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ABSTRACT

An efficient financial sector is on of the pillars of a well functioning market economy and it

affects the economic growth directly. On the other hand, when considering the features of the

Small Island Developing States (SIDSs), this impact will be understood better. Due to this

reason, the financial sector in an economy facilitates the conducts and growth of economic

transactions through the use of money for payments, savings and investments.

This thesis aims that to imply the importance of financial sector to economic growth in

lighting of the features of Small Island Developing States.
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Introduction

The impact of the financial sector on the real economy is subtle and complex. On the other

hand, when considering the features of the Small Island Developing States (SIDSs), this

impact will be understood better.

Basically, financial sector mobilizes savings and allocates credit across space and time. It

provides not only payment services, but more importantly products which enable firms to

cope with economic uncertainties by heading, pooling, sharing and pricing risks. An efficient

financial sector reduces the cost and risk of producing and trading goods and services and thus

they make a significant contribution to increasing standard of living.

The financial sector is currently undergoing radical changes throughout the whole world.

Consequently, it is not possible to be affected by the changes that this global sector is going

through for the SIDSs.

This thesis has been prepared to put together the impact of financial sector to economıc

growth and additionally, it also examines in the light of the role of government in maintaining

an efficient financial system by considering SIDSs. However, the data, which used to

complete this thesis, are limited by Literatures, institutional reports such as World Bank,

International Monetary Found and relevant web sites.

In the first section, researches will take place in order to provide clear information and also

for better understood the Economic Growth concept.

In the second section, it will be proceed to introduce Theories of Growth and Development. In

this chapter, basically, the economic growth theories will be presented in details.

The third section considers the concept of Globalization and Economic Growth. Under this

heading the relationship between Globalization and Development, Finance, Production, and

Labor force and also its Economic Effects will be discussed.

In the fourth section, Small Island Economies will be introduced considered by the

characteristics of Small Island Developing States.
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In chapter five, Financial Sector Development will be discussed. As it was known, the role of

financial sector to economic growth is significant. In this section, it will be discussed that why

financial sector is require for economic growth and in order to attain the economic growth

how the regulations should be set up for an efficient financial market.

In section sixth, addition to these, relevant strategies will be offered for economic growth. At

the· end of this study, the economy of the Turkish Republic of Northern Cyprus will be

evaluated considering by financial system structure and characteristics of small island

economıes.

As stated in the relevant parts of this thesis, the importance of financial sector plays a

significant role in economic growth.

Basically, high inflation and political instability, which are the two principal problems of

developing countries - the situation is not different in SIDSs. - Addition to these factors that

the banking sector has an important role in island economies. Lowering inflation and ensuring

political stability will enable the banks to operate in a more stable system and also by

formulating longer-term strategies.

The sector has positive expectations about lowering·inflation but at the same time, this is

perceived as very much dependent on political stability, for which the sector has non-uniform

expectations. While lowering inflation is very much dependent on political stability, it is

unclear how consistent low-inflationary policies can be utilized without first ensuring political

stability and enabling the necessary infrastructure developments.

According to the results of the survey, the sector expects the government to increase its

regulatory role, with future regulatory amendments mainly aiming at the protection of

investors and depositors and ensuring standardization and transparency in the application of

accounting standards and principles.
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I. THEORY AND MEASUREMENT IN ECONOMIC GROWTH

1.1. Development vs. Growth:

The concepts Development and Growth can be defined under two headings separately;

Development is a qualitative change, which entails changes in the structure of the

economy, including innovations in institutions, behavior and technology.

Growth is a quantitative change in the scale of the economy - in terms of investment,

output, consumption, and income. 1

As it seen from these definitions, the terms economic development and economic growth do

not imply the same things. Firstly, development is both a prerequisite and a result of growth

and it can be said that it is prior to growth. But, on the other hand, growth contains new

changes in the economy. Together, these two concepts allow increasing the productivity.

Basically, by regarding the economic criteria, development can be evaluated as follow:

Development means the condition for the realization of the human personality. Whether there

has been a reduction in (i) poverty, (ii) unemployment, (iii) inequality. Some countries have

experienced not only rapid growth of per capita income, but also increase in poverty,

unemployment, and inequality. Measures of development at the family level based on

nutrition, health, infant mortality, access to education and political participation.

A related opinion which will express the goals of development has been made in 1971 by

Professor Denis Goulet who attended to the studies about development ethics, comparative

development strategies, environmental economics, and development indicators. According to

D. Goulet;

There may be considerable merit, in asking whether higher living standards, self-sustained

growth, and modern institutions are good in themselves or necessarily constitute the higher

priorities. Goulet also argued for three general development goals: life sustenance, esteem

and freedom. 2

1 Roger Vaughan and Peter Bearse, Federal Economic Programs: A Framework for Design and Evaluation,
Washington DC, 1981, p.p. 309
2 Dennis Goulet, The Cruel Choice, New York, 1971,p.p. 85

---------- ----- ------- --~----
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Life Sustenance: There can no dispute that food, health, adequate shelter, and

protection are essential to human well being. When they are sufficient to meet human

needs, a state of development exists; when they are insufficient, a degree of

underdevelopment prevails.

Esteem: All people value respect esteem or recognition is closely associated with

material prosperity. It is often difficult for these who are materially deprived or

underdeveloped to experience a sense of pride or self-worth. Mass poverty prevents

people and societies from receiving due recognition or esteem. These people may even

reject development for example; if people are humiliated or disillusioned through their

contacts with the "progress" introduced by foreigners, they may return to their

traditional ways in order to regain a sense of self-respect.

Freedom: Freedom can be defined as "the capacity, the opportunity to developed and

express one's potentialities". As with life sustenance and esteem, the degree to which

freedom exists in a society can be used to access development.

Freedom of expression and achievement of a human lifestyle are ultimate essentially

irresolvable issues. Basically, development goals includes the following:

ı- a balanced healthful diet

ıı- adequate medical care

uı- environmental sanitation and disease control ·

ıv- labor opportunities

v- sufficient educational opportunities

vı- individual freedom of conscience and freedom from fear

vu- decent housing

vııı- economic activities in harmony with the natural environmental

ıx- social and political milieus promoting equality

However, development is used as synonym for economic growth. But growth is not

development, except insofar as it enables a country to achieve the nine goals, which are

mentioned above. If these goals are not the objectives of development, if modernization is

merely a process of technological diffusion, and if spatial integration of world power and

world economy is devoid of human referents, then development should be redefined. The
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realities of the contemporary world, however, do not offer much hope for achieving these

human objectives anytime soon.3

1.2. How Economic Development is Measured

Economic growth results when the output of an economy grows because more land, labor,

capital, and entrepreneurial skills are devoted to the production process and/or because the

. productivity of these factors of production rises. Growing markets, technological

improvements, and additional investment in human beings (human capital) all have played a

part in increasing productivity.

Economists measure the concept of economic development through a number of social,

economic, demographic and politic indexes.

1.2.1. Per Capita Income

Per capita income is a statistic that is seldom readily available to economists. However the

Gross National Products (GNP) and the population of a country are more easily acquired.

Consequently, by dividing GNP by the number of people in a country, the economists can

determine GNP per capita.

Per capita purchasing power is a more meaningful measure of actual income per person. Per

capita purchasing power includes not only income, but the price of goods in a country.

1.2.2. Economic Structure of Labor Force

The economic structure of a country also bespeaks its economic development. Economists

divide employment into five categories;

ı- The primary sector mainly involves the extraction of materials from the earth-mining,

lumbering, agriculture and fishing.

ıı- The secondary sector includes assembling raw materials and manufacturing.

3 Fredrick P. Stutz - Anthony R. de Şouza, The World Economy, 3rd Ed., New Jersey, 1998, p.p. 528 - 529
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iii- The tertiary sector is devoted to the provision of services most notably wholesaling,

retailing, and professional and personal services, including medical, legal and

entertainment.

ıv- The quaternary sector of the economy includes information processing, such as

finance, insurance, real estate and computer related fields.

v- The quinary sector includes medical care, research, education, arts and recreation.

1.2.3. Consumer Goods Produced

The quantity and quality of consumer goods purchased and distributed in a society is a good

measure of the level of economic development in that society. Different types of consumer

goods means that a country's economic resources have fulfilled the basic human needs of

shelter, clothing, and food and more resources are left over to provide nonessential household

goods and services.

In developing nations, only a few this products exists for a thousand people. For instance, the

ratio of persons to television sets in developing countries is 150 to 1 and population to

automobiles is 400 to 1. In California, the ratio for these consumer items is almost 1 to 1. The

number of consumer goods such as telephones and televisions per capita is a good indicator of

a country's level of economic development.

1.2.4. Education and Literacy of a Population

The more men and women who attend school, usually the higher the level of economic

development in a country. The literacy rate of a country is the proportion of people in the

society who can read and write. Because more people can read and write, a proliferation of

newspaper, magazines and scholarly journals improve and faster communication and

exchange, which leads to further development.

1.2.5. Health and Welfare of a Population

Measure of held a welfare, in general, are much higher in developed nations than in Less

Developed Countries (LDCs). People in developed nations also have better access to doctor,
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hospitals, and medical specialist. For relatively developed nations, there is one doctor for

1 OOO people, but in developing countries, each person shares a doctor with many thousands of

others.

1.2.6. Demographic Characteristics

Industrially Advanced Countries (IACs) have much lower infant mortality rates then those of

LDCs. In developed nations, on the average, fewer than 1 O babies in 1 OOO die within the first

100 days. In many less developed nations, more than 100 babies die per 1 OOO live births.

Some developing nations show a 3% per annum growth, which means that the population

doubles in 17 year, although the average for LDCs is closer to 2%, with a doubling time to 35

years. In contrast, most developed nations have a less than 0.8% relative increase per year,

and a few nations are at zero population growth.4

Age structures also differ substantially. In developing nations as many as 50% of the people

are younger than age 15. In IACs, however, median ages range from 30 to 40, and life

expectancy is longer.

1.2.7. Political Characteristic

Political development, involves the creation of specialized and differentiated government

institutions that effectively carry out such functions as raising tax revenue, defending the

national borders, maintaining political stability, . stimulating economic development,

improving the quality of human life, and communicating with the citizenry.

Developed governments must be responsive to broad segments of society and must respect the

population's fundamental freedom and civil rights.

Political development also tends to correlate with economic and social development. More

educated countries tend to be more stable, responsive, and democratic than the desperately

poor nations, indeed. Third world countries are very unlikely to became democracies unless

they have attained a minimal threshold of socioeconomic development. That economıc

4 ibid. p.p. 537 - 542

---------




