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INRODUCTION

Tihe research which has' resulted in this paper aimed at
answering the fellewing guestions:

1) Wihat are the relationships between fimancial
development andl economic growth from: the point of
View! off the thieory off econemics and finance?

2) Does the development: of the financial market in
Poland! stimulate economic greowth! In comparisen with
selected! EU countries and, I yes, In what way?

3) How: strong Is the influence: of the financiall market
development oniecenomic growthi in: Poland in
comparisen with selected EU countries?




INTRODUCTION

Iheresearch was conducted in three stages:

Iihe first stage embracediliterature review! In' the;field of
ielationshIps BetWeen the financial market develepment:
dnd econemic grewth ini the theory: off econemics om
the point of View! of results of empirical studies
conducted by different authors.

Iihe second stade consisted o statistical data collecting
and selecting and an analysis of the mainftrends In the

financiall market develepment: in Poland and selected EU
countries.

Tihe third stage included an analysis of relationships
petween financial market development and economic
growth in Peland and selected EU countries in the years
1994-2007 on| the basis of the financial development
Indicators possible to use.




Financial market development and economic
growth — a review of theoretical aspects

Financial market (Including monetany: market, capital
market, credit-deposit. market, currency market and
derivative instrument market) isfone of the, key: markets
N’ economy. related to: the market off products and
Services and labour market through demand-supply: and
price coupling.

Onl the one hand, It Isia plane on WhICh! shokt=, meditm-
and leng-term financial transactions are accomplished
and), on the other hand), It IS the mechanism! off Short-
and Iong-termi capital mobilisationand its' allecation in
order tol finance iInvestment ventures .




Financial market development and economic
growth — a review of theoretical aspects

Einancial market performs crucial functions
In economy:

ensuring liguidity, in' ecenemy,
Appropriation off financiall claims,

mobilisation off part: of national INCome above
current expenditure for investment purposes,

strengtihening off the motivating| rele; of profit;
dllocation off capital inr econemy,

economic shock absorption’ through the risk
sharing mechanism.




Financial market development and economic
growth — a review of theoretical aspects

Tihe role of financial' markets in economy: depends; on the
fimancial structure of economy.

Tihe financial structire off al given Country S economy. Is
shiaped by: institutions, financialltechnology, rules of the
dame, wWhich determine how! financial activities are
Organised at a point in time.

R, Stulz usesianianalegy: that ,, (..) financiall structure;is
to financial system what: al foundation is o, al NeUSE:
Many: different houses canl be built onithe same
foundation. However, at'the same, time, a fioundation
makes it Impossible to build some types off houses. If the
foundation| is designed! for a one floor house, It cannot
be; used to build ar skyscraper”




Financial market development and economic
growth — a review of theoretical aspects

Iihe financial systems functioning 1N diiferent
countries can be divided! inte twe catedories:

market-oriented financiall systems, refierred toras

Anglo-Saxen ones - financialfmarkets play: main
ele

pank-oriented financiall systems, alser knewnas
the continental enes — banking sector: play: main
ole




Financial market development and economic
growth — a review of theoretical aspects

Ji. Sehumpeter, pointed out sSpecific functions; ofi financial
iIntermediation and! financiall markets, essential fior
economic; growth and development and consisting in:

mobilisation| off savings;
capital allecation,

fSk Management:,
facilitating transactiens,
company: MenItoring:

Tlaking| Into; account SChumpEetersi theory: off entrepreneur
and INAeVation GNe can| Propese al thesis that also: in the
case of fimancial institutions and financial intermeaiation
dl Process) of ,,creative destruction™ occurs which results

In financial development being ai component off economic
development.




Financial market development and economic
growth — a review of theoretical aspects

R. Levine referred to J. Schumpeter’s concept. Levine's
definition:
“Financiall deyvelepment occurs when financial instruments, markets,
and Intermediaries ameliorate — theugh do net necessarily’ eliminate
— the effiects of information, enforcement;, and transactions costs

and therefore do a correspondingly’ better jobrat previding the five
financiall functions:

production off ex antelinformation about possible iInvestments and
capital allocation,

monitoring ofi investments and exert off corporate governance after
previding finance,

facilitating trading off financial Instruments, risk diversification,
management of risk,

mobilizingl andl pesling of savings,
ease the exchange off goods and Services.

Each of these financial functions may influence savings and investment
decisions and hence econemic growthnr




Financial market development and economic
growth — a review of theoretical aspects

Financialfdevelopment means fiist of allj;
changes off ualitative; character.

FUNCtions of financial development are
Implementeal by financiallmarkets and financial

Intermediaries.

In the Ion? FUR implEMEentation of these
[UNCHIONS, IEAES toran! INCrEase i capital
dcclmulation:.

TThreugh' creating possibilities off risk
diversification and creating| finance sources; they
stimulate increase in technological Innovations.

llogether, functions stimulate, economic
growth.




Financial market development and economic
growth — a review of theoretical aspects

Ji. Greenweod and B. Jovanoevich indicated parallels
and Interdependencies in financial market
develepment:and economic growth

According te them) economic grewth: provides
means) thamnks o, Which! financial marketsiand
financial intermediation develop:

IR turn), this’ Process accelerates econemic growth
Py supperting capital allocation.




Theoretical relationship between finance and
economic growth by R. Levine

Adariat Fri

-information costs

- corpo tate |
- facilitate nisk

- ease trading of goods, sers




Financial market development and economic
growth — a review of theoretical aspects

In recent years there were several
publications Whichrwere; ighly: skeptical
about the; impact of financial develepment

ON econemic growth. These; include
publications by, among others, P. Wachtel,
MLJ. Manning and P. L. Rousseaul




Review of methods and results of
selected empirical investigations

Majority, of empirical researchi Into; relationsnips
petween financialidevelopment and ECOnemIC
growth; isf based on panel data and thus
COnNcerns not partictlar countries buti thelr
droups.

A basic econemetricimedell tised ini the research
INtor relationships; between financial' development
andl economic growthris R, [levine and R.G.
King'si version of the R. Barro’simoedel of
economic growth regression.




Review of methods and results of
selected empirical investigations

Tihis model assumes the following foerm:

Yir = 09 t ol _I_,B)(it + U
WHEre Yit Is the growth rate ofi reall GDP per capita 1nii-
th country. over'the peried t, A - Isia financial
development index ini the I-th country over the period: t
(the ratio of the financial sectors liguidtliabilities ter GDP;,
the ratio) off credit fior' the nen-financiall private Sector to
GDP; the ratior of credit for the nen-financial private
sector to total domestic credits, the ratio) off domestic
assets of deposit banks tor domestic assets of the entire
panking| sector), X1t — the vector off basic, predetermined

iInstrumental variables explaining economic growth inithe
[-th country’ over the period off t




Review of methods and results of
selected empirical investigations

Predetermined, exegenic (controls) instrumental variables
explaining economic grewth: in the i-th country over the
period oft:

the natural logaritim: ofi initiall GDP: per capita,

the natural legarithm: of the scholarisation Index — the
ratio; of children; registered! in' secondary: schoolsi to the
total number: off children: at the; schoollage,

the share oeffforeign trade turnover in GDP;, the: ratio) of
government consumption: ter GDP,
the ratio of budget deficit te: GDP).

The model is estimated with the use ofi the double ordinary
least square (20LS) method.




Review of methods and results of
selected empirical investigations

GDP per capita has been replacedtin the
eguation with' the' per capitar capital
drowthr rate, and next with the per capita
efficiency growtn rate, and the investment:
iate in GDP'— the authors investigated the
nfllence off financial develepment
INdicators on these guantities; tsing the
same model fiorm.




Review of methods and results of
selected empirical investigations

R King and R. Levine carried out research Into; relationships
PEtWeen the figures of reall GIDP per capita and the size; o
fimancial intermediation measured by the! ratio) of: the financial
systems liguid liabilities torGDP, based on a sample
con_si(sjting ofi 80/ countries and covering the: 1960-1989
PErod.

Next, they investigated the influence of financiall development
INdicators on Iongrterm; ECONeMIC growth! rates per capita,
capital accumulation and preductivity: growtn:

In each case the correlation indicaters were highiand
statistically: significant: bUt different: depending On a group: of
countries — divided inter countries ot low, medium and high
EconemIc development:

Further researchi based! on Ipanel data alserconfirmed a
relativelty strong iImpact off fimancial development, including
that off financial markets, om econemic growth.




Review of methods and results of
selected empirical investigations

PIL. Rousseau and P. Wachtel'siresearch
did net fiully: confirm: the results ebtained
Py’ the above mentioned authors.

PiLL. Reusseau and P Wachtellapplied the
Ssame research method as/ k. .evine and
RLGL King, and Used inl thelr researnch the
anmnual panel datal comprising statistical

data firomi 84 countries for the 19602003
PEriod.




Review of methods and results of
selected empirical investigations

M. Neimke investigated the relationships ameng the selected
financial development indicaters (amoengl others, the ratio off M3 te
GDP; the ratio) off stock-exchange capitalization te) GDP, the ratio of
bank credit fior enterprises to GIDP, the share of state bank assetsiin
totall bank assets) and GDP growth, and investments and
preductivity’ inr the countries, tndergoing transformations’ (countries
o Central'and Eastern Eurepe; and former Soviet republics in Asia).

IHe used the panel datal for the peried off 1990-2000iand constructed
18 eguations.

[For thelr estimation he applied the Ordinary: least sguare methods
(OLS Methed) and for some of the equations| alseiaigeneralized
method off mements (GMIM):

Oni the basis off empiricall investigations he proved that alsoiin
transition; economies (including Poland), there is a significant
positive correlation between the fimnancial market development: (and,
IN particular, capital market) and investments, productivity: and GDP.
PEr capita.




Review of methods and results of
selected empirical investigations

IHowever, It Issworthrmentioning that takingl Interaccount
the magnitude of the coefficient off determination; R2
(Values ranging firom 0.008 te 0:25 and N Gne case —
0.48), the results ebtained to;al very: small degree
explaini relationships Between financiall development and
ECOoNeMIC growth.

What Is' more, the economies examined are remotely
comparable. It is difificult te; compare Central Eurepean
economies with thoese of the; fiormer Seviet republicstin
Asia due torextreme differences in their financial
structures, financial market development and levels of
E€conemic growtn.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Tihe research Used statisticall datar comprised In the
database, fnancial structure datasert (INov: 2008)%
developed by 1. Beck and E. Al.-Hussainy: according to
the methedology: described in:,, A New: Datapase o1
fAnancial Peve/oprment ana - Structurer: by . Beck; A.
Demiurguc — Kunt'and R: LLevine:

ihe statisticalldata used In| the research and Concerning
shiaping ofi financial development indicaters are derived
entirely from this database. On the ether hand, the data
ieferring to, GIDP’ per capita and physical capital and
InVestments  are derived from' the, databases oi' Eurostat
and the Centrall Statistical Office (GUS), as well as the
World Development Indicator base off the World Bank.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

ihe datal refering to Poland, Greece, ltaly: cover the
years 1994-2007 (14 years) andiforirelandlcover the
vears 1996-2007(12 ears) In the case; of Ireland,
avallable date fioryears 1994-1995 are not eX|st|ng

e autnor has chosen therabove: period fior his analysis

due te the fact that in Poland only since 1994 it has
PDEEnI possible tolspeak about significant financial
development indicators: in relation to GIDP.

Thus, the work covers 14 observations concerning the
foIIowmg guantities: the %rowth rate off reall GIDP per
capital (GDPPLp), the grewth rate of real gress physical
capital (CAPI TAL) efficiency growth' rate (£/7), the
growth rate of real gross investment per capitar (GINY)
and the five financiall indicators presented below.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

A relatively: small'sampler entailedl severall problems.

Due to the restricted number of degrees off freedom in
aln ECONOMELrIC MOdEl, the NUMBEr ol EXplanator;
Variables had to be restrictied, Which, obviously: afifected
the quality: of obtained models.

Vloreever, data Inconsistency: may: haveroccurred due to
the fact that not allfneeded quantities Were available in
statistics) off one database.

Particularly, the data refierring torthe growth rates of real
dross Investment per capita amnd physicall capital per
capita were taken from other sources than the WWorla
Development: Indicators of the World Bank, and mere
specifically from the databases off EUROSTAT and GUS.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007
In' order to determine the efficiency growth indicater (££F), combining
In itselieffiects’ off technology: use,"human! reseurce andlabour

procélluctiviw, the method! applied by R.G. King and R. LLevine was
used.

Jihe starting| poeint isian economic; growth equation; in the forms:

y =k x,

Where y/ stands for real GDP' per capita’, A represents real physical
capital per capita, X standsifor remainin%determinants Of per capita
GDP growth (jeint factor of technology, human! reseurces and
labour), a—1s'a parameter off production function.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Jihis eguation can| be transtermed! by logarthming the sides of
the eguation to) the ferm:

ALY = Ik /X

Py chianging symbols, this'dependence can be converted: (as
RLG. King and R.I.evine did It)rto; the fermi GPLp = aCAPITAL
+ 5 Wherne GDPpirepresents the growth rater ofi real GDP.
PEer capita, CAPITAL — standsifor the %rowth iate off physical
G

capitall per capita, and £~ Indicates the efficiency. growth
iate, g —Is|al shiareroff physical capitaligrowthiin real per capita
GDP growth. Hence, - can be determined: in the following

Wa:
e = GDPp — aCAPLTAL.
Followingl R.G. Kingl and R.Levine, the value a = 0.5

Additionally, the grewth rate of real gross investment per
capital (GINVY) was used ini the study.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Einancial market developmentindicators were
constructediin the following'way:

STOCK — the|ratior of the stock-exchange capitalization
on the steck market to GDP

{0,5[STOCK/P et + STOCKt-1/P_et-1/}/GDPY/P._at;

PBONDS — the ratio off the stock-exchiange capitalization
on the bends market to) GIDP.

10, 5/PBEONDSt/PL el + PBONDSt=1/P- et-1]}/GPP/P-art,
In the above formulas the following symibols were
adopted: P.er—stands fior an inflation rate; (CPI) at the
end off the year, 2 et-1'Is an Inflation rate (CP/) at the
beginning of the year, P._at— represents the average
vearly inflation rate (CPI), GPP: - GDP In the year't, t—
Vear.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

IR therstudy ani econemetric multi-eguation
model (simple model) was used.

TThe model consists of 3' equations, each of

WHICH IS estimated separately: by the, ©LLS
method.

ihese equations Were constructed In suchi arway,
as torshew! the efiiect off both the real sphere
and the fimancial' Sphere omn ECeNeMIC drowth, or
On Its major facters: capitall growth anc
effiiciency’ grewth.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Iihe first equation characterizes the correlation Between
per capita real GDP growthi and'its main factors:

(1) l_GDPp =l ajp + ai l_EFF+ a;;l CAPITAL + u;,

Where /- GPPp— represents the legarithm off per capita
GDP growth, /_EfF— stands for' the logartnm of
efficiency’ growth rate, /- CAPITAL — is the! logarithm of
the growth rate; off capital per'capita;, /. gZ70'— stands! fior
the legarithnm off the; constant.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

ihe second equation characterizes the correlation
petween| the) grewth' rate of reall GDP per capitaland
efficiency growth (£4F) and the ratios) off the stock
market capitalization to; GIDP and therbend-market
capitalization te) GDP (PEONDS).

(1) GDPp = a3y + a3 EFF + a;;STOCK + a3;3PBONDS + u;




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Iihe third eguation: characterizes the relationship
petween the growth rate ofi real physical capitall per
capital (CAPITAL) and the growth rate ol gress
Investment, and the raties ofi the; stock market
capitalization torGDP (S/0CK) andl bond market
capitalization te; GDP (PEONDS):

(3) CAPITAL = a4 o Cl4]G]NV " a4gSTOCK o a43PBONDS g Uy




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

ihe first equation reveals the ebvious significant
stechastic relationships between: GIDP per'capita and

explanatery (Independent:) vVariables; being the economic
growth factors.

Tihe relationshipr between per capita GDP grewth and: per

capital physical capital growth andl efficiency. growth IS
obvious from the: pointief: View! off economic growth
models (see: Tables 1A,B,C,D).

Due; o the non-linear' dependence (power function), the
author used logarithms, ofi the; per capita real GDP
growth' rate;andtlogarithms off the growth rates of: real
physical capital per capita and efficiency.




Table 1A Poland. Equation 1: OLS Method estimation with the
use of 14 observations 1994-2007
Dependant variable: |_GDPp

Coefficient | Standard t-Student p value
error
Const -0.154094 0.227312 -0.6779 0.51184
1 CAPITAL 0.204385 0.0646612 3.1609 0.00906  |***
1 ' EFE 0.658898 0.0214507 30.7169 <0.00001 |***
Mean of dependent -3.161880 Standard deviation of 0.549790
variable dependent variable
Sum of squared residuals | 0.041929 Standard error of 0.061739
residuals
Unadjusted R-squared 0.989330 Adjusted R- squared 0.987390
F(2, 11) 509.9452 p value for the F-test 1.43e-11
Log - Likelihood 20.81067 Durbin-Watson statistics 2.541708
Autocorrelation of -0.303210
Residuals - rhol
4% the variable is significant at the significance level of 0.01, ** the variable 1s significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Table. 1B Greece. Equation 1: OLS Method estimation with the
use of 14 observations 1994-2007
Dependant variable: |_GDPp

Standard t-Student

terror

Coefficient p value

Const

0.13191

0.0632669

2.0850

0.06117 |*

| EFF

0.771421

0.0217344

35.4930

<0.00001

ko

0.189911

0.0110391

17.2034

<0.00001

%k kk

1 CAPITAL

Mean of dependent
variable

Sum of squared residuals

-3.473576 Standard deviation of 0.340671
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

0.004326 0.019832

0.996611
1.04e-14
1.973208

0.997132
1912.495
36.70934
-0.069453

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

**%* the variable is significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Table 1C Ireland. Equation 1: OLS Method estimation with the
use of 14 observations 1994-2007
Dependent variable: |_GDPp

Standard t-Student

terror

Coefficient p value

Const

0.142907

0.0692364

2.0640

0.06342 |*

| EFF

0.843363

0.0105352

80.0517

<0.00001

skkock

0.121753

0.0163836

7.4314

0.00001

kkock

1 CAPITAL

Mean of dependent
variable

Sum of squared residuals

-2.695873 Standard deviation of 0.344828
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

0.002611 0.015405

0.998004
5.65¢e-16
1.952762

0.998311
3251.224
40.24567
-0.050234

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

**%* the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Table 1D Italy. Equation 1: OLS Method estimation with the
use of 14 observations 1994-2007
Dependent variable: |_GDPp

Coefficient

Standard

terror

t-Student

p value

Const

0.22232

0.116282

1.9119

0.08819

*

| EFF

0.717412

0.0116509

61.5759

<0.00001

koK

| CAPITAL

0.268867

0.0296523

9.0673

<0.00001

Hkck

Mean of dependent
variable

-4.071400

Standard deviation of
dependent variable

0.427651

Sum of squared residuals

0.003583

Residual standard error

0.019953

Unadjusted R-squared

0.998219

Corrected R squared

0.997823

2521.968 4.25e-13

31.67119

F(2,11)

Log - Likelihood
Autocorrelation of
Residuals - rhol
*** the variable is significant at the significance level of 0.01, ** the variable 1s significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.

p value for the F-test




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Inithe case off Poland Equation: 2 indicates) a: statistically:
significant positive relationship between reall GDP: growth
PEr capitaland the ratie’ of Sstock-market capitalization to
GDP. AR Increase; In; steck-market capitalization: by 1
PErcentage point calises an INcrease; in per capita GDP
growth rate by 0,021 percentage; point.

Onl the ether hand, the relationshipr between: the ratio; ofi
bond-market capitalization| tor GDP andl the growth rate of
GIDP per capita is Negative, hence an INCLEase in the share
of the bond-market capitalization inf GDP. by’ 1 percentage
POINt CaUSES a decrease In the growth rate; of real GIDP per
capita by 0.051 percentage point (see: Table 2A).

The influence of both variablesion: the growth rate; of real
GDP! per capita Is definitely’ lower than that off efficiency.




Table 2A Poland. Equation 2: OLS Method estimation with the
use of 14 observations 1994-2007
Dependent variable: GDPp

Coefficient

Standard
value

t-Student

p value

Const

0,0159835

0,00161021

9,9263

<0,00001

kekck

gl

1,04013

0,0206821

50,2914

<0,00001

%k kk

STOCK

0,0219688

0,0057401

3,8273

0,00333

&Rk

PBONDS

-0,0511506

0,00926045

-5,5236

0,00025

kkk

0,047357 Standard deviation of
dependent variable
Standard error of
residuals

Adjusted R- squared

p value for the F-test
Durbin-Watson statistics

Mean of dependent 0,019069
variable

Sum of squared residuals

0,000019 0,001361

0,996079
846,7375
74,87862
-0,629110

0,994902
2.5le-12
3,209570

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

*** the variable is significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

In the case of Greece the relationshipr between the ratio
O stock-market capitalization| to) GIDP'and the growth
iate of reall GDP per capital Is statistically insignificant,
WheEreas the relationshiprbetween the ratio of bond-

market capitalization to) GDP: and the grewth: rate; of real
GIDP! per'capita is statistically significant’and positive.

It must: be noted, newever, that the applied eguation
does not explain these  relationships very: wellfbecause
the low value offthe; Durbin- Watsen test points te
autocorrelation off the randem component (see alsoe:
Table 2B).




Table 2B Greece. Equation 2: OLS Method estimation with the

use of 14 observations 1994-2007

Dependent variable: GDPp

Coefficient

Standard

terror

t-Student

p value

Const

-0.0115715

0.00499579

-2.3162

0.04305

EFF

1.14482

0.0818234

13.9914

<0.00001

STOCK

0.00197107

0.00175339

1.1241

0.28721

PBONDS

0.0172936

0.00690463

2.5046

0.03120 |**

0.032643 Standard deviation of 0.010493
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

0.000044 0.002088

0.960381
7.03e-08
0.594337

0.969524
106.0417
68.88855
0.836106

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

*#* the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Irishi econemy. reveals al statistically’ significant positive
ielationship between the ratio; of stock-market
capitalization te) GDP and the growth rate ofi real GIDP.
PEr capita:

IHowever, the effiect of this exEIanatory variable on the

explained variable is weaker taan in Peland. An Increase
N the ratio) off steck-market capitalization ter GDP by 1
PErcentage; point cCauses an| INCrease In the growth rate
oF GDP per capita by 0.0093; percentade point:

Tihe relationship Between the ratio off bond-market
capitalization te) GDP and the growth rate ofi real GIDP.
PEr capital Is negative, but statistically’ insignificant (see:
Tiable 2C).




Table 2C Ireland. Equation 2: OLS Method estimation with the
use of 12 observations 1996-2007
Dependent variable: GDPp

Coefficient

Standard

error

t-Student

p value

Const

0.00567257

0.00386259

1.4686

0.18013

EFF

0.998107

0.031766

31.4206

<0.00001

STOCK

0.00931736

0.00469812

1.9832

0.08264

PBONDS

-0.00144696

0.0124469

-0.1163

0.91032

0.070250 Standard deviation of 0.025641
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

0.000013 0.001284

0.997493
2.72e-11
1.409016

0.998177
1459.978
65.30044
0.265218

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

4% the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Italianreconomy. reveals a positive; statistically
significant: relationshipr between the ratiorof
steck-market capitalization te; GIDP and the
growth rate ofi real GDP: per capita and Detween

the; bend-market capitalization tor GDP ratio and
the grewth rate; off reall GDP! per capita

It 1S neteworthy, however, that the ratiorof
stock-market capitalization te GIDP has a weaker
IMpact en' the grewth' rate of reall GIDP! per capita
in Italy: than in Peland and Ireland.




Table 2D Italy. Equation 2: OLS Method estimation with the
use of 14 observations 1994-2007

Dependent variable: GDPp

Coefficient

Standard

error

t-Student

p value

const

-0.0070465

0.00325218

-2.1667

0.05548

*k

EFF

1.00648

0.0256856

39.1847

<0.00001

Ak

STOCK

0.00419153

0.00151216

2 Gl

0.01972

%k k

PBONDS

0.0108575

0.00337861

3.2136

0.00928

kkok

0.016214 Standard deviation of 0.009358
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

5.47e-06 0.000739

0.993759
6.89e-12
1.385148

0.995199
690.9587
83.427789
0.303317

Unadjusted R-squared
F(2,11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

*** the variable is significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

Steck-market capitalization| afifects alse the grewith of realf physical

capitall per capita. In the case off Poland: this effiect is' higher than the

i3nAI)uence of the growth rate ofi reall gross investment (see: liable

An increase!in| the ratio of stock-market capitalization te  GDP by 1

Bercentage point increases the growuh: rate ofi real GDP’ per capita
V. 0.066 percentage point (0.027 percentadge; pointiin the case of
the growth rate of'real grossi investment).

A negative impact, oft the bond-market capitalization| to; GDP ratio;on
the growth rate off reall physical capital per cadpita IS alse) significant

(@n increase by’ 1 percentage point causes a decrease in the growith
rate off GDP per capita by 0.153' percentage point):




Table 3A Poland. Equation 3: OLS Method estimation with the
use of 14 observations 1994-2007
Dependent variable: CAPITAL

Coefficient

Standard

error

t-Student

p value

const

0.053085

0.00519872

10.2112

<0.00001

GINV

0.0275522

0.0128545

2.1434

0.05770

%k

STOCK

0.0665638

0.0187168

3.5564

0.00521

skksk

PBONDS

-0.153156

0.0301973

-5.0718

0.00048

*kck

0.030564 Standard deviation of 0.008354
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

0.000194 0.004407

0.721676
0.001104
3.084796

0.785905
12.23608
58.43247
-0.569964

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

*#%* the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Table 3B Greece. Equation 3: OLS Method estimation with the

use of 14 observations 1994-2007

Dependent variable: CAPITAL

Coefficient

Standard

error

t-Student

p value

const

-0.0369099

0.0190626

-1.9362

0.08159

GINV

-0.00735161

0.0546895

-0.1344

0.89573

STOCK

0.0104382

0.00654888

L5959

0.14205

PBONDS

0.0693212

0.0253515

2.7344

0.02103  |**

0.022511 Standard deviation of 0.010825
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

0.000635 0.007971

0.457775
0.027575
0.827001

0.582904
4.658431
50.13788
0.617020

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

*#* the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

In the economy: 6f Ireland, like in Poland, a poesitive and
statistically’ significant relationship: DEtWeen stock-market
capitalizatien’and the growth rate; off real phaysicall capital
PEr capitalis revealed.

What IS moere, an InCrease In the stock-market

capitalization te) GDP ratio hasial strenger Inmpact oni the
_grcI)leth %f ieal physical capitali per capitaiin Ireland than
in Poeland.

ke in the, case ofi Poland|, the, relationship: between
bond-market capitalizationsand the growth rate of real
GDP’ per capital IS negative and statistically’ significant
(see: Table 3C).




Table 3C Ireland. Equation 3: OLS Method estimation with

the use of 12 observations 1996-2007
Dependent variable: CAPITAL

Coefficient  Standard t-Student p value
terror
const 0.0225292 0.006179 3.6461 0.00653
GINV 0.0850699  0.0241618 3.5208 0.00784
STOCK 0.0369639  0.00768274 4.8113 0.00134
PBONDS -0.0701747  0.0218971 -3.2048 0.01252  **
Mean of dependent 0.036066 Standard deviation of 0.005147
variable dependent variable
Sum of squared residuals 0.000057 Standard error of 0.002681
residuals
Unadjusted R-squared 0.802723 Adjusted R- squared 0.728744
F(2, 11) 10.85071 p value for the F-test 0.003420
Log - Likelihood 56.46559 Durbin-Watson statistics 2.180682
Autocorrelation of -0.090415
Residuals - rhol
**%* the variable is significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable 1s significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.




Results of empirical research into relationships
between financial market development and
economic growth in Poland and selected EU

countries in the years 1994-2007

IR’ the; case ofi Italy, the relationship
petween| the ratior off stock-market
capitalization to)GDP analthe ratio; of

pend-market capitalization and the; growth
iate of real physical capital per capitalis
positive andl statistically: significant.




Table 3D Italy. Equation 3: OLS Method estimation with the
use of 14 observations 1994-2007
Dependent variable: CAPITAL

Coefficient

Standard

terror

t-Student

p value

Const

-0.0161529

0.0120238

-1.3434

0.20883

GINV

0.044347

0.0390344

1.1361

0.28241

STOCK

0.0110963

0.00536525

2.0682

0.06548

*k

PBONDS

0.0281834

0.0125623

2.2435

0.04872

&k

0.014519 Standard deviation of 0.003461
dependent variable
Standard error of
residuals

Adjusted R- squared
p value for the F-test

Durbin-Watson statistics

Mean of dependent
variable
Sum of squared residuals

0.000054 0.002327

0.548216
0.011559
1.371166

0.652474
6.258276
67.37760
0.301120

Unadjusted R-squared
F(2, 11)

Log - Likelihood
Autocorrelation of
Residuals - rhol

4% the variable 1s significant at the significance level of 0.01, ** the variable is significant at
the significance level of 0.05, * the variable is significant at the significance level of 0.1
Source: the author’s own calculations with the use of the GRETL programme.
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between financial market development and
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It Is interesting that in the, case of Greece and Italy a highi ratio: of
Bublic debt to 'GP (above 100%? and a positive relationship

etween the bond-market capitalization ter GDP ratio’ and econemic
growthi are indicated.

IHowever, In the case off Poland and Ireland the ratio off public debt
to GDP is relatively low: (below: 60%) and the relationshipr between
the bond-market capitalization to GDP: radio; and ecConemIc growth is
REgative:

RIS phenomenon| requires a thorough investigation: en' a bigger
sample and with! the tse; off panel data comprising| tWe groups off
countries: countries of high public;debt with reference to GDP and
countriesfof al relatively low! ratior of: public debt to, GDP.




Conclusions

An analysisi off relationships between: selected
INdicators: off financial market development ana
Eeconomic growth in' Polandiin the period firom
1994 101 2007 points te the follewing stylized
facts:

In the analyzed period, there was)a statistically.
significant relationshipr between financialfmarket
development and economic growth in Poland,
Greece, Ireland andl Italy;




Conclusions

AN Increase ini the gevernment bend-market
capitalization (result o increased budget deficit and
public debt) hasia nedative and relatively strong Impact
on the rate; of real economic grewth and the rate of real
physical capital grewth in Peland and: Ireland, hence it
may. confirmi a nedative effiect portiiolior crowding out™
caused! by increased budget deficit and public debt on
EconeMmIC growthy;, infthe case; of Greece, and! Italy, I.e.
the countries, of ar high ratiorofi public debt ter GDP, there
IS al statistically’ significant, positive relationship: BEtWeER
the bond-market: capitalization o GDP ratiorand
Eeconoemic growth;




Conclusions

Tihere IS a statistically: significant But
elatively: weak, positive relationship
petween| the stock-market capitalization

and' growth rates of real GDP: per capita
andi reall physicall capital per capita; this
relationshipris stronger in the case of

Polandi than in the: case off other examined
COUNtries.




Conclusions

1lo sum up, the conducted amnalysisirevealed: a
statistically, significant andl meaningful Impact of
financialfmarket development onr eCoReMmIc
growth 1 Peland, Ireland andi Italy, butiweaker
N the case off Greece. The research dene is of
preliminary: character andi the conclusions
fermulated aboeyve; reguire further veritication: by,
extensive studies covering a larger nUmber of
explanatory. variables and a'larger numpber: of
observations.
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