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- Gross Domestic Product:

2-Banking Sector Development:

3-Stock Market Development:

4-Foreign Direct Investment:

“Trade openness

“ Inflation Rat.

- Government final Consumption Expenditure’
8-sims

- Broad Money supply.

10-Claims on Private Sectors

- Domestic Credit provided by the Banking sector.
12- Domestic Credit to the Private Sector.
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1. Market Capitalization.

2. Traded Stocks.

3-Turnover Ratio.

4-Number of Listed Companies.

5 - Principal component analysis method.
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Abstract

One of the most important issues of economics is investigating the factors affecting economic growth
and their impact. Some theorists believe that the development of the financial sector, including the
development of the banking sector and the capital market, along with macroeconomic factors can
provide the necessary basis for increasing economic growth. Indeed, there is a serious argument that a
weakened financial system are trapped in a vicious circle where low levels of financial development
will lead to poor economic performance and poor economic performance will lead to lower financial
development.

This study examines the relationship between economic growth, banking sector development,
capital market development and some important macroeconomic variables. For this purpose, first the
combined indicators of banking sector development and capital market development based on the
principal component analysis (PCA) method are applied and then using vector autoregressive model
and the Granger causalities test, Causal nexus between variables for time series data of Iranin economic
between 1363-1397 Is examined.

The results of this study show that there is a mutual Causal nexus between economic growth and
financial development both in terms of banking sector development and capital market development,
so financial development in terms of both banking sector development and market development Capital
have reciprocal relation with economic growth. The causality between the development of the banking
sector and the capital market is also two-sided and this suggests the importance of integrated financial
sector development.

Keywords: Banking Sector Stock Market Economic Growth Granger Causality, Principal Component
Analysis (PCA) Method.
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