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Abstract:
The purpose of this research is to examine the impact of financial development

indicators, broad money supply, bank liabilities and bank credit to the private sector
on economic growth. This study assesses the causal relationship between financial
development (FD) indicators and economic growth in Nepal.

Methodology: This study applies a descriptive and causality research design for
investigating the nexus between FD and the economic growth rate (GDP). The GDP
growth rate is used as a dependent variable and FD indicators broad money supply to
GDP, bank credit to private sector to GDP and total bank liabilities to GDP are
considered as explanatory variables. This research uses Johansen cointegration,
Granger causality, and vector error correction models for assessing both the short-run
and long-run causal relationship between FD indicators and economic growth in
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Main Findings: The Johansen cointegration test reveals long-run cointegration Accepted: 28 April

among the variables. In addition, the Granger causality test confirms the bi-directional
causality between FD indicators and economic growth in Nepal. Finally, the result of
the vector error correction term represents a significant level of short-term alteration
toward long-term stability, which concludes both short- and stable long-run
contributing role of financial development indicators in economic growth.
Applications: The focus of financial development for economic growth is a national
priority of Nepal and is of great interest to researchers.

Novelty/Originality: The examination of the causal relationship between financial
development and economic growth is the novelty of this study in the context of Nepal.
Therefore, policy makers are suggested to formulate and implement various policies

to develop a strong financial system for rapid economic growth in Nepal.

RWE .

e EH

AWIFE S EERARIER ~ | NI HNE - ST BRI T RE
ERI JHUE SIS L TT I KRR - ARTFE il T e/t Rem& R (FD) f5ir5

LK Z RIFVAR R A -

WA ¢

KRR R R R ET RN ERMERSEFHE KR
(GDP) Z[FHJR% ° GDP HKRIENANZE > FD fEtr] XImHtNES

GDP ZLtb ~ ST RLERRI IS 515 GDP ZELPARARIT S 01615 GDP ZELfE

PR R - AHTFERALEATDEEE - BBZRANRR A NFEREIRE

BIEHEL - PGB H/RER A IR TR S 25T K Z AV EIRRIH R R R

o

ERELH -

LIRS T B Z MR R & » I BEZRERR A

RAESE T R ISR SEH/ R K Z RPN FRIRR R R - &5 0 A&

REBIEIHIZER Bt E KR e EE 2 - X emZ iR

XELFT R B AT -t EA KR E T -

RIFHME

RN XTI KV E SUEfea/ REVEIZ (LS E T > FHZ 25T A AHY

JIZRIE

BT SR Al |

KIRFECHRE R NMEEEMEARSETTHE R ZRINRR R AEH A Z

A o TRIE > R IBURE B HE MM S FECR > USSR RHSRlfA %

MR B A/REFTHIREIG K -

Published 30 June

2025
2025
2025

1. Introduction intermediate role between that of lenders and borrowers,

Financial development (FD) is a key factor in  reducing information and

transaction costs.

The

accelerating economic growth because financial ~ developed financial system bridges the gap between
activities help accelerate economic activities by  Presentand future capital for economic growth. FD is a
mobilizing idle resources toward the productive sector ~ Prerequisite for mobilizing savings into the production
(King and Levine, 1993; Greenwood and Smith, 1997). sectors for economic growth in both developed and

The nexus between FD and economic growth is an  developing economies.
extensive area of study. The financial system plays an
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FD is the process of improving the quantity, quality,
and efficiency of financial services of financial
institutions and markets. The functioning of financial
markets and intermediaries is the foundation of
economic development. FD is the process of financial
innovation, the institutional improvement of the
financial system to reduce asymmetric and information
costs, increase competitiveness, expand the possibilities
of financial transactions via contracts, lower transaction
costs, and increase competition (Hartmam and Heider,
2007).

A well-developed financial system reduces the costs
of information, monitoring, and transactions, which
enhances the efficiency of financial intermediations and
accelerates economic development (Cherif and Gazdar,
2010). Therefore, FD has a significant role in improving
production activities and efficiency, developing capital
through mobilization of public savings, and developing
financial institutions as well as capital markets that
accelerate economic development. FD has a significant
role in the allocation of resources, diversification of
investment, rise of liquidity, minimization of risk,
increasing efficiency, fostering knowledge to use
advanced technology, etc., to accelerate rapid economic
growth (Wu et al., 2010).

FD is the key driver of a nation’s innovation and
economic development of a nation (Schumpeter, 2011).
FD affects economic growth via (i) raising the
productivity of capital by collecting information,
evaluating various alternative projects, and minimizing
risk; (ii) raising savings channeled to investment via FD;
and (iii) encouraging more private savings. FD promotes
investment via funding for business opportunities with
the mobilization of savings, monitoring of managers’
performance, diversifying risk, and enabling the trade of
products. These results help better resource allocation,
accumulation of physical and human resources, and
adoption of advanced technology that contributes to the
rapid economic growth of any nation.

FD and economic growth have a favorable
association, and there is a strong link between them
(Eren et al., 2019). Paudel and Acharya (2020) revealed
a significant contribution of financial variables to
economic growth and suggested that policymakers use
foreign direct investment (FDI) and create an
investment-friendly environment to attract a large
amount of FDI into Nepal to accelerate rapid economic
growth. FD, as credit to the private sector, encourages
the promotion of bank deposits that accelerate economic
growth in the long run (Chiwira, 2023).

The literature shows a significant contribution of FD
to accelerating the economic growth of developed and
developing economies. However, the nexus between
financial development indicators and their contribution
to economic growth is a more debatable issue. However,
financial variables play a significant role in encouraging
investments in projects and business activities,
generating employment opportunities, and promoting

and accelerating economic activities that simultaneously
solve the problems of capital investment in the nation.

The effects of various financial factors on Nepal’s
economic development are still indistinct. Nepal is
facing the problem of insufficient capital formulation for
investment in various sectors because of the lack of FD
and inability to attain targeted economic growth. An
unstable political environment, inadequate capital
formation, unemployment problems, and high risk are
the causes of inadequate FD and low economic progress
in Nepal. In such a prospect, this study focuses on
examining how different financial variables affect
economic growth and investigates the contributing role
of financial variables in the acceleration of economic
growth in Nepal. Therefore, this study focuses on the
following research question: Is the causal link between
financial development indicators and economic growth
in Nepal?

The objective of this study is to examine the causal
relationship between financial development and economic
growth in Nepal. This study examined the impact of
financial development indicators (broad money supply,
bank liabilities, and bank credit to the private sector) on
economic growth. The remainder of this paper is
organized as follows: section two deals with the literature.
section three covers the research methodology. Section 4
presents the estimation results and discussion. Section five
summarizes and draws conclusions from the study.
Finally, section six of this paper deals with the limitations
and provides suggestions for future studies.

2. Literature Review

Financial development is positively associated with
economic growth (Goldsmith, 1969; Gurley and Shaw,
1967; McKinnon, 1973). Bagehot (1873) and Hicks
(1969) observed that FD plays a key role in capital
mobilization for the industrial promotion of the
economy. In the theoretical aspect of FD and economic
growth, Gurley and Shaw (1955) revealed (i) a
quantitative channel in which capital is accumulated
from individual savings and debt to invest in the
production sector, and (ii) a qualitative channel in which
factor productivity is focused on the innovation of new
technology and techniques via the best allocation of
resources in the production sector to increase efficiency
and quality in production activities.

Schumpeter (2011) revealed that banks and financial
markets encourage technological advancement by
funding various projects for a smooth production process
that accelerates economic growth. This hypothesis
considers the supply leading role of FD in the economy.
In support of this hypothesis, Sinha and Macri (2001)
state that a well-functioning financial system encourages
entrepreneurs to use advanced innovations to reallocate
resources and accelerate economic growth. The
prosperous financial system of an economy decreases
transactions, information, monitoring costs, and so on,
leading to rapid economic development (Cherif and
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Gazdar, 2010). However, Lucas (1988) and Stern (1989)
argue for the insignificant contribution of FD to the
economic growth of a nation.

Contrary to the contribution of FD in accelerating
economic growth, Patrick (1966) argued the demand-
following hypothesis and observed economic growth
prerequisites for finance services and the financial
development of the nation. Robinson (1952) found an
economic growth guide for the FD of the economy. This
hypothesis asserts that real sector growth facilitates
economic development. The growth of the real sector
determines the expansion and development of financial
institutions and services. However, Greenwood and
Smith (1997) observed bidirectional long-run causality
between FD and economic growth. The literature shows
debatable issues about the contributing role of FD to
economic growth, whether: (i) FD causes economic
growth (Levine and Zervos, 1998; Rousseau and
Wachtel, 1998), (ii) economic growth contributes to FD
(Goldsmith, 1969; Gurley and Shaw, 1967) or (iii) there
is a bi-directional causality between FD and economic
growth (Luintel and Khan, 1999; Shan et al., 2001).

Xu (2000) examined the impact of financial variables
and their effects on growth using data from to 1960-1993
by applying the VAR model and explored the positive
influence of FD on real GDP growth in emerging
economies. Sinha and Macri (2001) investigated the
causal association between FD and GDP growth using
time-series data and revealed a positive causal
relationship. Ramlal and Watson (2004) assessed the
contributory role of FD in economic growth considering
time-series data from to 1970-2002 with the application
of VAR, impulse response, and VECM models, and
reported that FD has a significant role in economic
growth, both in the short and long run. Khan et al. (2005)
employed the ARDL model to analyze time-series data
and observed a long-lasting association between
financial depth and economic development.

In an empirical investigation of FD and economic
growth, Khaled et al. (2006) considered time-series data
from to 1989-2001 and revealed no long-run significant
link between them. Lu and Yao (2009) used time-series
data from to 1960-1994 by employing the Geweke
decomposition test and found that FD is a crucial
variable that has a direct impact on GDP growth and
confirmed the bi-directional causality between GDP
growth and FD. Antonios (2010) used time-series data
from to 1965-2007 and applied OLS to explore the
significant association between FD (credit and stock
market development) and economic growth. The
cointegration estimate shows that FD increases
economic growth to eradicate poverty, and a long-run
relationship exists among FD, poverty alleviation, and
Indian economic growth (Pradhan, 2010).

FD indicators, economic growth, and control factors
of high-income economies have a strong causal of FD
with long-run economic growth (Bangake and Eggoh,
2011). Al-Malkawi et al. (2012) investigated causality

using time-series observation from to 1974-2008 by
applying ARDL modeling and observed a significant
inverse bidirectional nexus between FD indicators and
economic progress. FD indicators have positively
contributed to economic acceleration in China (Zhang et
al., 2012).

In a cointegration analysis, Iheanacho (2016) used the
ARDL technique to investigate the link between FD
indicators and economic prosperity, considering bank
credit, liabilities (liquid), and bank deposits as
independent (explanatory) variables and GDP per capita
as a dependent (explained) variable, and revealed a
negative and minor causation between FD and long-term
as well as short-term economic growth. Eren et al. (2019)
examined the causal link between FD and economic
acceleration using a cointegration model, revealed a
strong positive correlation, and confirmed that
improvements in the financial sector contribute to
economic growth by fostering investment and enhancing
overall economic activity in India.

Paudel and Acharya (2020) investigated the
contributing role of FD indicators in economic growth
using data from 1965 to 2018 by applying the ARDL
approach, considering factors such as GDP (per capita),
broad-money supply, domestic credit, FDI, gross capital
formation, trade openness, and working-age population,
and revealed that most of the financial variables
contribute to economic growth. Policymakers have
suggested creating a more favorable investment climate
to attract foreign capital and accelerate the Nepalese
economy. Selvasundaram et al. (2022) used ARDL
models and revealed a significant negative relationship
between FD and economic growth, but a significant
positive link with the inclusion of credit to the private
sector (CPS). However, excess CPS has an adverse
influence on economic growth. Abbas et al. (2022)
observed a bidirectional association between FD
indicators and economic prosperity. Credit availability to
the private sector has a contributing role in economic
acceleration in a short period, whereas FD encourages
the promotion of bank deposits that intend rapid
economic growth over a long period (Chiwira, 2023).

The literature shows a significant positive
contribution of FD indicators to economic growth in
different economies, including Nepal. However, these
studies have addressed various aspects related to FD
indicators and their contributing role in economic growth
to address issues regarding the causal link between FD
and economic prosperity (growth) in the short and long
run to investigate the role of major financial variables on
economic growth in Nepal. In this prospect, the study is
conducted to fill the research gap regarding FD variables
and their causal relationship with economic growth in
Nepal.
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3. Research Methodology

This study applies a descriptive causality research
design to assess the contributing role of FD indicators in
determining economic growth. and examines the
causality of FD variables and GDP growth in Nepal. This
study applies the Johnson cointegration technique,
Granger causality and VECM to assess the causal
relationship between FD and GDP growth. This study
uses the GDP growth rate as a dependent variable and
broad money supply (BMS), bank credit to the private
sector (BCTPS), and total bank liabilities (TBL) as
explanatory variables to examine the causality of FD
indicators and GDP growth in Nepal.

This study used secondary sources of time-series data
for the study period of 1991-2023. The necessary
secondary data were obtained from the Economic
Surveys of the MoF and Nepal Rastra Bank covering 33
years to examine the causal link between FD indicators
and GDP growth with the aggregate data of 33
observations. The collected data were processed and
analyzed using the ninth version of the E-views software.
In this study, the unit root test of stationarity, Johnson
causality test, Granger causality, VECM analysis along
with t-test, adjusted R?, F-test, etc. are used to assess the
association between FD variables and GDP growth. The
econometric model of Equation (1) was used to assess
the causal association between FD and GDP growth in
Nepal.

LNGDP: = oo+ YA LNFD+& = o +f1ln BMS+5,
LnBCTPS+B:LnTBL +et ... (1)

GDP indicates the economic growth rate, FD
represents financial development, BMS stands for broad-
money supply, BCTPS represents bank-credit to private
sectors, TBL indicates total bank liabilities, o stands for
the intercept term, B, B1, B2, B3 represent coefficients of
explanatory variables, Ln is the natural logarithm, and e
is the error term at time t.

The empirical results of nonstationary time-series
data present a perennial problem. This study intends to
use Augmented Dick Fuller (ADF) unit root tests for
stationarity to avoid spurious results and identify the
order of integration using the intercept and time trend
equation as follows:

AYy = a BT + pY 1+ e 2)

The ADF test is made using lagged values as equation
3.

Yi=a +fT +pYra+ XK BiAY,_; +er ... (3)

et indicates the error term, AY+t1 represents (Ye: — Yt
2), AYt=(Y¢— Y1), k represents the lagged values of AY,
and T represents the trend. The hypotheses for testing the
stationarity of the data were set as follows:

Ho: p =0, there is the existence of a unit root.

Hi: p # 0, there is no unit root or is stationary.

This study investigates whether FD is the reason for
economic growth, or whether economic growth is a matter
of FD.

The financial indicators BMS, BCTPS, and TBL are
proxies for FD and GDP is the economic growth rate. To
assess and investigate the causality between FD indicators
and GDP growth, the Johansen cointegration examination
is an appropriate method for the I(1) order. This analysis
suggests a trace test ( Asqce) and maximum eigenvalue
test (A;qx)- The number of tests for the cointegrating
relationship (r) must be identified. In the trace test, the null
hypothesis is set by considering at most r co-integrating
vectors against the number of variables (k) used in the
stated model. 4,,,,, Statistic examines the null hypothesis
of r co-integrating vectors against the test of alternative r
+ 1. Atrace @Nd A1, q, Were estimated using Equations (4)
and (5), respectively.

Atrace () =-T Z?:ro log(1- 2) 4)
Amax(ro) = -T log (1- Ar+1) 5)

where A represents the eigenvalue and T indicates no.
of observations, and k represents no. of the endogenous
variables.

In this study, Schwarz tests were made to identify the
number of appropriate lags for the Granger causality
tests of cointegration using the bivariate models of
equations (6) and (7).

GDPi= f1 + Xy Bij FDui + ©)
FD = a1+ Y%, o ij GDPyi+ u ()

Null hypothesis Ho: FD does not Granger-cause GDP
( Xk, pBij =0) and alternative hypothesis Hi: FD
Granger-causes GDP ( Y¥_, Bij +# 0) in the case of
equation 6. Null hypothesis Ho: GDP does not Granger-
cause FD (I¥_, aij =0) and H;: GDP Granger-causes FD
(EK_, aij # 0). Finally, this study applied the VECM to
Equation (8).

AGDP=fo+p1 Y¥A BMSu+p Y¥A BCTPS.+
,3321( ATBLt1+AECi1+ € (8)

where A represents the first difference, ECt.; is the
error correction term, A is the short-run coefficient of the
EC term (-1<4 <0), € is the white noise term.

4. Results and Discussion

Different tests were used to identify whether the
variables had unit roots. The simple regression results
from variables with a unit root are spurious. This study
made the ADF unit root test of each variable to make the
time series data and test statistics stationary, as presented
in Table 1.

Table 1 shows that all variables have the problem of
unit roots and are non-stationary in the label data. The
ADF test results confirmed the unit root of the variables
used in the models because the values of the test statistics
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were less than the critical values at the 5 percent level of
significance.

Table 1. ADF unit root test of variables at level and first difference (compiled by the authors)
ADF unit root test at level ADF unit root test at first difference

Critical value at the 5% level

Variables Test Statistics Variables Test statistics

LnGDP -2.153 A LnGDP -5.781 3.5637
LnBMS -1.916 A LnBMS -4.053 3.5637
LnBCTPS -2.174 A LnBCTPS -5.681 3.5637
LnTBL -1.849 A LnTBL -6.862 3.5637

Note: Estimation is based on the datasets of MoF and NRB (1991-2023).

However, Table 1 also shows that the variables are
stationary at the first difference, because the test statistics
are greater than the critical values at the 5 % level of
significance.

All variables were integrated in a similar order to 1(1).
Johnsen cointegration is an appropriate technique for
testing a series to determine whether a long-run

association exists. Table 2 presents the Johansen
cointegration results. The statistical Atrace value was
greater than its critical value and was significant at the 5
% level. Similarly, the statistical value of Amax was
greater than the critical value (P-value < 0.05).

Table 2. A trace and A max tests (compiled by the authors)

Tests Null hypothesis  Alternative hypothesis ~ Statistical value Critical value P-value Egen-value
Atrace tests r=0 r=1 58. 447 47.856 0.015 0.781
Amaxtests r=0 r=1 37.858 27.584 0.009 0.781

Note: Estimation is based on the datasets of MoF and NRB (1991-2023)

Null hypotheses (r=0 or no cointegration) based on
both A trace and Amax are rejected, and alternative
hypotheses with at least one cointegration (r=1) are
accepted, which implies the existence of a long-term
causal link between FD indicators and GDP growth.

Table 3. Long-run coefficient of the variables
(compiled by the authors)

Variables Coefficient T-statistics
LnBMS -.57 -4,053
LnBCTPS -.25 -5.681
LnTBL -.49 -6.862

Note: Estimation is based on the datasets of MoF and NRB (1991-
2023).

Table 3 shows the long-run coefficient of the
Johansson cointegration test results. All coefficients are
negative and statistically significant, implying a positive
and statistically significant long-run relationship
between GDP growth and FD variables in Nepal.

Table 4 presents the results of VECM. The
coefficients of ALnBMS, ALnBCPS, and ALnTBL are
significant (p < 0.05, t-statistics > critical values), which
indicates a causal link between FD indicators and GDP
growth. The error correction term (EC;) coefficient is
0.581 (P-value<0.05) that implies there is a long-run
causality association between FD indicators (BMS,
BCPS, and TBL) and economic growth at a speed of 58.1
percent.

Table 4. Vector error correction model (compiled by
the authors)

Regressors  Coefficient t- Probability
statistics

Constant 1.356 6.353 0.000

A LnBMS 0.317 2.641 0.041

A LnBCPS 0.532 3.053 0.014

A LnTBL 0.624 5.809 0.000
ECi (-1) -0.581 4.327 0.000
Adj. R? = F-statistic= P-value: DW=1.824
0.725 11.935 0.018

Note: Estimation is based on the datasets of MoF and NRB (1991-
2023)

The results confirm that deviation from long-run
equilibrium is adjusted by 58.1 percent of the
disequilibrium within a year, which indicates the
estimated short-run dynamics that show short-term
causality between FD and GDP growth (P-value < 0.05).
Diagnostic tests confirmed that the estimated model in
this study had no autocorrelation problems (DW=1.824).
F-statistics of 11.935 (P-value<0.05) indicates an
appropriate fit of the model. An adjusted R? of 0.725
indicates that FD indicators have 72.5 percent
explanatory power for economic growth in Nepal.

Table 5 shows the Granger causality statistics
between the FD indicators and economic growth.

Table 5 shows the Granger causality between FD
indicators and GDP growth, which indicates that GDP
growth does Granger-cause FD proxies by BCPS, BMS,
and TBL, and that the F-statistic is significant (P-
value<0.05).
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Table 5. Granger causality tests (compiled by the authors)

Null hypothesis Observation  F-statistics P-value
BCPS does not Granger cause GDP 33 6.493 0.017
GDP does not Granger cause BCPS 33 5.318 0.019
BMS does not Granger cause GDP 33 8.513 0.012
GDP does not Granger cause BMS 33 3.231 0.024
TBL does not Granger cause GDP 33 4.619 0.021
GDP does not Granger cause TBL 33 3.175 0.035

Note: Estimation is based on the datasets of MoF and NRB (1991-2023). The causality between the explanatory variables was excluded.

In addition, the results show that BCPS, BMS, and
TBL Granger-cause GDP. The F-statistics are significant
(P-value<0.05) which indicates strong causality between
FD and GDP growth. The results confirm the
bidirectional causality of FD indicators and GDP growth.
This research has applied the VECM, and the results are
presented in Table 4 to assess the short-run dynamics
along with the long-run equilibrium association of FD
indicators and GDP growth in Nepal.

Antonios (2010) applied OLS modeling; Xu (2000) and
Ramlal and Watson (2004) used VAR models; Ramlal and
Watson (2004) employed VECM; Khan et al. (2005); Al-
Malkawi et al. (2012); lheanacho (2016); Paudel and
Acharya (2020); and Selvasundaram et al. (2022) applied
ARDL models to analyze the relationship between financial
development and economic growth. This study is based on
Johansen cointegration, VECM, and Granger causality
techniques. The findings of this study indicate a positive
effect of financial development on economic growth, which
is consistent with the results of McKinnon (1973), Sinha
and Macri (2001), Xu (2000), Schumpeter (2011), and
Zhang et al. (2012), and inconsistent with the findings of
Selvasundaram (2022). The results of this study confirm
that financial development causes economic growth in both
the short and the long run. This causal relationship supports
the findings of Levin and Zervos (1988), Rousseau and
Wachtel (1998), Sinha and Macri (2001), Khan et al.
(2005), Khaled (2006), Antonios (2010), Pradhan (2010),
Bangake and Eggoh (2019), and Chiwira (2013).

5. Conclusion

This study assessed the causal association and
contributing role of FD indicators in economic growth.
This study applies Johansen cointegration analysis,
Ganger causality, and vector error correction models to
investigate the long-term causal relationship and short-
term adjustments between FD indicators and GDP
growth in Nepal during the study period. This study
reveals that FD substances for GDP growth and GDP
growth also intend to promote FD in Nepal. In addition,
the empirical results reveal a strong bidirectional
association between the FD indicators and GDP growth.
This study confirms that the FD indicators broad money
supply, bank credit to the private sector, and bank
liabilities all have the expected positive long-term effect
on GDP growth. Moreover, the results of short-run
dynamics show that all financial variables are stable and
have a strong short-term relationship with economic
growth. The error correction result shows the adjustment

of most of the disequilibrium by the development of
financial indicators for assessing economic growth.
Finally, this study concludes that FD indicators play a
significant role in the short- and long-run for the
acceleration of economic growth in Nepal. The
conclusion of the causal relationship between FD and
economic growth is consistent with prior findings.
Therefore, policymakers should focus on the formulation
and implications of various policies to create a strong
financial system for rapid economic development in
Nepal.

6. Limitations and Further Study

No study has covered all aspects of the research
problem. This study limits annual observations of time-
series data for the years 1991 through 2023, considering
only three explanatory variables: broad money supply
(BMYS), bank credit to the private sector (BCTPS), and
total bank liabilities (TBL) using limited research
techniques. Therefore, similar future studies are
suggested to be administered in future with incorporation
more annual and quarterly observations including other
explanatory variables such as gross domestic product per
capita (GDPPC), trade openness, inflation rate, foreign
direct investment (FDI), gross capital formation, stock
market development etc. with application of other
research models such as OLS, 2SLS, ALDL etc.

Author Contributions

Conceptualization, P.L. and B.D.D.; methodology,
P.L. and P.M.S.; software, B.D.D.; validation, P.L.,
B.D.D., and P.M.S.; formal analysis, P.L. and B.D.D.;
investigation, P.L.; resources, P.M.S.; data curation,
B.D.D.; writing-original draft preparation, P.L.; writing-
review and editing, P.L., B.D.D., and P.M.S,;
visualization, P.L.; supervision, B.D.D.; funding
acquisition, P.L., B.D.D., and P.M.S. All authors have
read and agreed to the published version of the
manuscript.

Funding
The authors received no external financial support for
the research or publication of this study.

Data Availability Statement
The data presented in this study were obtained from the
Nepal Rastra Bank and the Ministry of Finance



Lamichhane et al., Assessing the Contributing Role of Financial Development Indicators in Nepalese Economic Growth, Vol. 65 Spring/Summer

16

2025

(https://mww.nrb.org.np/ and https://mof.gov.np
[content/281/economic-survey-2023-24/.

Acknowledgments

The authors acknowledge the two unknown reviewers
and editorial teams of HJSS for their valuable comments,
suggestions, and contributions to bring this paper into
this final publication form.

Conflicts of Interest

The authors declare that there are no conflicts of
interest with respect to research, authorship, and other
individuals and institutions that are perceived as
inappropriately influencing the presentation and
interpretation of results, reporting of research findings,
and the decision to publish this article.

References

[L]ABBAS, Z., AFSHAN, G., and MUSTIFA, G.
(2022). The effect of financial development on
economic growth and income distribution: an empirical
evidence from lower-middle and upper-middle income
countries. Development Studies Research, 9(1), 117-
128. https://doi.org/10.1080/21665095.20 22.2065325

[2]AL-MALKAWI, H. A. N., MARASHDEH, H. A,
and ABDULLAH, N. (2012). Financial development
and economic growth in the UAE: Empirical
assessment using ARDL approach to cointegration.
International Journal of Economics and Finance,
4(5), 105-117. http://dx.doi.org/10.5539/ijef.v4n5p
105

[3JANTONIQOS, A. (2010). Financial development and
economic growth a comparative study between 15
European Union members states. International
Research Journal of Finance and Economics, 35(2),
143-149. http://www.eurojournals.com/finance. htm

[4]BAGEHOT, W. (1873). Lombard Street: A
Description of the Money Market. London: Henry S.

King and Co.
https://fraser.stlouisfed.org/files/docs/meltzer/baglo
m62.pdf

[5]1BANGAKE, C., and EGGOH, J. C. (2011). Further
evidence on finance — growth causality: A panel data

analysis. Economic System, 35(2), 176-188.
https://doi.org/10.1016/j.ecosys.2010.07.001
[6]CHERIF, M., and GAZDAR, K. (2010).

Macroeconomic and institutional determinants of
stock market development in MENA region: new
results from a panel data analysis. International
Journal of Banking and Finance, 7(1), 139-159.
https://doi.org/10.32890/ijbf2010.7.1.8403
[7]CHIWIRA, O. (2023). Examining the co-integrating
relationship between financial development and
economic growth. Research in Business and Social
Science, 12(5), 21477-4478.
https://doi.org/10.20525/ijrbs.v12i5.2439

[BJENDERS, W. (2015). Applied econometric time
series. New Delhi: Wiley India Pvt. Ltd.

[9JEREN, B. M., TASPINAR, N., and
GOKMENOGLU, K. K. (2019). The impact of
financial development and economic growth on
renewable energy consumption: Empirical analysis of
India. Science of the Total Environment, 663, 189-
197. https://doi.org/10.1016/j.scitotenv.2019.01.323

[10] GREENWOOD, J. and SMITH, B. D. (1997).
Financial market in development, and development
of financial market. Journal of Economic Dynamics
and Control, 21(1), 145-181.
https://doi.org/10.1016/0165-1889(95)00928-0

[11] GOLDSMITH, R. W. (1969). Financial structure
and development. New Haven, Coon: Yale University
Press.

[12] GURLEY, J. K. and SHAW, E. S. (1955). Financial
aspects of economic development. American
Economic Review, 45(4), 515-538.
http://www.jstor.org/stable/1811632

[13] HARTMANN, P., HEIDER, F., PAPAIOANNOU,
E., and DUCA, M. L. (2007). The role of financial
market and innovation on productivity and growth in
Europe. ECB Occasional Paper No. 72.
http://ssrn.com/abstract_id=1005850

[14] HICKS, J. (1969). A theory of economic history.
Oxford: Clarendon Press.

[15] IHEANACHO, E. (2016). The impact of financial
development on economic growth in Nigeria. The
Journal of Economies, 26(4), 1-12.
https://doi.org/10.3390/economies4040026

[16] JOHANSEN, S. (1988). Statistical analysis of co—
integration vectors. Journal of Economics Dynamics
and Control, 12(1), 231-254.
https://doi.org/10.1016/0165-1889(88)90041-3

[17] KHALED, A. S., SAMER, A. R., and MHAREB,
A. (2006). Financial development and economic
growth: A new empirical evidence from MENA
countries. Applied Econometrics and International
Development, 6(3), 137-150.
http://www.usc.es/economet/reviews/aeid6311.pdf

[18] KHAN, M. A., QAYYUM, A, and SHEIK, S. A.
(2005). Financial development and economic growth:
The case of Pakistan. The Pakistan Development
Review, 44(4), 819-837. https://mpra.ub.uni-
muenchen.de/2145/

[19] KING, R. G., and LEVINE, R. (1993). Finance and
growth: Schumpeter might be right. Quarterly
Journal  of  Economics, 108(3), 717-737.
https://doi.org/10.2307/2118406

[20] LEVINE, R., and ZERVOS, S. (1998). Stock
market, banks, and economic growth. American
Economic Review, 88(3), 537-558.
https://doi.org/10.1596/1813-9450-1690

[21] LU, S. F.,, and YAO, Y. (2009). The effectiveness
of law, financial development and economic growth
in an economy of financial repression: Evidence from



https://www.nrb.org.np/
https://mof.gov.np/
https://doi.org/10.1080/21665095.20%2022.2065325
http://dx.doi.org/10.5539/ijef.v4n5p
http://www.eurojournals.com/
https://fraser.stlouisfed.org/files/docs/meltzer/baglom62.pdf
https://fraser.stlouisfed.org/files/docs/meltzer/baglom62.pdf
https://doi.org/10.1016/j.ecosys.2010.07.001
https://doi.org/
https://doi.org/10.20525/ijrbs.v12i5.2439
https://doi.org/10.1016/j.scitotenv.2019.01.323
https://doi.org/10.1016/0165-1889(95)00928-0
http://www.jstor.org/stable/1811632
http://ssrn.com/abstract_id=1005850
https://doi.org/10.3390/economies4040026
https://doi.org/10.1016/0165-1889(88)90041-3
http://www.usc.es/economet/reviews/aeid6311.pdf
https://doi.org/10.2307/2118406
https://doi.org/10.1596/1813-9450-1690

17

China. World Development, 37(4), 763-777.
https://doi.org/10.1016/j.worlddev.2008.07.018

[22] LUCAS, R. E. (1988). On the mechanics of
economic development. Journal of Monetary
Economics, 22(1), 3-42.
https://doi.org/10.1016/0304-3932(88)90168-7

[23] LUINTEL, K. B., and KHAN, M. (1999). A
quantitative reassessment of the finance-growth
nexus: Evidence from multivariate VAR. Journal of
Development  Economics, 60(2), 381-405.
https://doi.org/10.1016/S0304-3878(99)00045-0

[24] MCKINNON, R. I. (1973). Money and capital in
economic development. Washington: Brooking
Institution Press.

[25] PATRICK, H. T. (1966). Financial development
and economic growth in under-developed countries.
Economic Development and Cultural Change, 14(2),
174-189. https://doi.org/10.1086/450153

[26] PAUDEL, R. C. and ACHARYA, C. P. (2020).
Financial development and economic growth:
Evidence from Nepal. Economic Review, 32(1), 15-
36. https://doi.org/10.3126/nrber.v32i1.35296

[27] PRADHAN, R. P. (2010). The nexus between
finance, growth and poverty in India: the co—
integration and causality approach. Asian Social
Science, 9(6), 114-122.
https://doi.org/10.5539/ass.v6n9p114

[28] RAMLAL, V., and WATSON, P. K. (2004).
Financial development and economic growth in the
CARICOM sub region. 37" Annual Monetary Studies
Conference Bahamas, 1-22. https://www.cert-
net.com/files/publications/conference/880.pdf

[29] ROBINSON, J. (1952). The rate of interest and
other essays. London: The Macmillan Press Limited.

[30] ROUSSEAU, P. L., and WACHTEL, P. (1998).
Financial intermediation and economic performance:
Historical evidence from five industrial countries.
Journal of Money, Credit and Banking, 30(4), 657-
678. https://doi.org/10.2307/2601123

[31] ROUSSEAU, P. L., and WACHTEL, P. (2011). What
is happening to the impact of financial deepening on
economic growth? Economic Inquiry, 49(1), 276-288.
https://doi.org/10.1111/].1465-7295.2009.00197.x

[32] SCHUMPETER, J. A. (2011). Theory of economic
development. England: Cambridge, M. A. University
Press.

[33] SELVASUNDARAM, K., SAGATHEVAN, S,
and ABDU, M. (2022). Financial development and
economic growth in BRICS revisited: An application
of cross-sectional augmented ARDL. International
Social Science Journal, 72(245), 799-812.
https://doi.org/10.1111/issj.12364

[34] SHAN, J. Z., MORRIS, A. G. and SUN, F. (2001).
Financial development and economic growth: An egg
and chicken problem. Review of International
Economics, 9(3), 443-454,
https://doi.org/10.1111/1467-9396.00291

[35] SINGH, T. (2008). Financial development and
economic growth nexus: Time-series evidence from
India. Applied Economics, 40(12), 1615-1627.
https://doi.org/10.1080/00036840600892886

[36] SINHA, D., and MACRI, J. (2001). Financial
development and economic growth: the case of eight
Asian countries. Economia International, 54(2), 219-
234. https://ideas.repec.org/a/ris/ecoint/0219.html

[37] STERN, N. (1989). The economics of development:
A survey. Economic Journal, 99(397), 597-685.
https://doi.org/10.2307/2233764

[38] WU, J. L., HOU, H., and CHENG, S. (2010). The
dynamic impact of financial institutions on economic
growth: Evidence from the European Union. Journal
of Macroeconomics, 32(3), 879-891.
https://doi.org/10.1016/j.jmacro.2009.09.003

[39] XU, Z. (2000). Financial development, investment,
and economic growth. Economic Enquiry, 38(2),
331-344. https://doi.org/10.1111/j.1465-
7295.2000.th00 021.x

[40] ZHANG, J., WANG, L., and WANG, S. (2012).
Financial development and economic growth: Recent
evidence from China. Journal of Comparative
Economics, 40(3), 393-412.
https://doi.org/10.1016/j.jce.2012.01.001

SE:

[1] ABBAS, Z. - AFSHAN, G. fil MUSTIFA, G. (2022).
R RN LT KA AT ECHY 52 - SR E
B AFIF S A ERHISEIEE & BT
9(1) ’ 117-128 o
https://doi.org/10.1080/21665095.20 22.2065325

[2] AL-MALKAWI, H. A. N. - MARASHDEH, H. A.
1 ABDULLAH, N. (2012) - [r[EXP5HYEmiA RS
L2FFHEE © BT ARDL P#E 7 AR SEIE AL -
fr 22 9F 5 & @b & & 0 4(5) » 105-117 -
http://dx.doi.org/10.5539/ijef.v4n5p 105

[3] ANTONIOS, A. (2010). @l k& E 545« B
95 15k G BV ERERIASE - ([EFremt 54Tt
7e Zx & ) o 3512 - 143149 -
http://www.eurojournals.com/finance. htm

[4] BAGEHOT, W. (1873). ({GEJEf @ trmimiiafy
fiit) - f6% : Henry S. King and Co. Hififift: «
https://fraser.stlouisfed.org/files/docs/meltzer/baglo
m62.pdf

[5] BANGAKE, C. i1 EGGOH, J. C. (2011). &Fh 5t
KRR R AW H—EE - miREdE T - (2
o &) » 35(2) - 176-188 -
https://doi.org/10.1016/j.ecosys.2010.07.001

[6] CHERIF, M. 1 GAZDAR, K. (2010) - fhZF11LIE
XA EE T R RV TR 2 BRI f R E R E
EIREHE TR &5 R - (EFRTT 5 &Rt
& ), ) 7(1) ’ 139-159 o
https://doi.org/10.32890/ijbf2010.7.1.8403

[7] CHIWIRA, O. (2023) - Rl e 55T HE 2 [A]



https://doi.org/10.1016/j.worlddev.2008.07.018
https://doi.org/10.1016/0304-3932(88)90168-7
https://doi.org/10.1016/S0304-3878(99)00045-0
https://doi.org/10.1086/450153
https://doi.org/10.3126/nrber.v32i1.35296
https://doi.org/10.5539/ass.v6n9p114
https://www.cert-net.com/files/publications/conference/880.pdf
https://www.cert-net.com/files/publications/conference/880.pdf
https://doi.org/10.2307/2601123
https://doi.org/10.1111/j.1465-7295.2009.00197.x
https://doi.org/10.1111/issj.12364
https://doi.org/10.1111/1467-9396.00291
https://doi.org/10.1080/00036840600892886
https://doi.org/10.2307/2233764
https://doi.org/10.1016/j.jmacro.2009.09.003
https://doi.org/10.1111/j.1465-7295.2000.tb00%20021.x
https://doi.org/10.1111/j.1465-7295.2000.tb00%20021.x
https://doi.org/10.1016/j.jce.2012.01.001
https://doi.org/10.1080/21665095.20%2022.2065325
http://dx.doi.org/10.5539/ijef.v4n5p%20105
https://fraser.stlouisfed.org/files/docs/meltzer/baglom62.pdf
https://fraser.stlouisfed.org/files/docs/meltzer/baglom62.pdf
https://doi.org/10.1016/j.ecosys.2010.07.001
https://doi.org/10.32890/ijbf2010.7.1.8403

Lamichhane et al., Assessing the Contributing Role of Financial Development Indicators in Nepalese Economic Growth, Vol. 65 Spring/Summer

18

2025

HIThEE R H M5 - (Pl SHERFWME)
12(5) ) 21477-4478
https://doi.org/10.20525/ijrbs.v12i5.2439

[8] ENDERS, W. (2015) [ f it &2 50 [B] 51 -
Wi - BRI NAIRAE]

[9] EREN, B. M. ~ TASPINAR, N. {1 GOKMENOGLU,
K. K. (2019) - <@l R 2257 0 R il AR BE R
SHBRI N © BT ENEERY ISR 3T o (REIRIFIR
B ) J 663 J 189-197
https://doi.org/10.1016/j.scitotenv.2019.01.323

[10] GREENWOOQOD, J. i1 SMITH, B. D. (1997) - %4
Ml SeMERE o (L5
FO5 A A E ) 0 21(1) - 145-181
https://doi.org/10.1016/0165-1889(95)00928-0

[11] GOLDSMITH, R. W. (1969). &:gistfy 54 . 4l
B R P& RFH AR -

[12] GURLEY, J. K. 1 SHAW, E. S. (1955). 22 & &
HY <& fb 7 1. 35 [El 42 5 1 16, 45(4), 515-538.
http://www.jstor.org/stable/1811632

[13] HARTMANN, P., HEIDER, F., PAPAIOANNOU,
E., DUCA, M. L. (2007). gzl i A A1 QIR S BOM AR
PRI RAITER « WONSL TR SCEE 725 -
http://ssrn.com/abstract_id=1005850

[14] HICKS, J. (1969). £25 sHHRIE « 433 ¢ b fG s
ARt

[15] IHEANACHO, E. (2016). £ [ X2 H Il 142
FHGRAYEI o (L5 FA0E) » 26(4) » 1-12 -
https://doi.org/10.3390/economies4040026

[16] JOHANSEN, S. (1988). /%[ &Y AT -

(LTl &S5RI ZE) - 12(1) » 231-254 -
https://doi.org/10.1016/0165-1889(88)90041-3

[17] KHALED, A. S. ~ SAMER, A. R. f1 MHAREB, A.
(2006) - A ESETIHE K © KA R ARFIETE
ERAVF RIS - (AT ELFFSERA
=3 ) ] 6(3) ) 137-150
http://www.usc.es/economet/reviews/aeid6311.pdf

[18] KHAN, M. A. ~ QAYYUM, A. # SHEIK, S. A.
(2005). Eflk RS2 TG« DIEEEEE A -

(EEWHLEEIR) - 44(4) - 819-837 -
https://mpra.ub.uni-muenchen.de/2145/

[19] KING, R. G. I LEVINE, R. (1993). 4l 5 k-

CRERF B ENTHY o (FEFIELFTF) 0 108(3)
» 717-737 - https://doi.org/10.2307/2118406

[20] LEVINE, R. {1 ZERVOS, S. (1998). K:Z= 17
RITHLFgE - (EEZFFITES) - 88(3)
537-558 - https://doi.org/10.1596/1813-9450-1690

[21] LU, S. F. #1 YAO, Y. (2009). GR35 ik
&~ ARSI EIAERNE - ke R EAY
s o (5% RE) - 37(4) » 763-777 -
https://doi.org/10.1016/j.worlddev.2008.07.018

[22] LUCAS, R. E. (1988). 1642 57 & EHINLE] - (7
MAFFHE) > 22(1) » 3-42 -
https://doi.org/10.1016/0304-3932(88)90168-7

[23] LUINTEL, K. B. fi1 KHAN, M. (1999). < 5
KRANEREN - BTZirAER EIEAR
R « KBTI 0 60(2) » 381-405 -
https://doi.org/10.1016/S0304-3878(99)00045-0

[24] MCKINNON, R. I. (1973). £Ff kBRIt M S
BUA o ARRR - MBS Ea iRt -

[25] PATRICK, H. T. (1966). X &% K [EZF A&l A fE
S5 EK - KRR SUEZIT 0 14(2) » 174-
189 - https://doi.org/10.1086/450153

[26] PAUDEL, R. C. #1 ACHARYA, C. P. (2020). &=
AR RS2 K  SRBEA/RIVIESR « 22571
1t » 32(1) » 15-36
https://doi.org/10.3126/nrber.v32i1.35296

[27] PRADHAN, R. P. (2010). E[IfE 45 ~ K5
W2 [BHIRZ - HEESRER 20T o (I
=Rl > 9(6) 0 114-122 -
https://doi.org/10.5539/ass.v6n9p114

[28] RAMLAL, V. #1 WATSON, P. K. (2004). fin#th
HEERKIEHERA RS 25K - 5537 fE
IS L 5T g aE<s - 1-22 T1 » https://www.cert-
net.com/files/publications/conference/880.pdf

[29] ROBINSON, J. (1952). (F|EKEMIET) -
e ZTORB R -

[30] ROUSSEAU, P. L. 1 WACHTEL, P. (1998) - 4:
AL 55T AR - SRE A TALE A9 2
8- (T~ EHSETAE) » 30(4) - 657-
678 - https://doi.org/10.2307/2601123

[31] ROUSSEAU, P. L. f1 WACHTEL, P. (2011) - &
AR LNT 22T R K s A 2 A BV L 2

(LTFER5E) - 49(1) - 276-288 -
https://doi.org/10.1111/j.1465-7295.2009.00197.x

[32] SCHUMPETER, J. A. (2011) - (4% kfEH
) o FEE  SIFFRF AR -

[33] SELVASUNDARAM, K. - SAGATHEVAN, S.
1 ABDU, M. (2022) - % [EREfA B S5
W RFPR ¢ R g 5R ARDL BEAIAIRI A - ([H
frtt =Rl 4aE) o 72(245) » 799-812 -
https://doi.org/10.1111/issj.12364

[34] SHAN, J. Z. ~ MORRIS, A. G. 1 SUN, F. (2001)
o BRELLESATK - A ELRAEGHIR
fl e (EFREFFFEIL) 0 9(3) 0 443-454 -
https://doi.org/10.1111/1467-9396.00291

[35] SINGH, T. (2008) - gl 5 L2 7 K4S
Bt SREEIERIES R FEAESE « NS5
40(12) > 1615-1627 -
https://doi.org/10.1080/0003684060089288

[36] SINHA, D. 1 MACRI, J. (2001) - R4 BS54
TR - DU INIDINEZ B - [EPREEFT,

54(2) » 219-234 -
https://ideas.repec.org/a/ris/ecoint/0219.html

[37] STERN, N. (1989) « & L2ty « —HUHE - 2
v HAT] > 99(397) - 597-685 -



https://doi.org/10.20525/ijrbs.v12i5.2439
https://doi.org/10.1016/j.scitotenv.2019.01.323
https://doi.org/10.1016/0165-1889(95)00928-0
http://www.jstor.org/stable/1811632
http://ssrn.com/abstract_id=1005850
https://doi.org/10.3390/economies4040026
https://doi.org/10.1016/0165-1889(88)90041-3
http://www.usc.es/economet/reviews/aeid6311.pdf
https://mpra.ub.uni-muenchen.de/2145/
https://doi.org/10.1596/1813-9450-1690
https://doi.org/10.1016/j.worlddev.2008.07.018
https://doi.org/10.1016/0304-3932(88)90168-7
https://doi.org/10.1016/S0304-3878(99)00045-0
https://doi.org/10.1086/450153
https://doi.org/10.3126/nrber.v32i1.35296
https://doi.org/10.5539/ass.v6n9p114
https://www.cert-net.com/files/publications/conference/880.pdf
https://www.cert-net.com/files/publications/conference/880.pdf
https://doi.org/10.2307/2601123
https://doi.org/10.1111/j.1465-7295.2009.00197.x
https://doi.org/10.1111/issj.12364
https://doi.org/10.1111/1467-9396.00291
https://doi.org/10.1080/0003684060089288
https://ideas.repec.org/a/ris/ecoint/0219.html

19

https://doi.org/10.2307/2233764

[38] bk ~ EIEFIFENE (2010)  ERIAATNTEEDT
WS« SREWEEIEE o (ZEWEDT
FFEY > 32(3) > 879-891 o
https://doi.org/10.1016/j.jmacro.2009.09.003

[39] #3:%F (2000) - BRMARE - EF ST -

(42TF55E) » 38(2) » 331-344 -

https://doi.org/10.1111/j.1465-7295.2000.tb00 021.x

[40] Ak ~ £k ~ 5 (2012) - RIAJE SL207H
£ kB P EEEE o (EEREFTTS
) 0 40(3) 5 393-412 -
https://doi.org/10.1016/j.jce.2012.01.001



https://doi.org/10.2307/2233764
https://doi.org/10.1016/j.jmacro.2009.09.003

