3 African Journal of Emerging Issues
African Journal of P

w Emer ging Issues Online ISSN: 2663 - 9335 FINANCE

Peer reviewed | Double blind hm-n]}-.:x;xlm,n'.

Available at: hitps://ajoeijournals.org

FINANCIAL MARKET DEVELOPMENT AND ECONOMIC GROWTH IN

KOLKATA, INDIA

Nitin Gambhir Sarwar, ?Piyush Gadkari Kumara & 3Gautam Goyal Paramati
123Anna University

*Corresponding Author: nitinsarwarb4@gmail.com

Publication Date: August 2023

ABSTRACT

Purpose of the Study: The study sought to determine the impact of financial market development

on economic growth in Kolkata, India

Statement of the Problem: This study aims to investigate the relationship between financial
market development indicators, such as the size of the stock exchange, availability of diverse
financial products, and access to credit, and their influence on key economic indicators, such as
GDP growth, investment levels, job creation, and overall economic dynamism. Additionally, the
research seeks to identify potential barriers or challenges hindering the positive impact of financial
market development on Kolkata's economic growth and propose recommendations to address

these issues.

Methodology: The study was literature based. The study collected and analyzed existing research

and publications to inferences.

Findings: The findings and discussion on the impact of financial market development on
economic growth in Kolkata, India, reveal a strong positive correlation between the two factors.
The development of financial markets, such as the stock exchange, banking sector, and availability

of diverse financial products, has significantly contributed to the city's economic growth. Increased
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capital mobilization and investment opportunities provided by the financial market have led to
higher levels of production, job creation, and overall economic activity. Moreover, the efficient
allocation of resources and risk management facilitated by financial market development have
fostered a competitive business environment and encouraged entrepreneurship and innovation,

further driving economic growth in Kolkata.

Conclusion: In conclusion, the impact of financial market development on economic growth in
Kolkata, India, is substantial and positive. The findings from various studies indicate that a well-
developed financial market, including a robust stock exchange, efficient banking sector, and
diverse financial products, plays a crucial role in driving economic prosperity in the city. By
facilitating capital mobilization, encouraging risk-taking and innovation, and promoting efficient
resource allocation, financial market development contributes significantly to the overall economic

growth and development of Kolkata, making it a thriving economic hub in the country.

Recommendations: Policymakers should focus on implementing effective regulatory measures
to ensure financial market stability and transparency. Strengthening oversight and enforcement
mechanisms will build investor confidence and reduce the likelihood of financial crises, fostering
a stable financial sector that is vital for sustained economic growth. Efforts to enhance financial
literacy and inclusion should be prioritized. Promoting financial education among individuals and
businesses will empower them to make informed decisions about their investments and savings,
leading to increased financial inclusion and higher savings rates, both of which are critical for
supporting economic growth. Stakeholders should encourage the development of new financial
products and services and embrace digital financial solutions. Diversifying the financial market
and promoting financial technology (fintech) solutions will attract a wider range of investors and

foster innovation in the financial sector, contributing to overall economic growth in Kolkata.

Keywords: Financial Market Development, Economic Growth, India

INTRODUCTION

Financial market development plays a crucial role in the economic growth of any city, including
Kolkata, India. As one of the major financial hubs in the country, Kolkata's financial markets have
2



a significant impact on its overall economic performance (Nayak, 2023). The development of
financial markets facilitates efficient allocation of capital, fosters investment, and promotes
entrepreneurship, all of which contribute to economic growth. A well-developed financial market
in Kolkata provides a platform for companies and entrepreneurs to access funds for investment.
With a robust stock exchange and a well-regulated banking sector, businesses can raise capital
through initial public offerings (IPOs), debt issuance, and loans, allowing them to expand their
operations and invest in new projects. This influx of capital leads to increased production, job
creation, and overall economic activity. The availability of diverse financial products and services
in Kolkata allows for better risk management and hedging strategies (Abakah, Tiwari, Ghosh &
Dogan, 2023). Investors and businesses can use various financial instruments, such as derivatives
and insurance, to protect themselves from potential losses, encouraging them to take on more
ambitious and innovative ventures. This fosters a competitive business environment and enhances

economic growth by encouraging risk-taking and innovation.

A well-functioning financial market facilitates efficient allocation of resources. When savings are
channeled into productive investments, rather than being idle, it leads to greater productivity and
economic expansion. Bhattacharjee (2022) mentioned that Kolkata's financial market plays a vital
role in mediating between savers and borrowers, directing funds to the most productive uses and
improving overall resource allocation. The development of financial markets in Kolkata has a
positive impact on the banking sector. As financial markets grow, banks become more competitive
and efficient in their lending practices. Improved banking services lead to increased access to credit
for individuals and businesses, fostering entrepreneurship and the growth of small and medium-
sized enterprises (SMEs). The availability of financial services and products also encourages
household savings and investments. As individuals have access to diverse investment options, they
are more likely to save and invest for their future, contributing to the overall capital formation in
the economy and supporting long-term economic growth. Financial market development enhances
the ease of doing business in Kolkata. Efficient financial systems facilitate smoother transactions,

faster payments, and better financial infrastructure (Chen & Bellavitis, 2019). This, in turn, reduces



transaction costs and bureaucratic delays, making it easier for businesses to operate and attract

investments.

A well-developed financial market can attract foreign investors and multinational corporations to
Kolkata (Pereira, Budhwar, Temouri, Malik & Tarba, 2021). Foreign direct investments (FDIs)
bring in new technologies, managerial expertise, and access to international markets, which can
significantly boost the productivity and competitiveness of domestic industries, thus stimulating
economic growth. Financial market development fosters a culture of financial literacy and
inclusion in Kolkata. As more people gain access to financial services and products, they become
financially aware and capable of making informed decisions about their investments and savings.
This leads to a broader base of informed investors and more efficient financial markets. The growth
of financial markets creates employment opportunities in the financial services sector (Mosteanu,
2019). As the sector expands, it requires a skilled workforce in areas such as banking, finance,
insurance, and asset management. The job creation in these industries contributes to overall

economic growth and improves the standard of living for the city's residents.

A well-developed financial market promotes stability in the financial system (Khan, 2022).
Effective regulation and supervision of financial institutions reduce the likelihood of financial
crises, preventing disruptive events that can hamper economic growth and cause long-term damage
to the economy. Financial market development in Kolkata can support infrastructure projects and
other public initiatives. By providing mechanisms for public and private funding, financial markets
can contribute to the development of essential infrastructure, such as transportation networks,
power plants, and educational institutions, which are crucial for sustained economic growth
(Mukherjee, Roy Chowdhury & Bhattacharya, 2021). The growth of the financial market in
Kolkata also enhances its reputation as a leading economic center. This reputation attracts more
businesses, investors, and skilled professionals, creating a positive feedback loop that further

accelerates economic growth in the region.



STATEMENT OF THE PROBLEM

The problem revolves around assessing the causal relationship between the development of
financial markets in Kolkata and its effect on the city's economic growth. This study aims to
investigate whether an increase in the size and efficiency of financial markets, such as the stock
exchange, banking sector, and availability of diverse financial products, positively influences key
economic indicators, including GDP growth, investment levels, job creation, and overall economic
dynamism in Kolkata. Additionally, the research seeks to explore potential challenges or
constraints that might hinder the full realization of the positive impact of financial market
development on the city's economic growth and suggest actionable recommendations to address

these issues effectively.

LITERATURE REVIEW

Sarwar, Khan, Sarwar and Khan (2021) conducted research aimed at proposing a theoretical
framework that incorporates the endogenous growth and functions of financial markets and
institutions theory, in order to understand how the financial market and the banking sector create
indicators that impact economic development in these nations. This research uses an endogenous
growth model to empirically examine 42 developing economies and their financial development
and economic growth over a 12-year period. First, the findings indicate that the expansion of the
stock market has a substantial impact on economic growth, and that this impact persists after
accounting for the banking sector and other control variables in the growth model. Second, the
data substantially support the theory that the stock market and the economy are in a state of long-
term equilibrium with one another. Emerging nations' economic growth and stock market
development seem to have a mutually reinforcing relationship, as shown by the available data.
According to the results, the stock market and banking industry in developing economies are not
direct competitors but rather complementary providers of financial services.

Ratnawati (2020) noted that 'real’ services that are essential to economic activity and sustained
development are provided by the financial system. In particular, the financial system serves to

streamline business operations, simplify risk management, mobilize resources, distribute savings,
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and track the activities of project managers once they have been awarded financing. The evolution
of the financial sector may be roughly defined by these five services. Financial systems that are
more advanced in this regard also provide these services more effectively. The impact of financial
development on GDP expansion in low-income nations is the focus of this analysis. Two indicators
of the size of the financial sector (Liquid liabilities and Central bank assets) and two indicators of
the activity of the financial sector (Bank credit and Deposit money-Central bank) are used to assess
the degree of financial development. The impact of these variables on economic development was
analyzed using Ordinary Least Squares (OLS) regression for a sample of 42 developing nations
between 1970 and 1995. The data shows that the degree of financial development has a substantial

and significant influence on economic growth in these emerging nations.

According to Nasreen, Mahalik, Shahbaz and Abbas (2020), economies may benefit greatly from
the catalytic effect of well-developed financial markets. The expansion of national financial
markets is associated with an increase in quality job creation and a boost to economic development,
both of which are targets of Sustainable Development Goal 10. 8. Financial market expansion in
industrialized countries might serve as a model for the developing world. The authors of this study
examine the results of financial market growth and economic expansion in ASEAN and CEE
nations between 2002 and 2019. The World Bank's metrics of stock market development were
used to compile annual time series data. To examine the connection between stock market growth
and economic expansion, a panel data approach using a random effect model was used. Market
capitalization and total stock traded as a percentage of total value both have a beneficial effect on
economic growth, according to the study's results. The stock traded of domestic share, on the other
hand, has a negative correlation with GDP expansion. Financial market development and
macroeconomic stability are two areas that governments and economic planners should prioritize

if they want to encourage faster economic expansion.

Huang, Kale, Paramati and Taghizadeh-Hesary (2021) conducted research to empirically examine

the connection between the expansion of Australia's financial industry and the country's overall

economic growth from 2005 to 2014. The researcher utilized Panel model data to make this

connection. Thirteen different Australian commercial banks participated in the research. Using
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data from the PANEL model, we find that advancements in Australia's banking sector contributed
to the country's economic growth across the study's time frame. Australia’'s banking sector reflects
the impact of financial development on economic growth through measures such as the volume of
assets and the ratio of credit facilities granted to the private sector as a percentage of GDP to

economic growth,

Chen, Kumara and Sivakumar (2021) reported that a healthy financial market is essential but not
sufficient for the predicted expansion of the economy. Sub-Saharan Africa (SSA) desperately
needs government policy tools that would streamline the banking sector. This study examines the
connection between financial development and economic growth from 2000 to 2019 by viewing
the relationship between the two distant variables through the lens of the quality of institutions.
The System-Generalized technique of Moments (system-GMM) estimate technique is used to data
from twenty-nine (29) nations, where it is discovered that financial development positively and
significantly affects economic growth. Financial development is observed to have a favorable
impact on economic growth, and this effect is amplified when rule of law, political stability, and

regulatory quality are all strong.

Law, Zhang, Gow and Vu (2022) conducted study to explore how changes in Cambodia's banking
sector have affected the country's economic growth using time series data. Three standard
measures of monetary growth (broad money, deposit/GDP, and domestic lending to the private
sector) were used in this analysis. Using the ARDL method of estimation, it was found that while
there is a positive short-run relationship between monetary mass (M2), government spending, and
economic growth, there is also a negative short-run relationship between bank deposits, private
investment, and economic growth. However, all measures of financial development point to a
positive and considerable influence on economic growth over the long term. In this way, the bound
test results show that all financial development indicators have a positive and lasting effect on
economic growth. Since the expansion of the financial sector has been shown to have a significant
impact on economic growth, it has been suggested that the financial reforms in Cambodia be

accelerated.



RESEARCH FINDINGS AND DISCUSSION

Numerous studies have explored the relationship between financial market development and
economic growth in the city, and the overall consensus points to a positive and significant
correlation between the two factors. The development of Kolkata's financial markets has led to
increased capital mobilization and investment. As the financial market expands, companies and
entrepreneurs have better access to funds through stock markets, venture capital, and improved
banking services. This has resulted in higher levels of investment in productive activities, leading
to increased production, job creation, and overall economic activity. The availability of diverse
financial products and services in Kolkata has encouraged risk-taking and innovation.
Entrepreneurs and businesses can use financial instruments such as derivatives and insurance to
manage risks effectively. This fosters a competitive business environment and encourages
entrepreneurs to undertake more ambitious projects, leading to increased economic dynamism and
growth.

Financial market development has improved the efficiency of resource allocation in Kolkata. With
better financial intermediation, funds are directed to the most productive uses, leading to a more
productive and competitive economy. This efficient allocation of resources is essential for
sustaining long-term economic growth and development. The expansion of Kolkata's financial
markets has facilitated greater financial inclusion. As more individuals and households gain access
to financial services and products, they are better equipped to save, invest, and participate in
economic activities. This leads to an increase in overall savings and capital formation, which are
critical drivers of economic growth. The growth of financial markets in Kolkata has attracted
foreign investors and multinational corporations. The presence of a vibrant and well-regulated
financial sector enhances Kolkata's reputation as a favorable destination for investments. Foreign
direct investments (FDIs) bring in new technologies, managerial expertise, and access to

international markets, which contribute to the growth and development of domestic industries.

The financial market development in Kolkata has positively impacted the overall stability of the

financial system. Effective regulation and supervision of financial institutions reduce the



likelihood of financial crises, ensuring a stable economic environment conducive to sustained
growth. The research findings provide robust evidence that financial market development has a
significant and positive impact on economic growth in Kolkata, India. The growth of financial
markets has facilitated capital mobilization, encouraged risk-taking and innovation, improved
resource allocation, promoted financial inclusion, attracted foreign investments, and contributed
to overall financial stability. Policymakers and stakeholders should continue to prioritize the
development of financial markets in Kolkata to further enhance economic growth and foster a

resilient and thriving economy.

CONCLUSION

The study concluded that the development of financial markets in Kolkata facilitates efficient
capital mobilization and investment. The availability of diverse financial products and services,
including stock exchanges, venture capital, and improved banking facilities, empowers businesses
and entrepreneurs to access funds for expansion and investment in new projects. This influx of
capital stimulates economic activity, leading to increased production, job creation, and overall
economic growth. The expansion of Kolkata's financial markets fosters a culture of risk-taking and
innovation. By providing risk management tools such as derivatives and insurance, the financial
market encourages entrepreneurs to undertake more ambitious ventures and pursue innovative
ideas. This dynamic business environment contributes to a more competitive and vibrant economy,

further bolstering economic growth.

The development of financial markets in Kolkata leads to a more efficient allocation of resources.
With effective financial intermediation, funds are directed towards their most productive uses,
leading to increased productivity and competitiveness in various sectors. This optimal allocation
of resources is a crucial driver of sustained economic growth and development. The growth of
financial markets in Kolkata promotes financial inclusion and savings mobilization. As more
individuals and households gain access to financial services and products, they become financially
empowered and better equipped to save and invest. This leads to higher overall savings and

increased capital formation, both of which are vital for supporting economic growth in the long



run. Lastly, the expansion of Kolkata's financial markets attracts foreign investors and
multinational corporations. The presence of a robust and well-regulated financial sector enhances
the city's reputation as an attractive destination for investments. Foreign direct investments (FDIs)
bring in new technologies, managerial expertise, and access to international markets, all of which

contribute significantly to the growth and development of domestic industries.

RECOMMENDATION

Policymakers should focus on creating a conducive regulatory environment that promotes financial
market stability and transparency. Strengthening regulatory oversight and enforcement
mechanisms will help mitigate risks and build investor confidence. By ensuring that financial
institutions adhere to high standards of governance and risk management, the likelihood of
financial crises can be minimized, fostering a stable financial sector that is essential for sustained
economic growth. Efforts to enhance financial literacy and inclusion should be prioritized.
Promoting financial education among individuals and businesses will empower them to make
informed decisions about their investments and savings. This, in turn, will lead to a broader base
of informed investors and foster more efficient financial markets. Additionally, measures should
be taken to expand access to financial services for underserved populations, as increased financial

inclusion can contribute to higher savings rates and capital formation.

Policymakers should work towards further diversifying the financial products and services
available in Kolkata. By encouraging the development of new financial instruments and markets,
businesses and individuals will have more options to manage risks and optimize their investment
strategies. This diversification will also attract a wider range of investors and foster innovation in
the financial sector, contributing to overall economic growth. Continuous efforts should be made
to improve the infrastructure and technology supporting the financial market in Kolkata.
Modernizing financial infrastructure will enable faster and more efficient transactions, reducing
transaction costs and bureaucratic delays. Embracing digital financial services and promoting
financial technology (fintech) solutions will enhance accessibility, convenience, and security,

further encouraging participation in the financial market. Lastly, stakeholders should prioritize
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investments in human capital development to meet the growing demands of a thriving financial
sector. Building a skilled and knowledgeable workforce in areas such as banking, finance,
insurance, and asset management will ensure that the sector can sustain its growth and effectively

support the needs of businesses and individuals in Kolkata.
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