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Abstract

This article makes an attempt to test the possible directions of causality between
financial development and economic growth, which were labelled by Patrick (1966) as
the supply-leading and demand-following hypothesis. Saudi Arabia is taken as a case
study. The methods applied are the error correction and variance decompositions
techniques including the most recently developed ‘long-run structural modelling
(LRSM)’ (Pesaran and Shin, 2002), which by imposing exactly identifying and
overidentifying restrictions on the cointegrating vector has taken care of a major
limitation of the conventional cointegrating estimates in that they were atheoretical in
nature. To the best of our knowledge, there has not been any study on this issue with
the application of the techniques that incorporate ‘LRSM’. The stability of the functions
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has also been tested by Cumulative Sum (CUSUM), Cumulative Sum of Squares
(CUSUMSQ) and Chow Test (CHOW) tests. Our findings, based on the above mentioned
rigorous techniques, tend to suggest that the direction of causation between financial
development and economic growth is supply-leading (rather than demand-following),
as expected at the early stage of development. These findings have clear policy
implications in that a pro-active policy of growth and reform of the financial sector will
help enhance economic growth in an open developing economy like Saudi Arabia.

Acknowledgements

The authors are thankful to King Fahd University of Petroleum & Minerals for their
generous support. The corresponding author is also grateful to Saudi Aramco for
sponsoring the Chair in Energy Economics. We are also grateful to Mr Lurion De Mello

for his excellent research assistance.

Related Research Data

Public Enterprise for Whom? Perverse Distributional Consequences of Public
Operational Decisions

Source: Economic Development and Cultural Change

Finance, investment, and growth: Time series evidence from 10 Asian economies
Source: Journal of Macroeconomics

Financial Structure and Economic Development

Source: Economic Development and Cultural Change

Of finance and development: Neglected and unsettled questions

Source: World Development

Financial Development and Economic Growth in Underdeveloped Countries
Source: Economic Development and Cultural Change

Finance and Growth: Schumpeter Might Be Right

Source: The Quarterly Journal of Economics

Community Studies in China

Source: The Far Eastern Quarterly


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F451464&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jmacro.2003.09.004&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F450226&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0305-750x%252892%252990142-i&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F450153&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2118406&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2942226&type=Scholix

Related research @

People also read

Recommended articles Cited by
31

Information for

Authors

R&D professionals
Editors

Librarians

Societies

Opportunities

Reprints and e-prints
Advertising solutions

Accelerated publication

Corporate access solutions

Keep up to date

Register to receive personalised research and resources

by email

QSignmeup
£ 2 lin
&Kol v

Copyright © 2025 Informa UK Limited

Accessibility

Open access

Overview

Open journals
Open Select

Dove Medical Press

F1000Research

Help and information

Help and contact
Newsroom
All journals

Books

Privacy policy Cookies Terms & conditions

P Taylor and
Francis Group

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

