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 We test the existence of long-term relations, measured through cointegration, between all the IMF financial 
development indices and some macroeconomic performance indicators, applying panel cointegration tests 
in a panel with 46 countries over the interval 1990-2017. The results obtained clearly point to the existence 
of cointegration between the financial development indices not only with the real Gross Domestic Product, 
but also with the inflation, the unemployment rate, with the current account, and with the net international 
investment position. Moreover, the results related to the specific aspects addressed by the IMF indices very 
well demonstrate that much more important than the simple access to or the depth of the financial 
institutions and markets is the efficiency of these institutions and markets. 
 

 

 

This brief is based on Ferreira (2020) 

demonstrating that financial development is 

cointegrated with macroeconomic 

performance and confirming that the 

development and diversity of the financial 

systems across countries require multiple 

indicators to measure financial development.  

During the last decades, the importance of 

the banking sector performance to economic 

growth has been subject of intense 

theoretical debates and empirical studies, 

namely after the important King and Levine 

(1993) contributions.  
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Despite the overall consensus that financial 

development is relevant to economic growth,  

several studies (at least since Khan and 

Senhadji, 2000) underline that the size of the 

effects may vary with the estimation 

methods, data frequency, the defined 

functional forms of the relationships and 

particularly with the variables chosen as 

financial development indicators. 

More recently, Bijlsma et al. (2018) 

performed a meta-analysis on 551 estimates 

from 68 empirical studies that take private 

credit to GDP as a measure for financial 

development, confirming that the analysed 

empirical studies on the finance-growth 

relationship show a wide range of estimated 

effects. They also concluded that overall, 

there was a positive but decreasing effect of 

financial development on growth. 

The relevance of the indicators chosen to 

represent financial development is very well 

highlighted, for example, in Sahay et al. 

(2015) who developed a new very 

encompassing financial index that is also very 

clearly presented and discussed in 

Svirydzenka (2016). The new financial 

development index is nowadays provided by 

the International Monetary Fund and includes 

nine indices reflecting three relevant 

dimensions of the financial institutions and 

markets: the depth (size and liquidity), the 

access (ability of individuals and companies 

to access financial services) and the efficiency 

(ability of the institutions to provide financial 

services at low costs and with sustainable  

 

revenues and the level of activities of 

financial markets). 

Our study contributes to the literature by 

using two of the most popular panel 

cointegration tests: the Pedroni (1999, 2004), 

and the Westerlund (2007) tests, to analyse 

the cointegration of these nine financial 

indices with the macroeconomic 

performance, represented not only by the 

real Gross Domestic Product (GDP), but also 

by other relevant macroeconomic indicators, 

namely the inflation (proxied by the GDP 

deflator), the unemployment rate, the current 

account, and the net international investment 

position over the period 1990–2017.  

The results obtained clearly show that 

financial development is cointegrated with all 

the indicators measuring macroeconomic 

performance and very strongly with the 

unemployment rate, the current account, and 

the net international investment position. A 

more detailed analysis of the results 

demonstrates that overall, cointegration with 

the Financial Markets Index is at least as 

strong as the cointegration with the Financial 

Institutions Index, indicating that the 

macroeconomic performance of the 

considered countries is clearly cointegrated 

not only with the development of the financial 

institutions but also with the development of 

the financial markets. Another relevant 

conclusion is that the efficiency of both the 

financial institutions and the financial markets 

are much more cointegrated with the 

economic performance of the considered 

countries than the simple access or the depth 

of the financial institutions and markets.  
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Policy Implications 
 

In the long run the development of both the financial institutions and financial markets, are strongly 

cointegrated not only with the real GDP but also with other relevant indicators of macroeconomic 

performance, such as the inflation, the unemployment rate, the current account, and the net 

international investment position. Also, much more important than the simple access to or the 

depth of the financial institutions and markets is the efficiency of these financial institutions and 

markets, that is, their ability to provide financial services at low costs and with sustainable 

revenues. 
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