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Conclusion 
In this paper, we study the complex real effects of financial development and come to 
two important conclusions. First, financial sector size has an inverted U-shaped effect 
on productivity growth. That is, there comes a point where further enlargement of the 
financial system can reduce real growth. Second, financial sector growth is found to be 
a drag on productivity growth. Our interpretation is that because the financial sector 
competes with the rest of the economy for scarce resources, financial booms are not, 
in general, growthenhancing. This evidence, together with recent experience during 
the financial crisis, leads us to conclude that there is a pressing need to reassess the 
relationship of finance and real growth in modern economic systems. More finance is 
definitely not always better. 
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Conclusions 
This paper questions this assumption and shows that in 
countries with very large financial sectors there is no positive correlation between 
financial depth and economic growth. In particular, we find that there is a positive and 
robust correlation between financial depth and economic growth in countries with 
small and intermediate financial sectors, but we also show that there is a threshold 
(which we estimate to be at around 80-100% of GDP) above which finance starts 
having a negative  effect on economic growth. 
 
There are two possible reasons why large financial systems may have a negative effect 
on economic growth. The first has to do with economic volatility and the increased 
probability of large economic crashes (Minsky, 1974, and Kindleberger, 1978) and the 
second relates to the potential misallocation of resources, even in good times (Tobin, 
1984). 
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Lige samfund klarer sig bedre – også på de 
områder, vi måske tror vi kan lave en isoleret 

indsats omkring.  
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Lighed eller lige muligheder? Måske er der en 
tættere sammenhæng end vi lige tror.  
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