
 

 

 

 

 

 

 

 

 

                 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 
 

TO REGISTER please RSVP 

by Tuesday 4
th
 March, with 

details of your name, institution 

and any dietary requirements, to 

Felicity Milne at: 
Felicity.Milne@buseco.monash.edu.au 

 

 

For any program enquiries 

please contact the organizer  

Dr. James Ang at: 
James.Ang@buseco.monash.edu.au 

 

Venue:  

Building H, Basement Level, 

Theatre HB 40 

Caulfield Campus 

MONASH UNIVERSITY 
Caulfield campus map is available at: 

http://www.monash.edu.au/campuses/c

aulfield.html 
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The Department of Economics &  

The Asian Business and Economics Research Unit 

at Monash University 

invite you to attend a one-day conference on 

FINANCIAL DEVELOPMENT AND ECONOMIC 

GROWTH 
Friday 4

th
 April 2008 

 
The key objective of this conference is to provide a forum for debate on the relationship 
between financial development and economic growth. The conference will contribute to 
the growing pool of research in this area, exploring inter-related issues such as the role of 
institutions, financial liberalization, trade openness, capital flows and banking efficiency. 
 

Conference Program 
 

8:30 – 9:00am   Arrival and conference registration  
9:00 – 9:15am   Opening remarks 
9:15 – 10:15am   Keynote address by Prof. Panicos Demetriades (University of Leicester) 
      Title: New Perspectives on Finance and Growth 
 

10:15 – 10:30am   Coffee and Tea 

      Session chair: Prof. Imad Moosa 
10:30 – 11:15am Presenter 1 – Dr. Michael Graff (KOF Swiss Economic Institute and 

University of Queensland) 
Title: Legal Origin and Financial Development: New Evidence for Old 
Claims? 
Discussant 1 – Prof. Russell Smyth 
 

11:15 – 12:00pm  Presenter 2 – Dr. Roland Hodler (University of Melbourne) 
Title: Institutions, Trade and the Political Economy of Financial 
Development 
Discussant 2 – Prof. Chongwoo Choe 
 

12:00 – 1:00pm   Lunch 

      Session chair: Dr. Wenli Cheng 
1:00 – 1:45pm   Presenter 3 – Dr. Svetlana Andrianova (University of Leicester) 

Title: Political Economy Origins of Financial Markets in Europe and Asia 
Discussant 3 – Dr. Stephen Miller 
 

1:45 – 2:30pm    Presenter 4 – Prof. Jakob Madsen (Monash University) 
      Title: Knowledge Production, Financial Liberalization and Growth 

Discussant 4 – Dr. Mita Bhattacharya 
 

2:30 – 3:15pm   Presenter 5 – Dr. Kym Brown (Monash University) 
Title: Comparative Financial Development in East Asia 
Discussant 5 – Ms. Maria Strydom 
 

3:15 – 3:45pm   Refreshments 

      Session chair: Prof. Russell Smyth 
3:45 – 4:30pm   Presenter 6 – Assoc. Prof. Suk-Joong Kim (University of New South Wales) 

Title: Sovereign Credit Ratings, Capital Flows and Financial Sector 
Development in Emerging Markets 
Discussant 6 – Prof. Robert Brooks 
 

4:30 – 5:15pm   Presenter 7 – Dr. James Laurenceson (University of Queensland) 
Title: Has Minority Foreign Investment in China’s Banks Improved Their 
Cost Efficiency? 
Discussant 7 – Prof. Michael Skully 
 

5:15 – 5:30pm   Closing remarks 
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Keynote address: New Perspectives on Finance and Growth 
By Panicos Demetriades 
Abstract: This paper offers a number of new perspectives on the finance and growth literature.  It starts by 
reviewing the empirical evidence on finance and growth, highlighting studies which suggest that financial 
development may be ineffective in delivering growth in the poorest of countries. The paper proceeds to examine 
the likely sources of financial (under-)development and argues that: (a) the legal origins view has been largely 
discredited by lawyers; (b) government ownership of banks is much more of a symptom of weak institutions than 
a cause of financial under-development.  It then argues that political economy explanations of financial 
development, focussing on the role of incumbents, income and wealth inequality and the evolution of economic 
institutions, are much more promising hypotheses but remain largely untested.  It calls for more work to test and 
develop further these ideas but warns against over-simplified notions of politics.  It ends by reviewing recent 
work on the political economy origins of financial development and the politics of financial reforms, which 
suggests that politics plays a greater and more complex role than has so far been recognised by the economics 
literature on finance and growth. 
 

1. Legal Origin and Financial Development: New Evidence for Old Claims?  
By Michael Graff 
Abstract: The "law and finance theory" predicts that the common law system provides the best basis for financial 
development and economic growth, followed by Scandinavian and German origin civil law and finally French 
origin civil law. This paper summarises the key points of the theory as well as a number of sceptical views. 
Moreover, it argues that the theory faces an identification problem, since the majority of common law countries 
have a market-based financial system, whereas the majority of civil law countries have a bank-based financial 
system. Furthermore, it is shown that one of the corner stones of the law and finance theory, its proposition that 
a common legal tradition implies a similar set of legal rules and procedure to protect financial investors, does not 
hold empirically. Last but not least, it is shown that recent additions to the theory's creditor right indicators data 
pool are eliminating the (weak) correspondence between business law and legal family that could be found in the 
original data set. Accordingly, the theory's claim that creditor protection is largely determined by the legal 
tradition of a particular country has to be reconsidered. 
 

2. Institutions, Trade and the Political Economy of Financial Development 
By Roland Hodler 
Abstract: We present a political economy model in which the elite can repress the financial market. Financial 
repression allows the elite to lower its capital costs and to preclude ordinary citizens from producing capital-
intensive goods. Since this raises the price of these goods only under autarky, trade openness tends to reduce the 
elite’s incentive to repress the financial market and to increase financial development. Better property rights 
institutions increase financial development by making repression more costly for the elite. Better contracting 
institutions, which lower transactions costs, have however countervailing effects on financial development. 
Existing empirical evidence consistent with these predictions is discussed, and additional evidence is provided. 
 

3. Political Economy Origins of Financial Markets in Europe and Asia 
By Svetlana Andrianova, Panicos Demetriades, and Chenggang Xu 
Abstract: This paper contributes to the finance-growth literature by examining the political economy origins of 
some of the most successful financial markets in Europe and Asia. It provides historical evidence from London, 
Amsterdam and Hong Kong that highlights the essential role played by the government sector in kick-starting 
financial development. We show that the emergence of financial systems did not occur through laissez-faire 
approaches and that secure property rights alone were not sufficient for financial development. In the cases of 
London and Amsterdam, governments created large trade monopolies which were responsible for all the major 
financial innovations of the time. In the case of Hong Kong, where the financial development model was bank-
based, large banking monopolies with close links to the state were created. We argue that the three examples are 
not special cases and the role of government in the early stages of financial development has been widespread 
world-wide. 



 4. Knowledge Production, Financial Liberalization and Growth 
By James B. Ang and Jakob B. Madsen 
Abstract: This paper argues that financial liberalization influences per capita output growth through the channels 
of capital accumulation and knowledge production. It is shown that while financial liberalization increases 
knowledge production, fixed corporate investment may be positively or negatively affected by financial 
liberalization, depending on the availability of credit for investment. The predictions of the model are tested 
using annual time series data for India over the period 1950-2005. The results show that while financial 
liberalization discourages corporate investment, it increases knowledge production.  
 

5. Financial Development in the Asia-Pacific Region 
By Kym Brown, Jonathan A. Batten and Michael Skully 
Abstract: Since the 1997 financial crisis many East Asian economies have attempted to realign their financial 
systems to prevent future crises and provide financial mechanisms for sustainable long-term development. This 
paper examines the financial system development of select Asia-Pacific countries before, during and 
immediately after the crisis. The relative positioning of corporate borrowers is also examined. Surprisingly, 
despite the range of reforms, the region’s financial development position has generally suffered a slight decline. 
Corporate sector development has generally improved, except in Japan, where significant government issues, in 
domestic markets, appear to have crowded-out the corporate investment market. 
 

6. Sovereign Credit Ratings, Capital Flows and Financial Sector Development in Emerging Markets 
By Suk-Joong Kim and Eliza Wu 
Abstract: How does the sovereign credit ratings history provided by independent ratings agencies affect 
domestic financial sector development and international capital inflows to emerging countries? We address this 
question utilizing a comprehensive dataset of sovereign credit ratings from Standard and Poor’s from 1995-2003 
for a cross-section of 51 emerging markets. Within a panel data estimation framework, we examine financial 
sector development and the influence of sovereign credit ratings provision, controlling for various economic and 
corporate governance factors identified in the financial development literature. We find strong evidence that 
our sovereign credit rating measures do affect financial intermediary sector developments and capital flows. We 
find that i) long-term foreign currency sovereign credit ratings are important for encouraging financial 
intermediary development and for attracting capital flows. ii) Long-term local currency ratings stimulate 
domestic market growth but discourage international capital flows. iii) Short-term ratings (both foreign and local 
currency denominated) retard all forms of financial developments and capital flows. There are important 
implications in this research for policy makers to encourage the provision of longer-term credit ratings to 
promote financial development in emerging economies.  
 

7. Has Minority FoǊŜƛƎƴ LƴǾŜǎǘƳŜƴǘ ƛƴ /ƘƛƴŀΩǎ .ŀƴƪǎ LƳǇǊƻǾŜŘ ¢ƘŜƛǊ /ƻǎǘ 9ŦŦƛŎƛŜƴŎȅΚ  
By James Laurenceson and Fengming Qin 
Abstract: Since 2001, foreign investors have been permitted to acquire minority ownership stakes in China’s 
banks. This paper assesses whether there is any evidence of a cost efficiency payoff in those banks that have 
taken on foreign investment. Data Envelopment Analysis is first used to generate measures of cost efficiency for 
China’s banks over the period 2001-2006. A second stage regression is then performed to determine whether 
foreign investment has an impact on cost efficiency. The results indicate a positive impact, although one that is 
only marginally significant. Policy implications are discussed.     


