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ABSTRACT 

Since the early nineteenth century, scholars have paid attention to verifying Financial 

Development (FD) and Economic Growth nexus (EG) but the results are vague 

concerning causality and linearity among FD and EG. Further from the late nineteenth, 

scholars added Technological Advancement (TA) to the list since TA makes miracles 

to boost economies. However, they understood that the influence of FD and TA towards 

EG is affected by structural breaks. Hence, intellectuals have attempted to examine the 

effect of structural breaks on economic activities to assess the relationship of FD, TA 

and EG. Thus, this study ran on four objectives, first, to examine FD and EG nexus in 

Asian regional countries, second to identify the effect of FD to EG concerning income 

level difference of individual countries. The third is to assess the moderator effect of 

TA towards FD and EG nexus and the final is to assess the effect of structural breaks to 

FD and EG nexus. The sample consisted of 34 Asian countries and data were gathered 

for 20 years from 2000 to 2019. FD and TA were the explanatory variables while EG 

was the response variable. In addition to key independent variables, Human Capital 

(HC) and Private Consumption (PC) were taken as control variables. The Global 

Economic Crisis was considered to examine the effect of structural break outbreaks. 

The study followed short-panel and long-panel data analysis techniques and the results 

indicated that all the independent variables significantly affect to EG. Further, FD and 

PC have a significant negative effect on EG whereas TA and HC have a positive 

connection with EG. However, these relationships vary with income level disparities of 

individual countries. In addition, the results showed that the moderator effect of TA is 

negative indicating that despite there being a positive effect of TA to EG as individual 

variables, the interaction effect of TA while blending with FD shows negative results. 

Last but not least the third objective of the study was to examine the effect of structural 

break where the analysis confirms that there is a significant effect of Global Financial 

Crisis to change the relationships of FD, TA, HC and PC with EG. Hence, the outcomes 

of this study contribute to guiding the policymakers in developing sustainable policies 

in terms of Asian region and individual countries and to maintaining better investment 

portfolios to maintain appropriate levels of FD, TA, HC and PC while vigilant on 

structural breaks.    

. 

 

 

 



v 

ACKNOWLEDGEMENT 

I owe to extend my gratitude to my main supervisor Professor Dr. Jaafar Pyeman and 

co-supervisor Dr. Norashida Othman for all their unflinching support and brotherly love 

throughout my Ph.D. journey. I am privileged to be under his tutelage and their 

profound encouragement at every stage of my studies provided the yardstick that kept 

me moving forward even when the going is tough.  

I also like to extend my sincere gratitude to my mother,              and, my sister 

Dinusha with her family members, whose support in my life has been 

phenomenal. Also, to my wife Mrs. Roshini Yahalegedara and my kids Aslaya, 

Thasanya and Ranulya with my mother-in-law Leela Udagedara for their great help 

during my studies. Yes, it was tough but they eventually had to bear everything, so I 

could focus on my studies.  

My thanks go to Mr P.P.S.K. Patabandi (Senior Lecturer, Faculty of Agricultural 

Science, Sabaragamuwa University of Sri Lanka), Professor Aslam, Department of 

Tourism Management, Faculty of Management Studies, Sabaragamuwa University of 

Sri Lanka, Mr Namal Wihesundara, (Senior Lecturer, Department of Tourism 

Management), Mrs K.L.M.B.G. Dharmarathene (Senior Lecturer, Department of 

Business Management), Dr P.K.C.Manjula Wijewickrama (Senior Assistant Librarian, 

Sabaragamuwa University of Sri Lanka). Professor D. G. Dharmarathne (Head, 

Department of Accountancy and Finance, Faculty of Management Studies) and the 

Lecturers in the Department of Accountancy and Finance with all the Lecturers in the 

Faculty of Management Studies, Sabaragamuwa University of Sri Lanka.  

Last but not least, I would like to thank all the members of AHEAD operations, 

including Dr Samarakoon, Mis. Nishani, Mis. Dharshi, Mis. Piumi and Mis. Harini for 

their support in achieving this victory.    

I have also received diverse support from some special people I need to thank, Mr. 

K.W.H.M.C.J. Bandara Elkaduwa, Mr. G.P.A. Gunasekara, Mr. S.A.S.B. Subasinghe 

and Mr Palitha Kulasooriya who take care while I am in Malaysia. Also, to everyone 

who helped me during this tough journey. 



vi 

TABLE OF CONTENTS 

 Page 

CONFIRMATION BY PANEL OF EXAMINERS ii 

AUTHOR’S DECLARATION iii 

ABSTRACT iv 

ACKNOWLEDGEMENT v 

TABLE OF CONTENTS vi 

LIST OF TABLES xi 

LIST OF FIGURES xiv 

LIST OF ABBREVIATIONS xv 

CHAPTER 1 INTRODUCTION 16 

1.1 Research Background 16 

1.2 Problem Statement 25 

1.3 Research Objectives 29 

1.3.1 General Objective 29 

1.3.2 Specific Objectives 30 

1.4 Research Question 32 

1.5 Significance of Study 32 

1.5.1 Empirical Gap 32 

1.5.2 Methodological Gap 34 

1.6 Research Hypothesis 35 

1.7 Limitations of the Study 38 

1.8 Scope of the study 41 

1.9 Conclusion 42 

CHAPTER 2 LITERATURE REVIEW 43 

2.1 Introduction 43 

2.2 Theoretical Gap of the Study 43 

2.3 Used theories to select variables 45 

2.3.1 Supply Leading or Finance-led Hypothesis 45 



16 

CHAPTER 1  

INTRODUCTION 

This chapter starts with the background of the study and is followed by the 

problem statement which lays the foundation and elaborates on the issues that are going 

to be addressed through this piece of work. Then the objectives are mentioned with the 

research questions afterwards with expects relationships between variables and the 

scope which explains the boundaries. Finally, the significance of the study is showing 

the importance of this investigation. 

1.1 Research Background 

Examining the relationship between Financial Development (FD) and Economic 

Growth (EG) has taken substantial attention in both theoretical and empirical literature 

during the last couple of decades. Since the early nineteenth century, intellectuals have 

attempted a lot to identify the effect of financial development on economic growth and 

the nexus of FD and EG.  

The term "Nexus' refers to the relationship between the explanatory variable and 

the response variable of the study. The Oxford Dictionary define the term Nexus as; "A 

connection or bond; a point at which two things are interlinked”. Hence, the term 

"Nexus" is used to show the relationship or the link between explanatory variables and 

the response variable.  

 Therefore, many scholars have proven the significance of financial 

development to grow the economic condition of a country. Hence, they have introduced 

many theories to emphasize the importance of FD in improving gross domestic 

production. In 1911, Joseph Schumpeter introduced the Supply leading theory and 

explained that the development of financial services makes a positive contribution to 

economic growth. In 1952 Jain Robinson showed that EG leads towards FD and the 

development of the financial sector is one of the crucial factors in a country. Same as in 

1994, Paul Romer stated that in addition to technological advancements, human capital 

and entrepreneurship skills, there is a significant influence from financial sector 

development to the economic growth of a country. Hence, it confirms how FD is 

significant to a country in maintaining sustainable economic growth.     




