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Abstract

After the subprime mortgage crisis in the United States in 2007, the academia
take highly of the negative effect of financial development on economic growth.
Meanwhile, in the national financial work conference at 2012, Premier Jiabao Wen
stressed that we need to prevent the excessive expansion of the virtual economy.
Therefore, on the China's economic structural adjustment phase, studying how to
ensure the healthy development of China's financial sector, to maintain the high
growth of China's economic is significant.

We make an empirical research on a panel data of 66 countries from 1970 to
2011, we find that there is a quadratic nonlinear relationship between financial
development and economic growth. When the scale of the financial sector growths to
a certain extent, the financial development will inhibit economic growth; Otherwise,
whether it is in a different context of the times, or in countries with different income
levels and kinds, this quadratic nonlinear relationship remained stable. In high-income
countries, the negative impact on economic growth of the financial deepening is more
significant. In OECD counties, the negative effects on economic growth of the
financial deepening are more significant and stronger.

Then we analyze the quadratic nonlinear relationship between financial
development and economic growth. Firstly, there are three roads of financial
development promoting economic growth, such as the growth of the private savings
rate, the conversion rate of savings to investment and capital-output efficiency;
Secondly, excessive financial development will enhance the financial costs, extrusion
real capital, deepening the vulnerability of finance, and make a negative impact on the
real economy; Finally, in a free market, the scale of the financial capital will be the

optimal value automatically, making economic growth be the best.

Key Words: financial development; economic growth; quadratic nonlinear
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