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ABSTRACT

The role of banking sector development and stock market development in
economic growth is a controversial issue. Empirical studies of developed and developing
countries have produced mixed results. This study seeks to explore the role of banking
sector development and stock market development in economic growth in eight Asian
countries for the period 1990 to 2015. Panel data techniques comprising on fixed /
random effects estimation and 2SLS model applied. Granger causality test also applied in
order to see the direction of causality between economic growth and financial
development. The study used most appropriate proxics of financial sector development
and other macro-economic vartables. The main findings of this study are as one percent
change in banking sector development brings six percent change in GDP / economic
growth and one percent change in stock market development brings two percent change
in economic growth which is less than change brings by banking sector development but
we may say collectively that both the sectors have significant impact on economic growth
of the eight Asian economies. Thus therefore this study concluded that gross investment,
market capitalization and credit to pi'ivate sectors have positive impact on economic
growth of eight selected Asian countries. Economic growth causes to stock market
development and credit to private sectors causes to economic growth. Human capital and
investment is most relevant area for economic growth in the region because these two
indicators are serving as basis of growth in future. Unproductive government

consumption is harmful to economic growth.

Keywords: Stock Market Development, Banking Sector Development, Financial

Intermediation, Economic Growth,
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CHAPTER 1

1. INTORDUCTION

The study examined the role of banking sector and stock market development
in economic growth in eight Asian countries i.e. Pakistan, China, India, Bangladesh,
Srilanka, Malaysia, Indonesia and Thailand. This chapter gives background
information of the study including gap analysis, problem statements, objectives of the

study, research questions and significance of the study.
1.1 Background of the Study

The financial system consists of the stock market, banking institutions,
financial markets, central bank and the Securities and Exchange Commission (James,
2007). The efficient financial system plays important role in mobilizing savings,
generating capital resources and risk management. In addition, a sound financial
system provides portfolios to investors for better investment return with protection of
capital. Therefore, it improves economic activity and thus increases economic growth
(Schumpeter, 1932; Beghot, 1962; Cameron et al., 1967; Goldsmith, 1969; Mckinnon,
1973). Financial system affects economic activities through monitoring of managers,
mobilizing of savings and exertion of corporate control. Capital accumulation and
technological innovation are the channels of economic growth. Production of capital
goods generates per capita growth which influences the capital formation. Tt affects

capital assets / resources by reallocating saving among different capital producing



P

technologies. Economic growth may alter by invention or new production process of
goods. New production processes lead towards technological innovation (Levine,

1997).

The stock market development is a major indicator of economic progress
(Pierece, 1984). The stock market is a key part of financial system and it promotes
economic growth through improvement in economic activities. The stock market
raises the capital for mega projects and mitigates the risk of investment through
diversification of portfolio (Levine, 1991). The efficient stock market increases
savings which enhances the capital formation and thus increases economic growth
(Demirguc-Kunt & Levine, 1996). In addition, stock market provides a platform for
domestic and foreign investors, thus enhances productive economic activitics
(Mckinnon & Shaw, 1973; Levine, 1991; Hou & Cheng, 2010). Stock market affects

the economic growth through liquidity and price volatility,

Stock market provides opportunities to investors for altering the portfolio
through quick and cheap seliing in the market. It provides easy access to corporate
sectors for raising capital by issuing of equity. Capital accumulation is very important
channel for economic growth. More capital leads to catch up the investment
opportunities which bring the technological advancement and improvement in
research activities. Liquidity created by the stock market may distort the econemic
growth because more investment due to attractive return reduces the saving rates.
Liquidity also creates uncertainty which may enhance the demand for precautionary
savings (Demirguc-Kunt & Levine, 1996; Jensen & Murphy, 1990). Price volatility is
another characteristic of stock market. High volatility in stock and share prices may

influence the ability of efficient allocation of investment (Keynes, 1936).



Stock markets affect economic growth by providing economical trade
activities of equities and rationalize the fear of investing in long term projects,
Investors can easily quit from the investment made in equities traded in stock markets.
More liquidity attracts the investors for choosing of investment opportunities among
different projects with different returns which enhance productivity / economic
growth (Levine, 1991). Internationally integrated stock markets provide opportunities
of risk sharing which induces the investors for shifting of portfolio from low return
project to high return projects thereby accelerating productivity growth. The liquidity
and risk sharing affects savings rates. High return and better risk sharing lead towards
low saving rates and economic growth. Liquidity makes easy to sell shares for
investors. There was an argument that liquidity reduces the incentives of shareholders

for recouping the cost of management (Levine & Zervous, 1998).

Increasing role of financial intermediation in growth and its economic
importance cannot be overlooked. A financial intermediary exists due to information
asymmetries, transaction cost and regulatory framework. They deal with the various
tinancial instruments for facilitating of risk of investors. Risk sharing has become a
major activity of financial intermediaries (Franklin & Anthony, 1998). Financial
intermediaries affect economic growth through affecting of saving rate and
channeling of savings to investment or on the social marginal productivity of
investment (Bert & Dick, 2003). They affect economic growth by collection of
savings from household and thereby transfer to investors / needy projects, allocation
of resources in appropriate projects, sharing the risk through portfolios, diversification
and volatility of rate of return of assets, alteration in saving rates affects the saving
behavior, thus saving volume affects economic growth accordingly (King & Levine,

1993; Levine, 1997).



Individual country level studies are available in Asia but no collective study
has been carried out on the role of banking sector development and stock market
development in economic growth in Asia region. This research sheds lights on the
role of banking sector and stock market development in economic growth of

economies of eight Asian Countries.
1.2 Theoretical Foundation

Role of banking sector and stock market development in promoting economic
growth is based on the theory of financial intermediation and economic growth,
Financial intermediaries comprises on financial institutions such as commercial
banks, investment banks, insurance companies, brokers, mutual funds and pension
funds which perform activities between two parties for engaging in financial
transactions. They also facilitate flow of funds from savers to borrowers. Economic
growth means increase in real gross domestic product. Several factors contribute to
economic growth so analysis of economic growth is a difficult situation. This includes
investment ratios, human capital, research and development and trade openness,

monetary and financial policies of the region etc.
1.2.1 Theory of Financial Intermediation

Schumpeter, (1911) introduced the theory of finance and growth. He argues
that financial intermediation through the banking channel plays an important role in
economic growth and development. He further stresses that well-functioning banks
identifies entrepreneurs who successfully implement innovative products and
production process which ultimately brings technological innovation. Mckinnon,
(1973) presented another theory of financial development and economic growth in

which he posits that financial development leads to growth in domestic savings which

4



further leads to increase in investments. The theory argued that investment relates
positively to the real interest rate which leads to increase in savings. Increased savings
lead to stimulation of investments. Banking sector development contributes to
economic growth by raising efficiency of capital accumulation and saving rate which
increases investment ratio. Financial markets of developed countries having high
economic growth enhance their economic growth by increasing size of savings and
improving efficiency of investments, An increase in investment enhances economic

growth and the same view also supported by Shaw (Shaw, 1973).

Financial intermediaries lower the cost of obtaining information about the
firms from the capital market as compared to the cost of acquiring information by
individual investors (Douglas, 1984, John & Stephen, 1986). A model that links
financial intermediaries and economic growth developed by Greenwood & Jovanovic
(1990). According to their views financial intermediaries accelerate economic growth
by providing efficient capital allocation and information about firms. King and
Levine, (1993) incorporated financial development in to the simple mode! of growth.
Financial development variables stimulate the usual production function. Endogenous
growth theory explains the relationship between finance and economic growth
(Loayza & Ranciere, 2006). Financial development brings innovation of technology

and this factor affects growth.

Financial intermediaries increase investment return by eliminating liquidity
risks which accelerates growth (Bencivenga & Smith, 1991). Earlier literature prefers
bank based financial system rather than market based fimancial system. Theory
presented by McKinnon and Shaw (1973) about the role of financial development in

economic growth was based on credit market development not on stock market



development. Financial system based on banking sector development is better than the
market based system because it leads to long term investment in an economy and thus
to higher growth. Ndikumane (2003) suggests various ways through which banking
sector development can spur investment. Banks encourage savings which are used for
investment while on the other hand, they help in reducing liquidity risks through
increased lending. A bank based financial system is considered to be more stable in
the long run than a market based financial system. Stock market prices consider more

sensitive due to volatility (Odhiambo, 2010).

1.2.2 Theory of Stock Market

Cho (1986) supported the Existence of theory of both stock market and
banking sector. He argued that financial liberalization achieved through equity

finance causes economic growth.

Many scholars have criticized the theory of financial liberalization and ignored
the role of stock market in economic growth (Levine & Zervos, 1996; Singh, 1997).
Stock markets play impertant role in domestic and external financial liberalization in
developing countries. Singh argued that financial liberalization makes the financial
system more fragile and having no role in long term economic growth particularly in
developing countries. Levine and Zervos {1996) presented other views that a well-
developed stock market offers different flexible financial services with liquidity in
investment as compared to banking systems, therefore, encourage growth in

investment and hence economic growth.

Financial markets and institutes provide rapid information to investors and
easing in making heavy transaction cost. Provisions of information and transaction

facilities are the incentives for financial intermediaries as argued by Levine (1997).



Financial system functions by allocation of resources, facilitating the trading,
hedging, diversifying and pooling of risk, monitor managers and exert corporate

control, mobilize savings, facilitate the exchange of goods and services.

He mentioned that capital accumulation and technological innovatton affects
economic growth. Financial institutes’ offers different saving rate for households and
investors / corporate sectors and reallocate saving among different capital producing
technologies. Secondly financial system affects economic growth through creation of

new production processes and goods.

Financial system performs various functions as provision of information,
monitoring  investment, exerting corporate governance, facilitate trading,
diversification, risk management and pooling of savings. Theory of finance and
growth deals with the above mentioned functions of financial system and focus that
how all these functions impact on economic growth through resource allocations

(Acemoglu & Zilibotti, 1997).

Financial development contributes to economic growth through transforming
of savings to investments by increasing social marginal productivity of capital and
influencing the private savings rates. Financial intermediaries play very important role
for converting of savings to investments, increasing of productivity of capital and
formation of saving rates (Bert & Dick, 2003). Robinson (1952) describes that
economic development creates demand for financial arrangement and financial
system automatically respond to the demand of economnic development. Financial
system contributes only for development in the real sector and has no role for
economic development. Even noble award holder economist Merton Miller does not

consider the role of finance in growth in his essays. Taylor (1980) argues that the
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stock market development may not lead to the economic growth. In the developing
countries, the stock market is not fully developed and liberalized due to which it may
not contribute towards economic growth as consistent with the views of Espinnosa &

Hunter, 1994,

There are mixed empirical evidences in previous researches. Some researchers
were of the views that financial development is important for economic growth and
some argue otherwise. There is argument that the under developed financial system
decrcases the economic growth and wcll dcveloped financial system have a
significant role in promoting economic growth and activities. Even some authors

guote average rate of economic growth associated with the developed financial sector.

Sijn Van et al, (2006) found strongest effects of availability of equity
financing in economic growth in Belgium. They found that Stock market development
promotes economic growth rather than banking sector development however, banks
play important role for development of stock exchanges. The result of another study
showed that those countries which had better macroeconomic policies, good legal
systems, higher growth opportunities, greater openness and developed local markets
were related to the internationalization. Global market activities will be higher if
better infrastructure with good legal system exists in the country. The author also
found that countries with greater domestic stock market development had higher ratio
of internationalization means domestic stock market development relates to the
internationalization (Claessens et al., 2006). Stock market and banking sector
development has significant improvement in economic growth after liberalization in
the MENA region. Stock market liberalization leads towards positive impact on the

development in the long run (Samy et al., 2008). Lilai, (2011) examined the



performance of stock market of china in respect of economic growth in the country.
The result showed that Chinese Stock market was more important for economic
development. Emergence of market based shares have proved as altemative to bank
finance. China’s stock market was playing vital role in financial development and
political reforms in china. K.Smimou (2014) analyzed the Impact of equity market
liquidity on Canadian economic growth and the relationship between consumer
attitudes and macro liquidity. His findings revealed that the stock market liquidity had
a significant influence on the Canadian macro economy in terms of industrial,
unemployment and consumption growth. During period of high exchange rate
Canadian dollar and US dollar volatility highly affected the economic growth by the
stock market liquidity. Positive change in consumer behavior had positive effects on
some macro-economic variables ie personal consumption, consumer credit and

consumer growth.

Pradhan et al. (2014) found in ASEAN countries that banking sector
development, stock market development, economic growth and four macro-economic
variables were co integrated. Banking sector development, stock market development

as well as other macro-economic variables affected on economic growth.

The role of stock market development on economic growth in 36 African
countries out of which 18 had stock market investigated by Ngare et al, (2014). Their
finding shows that the countries with stock market tend to grow much faster than
countries without stock market in Africa. Interaction dummy introduced the models
which proved that the existence of stock market improved performance of economic
growth. Highly developed countries were tending to grow at stow pace than the small

countries with stock markets. Primary school enrollment and investment were key to



economic growth in the region. Inflation and government expenditure were found
harmful to economic growth in Africa. Political stability and quality of institutions

through control of corruption is a key to economic growth.

In contravention of the above some studies show that financial system docs
not play any role in economic growth. George et al. (2005) tested the hypothesis of
impacts of stock market and banks on economic growth on the monthly data of
Greece and the results of their study revealed that the interaction between financing
and economic activity found limited. It was concluded that both the stock market and

financing contribution to economic growth were limited.

Samy and Samir (2007) examined the Simultaneous effects of banks and
financial system development on growth in 11 MENA countries. They found that
financial development and economic growth have no relationship. The result of study
conducted by Cooray, (2010) on the data of 35 developing countries revealed that
stock market development has no role in economic growth in short run. His study
documented the evidence that the Human capital was an important element for
economic growth in the long term. The results showed positive impact of physical

capital on economic growth.

Roel and Massimo (2012) studied the changing macroeconomic response to
stock market volatility shocks on the data of United States of America for the period
1950 to 2011. Their findings indicated that Increase in stock market volatility of
United States of America led to decrease in GDP growth rate. Reduction in
consumption and investment growth contributes towards fall in GDP growth. Authors
also examined the impact of only consumption growth to the stock market volatility

shocks. The contribution of stock market volatility shocks found very small / not

10



considerable effect with the consumption pattern whereas the investment growth

increased in the role of stock market volatility.

1.3 Gap Analysis

Role of banking sector and stock market development in promoting economic
growth is still debatable in academia and consistently attracting the economists and
policymakers. Existing literature provides mixed evidences as some reported positive
effects of stock market development on economic growth and some reported negative

results.

Financial intermediaries reduce the costs of acquiring information, enforcing
contracts and exchanging goods and financial claims (Levine, 1997). Stock market is
a part of financial market which also influences the acquisition and dissemination of
information about firms. Developed stock markets acquire information about firms
with low cost and stimulate the acquisition of information. Rapid information about
firms may improve resource allch;ion which affect on economic growth (Merton,
1987). Schumpeter (1912) argued that financial system plays an important role in
economic growth as it mobilizes societies for saving of resources and allocation
thereof which ultimately contributes towards productivity and economic growth.
Financial intermediaries bridge the gap between saver of funds and investors. They
are facilitators of risk transfer and deal with the emerging financial instruments and
markets (Franklin & Anthony, 1998). They affect the economic growth by allocation
of capital, technological innovation, new production process and increases per capita
growth by modifying the investment rate. They take decision about the appropriate

allocation of funds among different high return projects thus enhances the capital
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formation and effect steady state growth by altering the technological innovation

(Levine, 1997),

Stock market provides risk sharing opportunities and easy access of
individuals and companies to capital market which improves the allocation of capital.
More savings and volume of investment increase the economic growth. Portfolios can
be amended through easy and quick buying and selling in stock markets. Increase in
liquidity may also increase in different economic activities (Levine, 1991).
International risk may be reduced by establishing of international integrated stock
markets and induce to investor for making high return investments which ultimately

promotes economic growth {Obstfeld, 1994; Devereux & Smith, 1994).

Separate as well as combined studies about the role of banking sector
development and stock market development in economic growth are available in the
literature. There is mixed empirical evidences in previous researches. Various studies

produced positive as well as negative results.

Stock market development was found better forecaster for economic growth
rather than bank based development in Belgium. Availability of stock market
financing has positive effects on economic growth. Banks play important role for
development of stock exchanges (Van et al., 2006). Better infrastructure with good
legal system creates opportunities for international trade which contributes to
economic growth of the region. Countries with greater domestic stock market

development had higher ratio of internationalization (Claessens et al., 2006),

Banking sector and stock market development have significant improvement
in economic growth after liberalization in the MENA region which leads towards

positive impact on the development (Samy et al., 2008). Performance of Chinese
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stock market in relation to economic growth was examined by Lilai (2011). His
finding revealed that emergence of market based shares had proved as alternative to
bank finance. China’s stock market was playing vital role in financial development
and political reforms in china. According to K.Smimou (2014) stock market liquidity
has effected highly to economic growth during period of exchange rate volatility in

Canadian dollar and US dollar.

Stock market development and banking sector development, economic growth
and other macroeconomic variables were found co integrated in ASEAN countries
(Pradhan et al., 2014). Countries with stock market tend to grow much faster than
countries without stock market and existence of stock market improved the economic

activities in Africa (Ngare et al., 2014).

In contravention of the above some studies found that financial development
had no role in economic growth. Stock market and financing contribution in
economic growth were observed limited in Greece (George et al., 2005). Financial
development was found harmful for economic growth in 11 MENA countries (Samy
& Samir, 2007). In another study on the data of 35 developing countries revealed that
stock market had no role in promoting economic growth in short runs (Cooray, 2010).
Stock market volatility in USA leads to decrease in GDP growth rate (Roel &
Massimo, 2012). Stock markets in developing countries are not fully developed and
liberalized due to which it may not contribute towards economic growth (Taylor,

1980)

This study may be a better attempt to highlight the gap of existing studies with
the aim to consclidate more nuanced and sophisticated literature on the role of

banking sector and stock market development in economic growth in Asia. After
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covering the latest financial data, this study provides new insight on the impact of

banking sector and stock market development on economic growth in Asia,

This study may contribute to examine the relationship of stock markets of
Asian countries in order to check whether one country stock market have any impact
on the stock market of other country as to see whether internationally integrated stock
markets would be helpful to reduce international risk and to induce investors for
making high return investments. In order to fill this gap, there is need of
comprehensive study on the relationship of banking sector development, stock market

development, and economic growth in Asia.
1.4 Problem Statement

Asia is being considered hub of economics in the World and has significant
share in the world economy with big and flourishing markets of India and China. This
is largest continent of the world comprising 4.427 billion populations approximately
60% of the world population. The economic future of the world depends on the future
of Asia due to which the importance of this study is not negligible as it is the first
attempt to undertake research in the said domain. The continent comprises of
developed, emerging and developing economies. Govermments of the above
aforementioned countries putting a lot of efforts to sustain economies in order to pace

with the rest of the world and to improve social welfare.

Some developing countries with lesser developed urban areas deprived of
basic services due to social instability. Economies suffered in the past from intemal
political disputes, growing population rate, mixed foreign investments, widening of

trade gap between imports and exports which effecting the reserve and deteriorating
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GDP growth. Regimes of some countries like Pakistan, India, China and Bangladesh
are striving now for liberalized economy through privatization of Government
Corporations and attracting the foreign investments in order to decrease in budget
deficit. China is the major economy of Asia possessing world fastest growing

consumer market. It is the largest manufacturing and exporter of goods to the world.

Stock market is a key element of financial system which affects the economic
growth in different ways. Stock markets are specialized in acquiring and
dissemination of information, reducing of cost of mobilizing of savings and
facilitating the investments. Stock market aligned the interests of managers and
owners hence the managers striving for the maximization of the firm value which is
the ultimate purpose of all stakeholders of the firms (Diamond & Verrecchia, 1982;

Jensen & Murphy, 1990}.

Stock market affects on economic growth by providing of liquidity and price
volatility. Stock market provides opportunities to investors for buying / altering the
portfolio through quick and cheap selling in the market. It provides easy access to
corporate sectors for raising capital by issuing of equity. Capital formation /
accumulation are very important channel for economic growth. More capital leads to
catch up the investment opportunities which will bring the technological advancement
and improve the research activities. Liquidity created by the stock market may distort
the economic growth because more investment due to attractive return reduces the
saving rates. Liquidity also creates uncertainty which may enhance the demand for
precautionary savings (Demirguc-Kunt & Levine, 1996, Jensen & Murphy, 1990).

Price volatility is another characteristic of stock market. High volatility in stock and
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share prices may influence the ability of efficient allocation of investment (Keynes,

1936).

Diverse/controversial views and little consensus exist in the literature about
the nexus between banking sector development, stock market development and
growth. Some have views that financial development spurs economic growth (King
and Levine, 1993). In contravention some have views that economic growth spurs
financial development (Ang & Macibbin, 2007, Jang, 1986 ;). views are also exist that
both the sectors spur growth and vice versa (Calderon & Liu, 2003; Demetriades &

Hussein, 1996 ;).

This debate is also controversial in Asia as previous studies showed different
direction of casualties between banking sector development, stock market
development and economic growth. The role of financial intermediaries were well
documented in developed economies of the World like USA, United Kingdom,

Australia, China and India and empirical evidences were found mixed in Asia.
Therefore the study comes up with the problem statement as mentioned below:

“To what extent the banking sector and stock market development affects

economic growth in Asia”.
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1.5 Objectives of the Study

The objectives of this study on the basis of above problem statement are as under:

To examine the role of stock market development in economic growth in Asia.
To examine the role of banking sector development in economic growth in
Asia.

To analyze whether the stock market development causes the economic
growth or economic growth causes stock market development.

To determine whether the banking sector development causes the economic

growth or economic growth causes banking sector development.

1.6 Research Questions

On the basis of above mentioned problem statement, this study aims to answer the

following research questions:

il

iii.

iv.

What is the role of stock market development in economic growth in Asia?
What is the role of banking sector development in economic growth in Asia?
What is the direction of causality between stock market development and
economic growth?

What is the direction of causality between banking sector development and

economic growth?

1.7 Significance of the Study

Role of stock market and banking sector development in economic growth

cannot be overlooked due to its economic importance which is higher than ever.

Efficient financial system contributes economic growth through facilitating the

exchange of goods and services, mobilizing of savings; exertion of corporate control,
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resource altlocation and technological innovation. Technological innovation and
launching of new production process of goods may alter economic growth (Levine,

1997).

Stock market is a part of financial system and promotes economic growth
through improvement in economic activitics. The efficient stock market increases
savings which enhances the capital formation and thus increases economic growth
{Demirguc-Kunt & Levine, 1996). Stock market affects economic growth by
providing of liquidity, price volatility, less expensive trade activities of equities. Morc
liquidity facilitates investment in long term and high return projects which enhance
productivity / economic growth (Levine, 1991). Intemationally integrated stock
markets provides opportunities of risk sharing which induces the investors for shifting
of portfolio from low return project to high return projects thereby enhance

productivity / growth.

Effectiveness of financial sector in promoting economic growth depends on
the structure and level of development of the economy, thus the literature exists with
mixed results regarding relationship between stock market development, banking
sector development and economic growth. Kletzer & Pardhan, (1987) and Beck et.al.
(2002) argued that financial sector development promotes economic growth in more
industrialized economy as compared to agriculture economies. Countries in the early
stages of development can take more benefit from financial development (Mackinnion
& Shaw, 1973). Performance of economies of the countries which have well
developed infrastructure with good legal system and institutional quality are high than
the under developed countries holding weak regulatory system. Individual country

level study are available but no collective study on the role of banking sector and
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stock market development in economic growth of Asian countries available. Its
economic importance has drawn the attention of researchers, policy makers and

financial managers.

Asia comprises developing and emerging economies with different stages of
development. Asia is big continent as per population because 60% of the world
population residing in Asia. Fastest growing economies and largest continental
economy by GDP in the world are situated in Asia. Different levels of development
exist in Asian economies due to its multiple ranges of cultures, environments,
historical ties and Government systems. China and India are undergoing in rapid
growth, industrialization and the fastest growing economies of the world especially in
manufacturing sector, services sectors and consumer products. Asia has accumulated
more than half of the world’s foreign exchange reserves. Set of countries comprising
on the industrialized, manufacturing and agriculture oriented economies are situated

in Asia.
1.7.1 Theoretical significance .

This study examined the relationship of banking sector development, stock
market development and economic growth in the context of eight Asian countries as
there is no existing study collectively available on Pakistan, China, India, Bangladesh,
Srilanka, Malaysia, Indonesia and Thailand. Financial sector and stock markets of one
country may affect on the economy of the other country being similar region /
economic environment. Co integration test will be applied in order to see whether
stock market of one country has any effect on the stock market of other country in

Asia region.
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1.7.2 Practical significance

The practical aspect of this study is to judge the behavior of Asian economies
after analyzing the role of banking sector and stock market development in economic
growth. Furthermore, it aims to indentify whether the policy makers need to
strengthen the financial system for stimulating the economic growth or not. This may

be an endeavor effort to fill this gap / unattended area.

In case of finding a negative relationship between banking sector
development, stock market development and economic growth after analyzing them
in the study, it may draw the attention of the policy makers. The results of the study, if
found any negative aspect, may be alarming and bound to revise/frame the policy for
economic growth. Rules and regulations may be liberalized for financial system

development.

The findings may partially consistent with the previous literature hence the
study may attract to the economists and financial managers for future research.
Results of the study may be useful for international financial managers, policymakers,
economists and governing authorities for bringing improvement in infrastructure,
legal system, institutional quality and financial system. This might open new arena
for researchers of developed and big economies of the World. It may be very helpful
for understanding the saving, investing and managing of risk behavior in Asia. Asian
states may take a benefit from the findings of this study in shape of framing of

economic policies.
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CHAPTER 2

2. LITERATURE REVIEW

The chapter overviews the existing literature on various aspects of impact of
banking sector and stock market development in economic growth. It also reviews the
relevant literature of the selected countries for the study. It also gives account of
literature in detail regarding the role of stock market development in economic growth
in Asian eight countries i.¢. Pakistan, China, India, Bangladesh, Srilanka, Malaysia,

Indonesia and Thailand.
2.1 Financial Intermediation

The researchers, policymakers, academicians and economists focused on the
area of financial development and economic growth in the recent years due to its
importance. Financial system which comprises of financial institutions plays pivotal
rele for brining improvement in economic growth after reinstating the trust of
investors which enhances the savings rates and investment rates in the country. Well-
developed financial markets facilitate the allocation of capital to the corporate sectors
and enable firms for raising capital by enhancing resource allocation which positively
effects economic growth (Beck et al.,, 2000; Wurgler, 2000; Levine, 1997; King &

Levine, 1993).

Financial development contributes to economic growth through transforming
of savings to investments, by increasing social marginal productivity of capital and
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influencing the private savings rates. Financial intermediaries play important role for
converting of savings to investments, increasing of productivity of capital and
formation of saving rates. Financial intermediaries can effectively contribute to

economic growth of any country or region through the following functions.
2.1.1 Funneling Savings to Firms

In process of transforming of savings to firms the financial intermediaries
absorb resources as the difference between the savings of individual / household and
generation of worth of investment, This difference in the shape of charges of services
provides by the financial intermediaries, commission, fee and charges of the agents.
Financial intermediaries have to bear transaction taxes and reserve requirements of
the regulatory bodies etc. Developed financial system reduces the difference of
savings and generation of worth of investment and utilizes this tax revenue and
difference of resources for better private and public consumption which will cause to

enhance economic growth (Roubini, 1991; Martin, 1992),
2.1.2 Improving the Allocation of Capital.

It is another important function of financial intermediaries that to allocate
resources in more needy and high retum projects which creates economic activities.
For allocation of resources in appropriate projects, the financial intermediaries play
role through collection of informatton and (o induce the individual for investment of
productive projects by providing risk sharing portfolio. Informational role of financial
intermediation has strong relationship with the productivity and growth {Greenwood
& Jovanovic, 1990). Financial intermediaries hold more and accurate information
about the investment opportunities and risk rather than individuals. These institutes

share the risk through portfolios and diversification. Allocation of resources in
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appropriate projects leads towards capital growth which accelerates the economic
growth. They also share the liquidity risk, idiosyncratic risk and diversifiable risk of
volatility of assets retumn. Financial intermediaries allocate the funds to high yield
projects in order to avoid the investment waste which occurs due to short liquidity and
converting of funds. Banks / Financial institutes obtain the funds from the savers and
then invest in long run projects which increase the economic growth. Security markets

are also helpful to share the risk by diversification of investment / making portfolios.
2.1.3 Affecting the Saving Rates

Funds from the houscholds / savers are easily available as compared to the
firms. There is difference between interest rate paid to the householders and received
from the firms which is the reason of altering the saving rates. Alteration in saving
rates affects the saving behavior which may reduce savings and thereby growth and

vice versa,
2.1.4 Risk Sharing

Financial intermediaries share both endowment risk and risk due to volatility
of rate of return of assets. First kind of risk shared through insurance companies and
other by the security markets by diversifying the investment in portfolio (Devereux &
smity, 1991). Financial intermediaries increase their income by reducing the rate of
interest of savers due to risk sharing responsibility and same funds invested in profit
oriented projects. Risk sharing actually enhances the savings which will contribute

towards economic growth.
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2.1.5 Household Borrowing

Capital markets receive funds from those household who save and flow these
to the consumer in the shape of consumer credit or mortgage loans. Keeping in view
the demands of the consumers, financial intermediaries increase the saving rates for
saver of funds. Increased saving rates translate to economic growth (Jappelli &
Pagano, 1992). If more funds or consumer credit available then the saving rate will be

decrease, consequently, it will reduce the economic growth.
2.1.6 Interest Rate Affects

Due to financial repression the financial intermediaries offer low interest rates
to the households / individual / firms and widen their gap which will reduce savings
and affects the economic growth. This is an important way of affecting the economic
growth through financial repression (Mackinnon & Shaw, 1973). Hence, alteration of

interest rates has impact on volume of savings.

Banking system is alternate of stock markets for providing of corporate
finance to the firm for issuing of equity. Banking system is in better position to
provide the finance to the corporate sectors at the time of issuing of equity (Diamond,
1984; Stiglitz, 1985). Some evidences were noted from the literature that the
corporate investment does not finance through issues of equity hence there is weak
relationship between stock market development and economic growth (Mayer, 1988;
Fry, 1997; Corbett & Jenkinson, 1994). Increase of stock market volume associated
with the business of banks because investment banks may provide underwriting
services at the time of issuing of equity. Stock market activities are assoctated with
the banking system and vice versa. Stock market development increases the business

of banks so both are go alongside.
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Banking sector raises the efficiency of capital accumulation and then enhances
marginal productivity of capital and saving rates. Increasc in saving rates leads
towards increase in investment rates (Goldsmith, 1969; Mackinnon & Shaw, 1973).
High economic growth in any region or country demands high banking sector
services. Growth in the banking sector services brings positive change in economic
growth. As boom in economic condition requires heavy banking services (Kar et al.,
2011; Odhiambo, 2010; Panopoulou, 2009; Ang & Mckibbin, 2007; Liang & Teng,
2006). An efficient banking system with well-developed financial system and stock
markets provide better financial services which enables an economy to increase its
growth rate (Bencivenga, 1995; King & Levine, 1993 and Esso, 2010). Greenwood
and Jovanovic (1990) and Bencivenga and Smith (1991) presented another model of
financial development in which they stressed that the financial development was a key
factor contributes towards economic growth. Financial development covers both
banking sector development and stock market development. Banking sector
development and Stock market development is very important for economic growth
across the countries as envisaged in the literature (Beck & Levine, 2004; Levine &
Zervos, 1998). Literature provides studies on both aspect of financial development.
Separate and combined studies on both the aspects are availablc in the literature. The
connection between financial development and economic growth has attained
attention of theoretical and empirical researchers since the work of Schumpeter
(1911) and Mackinnon and Shaw (1973). There are numerous works are available in
the literature on the relationship of financial development and economic growth
because of its implications of development policy. Most of empirical evidences have
sought out positive relationship between financial development and economic growth.

Many studies suggest that well developed financial system contributes towards
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economic growth hence more finance leads to more growth {Law & Singh, 2014).
Government restrictions / interventions on banking system affects the process of
financial development and economic growth negatively (King & Levine,1993). On
the other hand the economists / researchers divert their interest because they find
weak or negative relationship between financial development and economic growth.
Number of studies exists in both developed and developing countries with the result
of casual and negative relationship between financial development and economic
growth. Thought of Mckinnon & Shaw and endogenous growth literature concluded
that services provided by the financial intermediartes had considerablc role in
economic growth and suggested that financial intermediation had a positive effect on
steady —state growth (Bencivenga & Smith, 1991, Greenwood & Jovanovic, 1990).
Empirical studies supporting the views of positive impact of financial development on
economic growth exists in the literature such as (Gelb, 1989; Law & Singh, 2014;
King & Levine, 1993). Numbers of studies which found unidirectional / positive
relationship between financial development and economic growth made by (Menyah
et al.,2014; Pradhan, Norman & Nishigaki,2014, Hsueh et al., 2013, Bojanic,2012,
Cheng,2010, Naceur & Ghanzouani ,2007 ; Bencivenga & Smith,1991). According to
their views banking sector development contributes to economic growth through two
channels: by increasing capital formation and raising of saving and investment rate.
This may be called as supply leading views. Other views exist as financial
development does not contribute to economic growth but financial development
follows the economic growth is demand following view. When economic activities
increase then the demand of financial services also increases {(Robinson, 1952).
Empirical evidences in favor of demand following views are available as Kar et al.,
(2011); Odhiambo, (2010); Demetriades & Luintel (1996); Ireland (1994). They argue
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as the economy creates, more demand for banking services which leads towards
growth of these services whereas the some researchers recommend that the direction
of relationship finance and growth needs more analysis with sophisticated statistical
techniques to uncarth the exact direction of relationship between financial
development and economic growth (Rufael, 2009; Chang, 2009; Ahmed & Ansari,

1998; Al-Yousaf, 2002; Demetriades & Luintel, 1996).

Financial development covers the banking sector development and stock
market development. Second part of the financial system is stock / financial market.
Many studies on direction of causality between stock market development and
economic growth also exists in the literature. An analysis on the role of stock market
in economic growth is done by Cho (1986) who stresses that banking sector cannot
work efficiently without stock markets. Role of stock market in economic growth
investigated more recently by (Adenuga, 2010; Boubakari & Jin, 2010; Carp, 2012;
Kolapo & Adaramola, 2012; Ngare et al., 2014). They support the views that the
causality between stock market development and economic growth exists. As stock
market development has positive effect on economic growth. Countries with stock
market tend to grow faster as compared to countries without stock markets.
Developed countries with developed stock markets tend to grow less fast than to
developing countries stock markets (Ngare et al., 2014). Other studies on the
unidirectional causality from econ?mic growth to stock market development have
presented (Kar et al., 2011; Panopoulow, 2009, Odhiambo, 2008; Liang & Teng,
2006). In which they support that the economic growth attracts to the investors for
better and short span of investment opportunities. Due to mixed results of the various

studies literature demonstrates that there is need of more research in the area of
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relationship between stock market development and economic growth as the existing

literature does not provide the definitive answer (Rashid, 2008; Cheng, 2012).

This study examines the nexus between banking sector development; stock
market development and economic growth in eight Asian economies such as Pakistan,
Bangladesh, China, India, Indonesia, Malaysia, Sri Lanka, and Thailand. This study
defines financial development as both banking sector and stock market development
and studies their impact on economic growth along with other macroeconomic

variables.
2.2 Stock Market Development

Stock market development defines as the process of improvement in quantity,
quality and efficiency of services. Many activities involved in the process of
providing of stock market services. It can be measured through Market Capitalization
and Stock traded turnover ratio. Sound institutional framework and infrastructure
development contributes towards the development of stock market (Chinns & Ito,
2006). Investment and capital flows are the determinants of the development of stock

market (Levine & Zervos, 1998).

Stock markets are specialized in acquiring and dissemination of information,
reducing of cost of mobilizing of savings and facilitating the investments (Greenwood
& Smith, 1997; Williamson, 1986; Diamond, 1984). It aligned the interests of
corporate sector management and owners, hence the managers striving for
maximization of the firm value which is the ultimate purpose of all stakeholders of the
firms (Diamond & Vermrecchia, 1982; Jensen & Murphy, 1990). Liquidity and price
volatility are the main characteristics of stock market for allocation of investment and
influencing the economic growth.
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2.2.1 Liquidity

Stock market provides opportunities to investors for buying / altering the
portfolio through quick and cheap selling in market. It provides easy access to
corporate sectors for raising capital by issuing of equity. Capital formation /
accumulation are very important’ channel for economic growth. Liquidity and
Volatility are the determinants of Stock markets for influencing the economic growth.
More capital leads to catch up the investment opportunities which will bring the
technological advancement and improve the research activities. Liquidity created by
the stock market may distort the economic growth because more investment due to
attractive return reduces the saving rates. Liquidity also creates uncertainty which
may enhance the demand for precautionary savings (Demirguc-Kunt & Levine, 1996;

Jensen & Murphy, 1990).

2.2.2 Volatility

Price volatility is another characteristic of stock market. High volatility in
stock and share prices may influence the ability of efficient allocation of investment
(Keynes, 1936). Speculators through speculation activities create bubbles in the prices
of the stock of an organization. Up to some degree level, the price volatility is
desirable in the stock market which brings flow of information but excessive level of
volatility may harm the economic growth because it reflects the excess price of stock
than its original / underlying asset (Shiller, 1989). Price volatility brings inefficient
allocation of resources, pressure on interest rates due to uncertainty, effects on the
investments which decreases the economic growth (Federer, 1993; Delong et al.,
1989). Excessive trading also creates barriers for efficient resource allocation (Delong

et al., 1989). Stock market development represents through proxies of Market

29



Capitalization to GDP ratio, the total value of shares traded to GDP ratio and turnover

ratio.

Market capitalization to GDP ratio and Stock traded turnover ratio represent
stock market development. Market capitalization is the share price times the number
of shares outstanding and stock traded turnover ratio is the total value of shares traded

divided by the average market capitalization. Hypothesis of this variable is as under:
Ho  SMD has no effect on economic growth.

H1l  SMD has positive effect on economic growth.
2.3 Banking Sector Development

Improvement in quantity, quality and efficiency of banking services defines as
banking sector development. (Badar & Qarn, 2008; Sauviat et at., 2011; Beck &
Levine, 2004; Levine & Zervos, 1998). Many activities involved in the process of
banking sector development which cannot be measured by single indicator. It may
represent most widely used proxy as Domestic credit provided to the private sectors

by banks.

How the banking sector deveiopment contributes towards economic growth.
There are two aspects of contribution towards economic growth. Banking sector raises
the efficiency of capital allocation and then enhances productivity accordingly.
Banking sector rises saving rates. Increase in saving rates leads towards increase in

investment rates automatically (Goldsmith, 1969; Mackinnon & Shaw, 1973).

High economic growth in any region or country demands high banking sector
services, Growth in the banking sector services brings positive change in economic

growth. As boom in economic condition requires heavy banking services (Liang &
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Teng, 2006; Ang & Mckibbin, 2007; Panopoulou, 2009; Odhiambo, 2010; Kar et al.,

2011).

In this study, banking sector development (BSD) variable represents either the
ratio of M2 to GDP or domestic credit provided to the private sectors by banks % of
GDP. It has assumed that the banking sector development is positively relates with the

economic growth.
Ho BSD has no effect on economic growth.

H2 BSD has positive effect on economic growth.
2.4 Trade Openness / Liberalization

Openness means a free trade where trade system eliminates all trade
distortions. Trade openness is the free exchange of goods and services between
countries / nations for promoting of trade. This is for easing of trade between nations
by removing the tariff and non-tariff barriers i.c. duties, surcharges, licensing rules,

quotas etc.

Trade to GDP ratio is often called trade openness. This ratio also shows that a
country up to which level integrate to the countries of the rest of the world. Through
this, the international transaction level can be measured with the relative level of
domestic transactions. Total value of trade is aggregation of exports and imports of
goods and services of a country. It is simple average of total value of trade relative to
the gross domestic product is called the trade openness. The value of trade of goods
and services of a country indicated the integration level of the economy with the
international economy. It is worthwhile to note that the size of the volume of trade not

only indicates the level of integration but all other factors like geography , history ,
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trade policy, structure of the economy are to be focused in order to see the level of
integration. Small countries are attached with the other countries with regard to the
imports from them for satisfying the need of the country rather than big countries. The
ratio of the small countries may be higher than the larger countries as they have link

with the world due to their needs of imports,

Diverse views of scholars exist whether the trade openness is associated with
the economic growth positively or negatively. Some views support the positive
relationship between trade openness and economic growth, Rodrik, (1999) stated that
the earlier studies are documented the advantages of import substitutions policies are
overstated. Mixed views reveal that the trade restrictions may increase or decrease the
economic growth. (Romer, 1990; Grossman & Helpman, 1990; Matsumyama, 1992).
It depends upon the trading partner. If economic structure, policies, regulations and
infrastructure of trading partner are different then the desired results of economic
growth may not achieved. Trade openness may affect the country’s growth by
enhancing physical and capital accumulation and productivity. International trade
brings heavy flow of capital which affects the capital, physical accumulation and
growth through technological advancement. Some evidences found by the researchers
that the capital accumulation is not the primary source of economic growth but the
trade openness more relevant with the growth (Klenow & Rodirguez, 1997; Frankel &
Romer, 1999). Romer, 1990 descriBe that the productivity can be enhanced through
international trade because it brings the variety of products. Product variety activates
the Research and Development department of any country for coping the
requirements of shaping and design of product. Latest technology is necessary for
manufacturing new products and rules & regulations are also required for patent

holders. All these activities affect the per capita growth. It is worthwhile to note that
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some studies examined the relationship between volume of trade and economic
growth. Although the trade volume have impact on economic growth but the
relationship between trade policies / openness is very important and having profound

effect on economic growth.

Researchers examined trade openness with different measures as they used
index of tariff and non-tariff barriers. Trade (aggregate of exports and imports) shares
in GDP, (Harrison, 1996). Some measures the affect of trade on income (Frankel &
Romer, 1999).Anderson and Neary, (1992) have developed a restrictiveness index
after incorporating all tariff and non-tariff barriers. This study used trade openness as
macroeconomic variable (control variable). It has assumed in view of literature that

the trade openness has positive relationship with the economic growth.

Researchers examined trade openness with different measures as they used
index of tariff and non-tariff barriers. Trade (aggregate of exports and imports) shares
in GDP (Harrison, 1996). Some measures the effects of trade on income (Frankel &
Romer, 1999).Anderson and Neary (1992) have developed a restrictiveness index
after incorporating all tariff and non-tariff barriers. This study used trade openness as
macroeconomic variable (control variable). It is proposed that the trade has positive

relationship with the economic growth.
Ho  Trade openness has no effect on economic growth.

H3  Trade openness has positive effect on economic growth.
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domain of economic growth. Eggoh and Khan (2014) studied the relationship of
inflation and economic growth. The results of their study show the different threshold

level of inflation as per high, middle and low income countries.

Thanh (2015) examined the effects of inflation on growth in the ASEAN-5
countries by using panel data for the period 1980-2011. He found that the
relationship between inflation and growth was nonlinear. Estimated threshold of
inflation rate for 5 ASEAN countries is 7.84% which is higher than the value of
5.43% as examined earlier by Vinayagathasan, 2013. This threshold level of inflation
is lower than the findings of other studies done on developing countries. The reason
of low level of threshold is that the ASEAN countries economy has stable and high
economic growth and has adopted policy for keeping the inflation rate low and stable.
He further found that the central bank could improve economic growth by reducing
inflation rate when it was above than 7.84%. Government should coordinate in the
region the monetary, fiscal and exchange rate policies. In this study, it had assumed in

view of literature that the inflation has negative relation with the economic growth.
Ho  Inflation has no effect on economic growth,

H4 Inflation has negative effect on economic growth.
2.6 Government Consumption

Use of national accounts income for purchase of goods and services in order to
satisfy the individual is needed and for collective member of the society. It refers to
the goods and services produced in the economy and consumption of these for
fulfilling the needs of education, health and defense. Government provides goods and
services to the public for education, health and infrastructure and for improvement of

regulatory framework are important factors for economic growth. There are mixed
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arguments supported with empirical results found in the literature as some view that
the government expenditure positively affects economic growth and some reported
negative effects on economic growth. Hansson and Henrekson, 1994 studied the
effects of government consumption on growth. The result shows that government
transfers, consumption, total outlays and educational expenditure have positive effects
on economic growth whereas investment has no effects on growth. Barroo, 1990
stated that unproductive government expenditure negatively related with the growth
of GDP but the productive government expenditure relation with the growth are
spurious because it depends upon the behavior of the government and ratio of the
expenditure. Government expenditure on infrastructure has positive effects on
economic growth and negative effects on growth observed if government makes
expenditure only for consumption of goods and services (Lindh & Ohlsson, 1997).
Study of Heliciouglu, 2003 found no causal relationship between government
expenditure and growth / GDP per capita. A recent study conducted by Shin et al., in
the year 2010 applied a granger causality test on the sample of 182 countries.
Findings of the study revealed tl;at government spending and economic growth
caused each other. Role of government in economic growth cannot be overlooked.
They found that developing / less developed countries generally had weak

institutional framework which led towards destructive economic growth. This study

hypothesize that government consumption has negative effects on economic growth,
Ho  Government Consumption has no effect on economic growth.

H5  Government Consumption has negative effect on economic growth.
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2.7 Primary School Enrollment / Human Capital

Individuals with skill, knowledge and different abilities which acquire
throughout their life denotes as human capital (Laroche and Merette, 1999). The
improvement in schooling plays central role of Development strategies of different
countries. Developing countries, data show that they are increasing growth after
attaining the improvement in schooling. Intemational organizations also gained the
various development objectives through schooling. As this becomes policy for growth
and development hence the various researchers felt need to investigate the role of
human capital in economic growth and development. Policy and research literature
show the measurement of human capital through attainment of schooling. Mixed
evidence available in the literature whether the human capital increases or decreases
the economic growth and some evidence found that the cognitive skills influenced the
role of human capital on economic growth. Impacts of human capital become strong
when school quality is under consideration. Skills of individuals also refer to the
economics of war and of immigration (Petty, 1676). Specialization in labor dominated
the ideas of human capital (Smith, 1979). In this study the secondary school
enrolment has been taken as proxy for human capital formation. This study
hypothesize that secondary school enrollment rate has positive relation with the

economic growth.
Ho  PSE/Human capital has no effect on economic growth.

H6  PSE/Human capital has positive effect on economic growth.
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2.8 Gross Fixed Capital Formation /Investment

Investment” refers to net capital accumulation during annual national
accounting period. Gross fixed capital formation known as gross domestic investment
comprising of land improvement, purchase of plant & machinery and equipments,
construction of roads, railways, schools, offices, commercial & industrial buildings. It

is source of creation of resources that is being used to produce other goods.

It is generally accepted that the capital formation / investment is
interconnected with economic growth / GDP. GDP growth is higher for those
countries which have relatively higher investment World Bank (1989). Barro (1991}
discusses various dimensions of the investment with reference to economic growth as
investment in infrastructure is important for less developed countries. Infrastructure
directly influences the productive activities of the economy as it provides the
opportunities for the producers to use modern technology. Investment in education
and training produces more skillful human capital. Investment in agriculture extension
and research improves the scientific research method. Investment in human capital
raises efficiency and productivity which in turn increases the economic growth.
Investment is key determinant for ecqnomic development and growth (Chrinko, 1993;
Caballero, 1999). It can be found from the literature about both positive and negative
impact of investment on growth, Blejer and Khan, 1984 argued that public capital has
significant impact for contributing economic growth. This study hypothesized that the
Gross fixed capital formation / Investment has positive impact on economic growth

and vice versa.
Ho Investment has negative effect on economic growth.

H7  Investment has positive effect on  economic  growth
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2.9 Conceptual Framework /Model

Figurel:
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CHAPTER 3

3. DATA AND METHODOLOGY
This chapter provides the ;letail of variables used in this study and the
methodology applied to analyze the data. In this study secondary data used which was
collected from data base of World Bank. Secondary data analysis provides cost
effective way of answering aforementioned research questions. EVIEW Software

package and STATA has been used for analysis of long period panel data.
3.1 Population

Population pertains to the Secondary data of 8 Asian economies comprising of

Pakistan, Bangladesh, China, India, Indonesia, Malaysia, Sri Lanka, and Thailand.
3.2 Data

Annual data covering the period from 1990 to 2015 of eight Asian Countries
i.e Pakistan, Bangladesh, China, India, Indonesia, Malaysia, Sri Lanka, Thailand has
been used for exploring the impact of banking sector and stock market development
on economic growth. Data source is the World Development Indicator database of

World Bank.,
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3.3 Variables

The variables used in this study are banking sector development {BSD), stock
market development (SMD), economic growth annual% (GDP per capita) and set of
five other macroeconomic variables namely Gross fixed capital formation /
investment to GDP ratio, Primary school enrolment rate / human capital formation,
trade openness, Government consumption/expenditure to GDP and inflation on
consumer price index. Most relevant and appropriate proxies of variables namely Real
GDP per capita annual growth, domestic credit provided to the private sectors by
banks % of GDP and this variable represent the banking sector development (BSD),
Market capitalization of domestic listed companies % of GDP and this variable
represents the stock market development (SMD), Gross fixed capital formation /
investment % of GDP, Primary school enrolment rate/ human capital formation, trade
openness, Government consumption to GDP and inflation have been used in the

study.

Real GDP per capita is the proxy of level of development / growth, Inflation
of consumer price index rate shows macro-economic instability and expected to relate
with economic growth negatively. Gross primary school enrolment measures the
human capital formation. Gross fixed capital formation / investment to GDP ratio is a
measure of the share of investment in GDP. Government consumption to GDP
measures the crowding out in respect of government expenditure. Trade openness
measures the extent to which a country is integrated in respect of trade activities with
the rest of the world. Domestic credit provided to the private sectors by banks as % of
GDP is a proxy of banking sector development. Market capitalization to GDP

represents the Stock Market Development (SMD),
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3.3.1 Variable Description Table

Variable Description of Symbol Source
symbol
GDPPC Real GDP per Capita represents growth rate. World
Yeit Bank,
WDI
Ygit-1 Lagged of real GDP per capital / growth rate. World
Bank,
WDI
I Inflation of consumer price index rate is an indicator of World
macroeconomic instability and expected to relate with the Bank,
growth negatively. WDI
PSE Gross Primary school enrolment rate used as proxy of World
human capital formation. Bank,
WDI
INV [nvestment to GDP ratio is a proxy of gross fixed capital World
formation. Bank,
WDI
GCN Government consumption to GDP which measures the World
increase in government spending and reduction of private Bank,
investment. WDl
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TO Trade openness which measures the extent to which a World
country is integrated in respect of trade activities with the Bank,
rest of the world. WDI
BCP Banking sector development variable represents by World
domestic credit provided by the banks to private sector % Bank,
of GDP WDI
MC Market capitalization of domestic listed companies’ % of World
GDP is the indicator of Stock Market Development Bank,
(SMD). WDI

£ erTor term

3.4 Methodology

The following techniques / methodology have been used in order to see the

impact of banking sector development, stock market development on economic

growth in Asia:

Panel data analysis techniques used for arriving the results and supporting the

theory /literature. Panel data is a combination of time series and cross sectional data,

It considers better than other approaches / techniques of data. It eliminates the
problem of estimation bias, generate more precise and accurate predictions, providing
information on appropriate level of aggregation, simplifying inferential procedures of

cross section and time series data. It is more realistic model for finance and economic

variables
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Descriptive statistics

Correlation analysis

Stationary / Unit Root Test

Panel Regression / Growth Model

Fixed effects estimation / model

Random Effects estimation / model

Hausman test.

Two stage least square model (2SLS) regression analysis

Granger Causality Test
3.4.1 Descriptive Statisties

Descriptive statistics test applied in E.Views software on annual data of all
variables of pooled eight countries collectively i.¢ Pakistan, China, India, Bangladesh,
Srilanka, Malaysia, Indonesia and Thailand. This analysis shows data in summarize
form, more meaningful way and simplify the interpretation of data. It measures data
in central tendency, variability or dispersion form. Descriptive statistics is necessary
because it is very hard to make analysis on raw data. Descriptive statistics has
described in panel form of all variables and countries and each country separately for

making prudent analysis.

3.4.2 Correlation Analysis

Correlation analysis shows that how strongly variables are related with one
another. Correlation can tell the variation among the variables of all the sample

countries in panel. The result of the correlation is called the correlation coefficient and
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we denote as “r”. it ranges from -1 to +1. If correlation coefficient is close te zero “0”
it means there is no relationship between the variables. If correlation coefficient *“r” is
positive it shows similar direction of variables positively means one variable gets
increasing and other also increasing. If r is negative it means there is inverse
relationship between variables. One is going on larger side and the other is on smaller
side. The result of the correlation normally squared for easy understanding. When we
squared, it gives result in percentage. It simply indicates relationship among the

variables not causal relation of the variables,

3.4.3 Panel Unit Root Test

Non stationary variables make the result of regression spurious. There should
be stationary in variable and standard assumptions for the model. For checking of
series whether these are stationary or non-stationary, unit root test applied. In this
study Levin-Lin—Chu and Im—Pesaran—Shin (2003) test has been applied for checking

of unit root.
3.4.4 Panel Regression / Growth Model

This study followed panel regression / standard growth model which has
already been used by the Baroo (1990, 1991). In panel data regression model, the time
and space combined together. If all the variables observed in each time / year is called
balanced panel. If the numbers of observations are different across all cross sectional
units and the observation may not take in all years is called unbalanced panel. [n this
study balance panel has been used because the time series observations are same of all

the countries. Equation form is as under:
Yie = B1+ B2 Xip + - + BaXnie + Wi
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In the above panel equation Y is the dependent variable and X is the
independent variable. B represents the change in variable and i represents the cross
sections and t denotes to the time period.  Financial development and
macroeconomics variables have filled in the panel regression equation / standard

growth mode! as below:

GDPPCiy=a+f1Yy 1+ B8 i+ B3 PSEy+ B4 INV, + Bs CONy + B, TO;,

+ B7MCy + BgBCP, + €y

Fixed effects and random ecffects model applied to analyze this type of panel data on

the basis of growth model.
3.4.5 Fixed effect model / estimation

Fixed effect model / estimation controls all time invariant differences between
individual so the coefficient estimated under this model are not biased due to omitted
time invariant (constant or not vary) characteristics. The purpose of this model is to
study the reason of changes entity. Time invariant characters do not change within a
person / entity. Change in dependent variable occurs due to influences / factors other

than these fixed characteristics in model.

This model equation can be presented as under:

Yiecar px+u

a is the intercept

Yit is the dependent variable with the time and entity effects
Bxit change of independent variable

Uit is the error term
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3.4.6 Random effects estimation / model

Random effects model / estimation differs with fixed effects model as
variation to be random across the entities and uncorrelated with the independent
variables included in the model. If there is chance of differences across entities have
influence on dependent variables then one should choose random effects model. Error
term of entity not correlated with the independent variable and let allow the time
invariant to play as independent variables. In this model you have to specify those
characteristics which may or may not affect the independent variables. There may be
omitted variable bias in the model due to non-availability of some variables. The

equation of random effects model as under;

Yit=a+ BX i+ e,

Uit is the between entity error

€;; Within entity error

3.4.7 Two Stage Least Squares (2SLS) Regression Analysis

This is statistical technique which is extension of the OLS method. It is used
when the dependent variable’s error terms are correlated with the independent
variables. It may be used when there are loops in the model and gives spurious result.
This approach / model based on the various assumptions as the error term should be
normally distributed, outlier (s} is removed from the data, observations should be
independent of each other and the error variance of all the variables should be equal.
Under this mode! a problematic causal variable is replaced with the new / substitute
variable in the first stage of analysis. An instrument variable (Z) is used to create new

variable by replacing the problematic variable. After creating a new variable then this
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new variable should be fitted in the existing OLS / Fixed effects / Random effects for
response of interest. An instrumental variable is uncorrelated with the disturbance
term / error term but is correlated with the X which is problematic variable. In
equation form of a single instrument as under:

Yi= B+ B X; + &
2SLS has two stages / two regressions first isolate the part of X that is uncorrelated

with the error term. Regress X on Z (Instrumental Variable)

Xi=0,+0.Z; +V,
Then compute the predicted values of Xi as X"i
Replace the Xi as X"i this will your newly created variable which will be used in your

regression of interest.
Y; =Bo+ 5 X +¢
3.4.8 Granger Causality Test

Granger causality test is a statistical concept of causality. Under this test the
direction of causality can be checked between variables. If one variable cause to
another variable means history of one variable can explain variation in another
variable. In another ways we can say the past values of the X variable can predict the
variation in Y variable. In this study, it has to be checked whether the past history of
economic growth is able to explain the stock market development or the past history
of stock market development is able to explain the variation in economic growth.
Similarly the past history of banking sector development may explain the variation in
economic growth or past history of economic growth may explain the variation in

banking sector development. In this study it has to be analyzed whether the stock
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market development causes the economic growth or economic growth causes stock
market development and whether the banking sector development causes the
economic growth or economic growth causes banking sector development. This may

state as in equation form:

, .
Ygi: =B 2 Ygi + a; 2 BCPy +v;,
T -1

T T
BCP. = f; D Ygie+a ) BCP + vy,
T-1 T-1

T T
Ygi: = B2 z Ygi: +a E MCi +v;,
-1 -1

T T
MG, =8, Z Ygir + @; 2 MCy + vy,
=1 -1

Where Yg is the growth of real GDP per Capital BCP is the proxy of Domestic credit
provided to the private sector by banks as % of GDP and MC is the proxy of Market

Capitalization which denotes to the stock market development.

49



CHAPTER NO 4

4. RESULTS AND DISCUSSION

This chapter provides results after following the research questions set for the
study and by applying the various techniques / methodology as enlisted in the

previous chapter. Results and discussions of all these tests are given as under:
4.1 Descriptive Stafistics

This test applied through E views on annual observations / data of GDP per
capita, Domestic credit to private sector by banks (% of GDP), Market capitalization
of domestic listed companies (% of GDP), Trade (% of GDP), Gross fixed capital
formation (% of GDP), Gross Primary School enrollment rate, General government
final consumption / expenditure (% of GDP) and Inflation as consumer price index
(annwal %) of eight Asian e¢conomies as Pakistan, Bangladesh, China, India,
Indonesia, Malaysia, Sri Lanka, Thailand. Descriptive statistics analysis done in two
ways as firstly for sample economies of all variables in combined / panel form and

then country wide. Results thereof are given below in Table 1 & 2 respectively:
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between trade and market capitalization and 0.64 between trade and domestic credit to
private sectors by banks. 0.60 between investment and credit to private sector. The

result also shows that there is no linear relationship between explanatory variables.

4.3 Panel Unit Root Test

'The Levin—Lin~Chu and Im—Pesaran—Shin (2003) tests have been applied for
checking of stationary of the data. ﬁ(;th the test applied on all the variables one by one
and the result thereof presented in the below mentioned table 4. Both test applied on
each variable one by one for checking unit root. T statistics and probability value are
presented in the above table. In the result, the p value found less than 0.05 which
indicates the rejection of null hypothesis, Null hypothesis is that there is unit root in
the series which is rejected and alternate hypothesis accepted as there is no unit root
in series of most of the variables at first difference. Hence, the series of all variables

found stationary at first difference.
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Panel Unit Root Test Result

Table 4: Levin, Lin & Chu

Name of variable

LEVEL

IST DIFFERENCE

Statistic

Prob.*

Statistic

Prob.*™

GDP per capita
growih (annuel %)

£.245

0.000

-14.025

0.000

Domestic credit to
private sector by
banks (% of GDP}

1.156

0.878

-7.240

0.000

General government
final consumption
expenditure (% of

GDP)

-1.434

0.075

-9.517

0.000

Gross fixed capital
formatlon (% of
GDP)

-2.552

0.005

6684

0.000

Market
capitalization of
domestic listed

companies listed
tompanies (% of
GDP)

-5.430

0.000

-14.725

0.000

Primary School
enrollment {%
gross}

1.16354

0.877

-8.812

0.000

Trade {% of GDP}

-0.988

0.158

-13.427

0.000

Inflation, consumer
price index (annual
Yo)

-5.698

0.000

0.000

Prob** Pvalue <0.05
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Table 5: Im, Pesaran and Shin

Name of variable

LEYEL

IST DIFFERENCE

Statistic

Prob.*

Statistic Prab.™

GDP per capita
growth (annual %)

-5.935

0.000

-13.836 0.000

Domestic credit to
private sector by
banks (% of GDP)

1.853

0.850

-£.876 0.000

General government
final consumption
expenditure (% of

GDP)

-1.637

0.082

-9.302 0.000

Gross fixed capital
formation (% of
GDP)

-0.871

0.191

-7.353 0.000

Market
capitalization of
domestic listed

companies listed
companiés (% of
GDP)

-3.869

0.000

-14.550 0.000

Primary School
enrollment (%
gross)

1.94278

0.974

-13.961 0.000

Trade (% of GDP}

0.32543

0.827

-11.614 0.000

Inflation, consumer
price index (annual
%)

5.80594

0.000

-14.432 0.000

Prob** Pvalue <0.05
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4.4 Fixed effect model / estimation

At first the fixed effects model has been applied. 1t has been tested in the
situation that cross sections or entity is fixed effects, time fixed effects by combining
both the situation. The fixed effects estimation result on full sample variables are

reported in table 6.

Table 6: Fixed Effects Estimation

Variables Coeflicients Std. Error t-statistics Prob.

C -4,029760 3.174787 -1.2693. . «.20589

BCP -0.073685 0.013339 -5.524214 0.0000

GCN 0.114787 0.114818 0999733 0.3187

INFCP -0.001625 0.046925 -0.034637 0.9724

INV 0.251416 0.043081 5835834 0.0000

MC 0.016732 0.007189 2.327507 0.0210

PSE 0.048764 0.023679 2.059413 0.0408

TO -0.011308 0.012023 -0.940500 0.3481

Adjusted R-

squared 0.484202
F-statistic 14.88001
Prob{F-statistic) ~ 79000

BCP= Domestic credit provided to the private sector by banks, GCN= Government consumplion / expenditure,INFCP=InMation
on consumer prce indeX,INV= (ross capial formation as percentage of GDP,MC= Market Capitalization of domestic lisied

companies, PSE=Primary School Enrollment {Gross) %, TO= Trade cpenness % of GDP

As per result of Table 6, estimated coefficients of the investment, Market
Capitalization of domestic listed companies and Gross Primary School Enrollment of
both the sexes found positive and significant at 5% level because the probability is
less than 0.05. Thus, it suggests that gross investment, market capitalization and
primary school enrollment represents the human capital have positive impact on
economic growth of Asian countries. Above table shows significant impact with
negative sign of coefficient of BCP which represents the Domestic credit provided to
private sectors by banks. It indicates credit supply / loaning to the private sectors
negatively relates to the economic growth. Inflation on consumer price index (INFCP)

and Trade openness (TO) having negative sign of coefficient but not significant. This
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study already assumed that the inflation is harmful for economic growth however the
result not found significant. Trade openness (TO) also negatively relate to economic
growth. Scrutiny of the data revealed that most of the sample countries imports are

more than the exports.
4.5 Random effects estimation / model

Table 7 presents the results of random effects estimation.

Table 7: Random Effects Estimation

Variables Coefficients Std. Error t-statistics Prob.
c -7.950425 2.536162 -3.13482, 0.0020
BCP -0.046721 0.011355 -4.114512 0.0001
GCN 0.255641 0.094648 2.700962 0.0075
INFCP -0.020124 0.047801 -0.420991 0.6742
INV 0.262327 0.041385 6.338677 0.0000
MC 0.013923 0.006738 2.066271 0.0401
PSE 0.054171 0.021495 2.520163 0.0125
TO -0.008455 0.009342 -0.905049 0.3665
R-squared 0.297748
Adjusted R-
squared 0.2731689
F-statistic 17.06710
Prob{F-stat*-“ " 0.000000 .

BCP= Domestic credit provided to the privale sector by banks, GCN= Government consumption / expenditure INFCP=Infation
on gonsumer price index, INY= Gross capilal formation as percentage of GDP,MC= Market Capitalization of domesuc listed
companies, PSE=Primary School Enrollment (Gross) %, TO= Trade openness % of GDP.

The result of random effects model is reported in table 7 which is similar as in
fixed effects estimation result with slight differences of probability / significance level

but overall impact of variables on economic growth as same in fixed effects model so

Hausman test applied for selection of model which result reported in below table
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Corretated Random Effects - Hausman Test

Table 8: Period random effects test comparisons:

Variable Fixed Random Var(Diff.) Prob.
BCP -0.073685 -0.046721 0.000049 0.0001

GCN 0.114787 0.255641 0.004225 0.0302
INFCP -0.001625 -0.020124 -0.000083 NA

INV 0.251416 0.262327 0.000143 0.3620

MC 0.016732 0.013923 0.000006 0.2621

PSE 0.048764 0.054171 0.000099 0.5862

TO -0.011308 -0.008455 0.000057 0.7062

Chi-8q. Statistic 7
1.0000
Prob.

BCP= Domeslic credit provided to the privale sector by banks, GCN= Government consumption / expenditure, INFCP=InMation
on consumer price index,INV= Gross capital formation as percentage of GDP,MC= Market Capiulization of domestic listed
companies, PSE=Primary School Enrollment {Gross) %, TO= Trade openness % of GDP.

Hausman test has been made for comparison of fixed eflects and random
effects model. In above table: 8 results indicate that P-value of the Hausman test is
1.0000 which is not significant. Thus, the null hypothesis accepted as random effect is

appropriate and alternate hypothesis rejected as “fixed effect model is appropriate”.
4.6 T'wo Stage Least Square Model/ Regression Analysis

Domestic credit provided to private sector by banks (BCP) shows negative coefTicient
in the result of fixed effects / random effects estimation which means supply of credit
to private sector not positively impact to economic growth which is contrary to the
theory / literature. In the above section it has been mentioned that 2SL.S approach is
used when the dependent variable’s error terms are correlated with the independent
variables. Where at least one of the explanatory variable is endogenous or jointly
determined with the dependent variables. This endogenity factors due to omission or
error in variables do affects / cause econometric analysis and simple OLS is not
capable to capture these endogenity factors. Keeping in view the situation the 2SLS
approach used in order to cover the endogenity of one explanatory variable i.e BCP
which result was found suspicious in fixed / random effects estimation. For this

purpose another explanatory variable of Investment (INV) used as instrumental
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Results of 2SLS depicts domestic credit to private sectors by banks (BCP),
Market Capitalization of domestic listed companies (MC), Gross primary School
Enrollment of both sexes (PSE) are highly significant with positive coefficient. Main /
interest variables of this study is BCP which represents the banking sector
development and MC represents the stock market development both have positive
impact on economic growth in consistent with the theory / literature and our

hypothesis.

Whereas the trade openness found significant with negative coefficient which
indicates negative impact on economic growth. The reason of this is that all the
sample countries of Asia comprising on middle income level and the net trade in
goods and services found negative except China and Malaysia. Volume of Imports is

excess than exports of sample countries except China and Malaysia.

4.7  Granger Causality Test

In order to see whether the stock market development causes the economic
growth or economic growth causes. stock market development as envisaged in third
objective of the study, the pairwise granger causality test applied in Evicw softwarc

which result is as under:

Null Hypothesis: Obs  F-Statistic Prob.
MC does not Granger Cause GDP 160 7.90524 2.E-07
GDP does not Granger Cause MC 3.80849 0.0015

GDP= Gross Domestic Preduct Per Capita Growth Annual %, BCP= Domeslic credit provided 1o the private scctor by banks

As per above result the probability value less than 0.05 of second hypothesis due to
which the null hypothesis as “GDP does not granger cause MC” rejected and the

alternate hypothesis as GDP does granger cause MC accepted. It reflects that in
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sample Asian countries economic growth causes to stock market development

sl

whereas the stock market development does not cause economic growth.

Similarly for fulfilling of fourth objective of the study as to determine whether the
banking sector development causes the economic growth or economic growth causes

banking sector development. The result of causality test is reported as under:

Null Hypothesis: Obs  F-Statistic Prob.
BCP does not Granger Cause GDP 144 2.79511 0.0070
GDP does not Granger Cause BCP 572079 3.E-06

GDP= Gross Domestic Product Per Capita Growth Annual %, BCP= Domestic credit provided to the private sector by banks

On the basis of above result, the first hypothesis rejected being significance and
alternate hypothesis accepted as the .domestic credit o private sectors provided by the
banks (BCP) does cause economic growth. The study finds that the history of supply
of credit to private sectors explains the variation in economic growth positively in the

sample Asian countries.
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CHAPTER 5

5.  CONCLUSION AND RECOMMENDATIONS

This study explores the impact of Banking sector and Stock Market
development on economic growth in 8 Asian economies comprising of Pakistan,
Bangladesh, China, India, Indonesia, Malaysia, Sri Lanka, Thailand. This chapter
provides conclusion of the thesis after analyzing the economic data for the period

1990 to 2015.
5.1 Conclusion

The role of banking sector and stock market development in economic growth
has been empirically investigated. To test this relationship, a sample of eight Asian
economies of Pakistan, Bangladesh, China, India, Indonesia, Malaysia, Sri Lanka,
Thailand have been selected. Panel data techniques comprising on fixed / random
effects estimation and 2SLS model applied. Granger causality test also applied in
order to see the direction of causality between economic growth and financial
development. Annual data includes eight cross sections covering period from 1990 to
2015 obtained from data source of world development bank. Before performing the
investigation this study applied correlation analysis in order to know the existence of
relationship between variables. Result of correlation analysis show positive
relationship between stock market development and trade openness among Asian

countries economy.
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Appropriate / most relevant indicators of financial development have been
used each measuring one specific service provided by the financial intermediaries in
respect of finance nexus growth relationship. These indicators cover financial
development proxies which widely used by other studies in the literature. Fixed /
random effects estimation and two stage least square regression analysis used to
examine the relationship between banking sector, stock market development and

economic growth.

The results indicate that investment, Market Capitalization of domestic listed
companies and Gross Primary School Enrollment have significant positive impact on
economic growth of sample Asian countries. Our main or interest variables are BCP
and MC which represents the banking sector development and Stock Market
Development. Out of these two one is Domestic credit provided to private sectors by
banks indicates credit supply / loaning to the private sectors negatively relates to the
economic growth in contravention of the theory /literature. Inflation on consumer
price index (INFCP) and Trade openness (TO) having negative sign of coefficient but
not significant. This study assumed that the inflation may or may not affect the
economic growth however the result not found significant. Trade openness (TO) also

negatively relate to economic growth but the result is insignificant.

In order to address the endogenity or data outlier’s problem the further
analysis was conducted by using two stage least square methods. Explanatory variable
of Investment (INV) used as instrumental variable of BCP for creation of new
variable because the past study analysis reveals that the banks willingness to lend is

the key driver of fluctuation in corporate investment (B, J & Carrington, 2012).
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Results of 2SLS depicts domestic credit to private sectors by banks (BCP),
Market Capitalization of domestic listed companies (MC), Gross primary School
Enrollment as proxy of human capital (PSE) are highly significant with positive
coefficient. Whereas the trade openness found significant with negative coefficient
which indicates negative impact on economic growth. The reason of this is that all the
sample countries of Asia comprising on middle income level and the net trade in
goods and services found negative except China and Malaysia. Volume of Imports is
excess than exports of sample countries. Government consumption holds significant

with negative coefficient estimates which adversely affects the economic growth.

The main findings of this study are as one percent change in banking sector
development brings six percent change in GDP / economic growth and one percent
change in stock market development brings two percent change in economic growth
which is less than change brings by banking sector development but we may say
collectively that the financial sector development have significant impact on
economic growth of the eight Asian economies. Human capital accumulation and
investment are the driving factors to economic growth in the region and government

consumption is harmful to economic growth.

Thus therefore this study suggests that gross investment, market capitalization
and credit to private sectors have positive impact on economic growth of eight
selected Asian countries. The main findings of the study on the basis of the resuits
are that banking sector and stock market development contribute towards economic
growth of Asian economies. Economic growth causes to stock market development
and credit to private sectors causes to econoimnic growth. Human capital and

investment is most relevant area for economic growth in the region because these two
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indicators are serving as basis of growth in future. Results of this study are similar to
earlier studies such as Levine and Zervos (1998) and Rousseau and Wachtel (2000)
and Ngare and Misati (2014) who examined stock market development nexus
economic growth and found positive impact of stock market development on
economic growth. The results of the study are also consistent with the result of the
latest study of Pardhan et al., 2014 who examined impact of both banking sector
development and stock market development on economic growth. Although mixed
results exist in the literature, however, this study finds that banking sector
development and stock market development as well as other macroeconomic variables

have significant role for boosting of economic growth of the region.
5.2 Recommendations

In view of the above results / findings it is reccommended that the governments
of Asian economies should focus further development / systemize of stock markets in
their economies for gaining the trust of investors and additional economic growth.
However, policy makers should be vigilant / and rationalize the government
expenditure / consumption with the long term projects which creates more economic
activities along with technological advancement in the region. Mobitization of savings

with proper incentive to savers may serve as basis for productivity.

As the relationship between banking sector development, stock market
development and economic growth in the Asian countries is positive. Governments
of Asian countries should devise policies toward strengthening and developing the
financial sector in the region. Some measures may also be taken such as systemization
of the regulatory authorities for framing reliable regulation and supervision of the

financial system. Strengthening of financial sector will be helpful for promoting
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faster economic growth especially in developing countries of Asia. There is need for
efficient allocation of financial resources and sound financial regulations of the
banking system. Hence, the economies may be able to gain confidence of funds
providers and these resources can be used for increase productivity in the economies.
People should engage in banking and financial transactions by providing access to

banking activities.

Well-developed stock markets being a part of financial development are
necessary for economic growth in Asian countries. Reliable stock market system is
indispensable to ensure the smooth functioning of the financial system and to increase
the productivity of the economy as it is consistent with the views of Levine (1991)

and Ngare (2014).

Government consumption and gross investment in productive / long run
projects are also related macroeconomic development in these Asian countries.
Attracting of foreign direct investment may facilitate for raising of capital in order to
support the financing in stock market and banking sector which will lead to more

economic activities,
3.3 Future Research Direction

In the light of above results, there is need to more studies / research in this
valuable field towards the exact mechanism by which it influences economic growth,
Proxies / indicators of financial development used in the literature may be changed in
further studies keeping in view the educational level whether the masses of countries
prefer to use the finance in informal ways or using services of financial
intermediaries. Future studies that seek to compare Asia with other continent
countries may be made where possible after including data of financial sector,
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The countries of Asia may be increased with combination of developed and
developing economies in order to analyze whether financial development impacts
economic growth or economic growth impacts financial development keeping in view
the comparisons of the financial system of the countries for assessing the overall
economic condition of the whole Asian region being big contributor towards the

world economics.
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