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Abstract: The financial systems structure combines bank-based and market-based intermediation. But the mix of fi-

nancial structure between the two intermediation channels varies across countries. This paper examines how the fi-

nancial system structure, whether banking or market-oriented, affects economic growth in Saudi Arabia, using an 

ARDL testing approach. The empirical results of this study show that while market-based financial development has 

a positive impact on economic growth in Saudi Arabia, bank-based financial development has an unclear impact and 

statistically unacceptable, which requires studying the role of banks in Saudi economic growth more deeply. That is, 

the results of the study support market-based financial development perspectives. Therefore, the study recommends 

the necessity of moving forward with policies to develop the structure of the financial sector structure in Saudi Ara-

bia in a way that enhances real economic growth. 
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INTRODUCTION 

The relationship between the financial system structure and 
economic growth is one of the most topics that has emerged 
in many researches in the financial economic field. This in-
terest arose through the growth of financial markets and the 
growing role of the banking sector and other financial inter-
mediaries. The importance of the financial system and eco-
nomic growth has been demonstrated by the increasing link-
age of the financial system with the main macroeconomic 
indicators in many economic models. )Mishra, & Narayan, 
2015). 

The main function of the financial system is to facilitate the 
transfer of savings from surplus to deficit economic units, so 
financial intermediaries and financial markets are essential 
for economic growth (Gambacorta, et al. 2014). Many econ-
omies have implemented a variety of financial liberalization 
that have led to significant changes in their financial system 
structure (Ahmed, & Ansari,998). However, some of these 
economies managed to achieve high rates of economic 
growth, while others lagged behind. Although the differences 
in their economic performance can be attributed to many 
factors, there is a growing belief among economists that fi-
nancial system has played an important role in promoting a 
high rate of economic growth (Ahmed, & Ansari,998). Be-
sides the financing role in the economic development, econ-
omists have debated the relative importance of the bank- and 
market-based financial system (Oima, & Ojwang, 2013). 
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The empirical literature on this issue attempts to examine 
whether one type of financial system explains economic 
growth better than another. (Arestis, et al. 2005). Empirical 
models generally indicate that developed financial markets 
promote more efficient resource allocation and faster long-
run growth through several channels (Durusu-Ciftci, et al. 
2017). Financial structures mobilize savings, transfer risk, 
allocate capital, and absorb shocks, while banks intermediary 
and bear risks on their balance sheets based on close rela-
tionships with their clients. In contrast, markets channel re-
sources directly from savers to borrowers, serving as plat-
forms on which stocks and debt securities are priced, distrib-
uted and traded (Bats, & Houben, 2020). Banks and financial 
markets work to enhance economic growth not only through 
expanding bank lending or market-based financing, but also 
by moderating business cycle fluctuations. Banks and mar-
kets behave differently when business cycle fluctuations, 
banks, well capitalized ones, find it easier to keep lending 
than financial markets do (Bolton et al (2013)). Relying on 
their long-run relationships with customers, banks are more 
likely to extend credit during a recession. In contrast, trans-
actional lenders, who do not invest in information about the 
borrower, typically withdraw during a recession. However, 
banks help cushion the shock, but when a recession coincid-
ed with a financial crisis, the impact on GDP was three times 
more severe in bank-oriented economies than in market-
oriented economies (Gambacorta, et al. 2014).  

The distinction between the different financial structure and 
their relative importance for economic growth is the focus of 
theoretical and practical discussion (Arestis, et al. 2010). In 
general, no agreement has been reached on the strengths and 
weaknesses of different types of financial structure in pro-
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moting economic growth (Lin, et al. 2009). However, there 
is hardly any agreement on the applied superiority of one 
type of financial system over another. 

 In line with Saudi Vision 2030, the government is working 
to develop the financial sector to keep pace with the trans-
formations it is witnessing, which aims to be among the 
largest financial centers in the world by 2030. In 2018, Saudi 
Arabia adopted the Financial Development Program to de-
velop its financial sector, which is the main component of 
Vision 2030. The program seeks to develop the financial 
sector to be a diversified and effective sector to support eco-
nomic growth, diversify sources of income, stimulate saving, 
and financing investment. The program also seeks to enable 
financial institutions to support private sector growth and 
develop the financial market. One of the main objectives of 
the program is to increase the total volume of financial assets 
to GDP, diversifying the financial services sector structure, 
in addition to increasing the share of capital market assets. It 
also aims to increase bank lending to small and medium en-
terprises and real estate financing. Moreover, Saudi financial 
technology (FinTech) companies have achieved remarkable 
development in recent years, their activities have expanded 
to include investment and financing activities, payments, 
electronic wallets, electronic payment, cloud storage, decen-
tralized data centers, artificial intelligence, and other activi-
ties. 

 This paper contributes to the empirical literature on financial 
structure and economic growth, as we collect time series data 
on the financial structure in Saudi Arabia, which are oil-
exporting and financially developed economies. 

LITERATURE REVIEW 

The empirical discussion has focused on the relationship 
between financial development and economic growth using 
financial development indicators, which can differ from fi-
nancial structure indicators (Stulz, 2000). Therefore, some 
studies have emerged that distinguished between financial 
structure and financial development. The discussion about 
the financial structure and its role in the economy diversifies 
into four viewpoints: bank-based, market-based, financial 
services, and law and finance. Whatever the difference, the 
majority of financial economists believe that financial struc-
ture of all types, whether banking or market-based, is a nec-
essary condition for achieving higher levels of economic 
growth, scholars have supported this, for example but not 
limited to: (Stulz, 2000; Fase, & Abma, 2003; Alfaro, et al. 
2004; Arestis, et al. 2004; Luintel, et al. 2008; Song & Tha-
kor, 2010; Kpodar & Singh, 2011; Lee, 2012;  Oima, & 
Ojwang,  2013; Demirgüç-Kunt et al., 2013; Sahoo, 2014;  
Nyasha & Odhiambo 2019;  Liu & Zhang, 2020). Others 
provide evidence that financial structure does not matter for 
real economic performance while financial development is 
important for high economic growth (Yonezawa & Azeez, 
2010). the overall provision of financial services that is im-
portant for growth (Levine, 2002). Beck, and Levine, (2002) 
found that neither market-based nor bank-based hypothesis 
better at financing the expansion of industries, While the 
overall financial development promotes the growth of indus-
try, the existence of a bank- or market-based system in itself 
does not seem to be very important. Another possibility is 

that the relationship is more complex and that the answer 
varies depending on a country’s level of economic and fi-
nancial development. that, as economies grow, economic 
output tends to become less sensitive to changes in bank de-
velopment but more so to changes in financial market devel-
opment (Demirgüç-Kunt et al (2011)). This suggests that the 
financial markets services become more important as coun-
tries grow. as well, Arestis, et al. (2010) found significant 
heterogeneity across the country in financial structure and 
growth dynamics. Moreover, Ergungor, (2008) suggested 
that there was a non-linear relationship between growth and 
financial structure. Countries with an inflexible judicial sys-
tem grow faster when they have a more bank-oriented finan-
cial system 

Proponents of Bank-based viewpoint emphasizes the positive 
role of banking sector in economic growth, by enhancing 
investment efficiency, managing liquidity risk, improving 
capital allocation efficiency, mobilizing capital to exploit 
economies of scale, and collecting and processing infor-
mation (Levine, 2002). In other words, the main role of the 
banking sector is to allocate funds to the most productive 
opportunities, thus increasing economic efficiency )Fase, & 
Abma, 2003). Moreover, the bank-based viewpoint stresses 
the shortcomings of market-based financial systems. It ar-
gues that banks can finance development more effectively 
than markets in developing economies, in the case of state-
owned banks, market failures can be overcome and alloca-
tion of savings can be undertaken strategically. This is par-
ticularly relevant in the early stages of economic develop-
ment when the institutional background is weak to support 
market activities. Financial intermediaries have been shown 
to be more important than capital markets to economic 
growth (Choe, & Moosa, 1999).  Ahmed, and Wahid, (2011) 
supported the view that higher levels of banking system de-
velopment are positively associated with growth in capital 
accumulation and thus faster economic growth, as well, 
Chakraborty and Ray, (2006) confirmed that the bank-based 
system outperforms the market-based system, under a banks-
based system, investment and per capita income are higher, 
and income inequality is lower, bank-based systems are also 
more suitable for large-scale manufacturing. While, Bolbol, 
et al. (2005) showed that the Bank-based financial develop-
ment indicators have a positive impact on the growth of total 
productivity in Egypt only when it is associated with an in-
crease in per capita GDP; Whereas, market-based indicators 
have a more pronounced impact on the growth of total 
productivity when it is associated with foreign capital in-
flows. 

 On the other hand, the market-based viewpoint highlights 
the advantages of well-functioning markets in promoting 
economic performance, and stresses the problems of bank-
based financial systems. Big, liquid and well-functioning 
markets foster growth and profit incentives, enhance corpo-
rate governance, facilitate risk management, diversification 
and the customization of risk management devices. Market-
based financial systems reduce the inherent inefficiencies 
associated with banks, thus, better in enhancing economic 
growth (Levine 1997). Nyasha, and Odhiambo, (2015) re-
viewed the theoretical and empirical literature on the rela-
tionship between market-based financial development and 
economic growth, the study concluded that the market-based 
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financial development is expected to precede the develop-
ment of the real sector, where the direction of causality var-
ies from one country to another, depending on various coun-
try-specific characteristics. In another study by the same 
authors in (2016) showed that market-based financial devel-
opment has a positive effect on economic growth in the 
United Kingdom, while bank-based financial development 
has a clear negative effect. Similarly, Boadi, et al. (2019) 
confirmed that the market-based development positively 
affects economic growth. While the bank-based does not 
have a direct impact on development, but indirectly encour-
ages investment, which promotes growth. 

Yonezawa, and Azeez, (2010) indicated that a market-based 
financial system leads to more efficient capital accumulation 
while a bank-based and financially developed economy is 
more effective in enhancing productivity. The results of Uz-
unkaya, (2012) showed that the level of financial sophistica-
tion is important in the relative performance of market-based 
financial systems and banks. But market-based systems are 
better in financially developed economies, while bank-based 
systems are better in financially developing economies. 
Moreover, Deltuvaitė and  Sinevičienė, (2014)  showed that 
the development level in both the banking sector and finan-
cial markets is higher in countries with a higher level of per 
capita GDP, however financial markets become more im-
portant in the process of capital accumulation. Based on the 
results, the economic development level is higher in coun-
tries with a market-based financial system. Also, countries 
with market-based, mixed financial systems are better in 
terms of economic development. Likewise, Moradi, et al. 
(2016) indicated that the market-based financial system leads 
to better income distribution in developed countries, while 
the bank-based financial system reduces income inequality in 
developing countries.  Kaufmann and Valderrama, (2004) 
also show that the state of the economy affects the way 
shocks propagate. Shocks are attenuated over time in bank-
based financial systems, but in market-based systems only 
during periods of weak economic growth or limited liquidity 
conditions, during the period of economic recovery, the in-
fluence of market-based systems is also observed. 

 Osoro, and Osano, (2014), concluded that the increase in the 
size of the market increases, the level of private sector lend-
ing in the Kenya economy due to its ability to mobilize capi-
tal and diversify risks. Furthermore, Bats, and Houben, 
(2020) indicated that market-based financial structures are 
more resilient to systemic risks. While Liu, et al. (2022) con-
cluded that the market-based financial structure increases 
financial risk in China. Khan and Khan (2022) confirm that 
the development of financial institutions is equally important 
for venture capital markets as it reduces market frictions 
through communication and mediation skills. 

 Lee, (2012) proved that in the United States, the United 
Kingdom, and Japan, the stock market played an important 
role in financing economic growth, while the banking sector 
played a more important role in Germany, France, and Ko-
rea. The results showed that the banking sector played an 
important role in the early years of economic growth. Also, 
the banking sector and the stock market were complementary 
to each other in every country in the process of economic 
growth except for the United States, where the two sectors 

were moderately interchangeable. Likewise Oima, and 
Ojwang, (2013) for a selected countries of the Economic 
Community of West African States (ECOWAS). The study 
concluded that some countries are bank based financial sys-
tems, while others are market based, the general conclusion 
is that the financial structure is important for the economic 
growth of those countries.  

Some of the results of the studies are not aligned with the 
market-and bank-based views; Instead, it is aligned with the 
views of financial services, law, and finance: (Yua, et al. 
(2022). The literature suggests that financial structure does 
not explain differential growth rates across countries. What 
matters for growth is the quality of financial services (Dolar, 
& Meh, 2002).  the law and finance theory maintains that the 
role of the legal system in creating a growth promoting fi-
nancial sector, with legal rights and enforcement mecha-
nisms, facilitates both markets and intermediaries. It is, 
thereby, this view emphasizes that it is not the debate be-
tween bank -and market-based systems that really matters, 
but rather the legal environment where financial services are 
efficiently provided. Xiao, (2011) indicates that it is not ad-
visable to distinguish between the type of financial system 
that is best focused on improving administrative efficiency 
and the effects on financial markets under distinct financial 
conditions. 

In the case of Saudi Arabia, the literature about financial 
systems and economic growth focused on the importance of 
financial development using different financial indicators 
and methodologies. However, there is no consensus yet on 
the nature of this importance. Where different points of view 
were proposed. some of them supported the positive role of 
financial development, such as (Masih, et al. 2009; Ageli, & 
Zaidan, 2012; Ibrahim, 2013; Samargandi, et  al. 2014; Al-
shammary, 2014;  Al Mahish, 2016;  Rehman, 2018).), on 
the other hand, others underestimated the role of the banking 
sector and the stock market in promoting economic growth, 
and justified that for several reasons, including: the domi-
nance of the oil and the public sector on economic activities 
and the characteristics of the institutional environment of the 
private sector, as well as some functional and structural 
characteristics of the financial system that hindered its de-
velopment: for example (Mahran,  2012; Chenafa,  2022)) .
As well as Algaeed, (2021)) concluded that the capital mar-
ket did not have an important contribution to economic pro-
gress. As Debbi, and   Bouabdallah (2021) found that market 
liquidity contributed to the financing of real economic activi-
ty as well as economic growth, while market capitalization 
impeded economic growth.  Furthermore, some studies dealt 
with financial intermediaries and came with different results: 
Alzyadat, 2021; Alzyadat, 2022) Supported the claim that 
expansion of bank credit promotes economic growth. Among 
the studies that dealt with the role of financial institutions is 
the study of (Alzyadat, 2020; Alzyadat, & Alwahibi, 2021), 
which sheds light on the role of insurance activities in the 
Saudi economy. However, insurance products are a produc-
tive factor in the long run, as insurance is a form of protec-
tion for companies, individuals and the economy. In addition 
to encouraging saving and investment in order to achieve 
economic growth 
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Finally, different perspectives have been proposed in the 
empirical literature on the importance of bank- or market-
based financial systems for economic growth. But there is no 
consensus yet on the nature of this importance. Therefore, 
this study attempts to verify this relationship in the Saudi 
economy. 

ECONOMETRIC METHODS SPECIFICATION 

Most of the applied studies estimated the role of financial 
development in economic growth through the use of neoclas-
sical growth theory to estimate the relationship between out-
put, stock of physical capital, human capital and financial 
structure. The basic specification is the modified Cobb-
Douglas production function version as follows (Luintel et 
al., 2008; Ahmed, & Wahid, 2011; Liu, & Zhang, 2020): 

 

where, Y is output, L is human capital stock, K is physical 
capital stock, A: captures the level of technological progress 
(total factor productivity TFP). FS: is the financial structure. 
Where Financial structure (FS) provides a measure of the 
comparative role of the banks and financial markets in the 
economic growth. The economic model serves as the theoret-
ical framework for investigating the effect of FS on econom-
ic growth, The corresponding econometric model is specified 
as follows: 

 

where GDP, L, K: denote real GDP per capita, labor force, 
and physical capital stock, respectively; Fm: measure the 
financial markets activities, the study uses stock market total 
value traded as a share of GDP, which is defined as total 
shares traded on the stock market exchange divided by GDP. 
Fb: measure the Banks activities, the study uses private cred-
it by banks to GDP, which is defined as banks credit to the 
private sector divided by GDP.  is the error term.  

Equation (2) used to test different hypotheses regarding the 
relationship between financial structure and economic 
growth. Specifically, if the coefficient estimates of   is pos-
itive and significant, the bank -based view is supported. In 
contrast, if  is significantly positive, the market-based view 
is supported.  

EMPIRICAL ANALYSIS  

To investigate the long- and short-run relationship between 
bank- and market-based financial structure and economic 
growth. This study adopts the autoregressive distributed lag 
(ARDL) bounds testing approach (Pesaran and Shin, 1998; 
Pesaran et al. 2001).  

 

     (3) 

The ARDL method that has been used in empirical research 
based on a number of advantages over other tests of cointe-
gration: the ARDL does not impose the restrictive assump-
tion that all variables under study must be integrated in the 
same order. Thus, the ARDL can be applied to test for a rela-
tionship between variables regardless of whether the regres-
sions are combined of the same order or not; As long as it is 

integrated for no more than one. also, ARDL provides unbi-
ased estimates of the long-run model and t-statistics that are 
valid even when some regression factors are endogenous. 
Third, the ARDL method only uses a single equation of re-
duced form. in addition to, ARDL fits the characteristics of 
the small sample. Therefore, ARDL is suitable for relation-
ship analysis of the variables under study. The ARDL model 
used in this study is expressed as follows: 

 

 

 

   (4) 

where: 

GDP = growth rate of real gross domestic product a proxy 
for economic growth; 

FB = credit provided to the private sector a proxy for bank-
based financial development 

FM = stock market traded value and stock a proxy for mar-
ket-based financial development  

K = gross fixed capital formation as a percentage of GDP; 

L = labor force.  𝛾0 = constant; 𝛾1-𝛾5; 𝛿1-𝛿6 = regression 

coefficients; Δ = difference p = lag length; and  white 

noise-error term. 

Following the ARDL model, the ARDL-based error correc-
tion model is specified as follows: 

 

 

 

  (5) 

The annual data for the Saudi economy for the period 1990-
2021, were obtained from the Saudi Central Bank. 

ESTIMATION RESULTS 

Before start regression analysis, the variables are tested for 
stationarity, using Dickey-Fuller unit root tests. allowing for 
both the intercept and trend. The null hypothesis is that the 
series has a unit root, The results of unit root for stationarity 
tests in Table 1, show that all the variable are non-stationary 
in levels except one variable (k) with trend. However, after 
the first difference the of variables, all the variables were 
confirmed stationary. Although the ARDL does not require 
pre-testing of variables, the stationarity test provides guid-
ance as to whether ARDL is appropriate or not, as it is only 
applicable the analysis of variables that are integrated of 
order 0 or 1. In this case, the variables are found to be inte-
grated of either order I(1), therefore, ARDL technique can be 
used. 
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Bounds test uses to examine the long-run relationship be-
tween the variables in the model, the ARDL bounds- F-test 
approach test the existence of a cointegration relationship, 
which tests the null hypotheses of no cointegration relation-
ship, against the alternative hypotheses. The calculated F-
statistic is compared with the upper and the lower-bound 
critical values. If the calculated F-statistic is above the upper 
bound level, the null hypothesis of no cointegration is reject-
ed at the corresponding significance level; so, the variables 
are cointegrated. However, if the calculated F-statistic is 
below the lower-bound level, the null hypothesis of no coin-
tegration is accepted; and it concluded that the variables are 
not cointegrated. However, if the calculated F-statistic falls 
within the upper and the lower-bound levels, the results are 
inconclusive. The results of the ARDL bounds test for coin-
tegration in Table 2 show that the calculated F-statistic is 
5..8.8 which found to be greater than the upper bound, so 
the null hypothesis of no cointegration relationship is reject-
ed at 1%, 25%, 5%, and 10% levels of significance. there-
fore, the bounds test proves that the variables in the specified 
model are cointegrated. thus, the existence of a long-run rela-
tionship between the economic growth and the underlying 
variables in the model. 

Table 2. F-Bounds Test Results. 

F-Bounds Test Null Hypothesis: No Levels Relationship 

Test Statistic Value Signif. I(0) I(1) 

   Asymptotic: n=1000  

F-statistic 8.75753 10% 2.2 3.09 

K 4 5% 2.56 3.49 

  2.5% 2.88 3.87 

  1% 3.29 4.37 

Since the variables are cointegrated, the ARDL technique 
was used to estimate the model, the optimal lag-length that 
selected automatically by applying AIC the Akaike infor-
mation criterion. The Selected Model: ARDL (2, 2, 3, 3, 1). 
The long-run and short-run results of the selected model are 
reported in Table 4 and 5 respectively. 

The short-run coefficient reported in Table 3 show that the 
coefficient of bank based financial development is positive 
and statistically insignificant, However, this effect becomes 

negative and statistically significant with a time lag of two 
periods. this implies that in the KSA, bank-based financial 
development has a negative impact on economic growth in 
the short run. Therefore, the bank-based financial develop-
ment in the KSA did not clearly contribute to increasing the 
short run economic growth. The coefficient of market-based 
financial development is positive and statistically significant, 
as expected. This indicates that, market-based financial de-
velopment has a positive impact on the short run economic 
growth in the KSA. But this effect appears weak, since the 
value of the coefficient is 5.58.2   compared to the physical 
capital coefficient of 1.966. 

The ECM is negative and significant. The ECM coefficient 
is 1.75, this statistically indicated that the disequilibrium 
from the previous year shock will be removed in the current 
term. which means that the economic growth in KSA moves 
to its equilibrium due to the changes in the variables (human 
capital stock, K is physical capital stock, and financial struc-
ture development). This means that there is a long run rela-
tion between all variables under consideration. 

Table 3. ARDL short run and Error Correction Regression. 

Variable Coefficient Std. Error t-Statistic Prob. 

D(RGDP(-1)) 0.834693 0.184101 4.533896 0.0007 

D(L) 0.039771 0.040934 0.971586 0.3504 

D(L(-1)) -0.332629 0.071773 -4.634448 0.0006 

D(K) 0.241636 0.196326 1.230785 0.2420 

D(K(-1)) 1.968211 0.489913 4.017470 0.0017 

D(FB) 0.207320 0.209983 0.987317 0.3430 

D(FB(-1)) -0.398874 0.270170 -1.476381 0.1656 

D(FB(-2)) -0.797344 0.278405 -2.863967 0.0142 

D(FM) 0.051221 0.010472 4.891345 0.0004 

CointEq(-1)* -1.740698 0.271975 -6.400224 0.0000 

     
R-squared 0.869186 Mean dependent var 43328.88 

Adjusted R-squared 0.792237 S.D. dependent var 68550.94 

S.E. of regression 31246.25 Akaike info criterion 23.82391 

Table 1. Unit Root Augmented Dickey-Fuller Test. 

Variable 
Level 1st difference 

Order of integration 
Intercept Trend and Intercept Intercept Trend and Intercept 

GDP -0.465672 -1.963835 -4.161084* -4.026033* I (1) 

FB 1.771610 -0.969268 -1.826864 -3.588102* I (1) 

FM -2.493311 -2.962678 -3.941155* -3.846312* I (1) 

K -0.402626 -3.889032* -3.555840* -3.436324* I(0) I (1) 

L 2.461780 -0.814361 -1.413061 -4.030845* I(1) 

* Means that it is significant at the level of 5%. 
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Sum squared resid 1.66E+10 Schwarz criterion 24.34728 

Log likelihood -322.5347 Hannan-Quinn criter. 23.98391 

Durbin-Watson stat 2.172092    

* p-value incompatible with t-Bounds distribution. 

The long-run coefficient in Table 4 show that the coefficient 
of bank-based financial development is negative and statisti-
cally insignificant, while the long-run economic impact of 
market -based financial development on economic growth is 
positive and statistically significant. The result indicates that, 
market-based financial development has a positive impact on 
the short and long run economic growth in the KSA, While 
the impact of bank-based financial development was nega-
tive on economic growth in the short and long run and was 
not statistically significant. this means that the role of banks 
in economic growth was not clear based on the results. 

Table 4. The Results of ARDL Long Run Test. 

Variable Coefficient Std. Error t-Statistic Prob. 

L 0.098267 0.027435 3.581769 0.0038 

K 1.418441 0.378640 3.746144 0.0028 

FB -0.234855 0.256300 -0.916329 0.3775 

FM 0.049619 0.011994 4.136862 0.0014 

C 685606.2 135836.7 5.047282 0.0003 

EC = RGDP - (0.0983*LF + 1.4184*K  -0.2349*BC + 0.0496*VST 

+  685606.2289 ) 

CONCLUSION 

The study focused on exploring the relative impact of bank- 
and market-based financial development on economic 
growth in Saudi Arabia during the period from 1990 to 2021. 
Although a number of studies have been conducted in an 
attempt to investigate the relationship between financial 
growth and economic growth, and even in cases where stud-
ies involving bank- and market-based financial development 
have been conducted, the empirical results have been largely 
inconclusive in different countries and with different tech-
niques; There were no studies on Saudi Arabia in particular 
that included bank- and market-based financial development. 
Using the ARDL bounds testing technique, the empirical 
results of this study show that in Saudi Arabia there is a posi-
tive relationship between market-based financial develop-
ment and economic growth in the long run and in the short 
run. while there is a negative relationship between bank-
based financial development economic growth in the long 
and in the short run, but this relationship is unclear and sta-
tistically unacceptable, which requires studying the role of 
banks in Saudi economic growth in more depth. Therefore, 
the results of the study support market-based financial de-
velopment views. Studies have confirmed the strength of the 
stock market in the Saudi Arabia during the Covid-19 pan-
demic (Alzyadat, & Asfoura, 2021; Alzyadat, et al. 2021). 
The result aligned with, Nyasha, and Odhiambo, (2016) 
showed that market-based financial development has a posi-
tive effect on economic growth in the United Kingdom, 

while bank-based financial development has a clear negative 
effect. Similarly, Boadi, et al. (2019) confirmed that the 
market-based development positively affects economic 
growth. While the bank-based does not have a direct impact 
on development, but indirectly encourages investment, 
which promotes growth. Therefore, the study recommends 
the need to follow market-based financial sector develop-
ment policies in the Kingdom of Saudi Arabia - in order to 
promote real economic growth. 
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