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On the Causal Relationship Between Financial Deepening
and Economic Growth: an Empirical Analysis Based on China
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Abstract; The author of this paper has analyzed the data about financial deepening and economic
growth during the period of 1993—2014 in China, and conducted the Granger causality test of the
three indicators of financial deepening and economic growth, based on the VAR model. The re-
sults show that there is a negative correlation between financial interrelations ratio and economic
growth rate in the short term, but in the long term the development of financial interrelation ratio
contributes to economic growth, that there is a positive correlation between the currency rate and
economic growth but in the long run the influence of monetization is decreasing; and that the in-
fluence of real interest rates on economic growth is not obvious, with no causal relationship.
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F= 2 HERIE (Trace £I)
Hypothesized Trace 0.05
No. of CE(s) Figenvalue Statistic = Critical Value Prob. * *
None* 0.931 196 88.234 19 47,856 13 0,000 0
At most 1* 0,714 186 37, 380 68 29.797 07 0,005 5
At most 2 0.394 984 13.584 82 15.494 71  0.095 1
At most 3 0,191 432 4,037 309 3.841 466 0,044 5

Trace test indicates 2 cointegrating eqn(s) at the 0. 05 level
* denotes rejection of the hypothesis at the 0. 05 level
* * MacKinnon-Haug-Michelis(1999) p-values
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Hypothesized Max-Eigen 0.05
No. of CE(s) Figenvalue Statistic = Critical Value Prob. * *
None* 0.931 196  50. 853 51 27.584 34  0.000 0
At most 1* 0,714 186 23,795 86 21,13162 0.0206
At most 2 0.394 984  9.547 508 14.264 60 0.243 4
At most 3 0.191 432 4.037 309 3.841 466  0.044 5

Max-eigenvalue test indicates 2 cointegrating eqn(s) at the 0. 05 level
* denotes rejection of the hypothesis at the 0. 05 level
* * MacKinnon-Haug-Michelis(1999) p-values
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dFIR=0.228 043 X RGDP(—1)—0. 326 316
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