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Abstract

Economic growth is one of the four major objectives of macroeconomic policies,
the relationship between financial development and economic growth has been a hot
topic in economic theory, which has also been an important policy issue. Numerous
theories and empirical studies have not achieved an agreement on the relationship
between financial development and economic growth. It is especialy true for the
developing countries, on one hand, moderate development of the finance can improve
economic growth at some extent. On the other hand, radical development of the
finance may hinder economic growth.

Since the beginning of economic reform in 1978, China's economic development
has made remarkable achievements. In 2012, China's GDP reached 51.9 trillion
yuan, ranking second in the world. Nowadays Chinais the fastest-growing developing
country,which is undergoing a crucial economic transition period. China's
performance in terms of economic growth and financial sector expansion has been
impressive.

At the same time, however, the financial development between different regions
are unbalanced in China. Among eastern, middle and western provinces, financial
development gap is widening. It's necessary to study the relationship between
regiona financial development and regional economic growth, so as to enrich the
theory on thisfield.

To further study the previous results, this paper based on the PPD model, through
dynamic panel datato analyze the relationship between China's financial development
and economic growth of the two economic development stages:1956-1978 and
1978-2008. According to China's actual situation, we will do empirical research on the
relationship between financial development and economic growth of the three regions.
Before the economic reform, China took the planned economic system,the financial
and economic difference between different regions are relatively small. But after 1978,
China takes the market economy system, a discrepancy arose between different

regions. We find that financial development may improve economic growth both in



eastern region and other regions. But the economic growth rate of eastern regions will

converge to that of the leader, otherwise, the middle and western regions will not.

Key Words. Financial Development; Economic Growth; Economic

Convergence
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