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Abstract

In this paper, we provide an overview of financial development in Vietnam. Particularly, a new approach of this study is to measure financial 
development through improvements in depth, efficiency and access of the banking system and stock market. Further, the study examines 
the factors significantly affecting financial development in Vietnam. The data are collected in Vietnam, an emerging country with a limited 
financial development. We employ the Autoregressive Distributed Lag (ARDL) approach, which generates a high reliability and suits data 
characteristics of emerging countries like Vietnam. We observe that Vietnam’s banking system plays a key role in supplying credits to 
the economy while the nascent stock market at a limited size shows its potential for a considerable growth in the future. We also find the 
influential determinants of financial development in Vietnam including real estate market (RE), economic growth (EG), consumer price 
index (CPI), and global financial crisis (GFC). These findings are essential for Vietnamese authorities in providing practical solutions 
in order to build a sustainable and synchronous financial development. They are also first empirical evidence relating to an overview of 
financial development in an emerging country, so they are not only valuable to Vietnam but also crucial to other emerging economies.
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Ejaz, 2019). Indeed, countries with higher levels of financial 
development as well as a better-developed banking system 
and stock market have better financial services than those 
with a limited financial development (Bencivenga, Smith, & 
Starr, 1995; Esso, 2010; King & Levine, 1993), so the former 
possess a faster economic growth and poverty reduction than 
the latter does (King & Levine, 1993). Admittedly, a majority 
of earlier studies have examined the impact of financial 
development on economic growth and poverty reduction. 
Undeniably, there exists a big gap in the current literature due 
to a lack of empirical studies considering influential factors 
of financial development despite their great contribution 
to a better financial development. On the other hand, there 
have been contradictory views on the measurement of 
financial development. Indeed, the International Monetary 
Fund (IMF) suggests that financial development should be 
approximated by developments of financial institutions and 
markets, mainly concentrating on the banking sector and 
stock market. This is in line with suggestions of Greenwood 
and Jovanovic (1990), Bencivenga and Smith (1998), 
Nguyen, Xuan, and Bui (2020). However, most of previous 
researchers have investigated financial development from 
the perspective of the banking sector with little investigation 
from the one of the stock market. An overview of financial 

1.  Introduction

Financial development is an interesting topic which is 
a big concern of many empirical studies. The analysis of 
financial development provides researchers a comprehensive 
perspective on capacity of financial institutions in supplying 
financial services to other economic entities (Schumpeter, 
1911). Financial development also enables an effective 
allocation of resources (Cherif & Dreger, 2016). That is why 
financial development is crucial in boosting the economic 
growth (Bencivenga & Smith, 1998; Bong & Premaratne, 
2020; Bui, 2019a; Camba & Camba, 2020; Greenwood & 
Jovanovic, 1990; Tran & Nguyen, 2020), and more notably, 
cutting poverty (Kousar, Rais, Mansoor, Zaman, Shah, & 
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development, especially identifying its influential factors is 
thus an interesting topic for more consideration, particularly 
in emerging economies like Vietnam.      

By this study, we provide an overview of financial 
development in Vietnam, primarily concentrating on 
answering the question “Which factors affect financial 
development in Vietnam?”. In addition, the data collection is 
conducted in Vietnam, an emerging country with the absence 
of financial development’s analyses. This study is thus 
expected to bring an overview of financial development in 
Vietnam. It is also expected to offer first empirical evidence 
on specifying determinants of financial development in an 
emerging economy like Vietnam. Based on its findings, 
Vietnamese authorities as well as other emerging countries’ 
can adopt appropriate solutions for the sustainable and 
synchronous financial development. 

The remaining part of the paper consists of literature 
review, research methodology, data analysis and discussion 
of the findings, and eventually, conclusion.

2.  Literature Review  

Financial development can be defined as improvements 
in depth, efficiency and access of financial institutions and 
markets, mainly approximated from the perspective of the 
banking system and stock market (Bencivenga & Smith, 
1998; Greenwood & Jovanovic, 1990; Nguyen et al., 2020; 
Pradhan, Arvin, Hall, & Bahmani, 2014). In empirical studies, 
financial development is frequently measured by domestic 
credit to private sector (Bui, 2019a, 2020; Choi & Park, 2017; 
Fisman & Love, 2003; Lim, 2018; Shen, 2013) and stock 
market capitalization (Choi & Park, 2017; Fisman & Love, 
2003; Shen, 2013) which are two indicators of financial depth, 
an essential element of financial development. Meanwhile, 
following the financial development index database of 
the IMF, financial development can be approximated by 
a combination of depth, efficiency and access of financial 
institutions and markets. The IMF measure is superior in 
reflecting multi-dimensional improvements of financial 
development, overcoming limitations in measures of 
financial development used in empirical studies. Therefore, 
we employ the financial development index database of 
the IMF to provide a comprehensive insight into financial 
development.   

2.1.  Measures of Financial Development

Following the financial development index database 
suggested the IMF, financial development can be measured 
by the depth, efficiency and access of financial institutions 
and markets. Particularly, financial institutions mainly 
focus on the banking system while the stock market is the 
representative of financial markets.

•	 Financial depth: Financial depth demonstrates the 
size of financial sector relative to the economy (Bui, 
2019a, 2020; Klein & Olivei, 2008; Zaman, Izhar, 
Khan, & Ahmad, 2012). Admittedly, a deeper financial 
sector captures its stronger capacity in supplying 
capital to the economy. In developed countries, 
financial development is frequently approximated by 
the banking system and stock market relative to the 
economy while the size of banking system relative to the 
economy is its main proxy in developing or emerging 
economies whose stock markets are relatively nascent 
and small as compared to the economy. Regarding the 
measures, domestic credit to private sector and stock 
market capitalization are two indices commonly used 
as proxies of financial depth (Choi & Park, 2017; 
Fisman & Love, 2003; Shen, 2013).  

•	 Financial efficiency: Financial efficiency refers the 
improvements in performance from the perspectives 
of the banking system and stock market. The improved 
financial efficiency brings households and firms more 
benefits when using financial services. Financial 
efficiency is frequently measured by interest rate 
spread and stock market turnover ratio.

•	 Financial access: Financial access captures the 
improvements in the access of the banking system 
and stock market. In other words, this shows how 
widely the banking system and stock market spread 
throughout the population. Financial access from 
the perspective of the banking system is frequently 
approximated by bank branches per 100,000 adults 
and ATMs per 100,000 adults while the ratio of market 
capitalization outside of the 10 largest companies to 
total market capitalization is used to measure the 
access from the perspective of the stock market.  

2.2.  Determinants of Financial Development 

In this section, we principally identify factors affecting 
financial development which have been reported in earlier 
studies and chosen to be considered in this study, including 
the real estate market, economic growth, consumer price 
index, and global financial crisis. 

•	 The real estate market: The real estate market refers 
where transferring, leasing, consulting and broking 
are performed (Thu & Perera, 2011). There have been 
different views on its measures. However, growth 
index of business activities in the real estate market 
is considered as its broadest measure which has 
been employed by Ni and Liu (2011), Lambertini, 
Mendicino, and Punzi (2017), Bui (2019a), Nguyen 
and Bui (2019), Nguyen, Bui, and Nguyen (2019), 
Nguyen et al. (2020). Particularly, business activities 
in real estate market mainly focus in the following 
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fields including transferring, house or office leasing, 
consulting and broking. In fact, the real estate 
market may exert a significant impact on financial 
development. It is because thanks to its developments, 
real estate holders can easily access to banking lending 
through mortgage-backed securities, giving a rise 
in credits provided by the banking system and then 
considerably boosting financial development. More 
than that, it is advantageous for investors to improve 
their capital access, increase income and expand 
their investment in the stock market, contributing 
significantly to financial development from the 
perspective of the stock market. Alternatively, 
developments in the real estate market leads to 
significant improvements of financial development. 
Nevertheless, crises in the real estate market will 
considerably influence financial development. 

The American financial crisis in the late 2007 is a typical 
example (Bahmani-Oskooee & Ghodsi, 2018). The impact 
of the real estate market on financial development has been 
reported in many empirical studies. For instance, Gimeno 
and Martínez-Carrascal (2010), Hott (2011), Igan, Kabundi, 
Simone, Pinheiro, and Tamirisa (2011), Anundsen and 
Jansen (2013), Arestis and Gonzalez (2014), Ibrahim and 
Law (2014), Shen, Lee, Wu, and Guo (2016), Zhao, Zhan, 
Jiang, and Pan (2017), Nguyen et al. (2020) highlighted 
the positive effect of the real estate market on financial 
development from the perspective of banking system. 

Other researchers such as Hui, Zuo, and Hu (2011), Lin 
and Lin (2011), Su (2011), Su, Chang, and Zhu (2011), Heaney 
and Sriananthakumar (2012), Hui and Chan (2014), Tsai 
(2015), Yuksel (2016), Bahmani-Oskooee and Ghodsi (2018) 
have stated that the real estate market is positively correlated 
to financial development from the perspective of the stock 
market. However, with the existence of real estate bubbles, 
the marker is highly at risk of crisis and dramatic decrease in 
the future, which is the chief cause of the significant fall in 
financial development. In other words, the real estate market 
can negatively affect financial development. Indeed, Liu and 
Su (2010), Li, Chang, Miller, Balcilar, and Gupta (2015), 
Ali and Zaman (2017), Shi, Liu, and Zhang (2017) have 
revealed the negative of the real estate market on financial 
development from the perspective of the stock market.    

•	 Economic growth: Economic growth, a vital indicator 
of the domestic macroeconomy, is significantly 
related to financial development. Actually, a healthy 
economic growth enables the banking system and 
stock market to easily expand their size and improve 
their performance, which means that financial 
development is promoted (Guerra, 2017). This effect 
was first found by Robinson (1952). After that, lots 
of researchers, namely Goldsmith (1969), Rajan and 

Zingales (1998), Khan and Senhadji (2003), Igan et 
al. (2011), Guerra (2017), Nguyen et al. (2020) have 
reported similar findings. Nevertheless, an excessive 
economic growth leads to a potentially risky and 
unsustainable economy, which may exert a negative 
influence on financial development (Naceur, Cherif, 
& Kandil, 2014; Ram, 1999).      

•	 Consumer price index: Consumer price index 
which is also an essential indicator of the domestic 
macroeconomy can considerably affect financial 
development (Naceur et al., 2014). In fact, a higher-
level index is the root of economic predicaments 
such as decline in credit demand and solvency, 
limit in investment, which leads to a fall in financial 
development (Azariadis & Smith, 1996; Boyd, 
Levine, & Smith, 2001; Moore, 1986). The negative 
correlation between consumer price index has been 
found in a big number of empirical studies such as 
those of Moore (1986), Azariadis and Smith (1996), 
Boyd et al. (2001), Rousseau and Yilmazkuday 
(2009), Bittencourt, Gupta, and Stander (2014), 
Naceur et al. (2014).

•	 Global financial crisis: Global financial crisis 
undeniably exerts a considerable influence on 
financial development of every country (Huang, 
Leung, & Qu, 2015) because it can increase risks in 
the capital market (Golob, Bastic, & Psunder, 2012) 
and worries policymakers in developed countries 
(Zhang, Li, Hui, & Li, 2016). There however exist 
few empirical studies revealing the specific impact of 
global financial crisis on financial development. Of 
those, Hui and Chan (2014) confirmed that shocks by 
the American financial crisis was significantly related 
to the stock markets in Hong Kong and the U.K. 
In another study, Nguyen et al. (2020) highlighted 
the positive effect of the global financial crisis on 
financial development from the perspective of the 
banking system in Vietnam.

3.  Research Methodology

By this analysis, we provide an overall of financial 
development in Vietnam. We also investigate factors affecting 
the financial development. We employ the Autoregressive 
Distributed Lag (ARDL) approach suggested by Pesaran, 
Shin, and Smith (2001) as the primary analysis. This approach 
is superior by examining the impact among data series in the 
short run and long run. Furthermore, this is appropriate for 
models with short (Pahlavani, Wilson, & Worthington, 2005) 
and non-stationary time series (Tursoy & Faisal, 2016), a 
typical feature of emerging countries’ datasets like Vietnam’s. 
This approach has been previously used by Bahmani-Oskooee 
and Ghodsi (2018), Nguyen et al. (2020).
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Following the mentioned literature review, it can be 
admitted that financial development (FD) is substantially 
affected by real estate market (RE), economic growth (EG), 
consumer price index (CPI), and global financial crisis (GFC). 
Thus, we suggest the model taking the following equation:  
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Where k is the lag length; α0 is constant; λ1, λ2, λ3, λ4, λ5 are 
short term multipliers; β1, β2, β3, β4, β5 are long term multipliers 
of lagged variables in the model; ϕ is the speed of adjustment 
and ECM is error correction term lagged by one time period.

3.1.  Dependent Variables

Financial development (FD) is measured from the 
perspectives of the banking system and stock market with 
three indices, namely financial depth, financial efficiency, 
and financial access. Specifically, following the financial 
development index database of the IMF and some earlier 
studies, financial depth is approximated by domestic credit 
to private sector (DC) and stock market capitalization (MC) 
while financial efficiency is measured by interest rate spread 
(IR) and stock market turnover ratio (MT). Market access 
(MA) is chosen as the proxy of financial access. 

•	 Domestic credit to private sector (DC): DC, a proxy 
of financial depth from the perspective of the banking 
system, is measured by domestic credit to private 
sector (% of GDP). This is in line with the suggestions 
of the IMF, Fisman and Love (2003), Shen (2013), 
Choi and Park (2017), Lim (2018), Bui (2019a, 
2020). DC is calculated by growth rate in each quarter 
(compared to the same period a year earlier).   

•	 Stock market capitalization (MC): As an indicator 
of financial depth from the perspective of the stock 
market, MC is approximated by stock market 
capitalization (% of GDP). This measure follows 
the financial development index database of the IMF 
and what some earlier scholars, namely Fisman and 
Love (2003), Shen (2013), Choi and Park (2017) have 

performed. MC is also measured by quarterly growth 
rate (compared to the same period last year).  

•	 Interest rate spread (IR): Following the financial 
development index database of the IMF, we calculate 
IR by lending rate minus deposit rate as a proxy 
of financial efficiency from the perspective of the 
banking sector. 

•	 Stock market turnover ratio (MT): As a proxy of 
financial efficiency from the perspective of the stock 
market, MT is approximated by total value of shares 
traded during the period divided by the average 
market capitalization for the period, following the 
suggestion of the IMF.

•	 Market access (MA): As an indicator of financial 
access the perspective of the stock market, MA is 
calculated by the average market capitalization of the 
top ten largest companies to the average total market 
capitalization in each period. Therefore, the increase 
in MA captures the decline in financial access and 
vice versa. This measure is based on the financial 
development index database of the IMF.

The model considering the influential factors of financial 
development in Vietnam includes five detailed models which 
are Model 1 (dependent variable: DC), Model 2 (dependent 
variable: MC), Model 3 (dependent variable: IR), Model 4 
(dependent variable: MT), and Model 5 (dependent variable: 
MA).

3.2.  Independent Variables

•	 Real estate market (RE): As a proxy of the real estate 
market, RE is approximated by quarterly growth rate 
(compared to the same period last year) of business 
activities in the real estate market. This measure has 
been employed by Ni and Liu (2011), Lambertini 
et al. (2017), Bui (2019a), Nguyen and Bui (2019), 
Nguyen et al. (2019), Nguyen et al. (2020).

•	 Economic growth (EG): EG is calculated by quarterly 
growth rate (compared to the same period last year) of 
GDP as an indicator of the domestic macroeconomy.

•	 Consumer price index (CPI): Also a proxy of 
the domestic macroeconomy, CPI is measured by 
quarterly growth rate (compared to the same period 
last year) of consumer price index.

•	 Global financial crisis (GFC): We calculate GFC 
as an indicator of global macroeconomic shocks by 
using a dummy variable that is equal to 1 during the 
global financial crisis (from Q3 2007 to Q1 2013) and 
0 for the remaining periods. This measure is based 
on what Cayon, Thorp, and Wu (2018), Kapan and 
Minoiu (2018) suggested and what Nguyen et al. 
(2020) have used in their study.   
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The data are quarterly collected in Vietnam from Q3 2004 
to Q4 2018. This period is chosen in order to assure relatively 
sufficient observations with the reality of Vietnam’s fledgling 
stock and real estate markets. Particularly, data of DC and IR 
are obtained from the IMF while data of RE, EG and CPI 
are collected from the General Statistics Office of Vietnam 
(GSO). The State Securities Commission of Vietnam (SSC) 
is the only source for data collection of MC, MT and MA.

4.  Results and Discussion 

The quarterly data of financial development from Q3 
2004 to Q4 2018 are shown in Table 1 as follows: Vietnam 
is known as an emerging country with a limited financial 
development. In fact, its banking system always plays a 
major role in supplying credit to the economy. Meanwhile, 
Vietnam’s stock market is also young with many limitations 
(Bui, 2019b). However, Table 1 shows that MC’s mean is 
much higher than DC’s, which means that the stock market 
possesses a higher growth rate than the banking sector. 

In other words, despite being smaller than the banking 
system (see Figure 1), the stock market has made an impressive 
increase and been expected to grow considerably in the future. 
Regarding financial efficiency, IR and MT have remained stable 
and made some recent improvements. However, credit is still 
an essential banking service which generates the major income 
for Vietnam’s banks. This is suitable with typical features 
of emerging economies like Vietnam but also brings many 
potential risks to banks due to a heavy dependence on profits 
from lending. Regarding financial access, Table 1 reveals a 
relatively high MA (the average of 63.1%). Big companies in 
the stock market play a significant role in boosting the market 
but also put newly established companies in difficulties and 
have a considerable influence on investors. This is one of the 
biggest limitations of Vietnam’s stock market.

Table 2 shows the result of Dickey-Fuller test suggested 
Dickey and Fuller (1979). Specifically, IR, MT and EG are 
stationary at the root time series I(0) at the 5% significant 
level while the other become stationary after taking the first 
difference I(1) at the 1% level of significance.

Table 1: Descriptive statistics

Variable Mean Min Max

Financial 
depth

DC 0.246 0.080 0.632
MC 1.316 -0.530 12.503

Financial 
efficiency

IR 0.029 0.015 0.043
MT 0.290 0.060 1.453

Financial 
access MA 0.631 0.459 0.870

Figure 1: Domestic credit to private sector and stock market capitalization (% of GDP) in Vietnam

Table 2: Dickey-Fuller test result

Variable
At level At ∆

I(0) I(1)
DC 0.471 0.002***

MC 0.364 0.000***

IR 0.035** 0.000***

MT 0.043** 0.000***

MA 0.251 0.000***

RE 0.117 0.000***

EG 0.045** 0.000***

CPI 0.461 0.001***

GFC 0.562 0.000***

Note: ** and *** indicate significance at the 5% and the 1% level, 
respectively.
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The Bound test result developed by Pesaran et al. 
(2001) is presented in Table 3. Based on this, we specify 
the cointegration among the data series in each model. 
Accordingly, the cointegration really exists in Model 
1 (dependent variable: DC) at the 1% significant level. 
However, we cannot find the cointegration in the other 
models. Thus, the ARDL approach will be chosen to consider 
the short-term and long-term impact among the data series of 
Model 1. 

As can be seen in Table 4, the results testing Model 1 
using the ARDL approach valid and significant at the 1% 
level. The White’s, Breusch-Godfrey LM, Normality and 
Ramsey Reset tests show valid results, too. Also, both 
CUSUM and CUSUM squared are within the standard bound 
at the 5% significant level (Figure 2). The results thus have 
stability and can be utilized. On the other hand, its R-squared 
is 79.64%, which indicates that the independent variables 
can account for 79.64% of fluctuations of DC.

It can be concluded that DC is positively affected by RE 
in the short run (λ = 2.001) and long run (β = 7.438) at the 
1% significant level. Meanwhile, EG exerts a positive effect 
on DC in the short run (λ = 1.066) and long run (β = 3.962) at 
the 1% significant level. We only find the negative impact of 
CPI on DC in the short run at the 1-period and 2-period lag at 
the 1% and 10% significant level, respectively. In addition, it 
can be found that GFC positively affects DC in the short run 
(λ = 0.041) and long run (β = 0.154) at the 1% level.   

The impact of the real estate market on financial 
development: The results reveal that RE positively affects DC 
in the short run and long run. This means that growths in the 
real estate market allows real estate holders to easily access 
bank loans through mortgage-backed securities, thereby 
considerably boosting financial development. The positive 
correlation between RE and DC is in line with what have 
been reported by Gimeno and Martínez-Carrascal (2010), 
Hott (2011), Igan et al. (2011), Anundsen and Jansen (2013), 
Arestis and Gonzalez (2014), Ibrahim and Law (2014), Shen et 
al. (2016), Zhao et al. (2017), Nguyen et al. (2020). Therefore, 
it is necessary to aim to a sustainable real estate market and 
minimize real estate bubbles, the root of crises and sharp 
decline in the future, which may lead to a significant tumble of 
financial development (Bahmani-Oskooee & Ghodsi, 2018). 

The impact of economic growth on financial 
development: By this study, we find the positive effect of 
EG on DC in the short run and long run. This corroborates 
the previous findings of Robinson (1952), Goldsmith (1969), 
Rajan and Zingales (1998), Khan and Senhadji (2003), Igan et 
al. (2011), Guerra (2017), Nguyen et al. (2020). It can thus be 
concluded that economic growth plays a vital role in boosting 
financial development. It should however be developed 
solidly to assure a sustainable financial development.  

Table 3: Bound test result

p-value
Model 1

(dependent 
variable: DC)

Model 2
(dependent 

variable: MC)

Model 3
(dependent 
variable: IR)

Model 4
(dependent 

variable: MT)

Model 5
(dependent 

variable: MA)

I(0) 0.000*** 0.060* 0.097* 0.078* 0.151

I(1) 0.001*** 0.226 0.321 0.272 0.423

Note: * and *** indicate significance at the 10% and the 1% level, respectively.

Table 4: Model estimation testing results

Variable Coef. P>|z|
Long run results
RE 7.438*** 0.000
EG 3.962*** 0.005
CPI 0.703 0.157
GFC 0.154*** 0.009
Short run results
êDC(-1) 0.571*** 0.000

êRE 2.001*** 0.000

êEG 1.066*** 0.006

êCPI 0.050 0.823

êCPI(-1) -0.408* 0.052

êCPI(-2) -0.655*** 0.002

êGFC 0.041*** 0.005
ECM(-1) -0.269*** 0.000
Constant -0.097*** 0.000
R-squared 79.64%
Significance level Prob>F = 0.000***

White’s test Prob>chi2 = 0.436
Breusch-Godfrey LM test Prob>chi2 = 0.147
Normality test Prob>chi2 = 0.315
Ramsey Reset test Prob>F = 0.415

Note: * and *** indicate significance at the 10% and the 1% level, 
respectively.
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The impact of consumer price index on financial 
development: In the short run, CPI is correlated to DC 
at the 1-period and 2-period lag. Accordingly, it is 
admitted that a highly increased CPI will lead to economic 
difficulties, decline in credit demand and solvency, and 
eventually limit in financial development. This is similar 
to what Moore (1986), Azariadis and Smith (1996), 
Boyd et al. (2001), Rousseau and Yilmazkuday (2009), 
Bittencourt et al. (2014), Naceur et al. (2014) have been 
highlighted. In Vietnam, the authorities have successfully 
issued flexible macroeconomic policies to stabilize the 
economy, greatly contributing in fostering financial 
development, especially lessening the negative long-term 
impact of CPI on DC.

The impact of global financial crisis on financial 
development: We find the positive impact of GFC on 
DC in the short run and long run which is interestingly 
in line with the report of Nguyen et al. (2020). The result 
confirms that shocks by the global financial crisis is 
significantly related to financial development in Vietnam. 
This has worried policymakers of Vietnam as well as other 
countries. Together with the occurrence of the global 
financial crisis, the domestic economy experienced a 
big number of predicaments, giving a considerable fall 
in DC in late 2008. In 2009, however, with the project 
stimulating the economy at the value of 10% GDP, the 
State Bank of Vietnam implemented timely and drastic 
solutions to credit policy management for the purpose of 
production encouragement and macroeconomic stability. 
Therefore, credits supplied by the banking sector started 
to grow in 2009. Especially, this sector heightens lending 
manufacturing firms and minimize lending real estate-
related institutions. That is why the credits supplied by the 
banks still increased and flew in the manufacturing fields 
during the global financial crisis.

5.  Conclusion

The study greatly succeeds in giving first empirical 
evidence on an overview of financial development in 
Vietnam. The results show that Vietnam is an emerging 
country with a limited financial development. More 
specifically, the banking sector is essential in supplying 
credit to the economy. Meanwhile, despite being nascent and 
limited, the stock market has an enormous potential. More 
than that, the study identifies factors considerably affecting 
financial development in Vietnam, including real estate 
market (RE), economic growth (EG), consumer price index 
(CPI), and global financial crisis (GFC). These findings are 
essential for the authorities in giving practical measures to 
develop sustainable and synchronous financial development. 
Following them, we suggest some implications to improve 
the financial development as follows:   

In regards to the real estate market: In fact, a well-
developed real estate market is a positive signal for the 
improvements in financial development. It is thus necessary 
to develop a sustainable real estate market, reducing risks of 
real estate bubbles. To reach this target, the authorities need 
to give effective measures in order to: (1) Raise the capital 
access of the real estate market; (2) Improve the imbalance 
between demand and supply in the real estate market; (3) 
Ensure transparency to real estate market-related information.   

In regards to the domestic macroeconomic factors: It 
is important for officials to manage a stable macroeconomic 
policies and facilitate the improvements of financial 
development. Particularly, they should be combined with 
a sustainable development of the banking sector and stock 
market. Thanks to them, the banking system can successfully 
uphold a key role in supplying capital to the economy and the 
stock market can develop and become an effective channel 
supplying medium- and long-term capital. 

Figure 2: Stability tests
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In regards to the global financial crisis: The authorities 
should carefully keep track and improve the ability of the 
global economic forecasts. This is fundamental for the 
application of suitable measures to promote a healthy 
financial development. More importantly, opportunities 
brought by the global economic integration should be seized 
while effective measures should be adopted to alleviate the 
negative impact caused by unusual fluctuations of the global 
economy.    

Despite achieving its objectives, the study has its own 
limitations when only considering financial development 
from the perspectives of banking system and stock market. 
Due to the limit in data collection, it has not investigated 
financial development from the perspectives of the insurance 
market, bond market. In addition, financial stability is 
included as an index of financial development. These 
limitations may be interesting proposals for future studies.
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