common
problems is the expansion of bubbles through the
financial assets on the market. The rapid increase in
economic growth leads financial market participants to
respond inappropriately to changes.

For Bario et al. (2001), optimism helps them to increase
the value of financial assets. This can then cause an
increase in capital and increased collateral values. Firms
and households, in response, increase the amounts of
borrowing and spending. In the case of the countries of
Eastern and Central Europe, the rapid expansion of credit
is also encouraged by the efforts of foreign financial
institutions in the market share gain; competition pushes
banks to lower their profit margins, thereby causing an
increase in the level of risk (Hilbers et al.,
2005).However, when performance falls below the
requirements or expectations, the price of financial assets
and collateral values decline, the number of indebted
borrowers’ increases and the bubbles disappear.
According to the IMF (2004), the decline in economic
activity or crisis often follows a period of high economic
growth in emerging economies.

Empirical approaches

The main econometric studies seeking to investigate the
impact of financial policies on growth come from the work
of McKinnon (1973). These authors sought to measure
the impact in terms of growth of financial repression
policies put in place after the various world wars and the
Great Depression of 30s. The financial sector accelerates
economic growth and improves the performance of an
economy by facilitating the movement of capital to the
most productive sectors. For McKinnon, the development
of financial markets and deepening intermediation help
economic development, in contrast to the situation where
investors are forced to finance themselves fully.

Financial development has a significant positive impact
on growth on the contrary; inflation negatively affects
financial development and growth (Levine et al., 1999;
Levine and Smith, 2001). However, the nature of the
causal relationship between inflation and financial
development is not clearly shown and is often measured
by the credit to the economy in the literature. According
to Altig (2003), low inflation is favorable to the growth of
the financial market and financial market development
promotes economic growth and thus Ilow inflation
improves growth through the channel of credit to the
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economy. Thus, monetary policy contributes to the
development of the financial market, which in turn
improves economic growth.

Studies by Hilbers et al. (2006) for the case of rapid
credit growth in the countries of Eastern and Central
Europe suggest that the estimation of credit growth would
be good before any implementation of policies. A detailed
analysis is necessary to give an overview of financial and
macroeconomic risks before the combination of policies,
including those monetary, fiscal and even administrative
policies could be used.

Sun (2007) analyzed the different effects of
macroeconomic and monetary policy on loans and
inflation using a simple model of new Keynesian taking
into account the credits. In this model, macroeconomic
policy is effective when credit is stable but has a limited
effect on inflation. Monetary policy and the rule of interest
rates stabilize inflation, however this rule is considered as
stabilizing credit. The determinants of the model require
that the action of interest rates on inflation be greater
than the independence of macroeconomic policy. This
principle states that “Taylor principle ‘s applied to
monetary policy. This dichotomy between macroeconomic
policy and monetary policy is large due to the fact that
each policy is designed to affect in different ways the
decisions of household lending and borrowing. Thus, one
of the great lessons in terms of macroeconomic policy is
its combination with monetary policy, this posing the
guestion of how the two policies can be used together for
financial stability of the monetary policy as output stability
and inflation.

A recent debate between Woodford and Curdia (2012)
formalized this view. Based on their model (Curdia and
Woodford, 2010) , Woodford argues that financial stability
is a very important policy objective, with the consideration
of the quadratic policy whose function is to analyze the
gap between inflation and economic growth as well as
the difference in marginal utility between borrowers and
lenders which extends in a financial crisis. In the same
direction, Sun (2007) shows that to a lesser extent, the
New Keynesian model, the optimal combination of
policies distinguishes objectives from monetary macros.
His work shows that there is a gain in terms of well-being
through the stabilization of inflation and credit in the
model. Stabilizing inflation reduces the inefficiency of the
rigidity of prices and stabilization of credit increases the
supply of credit. This confirms the previous results of the
author that the macro and monetary policies are
characterized by their impact on lenders and borrowers in
the New Keynesian model with the distinction of
borrowers and savers.

For lacoviello (2005), there are savers and borrowers
households in a single population of a given economy,
which are differentiated by their preferences time.
Borrower’s households are much more impatient with
respect to future consumption, so they may borrow in a

stable condition. Many patient households are however
investors in the economy.

Suh (2012), based on the New Keynesians model in
which there is a welfare gain on the stabilization of credit,
suggests that the optimal combination of policies is to
distinguish between targets of macroeconomic and
monetary policies due to the fact that the separation
allows the efficient achievement of the stabilization of
credit and inflation.

Kannan et al. (2012) analyze the effects of
macroeconomic and monetary policies in a simple New
Keynesians model with the distinction between borrowers
and savers; the model has simplified the structure of
several models of macro financial dynamics stochastic
general equilibrium to study monetary and macro-
economic policies. The main result of their work is the
relative advantage (and disadvantage) of macroeconomic
and monetary policies as instruments for stabilizing
inflation and credit. This result confirms the feature that
the two policies affect borrowing and savings decisions in
the New Keynesians model with risk minimization. They
suggest that it is important to explore the macroeconomic
policies through a much broader model.

Mamadou (1998), through the theoretical framework of
the Integrated Model of Simulation and Macro -
Econometric Forecast for WAEMU member States,"
describes the transmission mechanisms of monetary
policy in the WAEMU economies, including credit to the
economy relationship and the prices level. The model
which is based on two sectors and two goods, states that
the banking system influences economic activity both
through lending to the economy and through the impact
of monetary policy on prices.

According to Houeton and Ahouanvoedo (2011), due to
the importance of credit to the economy in monetary
policy, the authorities need to reconcile their evolution
with those of growth and inflation. Working in Benin, they
find that the aggregate recorded between 1990 and 2003,
an average annual increase of 10 %, while the growth,
meanwhile, stagnated at around 5%.

This has led some well-informed observers to suggest
that credits were not used to increase the national wealth,
while for others; it is because its level is insufficient to
stimulate the economy. It is in this perspective that the
authors intended to solve this intuitive thinking through a
study covering the period 1972-2003. Upon completion of
their work with the error correction mechanisms, it
appears that the West African States Central Bank credit
and monetary policy has contributed to low inflation given
its growth rate relative to domestic production. However,
it remains a fact that the structure of these contributions,
mainly short-term (80%) has not effectively contributed to
a strong and sustained growth during the period. In the
same direction Hounsa (2003), for the Beninese economy
thinks that the function of credit to the economy is the
result of an analysis of the behavior of banks, based on



the approach of portfolio management. The author also
indicates that the level of credit to the economy is
insufficient to finance the economy of Benin.

Vu (2010) makes an analysis through panel data to
study the interactive effects between credit growth and
inflation rates in three small open economies in
Scandinavian: Denmark, Norway and Sweden. Using
quarterly data for the period 1998:1 - 2008:4, there is a
clear relationship that the anticipation of an increase in
credit to the next period has a significant impact on the
evolution of the trend of inflation in the current period.
The results also proved the very vital role of growth
expectations of inflation and its role in the agents’ guide
of central banks forecast as an important tool for the
perfection of monetary policies.

Research of Gillman et al. (2004) suggests that there is
a negative and significant relationship between inflation
and economic growth. Conventionally, monetary growth
models predict a relatively small effect of significant
growth. In their work, they used a model of monetary
growth with the sector of explicit credit service to explain
the observed magnitudes. As noticed that the credit
department is supposed to increase production,
consumers put on the same footing the opportunity costs
of financial holding companies with the marginal cost of
credit.

Therefore, the financial sector technology influences
the velocity of capital and subsequently the way inflation
affects leisure, the time devoted to human capital
accumulation and the output growth rate. Their calibration
showed that the model generates an effect of inflation
with a drop in magnitude.

Furthermore, in contrast, in previous works, they
explained the effect of the growth of inflation which
increased slightly as the increase in the inflation rate, as
the evidence seems to show. The analysis of the cost of
welfare of inflation further illuminates the effect of the
growth of inflation and how the model is compared in the
logic.

Thus, in view of the literature, it appears that the effect
of credit to the economy on inflation and growth depends
on many factors that can be unique to each economy.
This is in order to verify the relationship between these
three aggregates (credit to the economy, inflation and
growth) that we set out the methodology for further
analysis.

METHODOLOGY
Theoretical framework

Traditional growth theories (Smith, 1776; Malthus and Ricardo,
1798 1817) have emphasized the importance of the quantitative
expansion of the basic factors of production such as labor, capital
and land.

On the other hand, the neoclassical models such as Solow
(1957) will instead attach great importance to technical progress
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and the role that elements such as improving the organization of
production in economic growth can play. Based on the assumption
of decreasing returns to scale of production factors, the Solow
model stipulates that economies that have a lower initial level of
capital stock per head tend to have more important returns to scale
and growth rates, allowing them to converge in the long run to rich
countries. The main criticism made to this model is that the
assumption of diminishing returns of capital which means that the
growth of the product could not be attributed to that of production
factors. Thus, the existence of decreasing returns to scale that
capital is the reason that capital accumulation cannot account for
sustained growth. Hence, a long-term growth can only occur if one
takes into account technological improvements related to the
development of skills and related to innovation. So the appearance
of a residual factor that is attributed to technical progress is
considered exogenous. This observation has led some authors to
know how the growth rate can be determined by an exogenous
factor. This is from where models have been developed in which
the key determinants of growth are endogenized. The recent theory
of endogenous growth has been developed by Romer (1986),
Lucas (1988), Barro (1991) and Barro and Sala-i-Martin (1995).

These news endogenous growth models have emphasized on
capital accumulation and technical progress that lead to economic
growth. Then the access to external technology and knowledge
contribute to offset the problem of diminishing return of capital
accumulation and lead to a long term economic growth.

Our model was the production function of Cobb Douglas with
technological progress,

Y, = AthaLtl_a

Where:

Y= Total production; A= Technological Progress; K= Capital;
L=Labour force

By log linear, we got the following one: y, = ¢, + K, +a, L, +¢,

From this endogenous growth model, we may introduce the main
variable and control variables.

Model specification

The impact of change in credit level on change in inflation level and
on economic growth in Togo may be investigated through the
following equations: Impact of credit on inflation:

INF = f (CREDIT,GDP, EXCHANGERATE) ; Impact of
credit on growth: PIB = f (CREDIT, INF, INV,M2) ; Impact of
inflation and growth on credit:
CREDIT = f (INF, INV, M 2,OPENNESS, GDP, EXCHANGERATE)
Where: INF= inflation rate; credit= ratio of credit to private sector in
GDP; exchange rate= Exchange rate between US dollar and FCFA,
INV=ratio of investment to GDP; M2= Ratio of money and quasi-
money to GDP.

According to this model, we might use simultaneous equations
but due to the weakness of instrumental variables and the lag effect
of the main variables, we have decided to use the error correction
model. The time series analysis is based on some economic test
that assists us to the choice of correct model. In this section, we
explain the main test of time series, like stationary test and co-
integration test which lead to error correction model.

Stationary test

This test is crucial as we are using time series data. A time series is
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stationary if it is the realization of a stationary process. This implies
that the series has no trend or seasonality and generally no factors
evolve over time. A variable is stationary when its Esperance and
variance are constant for any time period. According to Nelson and
Plosser (1982) most of macroeconomic variables are not stationary
so the series level of integration is important as we are using time
series data.

To study the stationary of the variables, we have used
Augmented Dickeg-Fuller (ADF), Phillips-Perron (PP) and Pesaran
Test. The series is stationary when two of these tests give the same
answer.

Co-integration test

There are two cointegration tests: The Engel and Granger test and
Johansen test. The Engel and Granger test is possible only if all the
variables have some level of integration and are only two variables.
When the level of integration differs from one variable to another,
then the Johansen test is the only relevant. As our variables are
more than two, then the appropriate test is Johansen.

Error correction model

This model presents a particularity that has been demonstrated by
Granger in 1983. A set of cointegration variables that were
stationary, may be used in econometric methods to estimate
regression coefficients without leading to spurious regression.
Results known as theorem of Granger support the error correction
model (Doucouré, 2010). In our studies, we decide to use error
correction model with one step of Hendry.

Data sources

The data used in this study have been collected from World Bank
(world Development Indicator, 2012) and International Monetary
Fund base 2012. Due to the availability of the data, the study
covers the period of 1970 to 2010.

EMPIRICAL RESULT AND INTERPRETATION

According to the stationary test, all variables are
stationary in first difference except the inflation rate that is
level stationary.

The Johansen test rejects the hypothesis of no
cointegration action against the alternative. From the
Trace test, we identified a cointegrartion of the series.
The presence of integration leads to the error correction
model. The empirical result is summarized in Table 1.

According to the empirical result in the table, the
variable credit does not have a significant impact on
inflation in Togo, as well as in long and short run.
Through, the credit is not statistically significant; it has the
positive sign in the short run and negative sign in the long
run. Additionally, the increase in exchange rate leads to
inflation in short run. This is due to the fact that all the
input is done in dollars so dollar's appreciation against
FCFA leads to inflation.

The result in Table 2 shows that variable credit to

Table 1. Summay of the empirical result.

Variable Coefficient Prob
Short run elasticity

DCREDIT 0,755765 0,4416
DGPRATE 0,266489 0,1663
DEXCHANGE RATE 0,137291**  0,0315
INF_1 -0,697041** 00,0001
Long run elasticity

CREDIT_1 -0,831283 0,2266
GDP RATE_1 0,423764 0,2247
EXCHANGE RATE_1 -0,026552 0,2415
C 22,95504 0,1554

Dependent Variable : Inflation ; R-squared, 0,480030;
Prob (F-statistic), 0,002768; DW, 1,873303.

Table 2. Variable credit to economy.

Variable Coefficient Prob
Short run elasticity
DCREDIT -0,415116 0,7350
DINF 0,078222 0,7589
DINV 0,443832 0,3324
DM2 -1,221726 0,2126
GDP RATE_1 -0,865043*** 0,0000
Long run elasticity
CREDIT_1 -3,536147*** 0,0094
INF_1 0,278989 0,3676
INV_1 1,269225** 0,0170
M2_1 1,442809* 0,0701
C 7,819489 0,5320
Dependent  Variable:  TXGDP ; R-squared,
0,575180; Prob (F-statistic), 0,001144; DW,
2,292647.

economy does not influence statistically the economic
growth in Togo in the short run but one percent growth in
credit leads to 3.5 percent economic growth in the long
run. This result may be due to the fact that the credit to
Togo economy is not enough to boost the real section.
There may be a threshold point from which credit could
impact positively economic growth.

Otherwise, other variables in our study do not affect the
economic growth in the short run. Whenever, the variable
investment and money and quasi-money influence
positively the growth in the long run.

In the literature review, most researchers found the
bidirectional causality between credit to economy,
inflation and economic growth. This was the reason that



Table 3. Bidirectional causality between credit to
economy, inflation and economic growth.

Variable Coefficient Prob
Short run elasticity

DINF -0,003571 0,9223
DINV 0,144403** 0,0350
DM2 0,270744** 0,0497
DOPENNESS -0,026992 0,5011
DGDP -0,084787** 0,0131
DEXCHANGE RATE -0,030709*** 0,0066
CREDIT_1 -0,533997*** 0,0038
Long run elasticity

INF_1 0,100364 0,1311
INV_1 0,472808** 0,0146
M2_1 0,558226** 0,0142
OPENNESS_1 -0,179184** 0,0284
GDP RATE_1 -0,160529* 0,0519
EXCHANGE RATE_1 -0,012442 0,0147
C 8,256647 0,00774

Dependent : DCREDIT ; R-squared, 0,821507; Prob (F-
statistic),000002; DW; 2,333589.

leads us use the short run model to confirm whether
inflation and economic growth in turn impact the variable
credit to economy. These results are shown in Table 3.

According to the result in the table, variables ( inflation
and economic growth) in the short run in our main model
reveals that inflation has no impact on credit to economy,
however improve in growth reduce the effect on credit to
economy.

The results show that the economic growth in Togo is
not the result of credit to economy. Otherwise, any
growth in investment and money and quasi-money
increase the credit to the economy, while a dollar’s
appreciation reduce the credit to economy.

In the long run like the short one, inflation has no
impact on credit to economy but an increase in economic
growth reduces the credit available to the economy. In
addition, investment, money and quasi-money contribute
to credit growth to economy in the long run while
openness and exchange rate reduce the credit to
economy in the long run.

Conclusion

The assessment of the economic credits variation impact
regarding the variation of the general prices standard and
the growth of the real sectors of the Togolese focused on
error correction model which required, first, certain
number of econometric tests that were shown to be
significant. From the results, we can draw three important
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lessons: first, in short-term, the economic credit has
effect neither on the general price standard nor on the
economic growth within the Togolese framework. In the
long—term, the economic credit still has no influence on
the inflation but on the contrary, any increase of the
Togolese economic credits reduces the economic growth.
This surprising result can be explained by the fact that
the sectors benefitting from the economic credit are not
carrier of economic growth.

Finally, we noticed that the inflation, in its turn, has no
effect on the economic credit. However, any growth
improvement influences negatively the economic credit.
This result confirms the fact that Togolese economic
growth carrier sectors benefit only a bit from the
economic credit.
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ANNEX Table Al: Stationary Test.
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Variables in level

Variables in first difference

. Im .
Variabl '
anaples Pesaran, ADF (Proba) PP Im, Pe§aran, ADF (Proba) PP (Proba) Integrati
) (Proba) Shin on order
Shin (t-stat)

CREDIT (-2,32) (0,1721) (0,1860) (-7,6626)** (0,0000)*** (0,0000)*** I(1)
INF (-3,98)x** (0,0037)*** (0,0131)** (-8,2840)** (0,0000)*** (0,0000)*** 1(0)
INV (-2,53) (0,1171) (0,0934)* (-6,0799)*** (0,0000)*** (0,0000)*** I(1)
M2 (-1,77) (0,3892) (0,3814) (-6,2445)*** (0,0000)*** (0,0000)*** 1(1)
OPENNESS (-2,32) (0,1718) (0,1731) (-6,9333)x** (0,0000)*** (0,0000)*** I(1)
GDP (0,71) (0,9909) (0,9869) (-4,6967)*** (0,0005)*** (0,0007)*** 1(1)
Ei?E'ANGE (-1,36) (0,5942) (0,5367) (-5,2666)*** (0,0001)*** (0,0001)*** 1(1)

Table A2: Cointegration Test.

Date: 05/03/13 Time: 16:45

Sample (adjusted): 1972 2010
Included observations: 39 after adjustments
Trend assumption: No deterministic trend

Series: CREDIT INF INV M2 OPENNESS GDP RATE

Lags interval (in first differences): 1 to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized
No. of CE(s)

None *

At most 1 *
At most 2
At most 3
At most 4
At most 5
At most 6

Trace

Eigenvalue Statistic

0.800870 149.7338
0.597663 86.79571
0.407493 51.28758
0.341907 30.87528
0.241070 14.55733
0.092527 3.799343
0.000328 0.012777

0.05
Critical Value

111.7805
83.93712
60.06141
40.17493
24.27596
12.32090
4.129906

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Prob.**

0.0000
0.0306
0.2205
0.3104
0.4911
0.7396
0.9264
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Table A3: MCE: Impact of credit on inflation.

Dependent Variable: DINF

Method: Least Squares

Date: 06/20/13 Time: 12:24

Sample (adjusted): 1972 2010

Included observations: 39 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
DCREDIT 0.755765  0.969513 0.779531 0.4416
DGDP RATE 0.266489  0.187991 1.417557 0.1663
DEXCHANGE RATE 0.137291  0.060936 2.253054 0.0315
INF_1 -0.697041 0.152541 -4.569538 0.0001
CREDIT_1 -0.579438 0.469723 -1.233574 0.2266
GDP RATE_1 0.295381  0.238428 1.238871 0.2247
EXCHANGE RATE_1 -0.018508 0.015500 -1.194075 0.2415
C 22.95504 15.76368 1.456198 0.1554
R-squared 0.480030 Mean dependent var -0.282086
Adjusted R-squared 0.362618 S.D. dependent var 12.24637
S.E. of regression 9.777042 Akaike info criterion 7.578633
Sum squared resid 2963.307 Schwarz criterion 7.919876
Log likelihood -139.7833 F-statistic 4.088405
Durbin-Watson stat 1.873303 Prob(F-statistic) 0.002768
Table A4: MCE : Impact of credit on growth.
Dependent Variable: DGDP RATE
Method: Least Squares
Date: 06/20/13 Time: 12:27
Sample (adjusted): 1972 2010
Included observations: 39 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
DCREDIT -0.415116 1.214574 -0.341779 0.7350
DINF 0.078222  0.252433 0.309870 0.7589
DINV 0.443832  0.450195 0.985866 0.3324
DM2 -1.221726  0.958543 -1.274566 0.2126
GDP RATE_1 -0.865043 0.166535 -5.194357 0.0000
CREDIT_1 -3.058919 1.099994 -2.780851 0.0094
INF_1 0.241338 0.263678 0.915276 0.3676
INV_1 1.097934  0.433640 2.531903 0.0170
M2_1 1.248092 0.663765 1.880322 0.0701
C 7.819489  12.36140 0.632573 0.5320
R-squared 0.575180 Mean dependent var -0.154434
Adjusted R-squared 0.443339 S.D. dependent var 18.63914
S.E. of regression 13.90661 Akaike info criterion 8.319161
Sum squared resid 5608.421 Schwarz criterion 8.745715
Log likelihood -152.2236 F-statistic 4.362683
Durbin-Watson stat 2.292647 Prob(F-statistic) 0.001144
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Table A5: MCE : Impact of inflation and growth on credit.

Dependent Variable: DCREDIT

Method: Least Squares

Date: 06/20/13 Time: 12:30

Sample (adjusted): 1972 2010

Included observations: 39 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
DINF -0.003571 0.036258 -0.098494 0.9223
DINV 0.144403 0.064762 2.229743 0.0350
DM2 0.270744  0.131297 2.062076 0.0497
DOPENNESS -0.026992 0.039536 -0.682712 0.5011
DGDP RATE -0.084787 0.031735 -2.671682 0.0131
DEXCHANGE RATE -0.030709 0.010358 -2.964802 0.0066
CREDIT_1 -0.533997 0.167203 -3.193700 0.0038
INF_1 0.053594  0.034333 1.561002 0.1311
INV_1 0.252478  0.096171 2.625299 0.0146
M2_1 0.298091 0.113119 2.635193 0.0142
OPENNESS_1 -0.095684 0.041127 -2.326570 0.0284
TXPIB_1 -0.085722 0.041986 -2.041698 0.0519
EXCHANGE RATE_1 -0.006630 0.002530 -2.620626 0.0147

C 8.256647  2.834627 2.912780 0.0074
R-squared 0.821507 Mean dependent var 0.231349
Adjusted R-squared 0.728691 S.D. dependent var 3.071664
S.E. of regression 1.599948 Akaike info criterion 4.051082
Sum squared resid 63.99582 Schwarz criterion 4.648258
Log likelihood -64.99610 F-statistic 8.850903

Durbin-Watson stat 2.333589 Prob(F-statistic) 0.000002




