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Abstract- This study investigates the long-run relationship and the inter-temporal link between financial development and 
economic growth by using panel data of 86 countries both developed and developing over the period 1993-2013.  To 
examine the linkage between financial development and economic growth of the eighty six countries in four income groups 
used panel unit root test, panel cointegration, FMOLS and generalized impulse response analysis. The result point out that 
the amount of credit from domestic sources to the private sector a maintained a positively significant to the economic 
growth. 
 
 
Topic Characteristics: 

• The aim of this study is investigating the 
long-run relationship and the inter-temporal 
link between financial development and 
economic growth by using panel data of 86 
countries both developed and developing 
over the period 1993-2013 
 

• Methodology: 
1.Unit Root Test 
This view carries out the 

•  Augmented Dickey-Fuller (ADF),  
• Phillips-Perron (PP),  
• Levin, Lin, Chu(LLC) 
• Im, Pesaran, Shin 

unit root tests for whether the series in the  are 
stationary. 
2. Johansen Cointegration Test (Pedroni) 
cointegration test will be used to determine whether 
there is presence of cointegrating relationship 
between economic growth and financial development.  
3. The long run relationship between economic 
growth and financial development is estimated by the 
methodology of panel fully modified ordinary least 
squares (FMOLS) which controls for potential 
endogeneity of the regressors and serial correlation 
and generates consistent estimates of the parameters 
in samples.  
4. To discuss the extent and the persistence of the 
reponse of one variable to unanticipated changes in 
other variables, the Generalized impulse reponse 
analysis(GIRF) are used. 
 
The main findings are as follows:  

1. The empirical results support that there is a 
long-run relationship between EG and FD in 
three different categories. Comparing the 
effects of FD to increase EG in full sample, 
increasing domestic savings can raise higher 

EG than increasing domestic credit to 
private sector or Domestic to credit sector.  

2. Comparing the differences to improve 
growth for high income countries and 
middle income countries, the best tool of FD 
is increasing Globalization for middle 
income countries, but raising GDS will be 
the best choice for high income countries. 

3. Finally, illustrates the effect of the response 
of Economic Globalization to GDP, Social 
Globalization to GDP, and Domestic Credit 
to Private Sector to GDP, Expend to GDP, 
Gross domestic savings to GDP and M2 to 
GDP over 8-year period after the beginning 
of the shock of eighty six countries. 

 
The empirical analysis in this paper is executed in 
four steps. 
 First, four different types of panel unit root 

test, Fisher-type tests using ADF and PP tests 
are employed to confirm the non-stationarity 
of the series in panel data. 

 Second, cointegration test will be used to 
determine whether there is presence of 
cointegrating relationship between economic 
growth and financial development.  

 Third, the long run relationship between 
economic growth and financial development is 
estimated by the methodology of panel fully 
modified ordinary least squares (FMOLS) 
which controls for potential endogeneity of the 
regressors and serial correlation and generates 
consistent estimates of the parameters in 
samples.  

 Finally, Generalized impulse response analysis 
discussed the extent and the persistence of the 
response of one variable to unanticipated 
changes in other variables 
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