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Abstract

The financial structure of an economy comprises institutions that channel financial resources
from savers to investors. These institutions allocate resources to various uses and enable investors
to share risks and diversify their portfolios. This process takes place through capital markets (like
stock and bond markets) or financial intermediaries (like banks), which interact independently
with savers and borrowers. In economic literature, financial systems are typically categorized
based on the relative importance of bank-based financing versus market-based financing. In
bank-based systems, banks play a pivotal role in mobilizing savings, allocating capital,
monitoring investment decisions, and managing risk. In contrast, in market-based systems,
financial institutions and banks collaborate to channel savings to firms and manage risk. The key
question, however, is which financial system has a more significant impact on a country’s
economic performance. This study, using economic data from Iran over the period 1991-2023,
examines the effect of the financial system structure index on GDP growth. The Autoregressive
Distributed Lag (ARDL) model was used for this analysis. The results indicate that, contrary to
much of the existing literature that highlights the positive impact of bank-based financial
structures on growth in developing countries, a shift toward a more market-based financial
structure in iran has a positive and significant effect on GDP growth.
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