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ABSTRACT 
Development of the financial sector directly and indirectly effects on real subsection of 

economy. On the other hand, export developments of industrial goods can be underlying the 
industrial growth and development as one of the sectors of the economy development. In this 

study, the relationship between financial development and growth in exports of industrial goods 

is investigated in Iran and other selected countries in the Asia. Increased trade can increase a 
country's industries and enterprise need to the financial resources outside of the firms and 

industries, and subsequently, it causes further deepening the country's financial system. The 

study has been used test the Pedroni cointegration test of combinational data to investigate 
convergence relationship between financial development index (M2) and foreign trade (exports 

of industrial goods) in 1990-2012. The results show that there is a long-term significant positive 

convergence relationship between financial development and foreign trade (exports of industrial 
goods) in both East and West Asian countries. Therefore financial deepening and development is 

done by increasing exports of industrial goods in the economy of Iran, and on the other, 

increasing and deepening the country's financial development also cause the growth and 
expansion of foreign trade and exports of industrial goods in the country. 
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INTODUCTION 

 

 Optimum performance in the economic system depends on the existence of efficient, supplements, powerful 

and monitored financial and real sectors. These two together are necessary and sufficient condition for an 

optimal economic system, so the failure of one of these two sectors will have a negative effect on the 

functioning of other parts. Thus, long-term and stable equilibrium of the economic system is achieved when 

both of them operate with their interconnections in efficient and equilibrium conditions. According to the 

classical economists, financial sector and the real sector constitute two sectors of the economy, and achieving 

higher economic growth in any society requires both efficiency, complementary and powerful real and financial 

sectors.It seems that in less developed countries, first the growth of the financial sector leads to economic 

growth, and then the importance of the financial sector in economic development decreased over time, and the 

development of the real sector is very important. The development of financial markets arises feasibility and 

fields of investment, and the private sector is able to select a range of suitable solutions to your needs for 

savings in conditions of lower risk. It also can increase economic growth by mobilizing resources from savings 

fund of participants and guide them into profitable economic activities with high value added. It is important to 

note that it cannot be provided a single version for the relationship between financial development and 

economic growth because of the dissimilarity of the financial structure in all countries. Finally financial sector 

causes the promotion of saving level, capital accumulation, technological development and economic growth by 

reducing transaction costs in the economy. Financial development occurs when the ability of financial market 

developed to perform these tasks, and it improved decision making for saving and investment, and ultimately it 

leads to economic growth (Akbarian and Heidaripour, 1388). 

 Development of financial markets helping to accelerate and efficiency of attracting foreign investment. In 

addition development of financial markets is as a facilitating factor in attracting foreign investment, it is also 

indicating a thriving and dynamic of economy which it can be considered a sign of economic stability, and this 

is a factor to attract more foreign investment. The development of financial markets also can make a tangible 

impact on real sectors of the economy, especially exports of goods and services by facilitating processes and 

creating the necessary infrastructure.   
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 The recent wave is attention of researchers to the relationship between financial development, and 

macroeconomic variables in particular, economic growth, primarily due to the development of endogenous 

growth models during which the possible of institutional arrangements impact on growth rates is provided. 

Hence, this model can be offer an important insights from effect of financial development on real sectors. 

Financial markets, especially capital markets can play a fundamental role for increasing industrial production 

and exports due to the need of the industrial sector to finance for a long period. According to the important role 

that financial development can function on different sectors of the national economy such as foreign trade, this 

research tries to review the effects of financial development on Iran's foreign commercial (business) and 

comparative study that with some selected countries in East and West Asia for the period 1990-2012 using 

Granger causality method that it is visible considerable progress in its literature. Also long-run equilibrium 

relationship between financial development and foreign trade of mentioned countries studied using cointegration 

test. So, the main objective of this research is to explain and estimate the relation between foreign trade (exports 

of industrial products) and rates of financial developments in Iran and selected countries in East and West Asia. 

 

Background of research: 

 Taghavi and colleagues (1390), examine the relationship between financial development and economic 

growth in a study of 12 countries in the MENA region for the period 1960 to 2006. The estimated results of 

eight pattern show that in seven cases, there is a one-way Granger causality relation from exports to economic 

development in the province of Fars. The results show that the negative impact of financial development on 

economic growth and this negative effect may be due to the liberalization of financial markets, the weakness of 

the financial system and the lack of formation an integrated financial market and benefit from the provisions 

which it has led to reduced investment through non-optimal allocation of resources. Hosseini et al (1390) have 

examined the relationship between economic growth and financial development by introducing and using new 

variables such as credit provided by the banking sector, the credit extended to the private sector, broad definition 

of money, the gross domestic saving, and also government spending variables and the volume of trade as the 

real sector of economy and inflation in Iran on the period (1967-2007). According to the aforementioned factors 

first, the long-run relationship between economic growth and financial development is tested that the results 

show a negative relationship between financial development and economic growth. Komijani and Abrahami 

results (1392) of exploring the role of financial development levels in the relationship between exchange rate 

and labor productivity growth for 36 developing countries shows that effect of exchange rate fluctuations on 

labor productivity growth was negative in the low level of financial development, and we are seeing the positive 

impact of exchange rate fluctuations on the growth of labor productivity from a high level of financial 

development. Also the negative effect of exchange rate fluctuations on the lower level of financial development 

and the positive effect of exchange rate fluctuations on the low level of financial development have adverse 

effects, prerequisite for move these countries toward a more floating and flexible currency systems is financial 

development of these countries. The results Abounori and Teimuri (1392), about the effect of financial 

development on economic growth in selected countries of the Organization for Economic Cooperation and 

Development (OECD) and above-average income countries (UMI), suggest that financial development has 

negative and significant effect on economic growth in selected countries, and since the member states of the 

Organization of Economic Cooperation and Development have a high level of development, the intensity of this 

effect is smaller for these group of countries. Also the effect of other variables such as the size of government, 

inflation, and the gap in per capita of real GDP, investment and degree of openness economy is consistent with 

theoretical expectations. Rounsi (2011) investigated impact of limited financial resources to foreign trade on 

business of ten countries using combined data that they suffered serious financial crises and balance of 

payments trade in a period of time, and financing of their business sector declined sharply. The results showed 

that financing of trade has a positive effect on exports and imports in the short-term. According to the study, the 

reduction of external financial resources explains only a small part of the decline in trade. Also the results 

indicate that the reduction in funding for the domestic banking crises caused great damage to foreign trade.
 

Demir and et al (2011) conclude using export data of factories in 28 developing countries during the years 1978 

to 2005, and using the combined data that financial development has positive and significant effect on the share 

of total exports and technology of GDP in south. But no significant effect has been found form financial 

development on trade of north - south that it represents the asymmetric effects of financial development on 

foreign trade. Kinder begu (2012) has been investigated the relationship between financial development and 

export of industrial goods in selected countries. In this study, the relationship between financial development 

and export of industrial goods is confirmed using Granger causality test. In other words, in countries have 

greater degree of development, bilateral relation between the variables of financial development and export of 

manufactured goods is verified. Financial development in developing countries is mainly due to the growth in 

exports of manufactured goods, and two-way relationship is not established. Sghaier and Abida (2013) have 

examined the relationship between financial development, foreign direct investment and economic growth of 4 

countries in North Africa (Tunisia, Morocco, Algeria and Egypt) during the period 1980 to 2011. This study has 
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achieved a strong and positive relationship between foreign direct investment and economic growth. The 

findings also suggest that development of the domestic financial system has a positive effect on the impact of 

FDI on economic growth. The current study has many practical implications such as the impact of FDI on 

economic growth in the context of financial development. Fernando Leibovici (2013) has investigated the 

collective effects of financial development on international trade. For this purpose, he has designed general 

equilibrium model of several industrial of international trade in homogeneous firms according to frictions and 

financial costs of exports. The results of this study indicate that financial development had significant effects on 

international trade range of industries with varying degrees of dependence on external finance.  Results of the 

study of Tomas Havranek and et al (2013) in the effect of financial development on economic growth test show 

that the effect of financial development on economic growth was stronger in developed countries, but this 

relationship was weaker in African countries. Studies show that the positive effect of financial development on 

economic growth slowed in 1990 (about 30 percent) but it seems that after this period it has returned back to the 

1980s.      

 

Theoretical principles and design assumptions: 

 There have been numerous theories and perspectives about the development effect of financial markets on 

growth the various sectors of economic in recent years. For example, some models emphasize that financial 

markets and intermediaries with good structure reduce transaction and information costs, and hence they 

improve allocation of resources, and thus they increase the overall long-term and sectional growth of the 

economy. On the other hand, some theories believe that if financial development improves the allocation of 

resources and thereby increase the efficiency saving, it may reduce the saving rate. If the external effects of 

saving and investment are large enough, the financial development makes slower economic growth (Rousseau 

and Wachtel, 2000). 

 There are also different views about the relationship between the performance of financial sector and 

foreign trade. At first view, some experts of economic issues believe that financial sector development causes 

the creation or enhancement of comparative advantage. So, this perspective considers financial sector 

development as an important factor in the increase of foreign trade and improving trade balance of countries. In 

this case we can point out Keltzer, Bardhen (1987), and Beck's studies (2002). Keltzer, and Bardhen (1987) add 

a financial sector to Heckscher- Ohlin model. This study has shown that how the financial sector development 

can create and improve comparative advantage in the industries, in which they are more dependent on foreign 

countries to finance for their growth and development. Beck (2002) examines the role of financial 

intermediaries in facilitating the creation of large-scale units and efficient in his theoretical model. This model 

shows that economies that have developed financial sector, they have a relative advantage in industries with 

large scale and productive. In this study, it is assumed that manufacturing industries have this characteristic 

(large-scale and high efficiency).     

 The second view emphasizes the increasing demand for services of financial sector to increase the volume 

of foreign trade. Proponents and designers of this view suggest that increase the volume of foreign trade is 

associated with an increased risk due to higher exposure to global economic shocks, and also compete with 

foreign competitors. This increases the risk in activity of economic enterprises (especially firms that have more 

exchanges with other countries) caused more activated of financial intermediaries (such as insurance) to cover 

the uncertainty in the economy, and as a result, the growth of the financial sector. In other words, the 

development of the financial sector will result in the distribution of this risk. In fact, the development of the 

financial sector helps firms to overcome the problems of providing liquidity, they cope with shocks of global 

economy, and it provides their specialized fields. In Levine and Renelt's study (1992) the emphasis is which 

doing more business requires additional financing for new technologies to more specialized activities firms. 

They have shown that countries that have a high volume of foreign trade, they have a higher ratio of investment 

to GDP than other countries. Hereof Svaleryd and Vlachos (2002) have shown in a study that there is a 

significant and direct correlation between the development of the financial sector (as a means to reduce risk) and 

the level of economic openness.  

 People like Rosiyo and Silla (2001) have argued that the idea which development of real sector causes 

financial development depends on the process of developing countries. They provide examples to show that 

countries have immature financial sector at least at the beginning of the process of economic development 

which primacy of the real part on the development of the financial sector does not seem right and it may be 

correct only after reaching economies to a degree of financial maturity. They showed that financial sector 

development can increase exchanges between countries and thus the development of globalization through trade 

facilitation and reduce the difference between interest rates among countries. According to these researchers, 

economies that have more advanced financial system have more willing to trade.         

 Another theory is considered about the relationship between the financial sector and foreign trade, it refers 

to the fact that this communication is mainly influenced by the decisions of politicians. It can be noted to study 

of Rajan and Zingales (1998) for a clearer explanation of this theory. In this study they have tried to study this 
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issue that why accessing economic enterprises to external resources in some countries is more difficult than any 

other nation. They found the reason for this phenomenon more in political decision-making and trends of active 

firms in the financial sector of these countries to keep closed economy. The reason for this is that foreign trade 

increases competition among active firms in the financial of these countries with foreign competitors, and it has 

opponents in these countries. They also showed in study that politicians have tend to a closed economy in most 

countries during the years following the Second World War (prior to 1980's), therefore, the real part has been 

more relative importance compared to the financial sector. According to the proposed basis, and to achieve an 

explanation and estimation the relation between foreign trade (exports of industrial products), and level of 

financial development in Iran and selected countries of East and West Asia, the following hypotheses have been 

proposed and tested:      

H1: Financial development (financial depth) has long-run aligned equilibrium relationship between foreign trade 

(exports of industrial goods) of Iran. 

H2: Financial development (financial depth) has long-run aligned equilibrium relationship between foreign trade 

(exports of country's industrial goods) in selected countries in East and West Asia.  

 

Research method: 

 This study is applied and type of the research method is the non-experimental correlation, also the status of 

data is after events. Data for this study were collected from statistical database WDI 2014 for the period 1990 to 

2012. East Asian countries were considered in this study because of economic and trade structure are similar to 

each other, and West Asian countries considered in this study because they had successful experiences in export 

development. Selected countries of Asia in this study are China, Japan, Hong Kong and South Korea, 

Azerbaijan, Bahrain, Iran, Jordan, Kuwait, Saudi Arabia, UAE, Qatar that they divide into East and West Asian 

countries. Countries where their required data are not available, they were eliminated from the sample. Model 

variables are exports of industrial goods (LIX) and financial development (LM2) that because logarithm of 

variables causes the effect of outlier data reducing in model by smoother the process of time series, therefore, in 

this study we used the logarithm of time series based on the common practice in the literature.    

 

Research findings: 

 The first step in empirical estimating the relationship between the variables is investigating the degree to 

reliability of variables. In the table below we can see the results of the use of the Fisher test. As in Table 1 is 

observed, because the statistical amount of Fischer reliability test in both East and West Asian countries is 

higher than the critical value of test (This can also be inferred from the lower the probability amount of test 

statistics), therefore, null hypothesis of Fisher's reliability test is rejected that is based on non-reliability of 

financial development variables (M2) and the export of manufactured goods (IX) at 95٪ confidence level and in 

both groups of countries , and so there is no problem for the formation of a false relationship between variables. 

    
Table 1: The results of ADF-Fisher's reliability test in the data of panel. 

Group of countries Amount of Fisher statistic Probability of 
statistics 

Test results 

Group of East Asian 

countries 
46.56 0.04 Steady at confidence level 95% 

Group of West Asian 
countries 

71.97 0.00 Steady at confidence level 95% 

 

 Pedroni cointegration test of panel data is designed and developed based on Engle-Granger cointegration 

test. Engle-Granger cointegration test reviews validity of the remaining fake regression. If the variables are 

cointegration, then regression remains must be I (0), and if the variables are not cointegration, remaining should 

be I (1). Pedroni extended this method for combined data, and his test does not has limitations due to the small 

size of the samples. Pedroni test reviews lack of cointegration between two variables based on seven different 

statistics of the null hypothesis. Seven Pedroni test are calculated based on the remaining of estimated the 

following model:       

it

m

j

jitjiiit xy   
1  

 In this model, 
ittiiit w  )1(  is the remaining of the estimated model of panel data. Seven statistics 

are normally distributed, and if the estimated statistics are higher than critical values, null hypothesis of no 

cointegration is rejected, and there will be a co-integration between the studied variables. 

 In table 2 we can see the results of various tests of Pedroni to diagnose the convergence between financial 

development and foreign trade (exports of industrial goods). As shown in the last column of the table, for this 

group of countries, from 7 test examined in 4 test is confirmed the existence of long-run equilibrium relationship 

or the existence of convergence between the variables of the model is confirmed, the convergence relation is 
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confirmed in 2 test at a confidence level of 90% and in 2 test at 95% confidence level. So, despite the fact that 

most Pedroni statistics used in this section acknowledges the existence of convergence between financial 

development and foreign trade (exports of industrial goods), but this claim is not certainty as West Asian 

countries.       

 
Table 2: The results of Pedroni convergence test for panel data. 

 
The name of convergence 

test 

The test statistic The probability of test 

statistic 

Test results 

G
ro

u
p

s 
o

f 
W

es
t 

A
si

an
 

co
u

n
tr

ie
s 

Panel V-stat -2.45 0.99 The lack of convergence 

Panel -stat 
-2.46 0.00 Existence of convergence 

Panel pp-stat -7.97 0.00 Existence of convergence 

adf-statPanel -5.37 0.00 Existence of convergence 

Group –stat 
-0.32 0.37 The lack of convergence 

Group pp-stat -4.33 0.00 Existence of convergence 

Group adf-stat -2.95 0.00 Existence of convergence 

G
ro

u
p

s 
o

f 
E

as
t 

A
si

an
 

co
u

n
tr

ie
s 

Panel V-stat 1.94 0.02 Existence of convergence 

Panel -stat 
0.51 0.69 The lack of convergence 

Panel pp-stat -1.30 0.09 Existence of convergence (90%) 

adf-statPanel -1.60 0.05 Existence of convergence (90%) 

Group –stat 
1.35 0.91 The lack of convergence 

Group pp-stat -0.84 0.19 The lack of convergence 

Group adf-stat -1.66 0.04 Existence of convergence 

 

 Variables of financial development and foreign trade (exports of industrial goods) follow each other's 

changes in the long-term and change in one of them will be effective on other in the long-term. (It should be 

noted that M3 is used for the financial development variable in Iran, because M2 cannot be used as a measure of 

financial development in the country due to the sharp increase in liquidity in recent years). 

 
Table 3: Johansen cointegration test results. 

Country The test statistic of effect Critical level of 5% Probability of statistics Test result 

Iran 16.19 15.49 0.03 Existence a convergence 
between financial development 

(M3) and the foreign trade (IX( 

 

Conclusions and recommendations: 

 According to important role financial development can has on the performance of various sectors of the 

country's economy such as foreign trade, this research was intended to investigate the existence of convergence 

or long-run equilibrium relationship between financial development on foreign trade (export of industrial goods) 

of Iran and the selected countries of the East and West Asia for the period 1990-2012. As a result of this study it 

can be said that there is a long-run aligned equilibrium relationship between financial development and foreign 

trade (exports of industrial goods) in Iran. The existence between financial market development and industrial 

export in Iran represents the long-term relationship and convergence between these two important components 

of the economy. In other words, according to the results of this research, this understood that increase the level 

of trade and exports of industrial goods in Iran's economy increases the level of financial development, and 

enhance and deepen the country's financial development also led to the growth and expansion of foreign trade 

and exports of industrial goods in the country. In fact, the increase in trade can lead to the development of 

export of sectors with economies due to high scale, this raises the need industries and firms of that country to 

financial resource outside of those industries and firms and consequently, it leads to the development of the 

financial system of Iran's economy.      

 The existence of relation of analysis East and West Asian countries in general shows that also there is a 

relationship between financial development and foreign trade (exports of industrial goods) in the long term in 

these two groups of countries. In other words, it can be argued that, in East and West Asian countries that were 

examined in this study, there is a long-run equilibrium relationship between the variables of financial 

development and foreign trade (exports of industrial goods), and these two variables follow each other changes 

in long-term. So if one of the two variables, financial development and foreign trade (exports of industrial 

goods) is increasing, it affects other, and it helps its long-term growth.     

 In summarizing the discussions it can be concluded that these findings confirm the relationship between 

financial markets and other economic sectors, particularly in the industrial sector in Iran. This relation represents 

the relationship between financial markets, financial development and efficient financial services and export 

growth of industrial sector on the one hand, and on the other hand, it shows the position of the financial 

environment in industrial activities. In other words, achieving industrial development and its economic and 

social impacts require the development of the financial sector, and vice versa. This requires the attention of 
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planners and policy makers to the relationship between industries and the development of the financial sector. 

To increase the wealth of existing studies in the field of financial development in the country, it is recommended 

to future studies will also examine the relationship between financial development and foreign trade of Other 

parts of the country's production of goods and services (including the oil, service, agriculture sector, and etc.) to 

it provides making appropriate decisions of administrators and planners by compare the results.    
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