INTERNATIONAL JOURNAL OF [ =8B &

g RESEARCH

JOURNALAH&\&D\IEMIC A A SOCIETY
RISEARCILIN BUSINESS EXPLORING INTELLECTUAL CAPITAL
AND SOCIAL SCIENCES I N

BUSINESS & SOCIAL SCIENCES s

Nexus Between Financial Development and Economic Growth
in Malaysia

Farhana Ismail, Rossazana Ab-Rahim and Liaw Pei-Chin

To Link this Article: http://dx.doi.org/10.6007/IJARBSS/v9-i1/5328 DOI: 10.6007/1JARBSS/v9-i1/5328

Received: 21 Dec 2018, Revised: 17 Jan 2019, Accepted: 27 Jan 2019

Published Online: 02 Feb 2019

In-Text Citation: (Ismail, Ab-Rahim, & Pei-Chin, 2019)

To Cite this Article: Ismail, F., Ab-Rahim, R., & Pei-Chin, L. (2019). Nexus Between Financial Development and
Economic Growth in Malaysia. International Journal of Academic Research in Business and Social Sciences,
9(1), 26-44.

Copyright: © 2019 The Author(s)

Published by Human Resource Management Academic Research Society (www.hrmars.com)

This article is published under the Creative Commons Attribution (CC BY 4.0) license. Anyone may reproduce, distribute,
translate and create derivative works of this article (for both commercial and non-commercial purposes), subject to full
attribution to the original publication and authors. The full terms of this license may be seen

at: http://creativecommons.org/licences/by/4.0/legalcode

Vol. 9, No. 1, 2019, Pg. 26 - 44

http://hrmars.com/index.php/pages/detail /IJARBSS JOURNAL HOMEPAGE

Full Terms & Conditions of access and use can be found at
http://hrmars.com/index.php/pages/detail /publication-ethics

26


http://creativecommons.org/licences/by/4.0/legalcode

INTERNATIONAL JOURNAL OF -

1 RESEARCH

WATIOVAL SOCIETY
RgIARCmNbUSlNBS EXPLORING INTELLECTUAL CAPITAL
AND SOCIAL SCIENCES I N

X BISINESS & SOCIAL SCIENCES Siemees

Nexus Between Financial Development and Economic
Growth in Malaysia

Farhana Ismail, Rossazana Ab-Rahim and Liaw Pei-Chin
Faculty of Economics and Business, Universiti Malaysia Sarawak, 94300 Kota Samarahan, Sarawak,
Malaysia

ABSTRACT

Financial development is the key for economy evolution as financial intermediaries could foster
productivity growth and capital accumulation which lead to the economic growth. The nexus
between financial and economic growth is an issue that has long been debated. On the one hand, a
stream of literatures offer support to the contention on the running causality from financial
development towards economic growth while on the other hand, economic variables are found to
foster the financial institutions. Therefore, this study aims to investigate the relationship between
financial development and economic growth in Malaysia over the period of 1990 to 2013. The
research methods adopted are Johansen cointegration test to check the existence of short term and
long term relationship between variables used and Granger causality test to determine the
relationship direction for the different variables used. The study finds evidence of a long-run
relationship between financial development and economic growth, amid a running causality between
economic growth to all indicators of financial development in Malaysia with the exception of financial
system deposit. The results imply economic growth can be further developed as it stimulates the
development of financial indicators.
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INTRODUCTION

The economic growth of nations is largely dependent on a financial system which is largely built on
stable financial development policies. In other words, financial development is the key for economy
evolution as financial intermediaries could improve economic efficiency and growth by improving risk
management, making financial transactions, savings mobility and make easy for the exchange of
goods and services (Levine, 1997). Financial intermediaries could foster productivity growth (Beck et
al., 2000; Ang, 2008) and capital accumulation which lead to the economic growth (King and Levine,
1993). This suggests that the efficiency of the financial system positively contribute to economic
growth (Rachdi and Mbarek, 2011).
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