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Abstract 

This paper explores the effect of .financial development on economic growth 

and export promotion of Nepal using the time-series data from 1965 to 

2018. The autoregressive distributed lag (ARDL) cointegration approach is 

used to analyze the data. In this study, .financial development is measured 

using the credit by a bank (BNK.), broad money (BMG), domestic credit to 

the private sector (DCP) expressed all as a percent of GDP The control 

variables are final consumption expenditure (FCE), the annual increase 

in consumer prices (IFL), and trade to GDP (TRD). Exports of goods and 

services to GDP (EXP), and GDP per capita growth (ECG) are dependent 

variables. The effect of .financial development on economic growth is 

statistically significant with the positive sign in both in short and long -run, 

but FCE is negatively significant. The impact of .financial development 

on export performance including control variables IFL is statistically 

significant with a negative sign except for BRM only in the short-run; 

though, the TRD is positively significant. Indeed, the estimated results of 

the econometric estimation suggest appropriate policy corrections so that 

.financial development can promote economic growth and export promotion. 
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Introduction 

Some countries are most developed and some others are not; the quest on this issue 

leads to debates among development economists. However, economic activities are the 

consequences of the interaction of the financial sector with the real sector. This idea 

occupied the central role only after the empirical study of Gurley and Shaw (1955); the 

concept further flourished by Goldsmith (1969), which highlights the role and channels 

of financial development to contribute to national prosperity. Levine and King (1993) 

explored the financial sector's influence on economic growth. They concluded that 

developed financial intermediaries collect funds, select the best project for potential 

entrepreneurs, and supply the fund. This process diversifies the risk thereby stimulating 

the innovation for higher profit. Rousseau and Paul (1998) found a strong influence of 

the financial sector on the industrial shift for five developed countries using the data 
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