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Abstract: This paper aims to examine the financial depth and efficiency and economic 

growth nexus in the context of Saudi Arabia and Oman. In particular, this paper addresses on 

how financial depth and efficiency relate to economic growth and the causal relation between 

financial depth and efficiency and the economic growth in Saudi Arabia and Oman. 

Methodological wise, this study employs a panel data of Saudi Arabia and Oman over the 

period of 1990 – 2015 and uses the determination of line of best to analyze the causal 

relations. The empirical results show that financial deepening have desirable effects on the 

economic growth in Oman, while increasing financial depth and efficiency has detrimental 

impact to economic growth of Saudi Arabia. Based on these empirical facts, we conclude that 

the financial deepening in Saudi Arabia is not an economic prioritized strategy, but financial 

deepening is an economic prioritized strategy in Oman. Two main policy implications are 

reached. 
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1. INTRODUCTION 

As the oil based economy (OBE) countries are trying to escape from its oil 

dependent economic profile, the health of the financial and banking system in these 

countries is crucial. Saudi Arabia and Oman are among the OBE that should 

consider the financial depth in fostering economic growth because their national 

development plan focuses on diversification, industrialization, and privatization, 

with the objective of reducing the oil sector's contribution to GDP by 2020.  
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The transformation of the OBE to non-oil economy requires full 

diversification of the financial products and services in the country. The traditional 

and common products of financial institutions such as deposit, loan, transfer and 

others will be shook on the transformation. Many studies done on the contribution 

of the capital market encourage economic growth (Hassan, Koetter, Lensink and 

Muster, 2016; Saqin, 2013; Ibrahim, 2013; and other). From this empirical 

evidence the examination of the financial depth and economic growth is very 

important in the aspect of determination of the effective both financial related 

economic growth particularly in the oil-economy transformation in Saudi Arabia 

and Oman. This paper aims to examine the financial depth and efficiency and 

economic growth nexus particularly in addressing the how the financial depth and 

efficiency relates to economic growth in the Saudi Arabia and Oman, and the 

causality effects of the financial depth and efficiency on the economic growth in 

Saudi Arabia and Oman. 

2. RELATED STUDIES 

The financial depth and efficiency in the country is claimed to have positive 

impact on the economic growth. Hassan, Koetter, Lensink and Muster (2016) 

concluded that the financial depth encourages the economic growth, but 

independency of the financial institution is likely to harm the economy. The 

improvement of the capital markets in the country will fosters the economy in a 

country (Bangini, Malgorzata, Smagi, and Witkowski, 2017). Saqin (2013) 

provided the evidence in the developing countries that the efficiency of the 

financial system highly positively influences the economy. It increases the speed of 

the economy growth. More efficiency banking sector accelerates the economic 

growth (Caporale, Rault, Sova, and Sova, 2014). The credit to the private sector 

and banking deposits are negatively related with growth in Mediterranean countries 

(Ayadi, Arbak, Sami and De Groen, 2013). Their findings contradicting to the 

findings of Bangini, Malgorzata, Smagi, and Witkowski (2017) did in the CESGE 

countries. On other hand, Ibrahim (2013) confirmed the positive effects of the 

financial depth and the economic growth in the Saudi Arabia. Al-Zubi, Al-Rjoub, 

and Abu-Mharebi (2006) found the public credit to domestic credit foster economic 

growth in Arab countries. Marashdeh and Al-Malkawi (2017) studied in Saudi 

Arabia found the improved financial systems fosters the economic growth. The 

positive impact of the domestic credit to the private sector in MENA countries is 

evidence by the study of Osahin and Uysal (2017). Ghannouchi and Radic (2017) 
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support the Osahin and Uysal (2017) study. Fritzer (2017) found the financial 

depth have the secondary effects on the economic growth. This means, the 

financial system in a country have no direct impact on the economic growth. Nasir, 

Ali and Khokhar (2014) found the financial depth has long run relations in OBE. 

The finding supports the study of Yusitzade and Mammadova (2015). 

3. METHODOLOGY 

The study used the regression model that aims to test the causality effect of 

the financial depths and efficiency on the economic growth in Saudi Arabia and 

Oman. The correlation analysis was done on the panel data of 1990 -2015 sampled 

from the Saudi Arabia and the Oman. 

4. FINDINGS AND DISCUSSION  

The study aimed to examine the financial depth and efficiency and economic 

growth nexus particularly in addressing the how the financial depth and efficiency 

relates to economic growth in the Saudi Arabia and Oman, and the causality effects of 

the financial depth and efficiency on the economic growth in Saudi Arabia and Oman. 

The empirical evidenced the high disparity of the financial depth and 

efficiency (53.3 per cent of GDP) over the 25 years in the Saudi Arabia. The real 

GDP increased in the multiple of 1.5 over the 25 years, while the financial depth 

and efficiency increases in the multiple of 4.4 over the 25 years (Table 1). 

Table 1: Descriptive Statistics for Financial Depth and efficiency,  

and real DGP in Saudi Arabia 
 

 
N C Range Minimum Maximum Mean Std. Deviation 

FDE  26 SA 53.50 -10.20 43.30 20.6538 17.19489 

OM 49.8 14.20 64.00 33.5077 10.69987 

RGDP 26 SA 7080.60 14232.20 21312.80 1.6834E4 2311.04391 

OM 18767.8 1490.20 20258.00 1.7577E4 1518.35229 
 

Source: SPSS Analysis (2018) 

Table 1 shows the descriptive statistics on the financial depth and efficiency, 

and real GDP in the Saudi Arabia and Oman, sampled from 1990. The table 

evidenced the financial depth and efficiency in averaged at the 20.65 percent and 

33.51 percent of the GDP in Saudi Arabia and Oman respectively. This means the 

financial sector in the Oman contribute more than 60 percent on the GDP. From 
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this empirical facts, the financial sector in the Saudi Arabia have little impact on 

the Saudi economy. 

The correlation analysis found the financial depth and efficiency, and real 

GDP in Saudi Arabia found to be strong negatively correlated at 823 (- 823), 

significant at the 0.01 level (2-tailed).  This finding evidenced the strong 

correlation of the financial depth and efficiency, and economic growth in the Saudi 

Arabia, this does not means the increases of the financial depth and efficiency in 

the Saudi Arabia, reduces the economic growth, but relates.   

Table 2: Correlations Analysis on Financial Depth and Efficiency,  

and Real GDP in Saudi Arabia 
 

  
FDE RGDP 

Saudi Arabia Oman Saudi Arabia Oman 

FDE Pearson Correlation 1 1 -.823** .408
*
 

Sig. (2-tailed)   .000 0.39 

N 26 26 26 26 

RGDP Pearson Correlation -.823** .408
*
 1 1 

Sig. (2-tailed) .000 0.39   

N 26  26 26 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 
 

Source: SPSS Analysis (2018) 

Table 2 shows the correlation analysis of the financial depth and efficiency, 

and real GDP on the Saudi Arabia and Oman, sampled from 1990 to 2015. The 

financial depth and efficiency and economic growth strongly negative related in the 

Saudi Arabia, and moderately positive relates in the Oman.  This implies the 

growth of the financial sector in the Saudi Arabia will be not encouraged, but on 

the other hand, the growth of financial sector will be the priority in the Oman. 

The causality effects of the financial depth and efficiency, and economic 

growth was done by using the regression model (equation and line of best fits). The 

study found that the financial depth and efficiency have negative effect on the 

economic growth. This means that the increase of the financial depth and 

efficiency in the Saudi Arabia decreases the opportunity for economic growth. 

The negative linear relationship between the financial depth and efficiency, 

and economic growth in Saudi Arabia is determined at the Rsq. 67.7 percent, -

0.006 coefficient, at the significant level of 0.000 (Table 3). 
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Table 3: The summary of the Model and Parameter Estimates 

Dependent Variable: FDE 

Equation Model Summary Parameter Estimates 

R Square F df1 df2 Sig. Constant b1 

Linear Saudi Arabia .677 50.337 1 24 .000 123.720 -.006 

Oman .166 4.788 1 24 .039 -17.010 .003 

The independent variable is RGDP. 

Source: SPSS Analysis (2018) 
 

Table 3 shows the regression model for financial depth and efficiency, and 

real GDP data sampled from 1990-2015 in the Saudi Arabia and Oman.  The model 

is better determined at 67.7 percent at significance level of 0.000 in the Saudi 

Arabia, and determined at 16.6 percent at the 0.039 level of significance in the 

Oman.  

Figure1: The comparison of the line of best fits of the financial depth and efficiency,  

and economic growth in Saudi Arabia and Oman 

 
Source: SPSS Analysis (2018) 

 

Figure 1.shows the line of the best fits of the financial depths and 

efficiency, and economic growth in Saudi Arabia and in the Oman. The data 

sampled from 1990 to 2015, analyzed and revealed the positive (moderate) 

relationship between financial depth and efficiency, and economic growth in 

the Oman and strong negatively in the Saudi Arabia.  This means, the 

financial depth and efficiency in Saudi Arabia not supports/foster the 

economic growth and this is versa vice versa in the Oman, where the growth 
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and effectiveness of the financial sectors in Oman increases the opportunity 

for economic growth. From this empirical evidence, we learn that, Saudi 

Arabia and Oman highly differs in designing (planning) their economic mix. 

5. DISCUSSION OF THE RESULTS 

This study evidence the financial depth and efficiency, and the economic 

growth strong correlated in the Saudi Arabia (strong negative correlation) and 

moderate correlation in the Oman (moderate positive correlation). This finding 

contradicts to Ibrahim (2013) who confirmed the positive effects of the financial 

depth and the economic growth in the Saudi Arabia. On the other hand, this study 

supported by Hassan, Koetter, Lensink and Muster (2016) who concluded that the 

financial depth encourages the economic growth, but independency of the financial 

institution is likely to harm the economy.  This study evidenced the improvement 

of the capital markets in the country will fosters the economy in a country 

(Bangini, Malgorzata, Smagi, and Witkowski, 2017).  This study in Oman supports 

the Saqin (2013) study which provided the evidence in the developing countries 

that the efficiency of the financial system highly positively influences the 

economy. It increases the speed of the economy growth. More efficiency banking 

sector accelerates the economic growth (Caporale, Rault, Sova, and Sova, 2014), 

this is true as evidenced in Oman but, the fact is not true in the Saudi Arabia, where 

the strong negative relations is evidenced. The credit to the private sector and 

banking deposits are negatively related with growth in Mediterranean countries 

(Ayadi, Arbak, Sami and De Groen, 2013), this is true in Saudi Arabia, but it is not 

true in the Oman. The differences of the economic structure in Saudi Arabia and 

the Oman are the probable reason to have difference influences on the financial 

depth and efficiency, and economic growth. 

6. CONCLUSION AND POLICY IMPLICATION 

In summary the paper evidenced the strong negative linear relationship 

between financial depth and economic growth in the Saudi Arabia, and moderately 

positive relations in the Oman. The growth of financial sectors in the Saudi Arabia 

has undesirable effects on the economic growth, quite difference in the Oman. In 

the Oman the growth of the financial sectors have desirable effects on the 

economic growth, it increases the real GDP.  Basing on these empirical facts, in 

both countries, we conclude that the financial deepening in the Saudi Arabia is not 
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an economic prioritization strategy, but in the Oman the financial deepening is an 

economic prioritized strategy.   

 

The paper has two main policy implications, one for each country of the 

study. The growth of the Saudi Arabia’s economy does not depend on the growth 

of the financial sector, but has a negative influence. Therefore, for the better 

economy in the Saudi Arabia, the growth of the financial sector will be 

discouraged! The policy implication is the increases or promoting for financial 

deepening in the Oman for the economic growth, as this study evidenced the 

positive relationship between the financial depth and efficiency, and economic 

growth in the Oman.  
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