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ABSTRACT 

 

The current study explores the determinants of financial development process in selected countries of South Asian 
Association for Regional Corporation (SARRC) namely, Pakistan, India, Sri Lanka, Nepal and Bangladesh. 
Financial development is measured by financial depth index which is constructed using the Principal Component 
Analysis (PCA). For empirical estimation, fixed effect model is used on panel data from the period of 1994 to 
2012.The empirical findings reveal that inflation has negative effect on financial development and financial 
expansion while economic growth, trade openness, financial openness, secondary school gross enrollment rate, 
foreign direct investment, democracy and rule of law jointly have positive effect on the financial progress in 
SAARC countries. 
KEYWORDS: Financial Depth index, Financial development, SAARC, PCA, Panel Data 

 

INTRODUCTION 

 

The role of financial development in economic growth has gained a considerable importance in recent years. A 
developed financial system includes banking sector, insurance companies, financial markets, market intermediaries, 
institutions and regulatory bodies; all acting as contrivance to achieve sustainable and balanced financial expansion 
and economic growth [56, 48] through efficiently allocating the resources among the savers and investors. While it 
is clear that a positive effect exists between financial depth and economic growth, the questions what determines 
financial development remain imperfectly understood [40]. Given the broad consensus on the substantial role of 
financial development in economic growth, it is imperative to explore the factors that are essential and contribute 
towards financial development. Economists still have an insufficient understanding of what brings about the 
emergence and development of financial markets. It is still an unknown fact that why in various countries having 
similar level of economic growth different financial systems prevail and what accounts for the differences in the 
level of financial development in countries like the SAARC member countries which have almost similar income 
levels and geographic conditions. 
Development economists believed that countries with better financial system can face the global challenges to their 
economy efficiently. For example, [79,34, 63, and 74] found the positive impact of financial development on 
economic growth. Some other economists expressed their skepticism about the role of the financial system on 
economic growth like [17, 64, and 85]. Researchers used different proxies to measure the financial depth such as 
Private Credit to GDP, Liquid Liability to GDP and Stock Market Capitalization to GDP. For instance, [48] 
examined the financial depth in 80 by using the proxies; liquidity liability to GDP, credit to private sector to total 
domestic credit and credit to private sector to GDP. The study found that sophisticated products for tangible and 
intangible investments introduced for private sector increased financial depth hence development. [49] highlighted 
the necessary presence of stock market in financial system. It was observed [31] that inclusion of stock and bond 
markets in financial system effectively, facilitates the funds transfer from banking sector to financial market and 
excess lending to private sector has negative effect on financial development and economic growth [25]. Many 
others have worked on exploring the role of institutional improvement for financial development see [22]. Likewise, 
[70, 71and 9] highlighted the role of political interventions and institutions on financial development. Huang 2010 
explored that improved institutional quality coexisted with GDP and trade openness is responsible for increases in 
financial development at least in the short run and particularly in lower-income countries using a panel of 90 
economies over the period1960–99.  
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When high M2 to GDP and Quasi Money to GDP ratios were used to measure financial depth [24] it not only increased 
the financial development, but also the availability of deposit insurance programs at the same time act as catalyst to rise 
real income, stabilize financial sector and controlling inflation. Seven financial intermediation ratios were used as 
proxies to measure financial depth by [19] and then correlated with saving behavior of people. It was observed that 
inter-temporal saving behavior of people restricted financial development which could be addressed by improving 
saving rate and access of potential savers to bank. While [50] found the non-linear relation between inflation and 
financial depth. The effects of traditional indicators along with institutions, policy and geography factors on financial 
development process were estimated by [41]. The study concluded with that the strong legal system, quality of 
institutions, policy and geography had positive effect on both financial deepening and economic growth. Financial 
deepening index for India and Malaysia was constructed based on two indicators i.e. Private credit to GDP and relative 
money supply to GDP [3] that showed that financial repression policies based on direct credit controls reduced private 
investment both in India and Malaysia. In time series analysis for the period 1970-2008 for Mauritius [79] through 
using two different proxies for financial development found trade openness and financial liberalization are important 
determinants of financial development. In addition, investment rate, per capita and literacy rates were also found 
stimulating financial development while inflation adversely influenced financial development both in the short and long 
run. The study by [1] stressed the prudent monetary policy, manageable credit flows and some limits on exchange rate 
could rise the financial deepening while [32] suggested that the financial products must be aligned with financial needs 
of savers and investors focusing on their ease to access and efficiency features to promote financial development. 
Principal component analysis based on three indicators; private credit to GDP, liquid liabilities to GDP and commercial 
bank assets to central bank assets was used [66 and to compute the financial index and concluded that structural and 
institutional set up are requirements of financial development.  
The present study is an attempt to fill this gap by constructing financial depth Index for the period of 1994 to 2012 
and analyzing the impact of macroeconomic variables on financial development process. The rest of the paper is 
organized as follows: Section 2 provides review of literature; Section 3 describes the methodology used to calculate 
the financial depth Index and analyses the impact of macroeconomic variables on financial depth Index; Section 4 
presents the results and their discussion and final Section 5 concludes the study. 
 

1. MATERIALS AND METHODS 

 

1.1. Data and Variables 

Financial Depth measures the size of the financial sector according to economy size. It includes the size of the 
financial institutions (banks and insurance companies) and financial markets (stock market, bond market and 
derivative market) proportionate to the output of a country. In present study 8 financial development indicators are 
selected (i) Central Bank Assets a share of GDP (ii) Domestic Credit to Private Sector a share of GDP (iii) Liquid 
Liabilities a share of GDP(iv) Domestic Credit provided by the banking sector a share of GDP(v) Total Assets held 
by deposit money banks as a share of GDP (vi) Deposit Money Bank Assets to Deposit Money Bank Assets and 
Central Bank Assets (vii) Gross Claims on Private Sector a share of GDP(viii) Stock Market Capitalization a share 
of GDP. 
1.2. Model Specification 

Following econometric model is used to measures the relationship between the financial development and 
macroeconomic variables:  

it i 1 it 2 it 3 it 4 it 5 it 6 it 7 it 8 it

9 10 it it it

FDEBI CPI FDI TOP SS DEM FO RL GDP

TP DEM RL

= α +β +β +β +β +β +β β +β +

β +β ∗ +µ

i 5 and t 1,2,......,19= =  

 
1.3. Data Sources 

The data for financial development indicators are taken from the IMF's International Financial Statistics (2012) and 
World Bank Development Indicators (2013) World Bank. Data for macroeconomic variables are taken from World 
Bank Development Indicators (2013) World Bank and International Country Risk Guide and 1Marshall and Jaggers, 
(2013) database. The time span to be covered in the study is 1994 to 2012. 
 

 

                                                           
1 Marshall, M. G., Jaggers, K., & Gurr, T. R. (2014). Polity IV Annual Time-Series, 1800–2013. Center for International Development and 

Conflict Management at the University of Maryland College Park. 
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Table.1: Variables used in study and their description 
Variables Description 

FDEPI It is the first principal component of Financial Depth Index, proxy of financial development. 
CPI Consumer Price Index used as the proxy of inflation 
TOP Trade Openness measured by the exports plus imports as percentage of GDP 
SS Secondary school gross enrolment ratio as a percentage of population 

DEM Democracy Index measured the democracy situation in a country ranges from -10 (weak) to +10 (strong) democratic 
situation 

FO Financial openness measured with help of proxy i.e. portfolio investment flows as percentage of GDP 
RL Rule of Law indicator of governance ranges from -2.5 (weak) to 2.5 (strong) governance performance. 

GDP Gross Domestic Product at market prices based on constant 2005 U.S. dollars (logarithmic form). 
TP Total Population (logarithmic form). 

 

2.4 Antecedents of Financial Depth 

Financial Depth measures the size of financial sector according to economy size. It includes the size of financial 
institutions (banks and insurance companies) and financial markets (stock market, bond market and derivative 
market) proportionate to economy output of a country). 
The present study measures the financial depth for selected SAARC countries with indicators i.e. Central Bank 
Assets to GDP (%), Domestic Private Credit (M2) to GDP (%), Liquid Liabilities to GDP (%), Domestic Credit by 
Banking sector (%), Deposit Money Bank assets to GDP (%), Deposit Money Bank Assets to Deposit Money Bank 
Assets and Central Bank Assets (%), Claims on Private Sector (annual growth as % of broad money) and Stock 
Market Capitalization to GDP (%). 
 

Table 2: Description of Indicators used in Financial Depth Index 
Indicators Explanation Reference 

Central Bank Assets to 

GDP (%) 

 “claims on domestic real non financial sector by the 
Central Bank as a share of GDP, calculated by the deflation 
method” [IMF's International Financial Statistics]. 

[Allen 2011, Ausrine Lakstutiene 2008, Siklos 
2010] 
 

Domestic Private Credit 

(M2) to GDP (%) 

refers to financial resources provided to the private sector 
by financial corporations” [World Bank]. 

[King and Levine 1993, Levine and Zervos 1998, 
Demirguc-Kunt and Levine 2008, Huang 2010, 
Antzoulatos 2008, De Gregorio and Guidotti 1995, 
Kulfk 2002, Ngugene and Abimbola 2013] 

Liquid Liabilities to GDP 

(%) 

“the sum of (M0, M1 and M2), plus travelers checks, 
foreign currency time deposits, commercial paper, and 
shares of mutual funds or market funds held by residents” 
[World Bank 2012]. 

[Goldsmith 1969, Levine 1993, Demetriades and 
Hussain 1996, Rousseau and Watchel 1998, Beck 
et al 1999, Huang 2010, Noureen 2010, Saci and 
Holden 2008, Ngugene and Abimbole 2013] 

Domestic Credit by 

banking sector (% of 

GDP)  

Credit extended to the private sector and general 
government & nonfinancial public sector & to banking and 
nonbank institutions and loans to state enterprises but 
excludes credit to the central government [World Bank 
2012]. 

[Baltagi et al., 2007, Law and Demetriades 2006, 
Honhan 2004, Ndikumane 2005, Beck 2008c and 
Cihak 2010]. 

Deposit Money Bank 

assets to GDP (%) 

“Total assets held by deposit money banks as a share of 
GDP” [IFS, 2012]. 

[Hellmannet al., 1996 Levine and Zervos 1998, 
Beck et al 1999, Huang 2010, Noureen 2010] 

Deposit Money Bank 

Assets to Deposit Money 

Bank Assets and Central 

Bank Assets (%) 

“It is the ratio of deposit money bank claims on domestic 
nonfinancial real sector to the sum of deposit money bank 
and Central Bank claims on domestic nonfinancial real 
sector” [IFS,2012]. 

[Hellmannet al., 1996 Levine and Zervos 1998, 
Beck et al 1999, Demirguc-Kunt and Levine 2008, 
Huang 2010, Noureen 2010] 
 

Claims on Private Sector 

(annual growth as % of 

broad money) 

includes “gross credit from the financial system to 
individuals, enterprises, nonfinancial public entities not 
included under net domestic credit, and financial 
institutions not included elsewhere” [World Bank 2012]. 

 

Stock Market 

Capitalization to GDP 

((% of GDP 

 “the value of listed shares divided by GDP” [Standard and 
Poor's Emerging Market Database and World Bank 2012]. 

[Levine and Zervos 1998, Levine 2005, 
Ndikumane 2005, Beck et al., 2000, Huang 2010, 
Hovath and Vasko 2016] 

 
Various studies have used GDP in log form or per capita to manage the wealth effects in economy. It further serves 
as a good indicator of economic and institutional development [51,52,9, 29]. As the situation of democracy is not 
that much consistent in SAARC countries therefore democracy and rule of law index indicating performance and 
control of government were used as separate variables but also in the form of interaction term. 
 

2.5 Econometric Techniques 

The panel regression technique allows examining individual effects time effects or both in order to deal with 
heterogeneity that may or may not be observed. The study has applied fixed effect and random effect models. The 
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fixed effect models have constant slope but intercept term varies across cross-sections. This means that model 
allows for different intercept for each cross-section. These models are appropriate in situation where the specific 
intercept of cross-section may be correlated with one or more regresses. Fixed effect model in its simplified form 
can be written as 

i t i i t i tZ Y= α + β + µ                (2) 

Fixed effect models sometime called least square dummy variable models. For i cross-sections, i-1 dummy variables 
are included to designate the particular country. The use of too many dummy variables increases the size of degree 
of freedom which in turn reduces the power of test statistics. The inclusion of those variables that do not vary within 
cross-sections lead to biased estimation of parameters. 
The major distinction between fixed effect and random effect models is that in random effect models intercept term 
is not constant but is a random parameter which is a function of mean value plus error term. Further, fixed effect 
models assumed that unobserved country specific effects are correlated with observed explanatory variables while in 
random effect models unobserved country specific effects are strictly uncorrelated with observed explanatory 
variables. The model is 

it i 1 1it 2 2it k kit itZ Y Y ........... Y= α +β +β + +β +ε (3) 

it i 1 1it 2 2it k kit i itZ Y Y ........... Y=α +β +β + +β +λ +µ      (4) 

Where itε = i itλ + µ iλ  is now a part of error term. 

Intercept value of an individual cross-section can be expressed as 

it i i 1,2,3,..........,Nα =α+λ =  

The choice of model between fixed effect and random effect is made by applying Hausman test [36]. The fixed 
effect estimates are consistent with both null and alternative hypothesis while random effect estimates are consistent 
with only null hypothesis. Hausman test is based on following test statistics: 

( ) ( )1
FE RE FE RE FE RE 2 5H var( ) var( ) (k)

−′  = β −β β − β β −β χ 
) ) ) ) ) )

 (5) 

Under this test if the null hypothesis is accepted random effect model is efficient and consistent otherwise fixed 
effect model is preferred over random effect model. 
 
Table 3: List of Empirical Literature used Principal Component Analysis to Measure Financial Development 

 

3. RESULTS 

 
The existing literature measures the financial depth by applying various techniques like Weighted Moving Average 
Mean Method [76] Bayesian Averaging Models [41], Financial Composite Index [18, 20] and Principal Component 
Analysis [40 and 67] with purpose to reduce the dimensions of financial development. The present paper employs 
“Principal Component Analysis” to construct Financial Depth Index (FDEPI) for selected SAARC countries. “The 
Principal component analysis (PCA) involves a mathematical procedure that transforms a number of (possibly) 

Author/s Year Findings 
Huang (2005) 1990-1999 Strong legal system, quality of institutions, policy and geography determinants had 

positive effect on both financial deepening and economic growth. 
Chinn and Ito (2005) 1970 -2005 Legal/institutional system and capital account openness are the perquisite condition 

for the equity market and financial development 
Saci andHolden (2008) 1988-2009 Financial development based on financial institution (banks) and financial markets 

(stock market) strengthen the economy 
Creane (2004) 2000and 2004 Financial regulations/reforms supervision by central bank and institutional 

environment play an important role in financial development 
Levine and Zervos (1998) 1976-1993 The financial integration not only affected the economic growth but also enhanced 

private saving rate. 
Rajan and Zingales (1998) 1980-1990 Low cost of transaction has positive effect on both financial development and 

economic growth 
Olwale and Garwe (2010) 2010 Internal and external environmental obstacles hinder the growth of new SMEs 
Shin etal.,(2007) 2002 The joint stock banks performed well than state-own banks in China due to 

diversified ownership. 
Ngugene and Abimbola 

(2013) 

1980-2011 structural and institutional set up need to modify according to modern requirements 
of financial development 
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correlated variables into a (smaller) number of uncorrelated variables called principal components. The first 
principal component accounts for as much of the variability in the data as possible, and each succeeding component 
accounts for as much of the remaining variability as possible” [45]. PCA reduces the multidimensional relationship 
among the indicators/variables to transform them into smaller principal components which have the maximum 
variance of the variables. [44] was in favor of PCA technique due to transformation of non-linear correlated 
variables into linear uncorrelated variables-‘Principal Components’. The results of PCA of each selected country are 
reported in Table 4. 
Before formal econometric analysis, first of all the integrated order of all the variables are checked. Levin Lin and 
Chu test and ADF-Fisher Chi-square test are used to check the stationarity of the variables. The table 3 shows the 
results of LLC and ADF-Fisher test. The results show that all the variables are stationary at level i.e I(0). 

 

Table 4: Results of First principal Component Analysis used to construct Financial Depth Index for  

Panel of selected SAARC Countries  

 

Table 5: IPS and LLC Panel Unit Root Test Results (1997-2012) 

Panel Unit Root Test Results 
Variable Levin, Lin and Chu Test ADF-Fisher Test Stationary Level 

P-value P-value 

F DEPit 0.0000 0.0321 I(0) 

itCPI (inflation) 0.0000 0.0006 I(0) 

itFDI (Foreign direct investment) 0.0257 0.0137 I(0) 

itTOP (Trade openness) 0.0211 0.0007 I(0) 

itSS (secondary school enrolment per 

population) 

0.0312 0.000 I(0) 

itDEM (democracy) 0.0847 0.0981 I(0) 

itFO (financial openness) 0.000 0.0697 I(0) 

itRL (Rule of law) 0.0068 0.000 I(0) 

itGDP  0.0211 0.0365 I(0) 

 

Table 6: Fixed Effect Model and Random Effect Model Results 

Dependent Variable: itFDEBI  

Variables Fixed Effect Model 

Coefficient P-value 

itCPI (inflation) -0.080 0.006 

itFDI (Foreign direct investment) 5.217 0.075 

itTOP (Trade openness) 29.188 0.000 

itSS (secondary school enrolment per population) 0.209 0.015 

itDEM (democracy) 0.675 0.167 

itFO (financial openness) 1.674 0.001 

itRL (Rule of law) -3.628 0.368 

Variables Pakistan India Sri Lanka Nepal Bangladesh 

CBA (Central Bank Assets /GDP  0.16 0.37 0.41 0.34 0.33 
DPC (Domestic Private Credit / GDP  0.38 0.38 0.45 0.38 0.43 
LL (Liquid Liabilities / GDP  0.47 0.37 0.22 0.38 0.43 
DCB (Domestic Credit /Banking Sector  0.32 0.36 0.42 0.39 0.44 
DMB (Deposit M B Assets /GDP) 0.47 0.38 0.42 0.37 0.44 
DMCA   (Deposit M B Assets to Central Bank Assets ) 0.11 0.35 0.40 0.35 0.07 
GC  (Gross Claims on Private sector) 0.34 0.24 0.02 0.15 0.55 
SMC (Stock Market Capitalization/ GDP  0.39 0.33 0.23 0.36 0.32 

Eigen values 3.47 6.61 3.37 6.10 5.02 
Cumulative Proportions 0.43 0.82 0.50 0.76 0.62 
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itGDP  7.881 0.000 

itTP (log of population) 27.841 0.001 

it itDEM RL∗ (interaction of democracy and rule of law) 1.195 0.056 

1Dummy ( Pakistan) 0.533 0.788 

2Dummy (India) 45.703 0.006 

3Dummy ( Nepal) 29.803 0.049 

4Dummy ( srilanka) 27.869 0.014 

Constant 308.75 0.013 
Diagnostic Tests 

2R  =  0.718,          F-Statistics   =   14.060 (0.000), Dubin Watson Statistic =  1.857 

Hausman Test 
2χ -Statistic    =   78.057 (0.000) 

 

Table 7: Robustness Check for Panel Regression with Fixed Effect Model for the Financial Depth Index  

and Macroeconomic Variables 
Variables Coefficient Prob. 

itCPI (inflation) -0.07596 0.007 

itFDI (Foreign direct investment) 0.8597 0.079 

itTOP (Trade openness) 30.4314 0.000 

itSS (secondary school enrolment per population) 0.16912 0.022 

itFO (financial openness) 1.7643 0.0456 

itGDP  7.26872 0.0015 

itTP (log of population) 26.6327 0.0005 

it itDEM RL∗ (interaction of democracy and rule of law) 0.40560 0.0205 

1Dummy ( Pakistan) -0.12998 0.9460 

2Dummy (India) -40.409 0.0028 

3Dummy ( Nepal) 30.1818 0.0395 

4Dummy ( srilanka) 27.2569 0.0079 

Constant -298.919 0.0058 
Diagnostic Tests 

2R  =  0.712 ,  F-Statistic  = 16.873 (0.000), Dubin Watson Statistic =  1.915602 

 
We have applied fixed and random effect models to examine the impact of macroeconomic economic variables on 
Financial Depth Index). For the choice between fixed effect model (FEM) and random effect model (REM), 
Hausman test is applied. The value of Hausman test is significant at 1% level, thus indicated that fixed effect model 
is a better choice for present analysis. 
 

4. DISCUSSION 

 
Results presented in Table 4 indicate the negative and statistically significant effect of CPI on financial 
development. The negative relationship suggests that inflation impedes the financial deepening process as the high 
price level not only reduce the purchasing power of household sector but also decreases their saving capacity that in 
turn reduce bank deposit, raises bank’s default ratio and bank credit to the private sector. Further, high inflation rate 
promotes hedging and increases outflow of capital and shrivel up the economic activities. This result is in line with 
the findings of [62, 60, 24, 80].  
The coefficient of FDI describes positive and significant effect on financial depth in selected countries. Findings 
support the result of [16, 65,18 and 88]. The positive and statistically significant coefficient of TOP suggest that 
trade openness is a precondition for financial development for SAARC countries. On one hand, trade openness 
affects their economic growth and on the other hand it has influenced on external finance and financial depth of 
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trading countries. The studies of [71, 86, 54 and 5 support this result. The positive relationship between education 
level and financial depth suggests that higher education level in any country leads to development of financial 
system and also produces financial disparities among the countries. As the country with high education level has 
more qualified people who demand more financial services to ease their daily transactions. This result is in line with 
the studies of [69]. Democracy has positive but insignificant effect on financial depth in panel countries. The results 
are in contrast with the studies of [41, 8, 33, 90]. 
Similarly, the positive and significant coefficient of financial openness reveals that SAARC have high degree of 
monetary autonomy, the presence of stock market and other financial markets (pension and mutual funds), financial 
liberalization reforms, rising equity flows and the global and country specific factors attract the foreign portfolio 
investment flows. The results are in line with the studies [15, 61, 14, 35].  The effect of RL on financial deepening is 
negative and insignificant. This result is contradictory with the findings of [46, 26 and 52]. This variation in result is 
due to lack of consumer rights, property rights, weaken tax regulation and institutional framework, lack of civil 
rights, corruption and terrorism give bad signals to financial markets and reduce investments opportunities. The 
results show that financial development rises with the economic growth like the studies of [85, 28, 71]. This positive 
relationship indicates that SAARC countries have reduced their macroeconomic volatility by financial liberalization, 
trade openness, integrated financial markets, low cost of transaction, rising income, saving investment opportunities 
lead to an efficient financial sector that in return again rise economic growth and welfare across the countries. The 
coefficient of total population indicates that active/working age of population is rising in SAARC countries which 
can create positive impact on financial development. The results support the findings of [30, 7, 47]. In order to 
analysis the joint effect of democracy and rule of law on financial development, we introduce the interaction term 
DEM RL∗ in the model which indicates that democracy and rule of law jointly have significant effect on financial 
deepening. Any distortion in democracy or rule of law leads to the failure of financial reforms, uncertainty and stress 
in economy. Therefore, democracy and rule of law are prerequisite for each other. Further value of Dummy1 
represents the mean value of financial deepening in relevant country. The value of 2R indicates that the 71.87% 
variation in dependent variable is explained by independent variables. The F-statistic measures the overall goodness 
of fit of the model and it is statistically significant at 1% level. The Durbin Watson value is 1.85 which indicates that 
there is no problem of autocorrelation. 
The robustness of the results is carried out to investigate whether the results hold any significance when some 
insignificant variables excluded from the model. The results of the robustness checks presented in Table 4show that 
after the exclusion of insignificant variables, inflation, foreign direct investment, education, trade openness, 
economic growth, financial openness and above all prevalence of democracy coupled with rule of law are still 
significant and supporting the earlier findings that except inflation all variables have positive and significant effect 
on financial deepening of a country. 
 
5. Conclusion and suggestions 

The purpose of this study was to estimate the determinants of financial development through financial depth Index. 
For this about 8 indicators from banking sector and stock market were included to assess the financial development 
process in selected SAARC countries using panel data from the period of 1994 to 2012.  
Empirical results show that trade openness, financial openness, secondary school gross enrolment rate, foreign direct 
investment, GDP, democracy and rule of law jointly have positive and significant effect on financial deepening. 
However, the CPI has negative and significant effect on the financial deepening. On the basis of empirical results 
some policy implications are suggested to improve the process of financial development in SAARC countries, 
firstly, Inflation negatively affects the financial development process, therefore, SAARC countries should bring 
harmony in their monetary and financial policies to control inflation to achieve price stability. Secondly, SAARC 
Investment Consultancy Agency should be developed for foreign investors which will improve the financial 
openness and attract more FDI and portfolio investment. Thirdly there is urgent need to revise the education policy 
at country’s level to increase the literacy rate. Fourthly, SAARC countries should eliminate the internal conflicts, 
terrorism and corruption to improve the rule of law. This improvement will be positively effect on financial 
development process and finally, though the sufficient information on banking indicators is available, there is a great 
need to gather comprehensive information on Non-Bank Financial Institutions (NFBIs) and financial market 
indicators. Therefore, SAARC member countries should develop regional ‘metadata’ on financial and real variables 
to facilitate the researchers. 
 
 
 
 

115 



Anwar et al.,2017 

 

REFERENCES 

 
1. Ahmed, S., S. Wang, C. Marsh, R. Goyal, and N. Raman, 2011. Financial Deepening and International 

Monetary Stability, IMF, Working Paper No.16. 
2. Allen,F., I  Otchere,  W. L.Senbet .2011,  African financial systems: A review. Review of Development 

Finance,1(2): 79–113 
3. Ang, J. B., 2008. Private Investment and Financial Sector Policies in Developing Countries, Department of 

Economics, Discussion paper 07/08. 
4. Antzoulatos AA, Thanopoulos J, Tsoumas C. Financial System Structure and Change-1986-2005 

2008.Evidence from the OECD Countries. Journal of Economic Integration. 1:977-1001.,  
5. Baltagi, B. H., Demetriades, P. O., & Law, S. H. (2009). Financial development and openness: Evidence from 

panel data. Journal of development economics, 89(2), 285-296. 
6. Baltagi, B. H., Song, S. H., Jung, B. C., & Koh, W. (2007). Testing for serial correlation, spatial 

autocorrelation and random effects using panel data. Journal of Econometrics, 140(1), 5-51. 
7. Barlow, R., 1994. Population growth and economic growth: Some more correlations. Population and 

Development Review, 20: 153-165, 1994. 
8. Barth, M. E. (2006). Including estimates of the future in today's financial statements. Accounting 

Horizons, 20(3), 271-285. 
9. Beck, T. A. D. and R. Levine. 2003. Law, endowment and finance, Journal of Financial Economics, 70: 37–81. 
10. Beck, T., & Demirguc-Kunt, A. (2006). Small and medium-size enterprises: Access to finance as a growth 

constraint. Journal of Banking & Finance, 30(11), 2931-2943. 
11. Beck, T., & Levine, R. (2008). Legal institutions and financial development. In Handbook of new institutional 

economics (pp. 251-278). Springer Berlin Heidelberg. 
12. Beck, T., Levine, R., & Loayza, N. (2000). Finance and the Sources of Growth. Journal of financial 

economics, 58(1), 261-300. 
13. Beck, T., Levine, R., Loayza, N .(2000). Finance and the Sources of Growth. Journal of financial economics. 

31;58(1):261-300. 
14. Bekaert, G., & Harvey, C. R. (2000). Foreign speculators and emerging equity markets. The Journal of 

Finance, 55(2), 565-613. 
15. Bhagwati, J., 1998. The Capital Myth: The Difference between Trade in Widgets and Dollars. Foreign Affairs, 

77: 7-12.  
16. Chakrabarti, A. (2001). The determinants of foreign direct investments: Sensitivity analyses of cross‐country 

regressions. kyklos, 54(1), 89-114. 
17. Chandavarkar, A. (1992). Of finance and development: neglected and unsettled questions. World 

development, 20(1), 133-142. 
18. Chinn, M. and H.Ito, 2005. What Matters for Financial Development? Capital Controls, Institutions and 

Interactions. Journal of Development Economics, 81 (1): 163 – 192. 
19. Christopoulos, D. K., and E. G. Tsionas, 2004. Financial development and Economic growth: Evidence from 

panel unit root and cointegration tests. Journal of Development Economic, 73(1): 55-74. 
20. Čihák, M., & Schaeck, K. (2010). How well do aggregate prudential ratios identify banking system 

problems?. Journal of Financial Stability, 6(3), 130-144. 
21. Cihak, M., A. Demirguc-Kunt, E. Feyen, and R. Levine, 2013. Financial development in 205 economies, 1960 

to 2010. (No. w18946). National Bureau of Economic Research. 
22. Clague, C., Keefer, P., Knack, S., & Olson, M. (1996). Property and contract rights in autocracies and 

democracies. Journal of economic Growth, 1(2), 243-276. 
23. Creane, S., Mobarak, A. M., Goyal, R., & Sab, R. (2004). Financial sector development in the Middle East and 

North Africa. 
24. Cull, R., 1998. The Effect of Deposit Insurance on Financial Depth: A Cross-Country Analysis. Policy 

Research Working Paper Series 1875, The World Bank. 

25. De Gregorio. J. and P. E. Guidotti, 1995. Financial development and economic growth. World Bank Economic 
Review, 28(3): 433-448. 

26. Demetriades, P. O., & Hussein, K. A. (1996). Does financial development cause economic growth? Time-
series evidence from 16 countries. Journal of development Economics, 51(2), 387-411.  

27. Demetriades, P., and S. Andrianova, 2004. Finance and growth: what we know and what we need to 
know. Financial Development and Economic Growth: Explaining the Links, 38-65. 

116 



J. Appl. Environ. Biol. Sci., 7(7)109-118, 2017 

28. Demirgüç-Kunt, A., & Levine, R. (2008). Finance, financial sector policies, and long-run growth. Policy 
Research Working Paper 4469 . The World Bank 

29. Djankov, S., C. McLiesh and A. Shleifer. 2007. Private Credit in 129 Countries. Journal of Financial 
Economics, 84(2): 299-329. 

30. Furman, J., J. E. Stiglitz, B. P. Bosworth, and S. Radelet, 1998. Economic crises: evidence and insights from 
East Asia. Brookings papers on economic activity, 1-135. 

31. Gertler, M., and A. Rose, 1994. Finance, public policy, and growth, in gerard caprio 13-48. 
32. Giovannini, A., Iacopetta, M., & Minetti, R. (2013). Financial markets, Banks, and Growth: disentangling the 

links. Revue de l'OFCE, (5), 105-147.Ndikumane 2005,  
33. Girma, S., and A. Shortland, 2008. The political economy of financial development. Oxford Economic 

Papers, 60(4): 567-596. 
34. Goldsmith, R.W., 1969. Financial Structure and Development.New Haven. CT, Yale University Press. 
35. Goldstein, I., & Razin, A. (2006). An information-based trade off between foreign direct investment 

and foreign portfolio investment. Journal of International Economics, 70(1), 271-295. 
36. Hausman, J. A, 1978. Specification tests in Econometrics. Econometrica: Journal of the Econometric Society: 

1251-1271.  
37. Hellman, P. (1996). The internationalization of Finnish financial service companies. International Business 

Review, 5(2), 191-208.Honhan 2004,  
38. Horváth, R., & Vaško, D. (2016). Central bank transparency and financial stability. Journal of Financial 

Stability, 22, 45-56. 
39. Huang, Y., & Temple, J. R. (2005). Does external trade promote financial development?.,  
40. Huang, Y., (2010). Determinants of Financial Development. Palgrave macmilan. 
41. Huang, Y., 2005. What determines financial development? University of Bristol, Discussion Paper No. 05/580. 
42. IMF's International Financial Statistics (2012)  
43. International Country Risk Guide  
44. Jackson, J. (2003). A User's Guide to Principal Components. Wiley-IEEE. 
45. Jolliffe, I., 2002. Principal Component Analysis. John Wiley & Sons, Ltd.  
46. Kaplan, R. D., 2000. The Coming Anarchy: Shattering the Dreams of the Post-Cold War. World Policy 

Journal, 17(2): 95-96. 
47. Kelley, A. C., and R. M. Schmidt, 1995. Aggregate population and economic growth correlations: the role of 

the components of demographic change. Demography, 32(4).  
48. King, R., and R. Levine, 1993(a). Finance, entrepreneurship, and growth: Theory and evidence. Journal of 

Monetary Economics, 32(3): 513-542. 
49. King, R., and R. Levine, 1993 (b). Finance and growth: Schumpeter might be right. The Quarterly Journal of 

Economics, 108(3): 717-737. 
50. Kulf A., 2002. Inflation and financial depth in transition economies (Doctoral dissertation). National 

University of Kyiv-Mohyla Academy.  Kyiv, Ukraine. 
51. La Porta, R., F. Lopez-de-Silane, A. Shleifer and R.W. Vishny 1997. Legal Determinants of External Finance, 

Journal of Finance, 52(3): 1131-1150. 
52. La Porta, R., F. Lopez-De-Silanes, A. Shleifer, and R. Vishny, 1998. Law and Finance Journal of Political 

Economy, 106: 1113-1155. 
53. Lakstutiene, A. 2008. Correlation of the indicators of the financial system and gross domestic product in 

European Union countries. Inzinerine Ekonomika-Engineering Economics, (3), 7-18. 
54. Law, S. H. and P. Demetriades, 2006. Openness, Institutions and Financial Development. WEF Working 

Papers0012, ESRC World Economy and Finance Research Programme, Birkbeck, University of London. 
55. Levin, A., C. F. Lin, and C. S. J. Chu, (2002). Unit root tests in panel data: asymptotic and finite-sample 

properties. Journal of Econometrics, 108(1): 1–24. 
56. Levine, R, 2005. Finance and Growth: Theory and Evidence. Handbook of Economic Growth, 1: 865-934.  
57. Levine, R. (2008). Finance and the Poor. The Manchester School, 76(s1), 1-13.),  
58. Levine, R., & Zervos, S. J. (1993). What we have learned about policy and growth from cross-country 

regressions?. The American Economic Review, 83(2), 426-430. 
59. Levine, R., and Zervos, S. J, 1998 a. Stock markets, banks and economic growth. American Economic Review, 

88(3): 537-558. 
60. Levine, R., and Zervos, S. J. 1998 b. Capital Control Liberalization and Stock Market Development. World 

Development Bank, 26(7): 1169 – 1183. 

117 



Anwar et al.,2017 

 

61. Lipsey, R. E., Feenstra, R. C., Hahn, C. H., & Hatsopoulos, G. N. (1999). The role of foreign direct investment 
in international capital flows. In International capital flows (pp. 307-362). University of Chicago Press. 

62. Mathieson, D. J. (1980). Financial reform and stabilization policy in a developing economy. Journal of 
development economics, 7(3), 359-395.),  

63. McKinnon, R. I. 1973. Money and Capital in Economic Development. Brookings Institution, Washington DC. 
64. Meier, G. M., & Seers, D. (Eds.). (1984). Pioneers in development (Vol. 375). New York: Oxford University 

Press. 
65. Meyer, K. E, 2003. FDI spillovers in emerging markets: A literature review and new perspectives. Copenhagen 

Business School (mimeographed.), 2003. 
66. Ngugene, C. L., and T. M. Abimbola, 2013. Financial Deepening Dynamics and Implication for Financial 

Policy Coordination in a Monetary Union: The Case of WAEMU. In 2013 AEC workshop Proceeding Book, 
2013. 

67. Noureen. A., 2012. Financial Development, Economic Growth and Crises. (Doctoral thesis, University of 
Surrey, Surrey, United Kingdom), 2012. 

68. Olawale, F., & Garwe, D. (2010). Obstacles to the growth of new SMEs in South Africa: A principal 
component analysis approach. African journal of Business management, 4(5), 729. 

69. Özkök, Z. (n.d) Breaking the misconceptions: An analysis of the effects financial liberalization on financial 
development using index measures. (not published). 

70. Pagano, M., & Volpin, P. (2001). The political economy of finance. Oxford Review of Economic 
Policy, 17(4), 502-519. 

71. Rajan, R. G., and L. Zingales, 2003. The great reversals: the politics of financial development in the twentieth 
century. Journal of financial economics, 69(1): 5-50. 

72. Rajan, R. G., and L. Zingales, 2004. Saving Capitalism from the Capitalists. New Jersey: Princeton University 
Press. 

73. Robinson, R.B., 1982. The importance of “outsiders” in small firm strategic planning. Academy of 
management journal, 25(1): 80-93. 

74. Rousseau, P. L., & Wachtel, P. (1998). Financial intermediation and economic performance: historical 
evidence from five industrialized countries. Journal of money, credit and banking, 657-678. 

75. Saci, K., and K. Holden, 2008. Evidence on growth and financial development using principal components. 
Applied Financial Economics, 18(19): 1549-1560. 

76. Santoso, W., Harun, C. A., Hidayat, T., & Wonida, H. (2010). MarketLiquidityRisk as an Indicator of 
Financial Stability: The Case of Indonesia. Bank of Indonesia. 

77. Schinasi, G. J., 2006. Safeguarding Financial Stability Theory and Practice.  International Monetary Fund. 
78. Schumpeter, J.A., 1911. The Theory of Economic Development. Cambridge, MA: Harvard University Press. 
79. Seetanah, B., Durbarry, R., & Ragodoo, J. N. (2010). Using the panel cointegration approach to analyse the 

determinants of tourism demand in South Africa. Tourism Economics, 16(3), 715-729. 
80. Shah, Z. A., and Z. M. Nasir, 2011. Can Common Stocks Provide Hedge against Inflation? Evidence from 

SAARC Countries. The Pakistan Development Review, 51(4): 435-448. 
81. Shaw, E.S., 1973. Financial Deepening in Economic Development. Oxford University Press, New York 
82. Shin, H. S. (2009). Securitisation and financial stability. The Economic Journal, 119(536), 309-332. 
83. Siklos, P. L., Bohl, M. T., & Wohar, M. E. (Eds.). (2010). Challenges in central banking: the current 

institutional environment and forces affecting monetary policy. Cambridge University Press. 
84. Stern, N. (1989). The economics of development: a survey. The Economic Journal, 99(397), 597-685. 
85. Stiglitz, J. E., & Uy, M. (1996). Financial markets, public policy, and the East Asian miracle. World Bank 

Research Observer, 11, 249-276.  
86. Swenson, D. L., 2004. Foreign investment and the mediation of trade flows. Review of International 

Economics, 12(4): 609-629. 
87. World Bank Development Indicators (2013) World Bank.  
88. Xu, X. D., & Zhang, T. X. (2009). Corporate Governance, Free Cash Flow and Ineffective Investment in China 

. Journal of Finance and Economics, 10, 006..  
89. Xu, Y., 2012. How does financial system efficiency affect the growth impact of FDI in China? Evidence from 

provincial data 1999-2006. China Finance Review International, 2(4): 406-428. 
90. Yang, B., 2011. Does democracy foster financial development? An empirical analysis. Economics 

Letters, 112(3): 262-265. 
 

118 


