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Abstract

Investigating the effect of financial structure on economic growth is one of the
essential topics in economic literature. So far, there has yet to be a consensus
on the effect of financial structure on economic growth despite extensive
research. Markets and financial intermediaries play an essential role in
economic growth and development. The main task of markets and financial
intermediaries is communicating between savers and investors (AbuTorabi,
2021). Market-based financial structure versus bank-based financial structure
can lead to financial development. However, the type of financial structure,
i.e., amarket-based financial system or a bank-based financial system that can
positively affect economic growth, is different in different countries. If the
market-based financial system is suitable for economic growth, its increase
and relative importance will be preferred over financial markets and vice
versa. Countries experience economic development at different stages, and the
impact of the financial structure in all countries experiences different paths
(Zhou, 2022). Empirical studies about different countries have been
conducted in different periods and with various statistical and econometric
methods. Studies that consider the financial systems of the United States and
England as market-oriented and Germany as bank-oriented (Arstis and et al,
2001) show that financial development is vital in economic growth; But this
criticism is also raised that historically these countries have had similar growth
rates; Therefore, the results of these studies cannot indicate the superiority of
one financial system over another in terms of impact on economic growth
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(Goldsmith, 1969). The results obtained from other studies emphasize the lack
of influence of the financial structure on economic growth. According to them,
market-oriented and bank-oriented financial systems do not affect economic
growth but emphasize providing financial services. In recent decades, many
studies have been conducted on the relationship between financial
development and economic growth. These developments are due to the
development of financial markets and the formation of new economic
theories, as well as the use of new econometric techniques. The results of
theoretical and experimental studies emphasize the importance of the positive
role of financial development on economic growth. Economic literature
confirms that the long-term economic growth and prosperity of a country are
related to the degree of financial development of that country; Financial
intermediaries and markets in an economy at different stages of economic
development change over time. Recent studies show that financial
development may change in different stages to promote economic growth (Liu
& Zhang, 2020). However, no study has been conducted on financial
development in Iran so far.

In this research, the effect of financial structure on economic growth by
different provinces of Iran has been investigated using the generalized
moment method (GMM) from 2001 to 2021. Based on the obtained results,
in the rich provinces, the financial structure is based on the market, and the
less affluent and deprived regions have a bank-based financial structure. Also,
a significant relationship exists between financial structure, GDP per capita,
physical capital stock, government spending, human capital, and trade
openness. There is a positive effect on economic growth. Based on the
obtained results, the effect of the financial structure on economic growth
changes in different stages of economic development, and financial
development has a negative effect on economic growth. Furthermore, it may
be in different periods and levels of financial structure, it confirms. Financial
development has a negative and significant effect on economic growth. The
negativity of this coefficient means that financial institutions and institutions
are not efficient enough to transfer investment resources in the direction of
economic growth. Financial development should lead to a more efficient
allocation of resources and increased investments, but this relationship is
ineffective in Iran. The results obtained from the research are consistent with
the studies of Nili & Rastad (2012), Nazifi (2013), Asari & et al (2016), Yen
Naser & Ghazouni (2007), & Liu & Su (2006) that financial development has
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a negative effect on economic growth. Despite the essential role of the growth
of the financial sector on economic growth and development, the obtained
results show that the country's economy does not have the functions of
efficient financial markets that respond to the needs of the economy. The
reason is that financial services are concentrated in large state-owned
companies, with lower production efficiency than private companies.
According to the results, one factor in achieving economic growth is the
development and financial structure. The financial structure is necessary due
to the impact of this sector on income distribution and optimal allocation of
financial resources; Therefore, it is recommended to help by developing and
strengthening the banking system and optimal allocation of financial resources
and directing it toward productive investment projects. Also, establishing
micro-financing institutions can play a better role in the financial structure and
reduce poverty and economic growth. These institutions can cause economic
growth and development by providing financial services at minimal levels and
providing credits or allocating micro-savings.

Keywords: Financial Development, Economic Growth, Generalized Method
of Moment (GMM)
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