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7. Conclusion

The relationship between financial development and economic
growth has long remained an important issue of debate in the
literature. With the emergence of endogenous growth theories which
implicitly assume a causal relation from financial development to
economic growth, the direction of causality is still an empirical issue.

In this paper, the direction of causality among the variables in
question is investigated for the period 1980–2007 for fifteen MENA
countries. In order to see the impact of various aspects of financial
development, six alternative financial development indicators are
used. The method applied here is the recently proposed panel
causality testing approach which takes into account cross-sectional
dependence across the countries.

The empirical results show that the direction of causality between
financial development and economic growth is sensitive to the
measurement of financial development in the MENA countries. The
findings support evidence on both demand-following and supply-
leading hypotheses. Therefore the direction of causality seems to be
country and financial development indicator specific. This implies that
financial sector and real sector are interrelated to each other in most
cases. Economic policies, on the one hand, focus only on the
development of the financial sector may not result in economic
development where the financial sector follows economic growth in
the MENA countries. On the other hand, the financial sector should
provide sufficient resources by creating new instruments, institutions
and organizations for the demand of real sector with the progress of
economic development where the economic growth leads develop-
ment of the financial sector.
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