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Abstract
This paper reviews the theoretical and empirical literature on the role of financial sector development, with a view to deepening understanding of the rationale of development
assistance to the financial sector of developing countries. The review leads to the following broad conclusions: (i) there are convincing arguments that financial sector
development plays a vital role in facilitating economic growth and poverty reduction, and these arguments are supported by overwhelming empirical evidence from both cross-
country and country-specific studies; (ii) there are however disagreements over how financial sector development should be sequenced in developing countries, particularly the
relative importance of domestic banks and capital markets and, in developing the banking sector, the relative importance of large and small banks; (iii) while broadening the
access to finance by microenterprises, small and medium-sized enterprises (SMEs), and vulnerable groups is recognized as critically important for poverty reduction, it is also
widely believed that microfinance and SME credit programs need to be well designed and targeted to be effective. In particular, these programs need to be accompanied by other
support services such as provision of training and capacity building, assistance in accessing markets and technologies, and addressing other market failures; and (iv) financial
sector development and innovation will bring risks, and it is therefore essential to maintain sound macroeconomic management, put in place effective regulatory and
supervisory mechanisms, and carry out structural reforms in developing the financial sector. The paper argues that these conclusions provide a strong justification for
development assistance to target financial sector development as a priority area, and that, like any public sector intervention, such assistance should be designed to address
market and nonmarket failures. The paper also highlights several areas where more research is urgently needed, in particular, how to sequence financial sector development,
how to balance the need for financial innovation and that for economic and financial stability, and how to make microfinance and SME credit programs work better to reduce
poverty.

Suggested Citation

Show Contact Information




We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=995340
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=238285
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=645954
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1490239
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1470033
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=343503
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1423832
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1376098
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1204863
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=457746
https://www.elsevier.com/legal/cookienotice


123 References

1. Adb
ADB Assistance for Domestic Capital Market Development. Special Evaluation Study. Asian Development Bank, Manila Posted: 2004

2. P Aghion , P Bolton
A Theory of Trickle-Down Growth and Development
Review of Economic Studies , volume 64 , p. 151 - 72 Posted: 1997

Crossref (https://doi.org/10.2307/2971707)

3. P Aghion , P Howitt
A Model of Growth through Creative Destruction
Econometrica , volume 60 , p. 323 - 51 Posted: 1992

Crossref (https://doi.org/10.2307/2951599)

4. I Ali , J Zhuang
Inclusive Growth toward a Prosperous Asia: Policy Implications. ERD Working Paper Series , issue 97 Posted: 2007

Crossref (https://doi.org/10.22617/tcs189401-2)

Load more

0 Citations

Fetch Citations

Download This Paper (Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1&type=2)

Do you have negative results from your research you’d like to share?

25  Citations

123  References

Related eJournals

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 3,292

ABSTRACT VIEWS 11,164

RANK 6,847

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1617022)

Microeconomics: Welfare Economics & Collective Decision-Making eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1367770)

https://doi.org/10.2307/2971707
https://doi.org/10.2307/2951599
https://doi.org/10.22617/tcs189401-2
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1617022_code1478488.pdf?abstractid=1617022&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://plu.mx/ssrn/a/?ssrn_id=1617022
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1367770


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

View more 

Recommended Papers

Financial Dependence and Growth (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=7872&rec=1&srcabs=1617022&pos=1)
By Raghuram G. Rajan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096) and Luigi Zingales (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=2092)

Stock Markets, Banks, and Growth: Panel Evidence (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=314904&rec=1&srcabs=1617022&pos=2)
By Thorsten Beck (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256) and Ross Levine (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100)

Stock Markets, Banks, and Growth: Panel Evidence (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=320272&rec=1&srcabs=1617022&pos=3)
By Thorsten Beck (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256) and Ross Levine (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100)

View more 

 Follow 

Development Economics: Women, Gender, & Human Development eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1979671)

 Follow 





Feedback 

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=7872&rec=1&srcabs=1617022&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2092
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=314904&rec=1&srcabs=1617022&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=320272&rec=1&srcabs=1617022&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1979671
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

