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Banking Sector Role in Economic Development
In Kuwait and Kenya

Abstract:

The relationship between economic development and the
banking sector is distinguished by a set of financial
characteristics in many developing countries. The main motive
behind the development of the banking sector in these countries
is the prevailing belief in the importance of the role of the
banking sector in promoting development operations. In addition,
specialization in information processing and the presence of
well-employed financial institutions contribute to reducing the
cost of collecting and transmitting information. As a result of the

above, a greater volume of financing is available, which is ready
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for use in investment operations. The expansion of real activities
creates demand for financial services, which in turn leads to
growth in the financial sector. Some also believe that financial
development can have an adverse effect on economic
development, that the lack of regulation in restricted financial
markets results in the risks of financial downfall, and as a result
the economy in general is heading towards recession. Finally, a
third view suggests that there is no correlation between finance
and economic growth. These different opinions were the motive
behind conducting this standard analysis to know the role of the
banking sector in economic development and to compare this

role between Kuwait and Kenya.

To analyze the dynamic causal relationship between the banking
sector represented in its financing role and economic
development, a Vector Autoregressive Framework (VAR) was

used, and until the VAR model was correctly identified, standard
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procedures for time series analysis were followed. First, the
Augmented Dickey—Fuller (ADF) test was applied to test unit
roots for the variables, to see the properties of time series
stability and the order of integration for each variable. In the
second step of the analysis, the joint integration test for
Johansson was used. This test provides information on whether
the study variables related to the role of the banking sector in
economic development are related to each other in the long
term. At the same time, tests of the roots of unity and joint
integration provide us with important information that serves as a
guide to determine the self-directed regression model that is
best suited to the nature of the variables and how they relate to
each other, to determine the causal and dynamic relationship

between the study variables.

As for Kenya, the results indicate that the capital formation (K)

has had a positive impact on the economic growth in Kenya, and
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the results show that the increase in the capital formation by 1%
increases the growth in the per capita gross national product (Y)
by 0.38% in the long run. Other variables remain the same. The
results also indicate the positive effect of the natural growth of
the population (n) on economic growth, where the results show
that every 1% increase in population growth leads to a
corresponding increase in economic growth of 3.70%, with other
variables remaining the same. While high population growth as a
contributor to economic growth may not be consistent with the
prevailing literature on economic development, rapid population
growth in Africa, especially in Kenya, is not a major development

challenge.

The study also concluded that the banking sector in Kuwait
contributes better to economic development than the banking
sector in Kenya. As the results of the standard analysis of the

role of the banking sector in economic development in Kenya
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indicated that the required financial approvals (LIQ) were
positive, which means that they have a positive impact on
economic growth, as is the case in Kuwait. While the domestic
loan (DC) and private sector credit (PC) signal came negative,
this reflects the banking sector's lack of penetration and
penetration in the financial markets in Kenya. While it showed
the positive effect of the financial indicator (PC) on estimating
the credit provided to the private sector from banks and other
financial institutions on the economic growth in Kuwait, where
the results indicate that an increase of 1% in that indicator leads
to an increase in the per capita GDP of 6.13%, This result
comes in contrast to the results of the case of Kenya, which
indicates the efficiency of the lending and financing mechanisms
for the private sector in Kuwait, at the same time Kenya suffers
from an inefficiency of the mechanisms for allocating financing to

the private sector.
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01 9.8 | 24 2 3 8 1 0
142. 43.0 | 26.5 | 191.1 | 2126.0 | 2500.5 | 199
61 9.1 1 8 9 3 8 1
94.6 26.4 | 16.0 | 103.5| 2049.0 | 2679.2 | 199
9 |-05] 7 4 7 8 2 2
92.0 23.6 | 15.6 1758.7 | 2048.5 | 199
6 0.4 6 2 85.62 9 6 3
93.1 | 2.5 | 25.1 | 19.7 | 88.22 | 1614.3 | 1520.9 | 199
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8 9 3 4 4 4
94.3 29.4 | 25.2 1692.4 | 7140.9 | 199
2 2.7 2 8 86.34 7 7 5
91.4 33.5 | 29.8 2317.3 | 9430.5 | 199
7 3.6 9 6 78.41 1 0 6
92.4 44.4 | 40.5 1921.7 | 8238.7 | 199
4 [(0.68| 5 7 | 80.92 7 1 7
94.9 61.6 | 57.0 1840.6 | 5447.5 | 199
6 (0.13| 4 6 94.90 0 6 8
85.3 57.3 | 53.2 1991.1 | 7009.2 | 199
7 (299 6 1 82.59 3 5 9
86.6 47.2 | 43.9 2201.3 | 10092. | 200
2 |1.81 5 9 67.88 3 41 0
86.8 57.9 | 52.3 2520.5 | 8377.4 | 200
5 [1.30] 2 9 80.47 0 4 1
81.2 | 0.89| 62.6 | 54.9 | 80.85 | 3468.9 | 9477.4 | 200
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3 4 8 1 2 2
86.5 60.8 | 53.3 4436.9 | 12340. | 200
6 (096 7 6 70.19 4 82 3
89.3 58.8 | 51.9 6707.6 | 16762. | 200
0 |1.25| 2 7 |62.54 9 07 4
92.2 52.5 | 46.2 10029. | 26894. | 200
4 (414 9 3 52.36 41 25 5
89.7 52.0 | 45.4 14404. | 37557. | 200
1 3.06| 9 1 48.60 31 06 6
91.7 59.6 | 53.0 21474. | 41922. | 200
3 |548| 4 8 52.81 42 71 7
92.6 | 10.5| 61.7 | 55.8 28235. | 60300. | 200
8 8 1 6 52.03 66 44 8
88.8 85.4 | 78.3 17134. | 33807. | 200
1 4.61 2 5 76.36 66 87 9
97.0 | 4.50 | 78.9 | 73.8 | 76.44 | 20381. | 38577. | 201
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3 5 4 37 38 0
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