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General Overview of the Dissertation

Relevance of the Topic
The development and diversification of the financial sector represent
one of the important strategic priorities for emerging economies, as it is
closely linked to economic growth, investment activity, and
macroeconomic stability. In developing countries, the financial system is
mostly concentrated in the banking sector, whereas capital markets and
non-bank financial institutions—including stock exchanges, pension
funds, the insurance sector, and investment banking—are weakly
developed or not developed at all. This structural imbalance limits the
mobilization of long-term financial resources, reduces the potential for
investment diversification, and increases the economy’s vulnerability to
shocks. Under these conditions, interest has significantly increased in
understanding how the development of capital markets affects financial
inclusion, investment growth, and the sustainability of economic
development. Strengthening capital markets is considered a
complementary mechanism to the banking system, which improves the
efficient allocation of financial resources and enhances the overall
stability of the financial system. Consequently, an in-depth analysis of
the structural characteristics of financial sector development and its
impact on economic growth becomes particularly important in the
context of emerging markets. Studying this issue is significant both from
a theoretical perspective and for practical policy formulation, especially
for countries striving for sustainable and inclusive development of the
financial system
Main Aim and Objectives of the Study
obgMGs300L The aim of the dissertation is to assess the impact of
financial sector development and diversification on economic growth
and access to financial resources in the context of emerging markets, as
well as to identify the institutional and policy mechanisms that can
facilitate the deepening of capital markets and the structural
strengthening of the financial system (using the examples of Georgia and
other emerging economies). The research objectives are:

1. Review of the historical evolution and contemporary

functioning of financial markets



Systematic analysis of the theoretical linkages between capital
markets, financial inclusion, and economic growth

Assessment of the role of investment banks in diversifying the
financial system, promoting financial innovations, and
managing risks

Formation of the empirical research framework and formulation
of hypotheses regarding the impact of capital market indicators
on economic growth

Conducting econometric analysis (regression modeling, time
series tests, panel data approaches) and interpreting the results
Development of policy recommendations for Georgia and other
emerging markets

Research Innovation and Key Results
The innovative aspects of the dissertation are presented as follows

1.

Proposing an integrated conceptual framework of the
relationship between capital market development, financial
inclusion, and economic growth, which considers the functions
of both banking and non-banking institutions in a unified
manner

Discussing the role of investment banks not only as capital
mobilizers but also as mechanisms for financial innovation,
market depth, and the formation of institutional trust
Assessing the relationship between market capitalization
(MarketCap) and other capital market indicators and economic
growth using econometric modeling (comparative analysis of
the USA and Germany for 2010-2022)

Based on the results, providing step-by-step “roadmap”
recommendations for emerging markets: regulation,
infrastructure, participation of small investors, and fintech
instruments

Based on the main findings, the growth of market capitalization is
positively and statistically significantly associated with economic growth
in developed markets (USA and Germany), whereas the impact of the

turnover indicator is relatively weak or, in some periods, exhibits a



negative effect. The obtained insights emphasize that the effective
functioning of capital markets largely depends on the institutional
environment, trust, the regulatory framework, and
macroeconomic/geopolitical shocks.
Theoretical and Methodological Framework of the Study
The research presented in the dissertation is based on contemporary
financial and economic theories that explain the role of the financial
sector in the process of economic development. Specifically, the study
utilizes theories of financial intermediation and economic growth,
models of capital market development, the concept of financial
inclusion, and institutional approaches that emphasize the importance of
financial infrastructure and the regulatory environment in shaping
economic outcomes. This theoretical framework provides a basis for
analyzing the structural characteristics of the financial sector and the
economic effects of its diversification. From a methodological
perspective, the study is grounded in deductive logic, whereby
hypotheses are formulated based on theoretical conclusions and
subsequently tested using empirical data. The research employs a
quantitative design, regression analysis and regression models, as well as
other modern econometric methods, ensuring the reliability and
objectivity of the results.
Research methods and instruments include:

1. Regression modeling (simple and multiple linear regression)

2. Time series stationarity tests (e.g., Augmented Dickey—Fuller

test)

3. Panel data analysis (Panel Data) for cross-country and temporal
comparisons

4. Processing of results and model evaluation using the “R”
software

Theoretical Value of the Dissertation

The present dissertation contributes to the existing research discourse on
the development of the financial sector in emerging markets, where
traditionally the main focus has been on the banking sector, while
capital markets and non-bank financial institutions are often considered
secondary. The study expands the theoretical framework by treating the



structure of the financial system and the degree of diversification as
independent factors that significantly influence the dynamics of
economic development. The research demonstrates that financial
diversification, including the development of stock exchanges,
investment banking, pension funds, and the insurance sector, can form a
long-term foundation for economic growth in emerging economies. This
approach challenges the view that the expansion of the banking sector
alone is sufficient to ensure sustainable growth and emphasizes the
functional importance of capital markets in mobilizing investments and
efficiently allocating risks. Moreover, the dissertation theoretically
substantiates that the positive effects of financial diversification are fully
realized under conditions of strengthened institutional environment,
improved regulatory quality, and increased financial inclusion. Thus, the
study develops an integrated theoretical perspective, according to which
financial sector development, institutional stability, and financial
inclusion are interconnected and mutually reinforcing factors in the
process of economic growth. These theoretical conclusions provide a
foundation for further academic research and for the formulation of
alternative development models at the policy level in the context of
emerging markets

Practical Contribution of the Study

The results of the present dissertation carry significant practical value for
the formulation of economic policy and the development of financial
sector strategies in emerging economies. The empirical findings obtained
within the study can be utilized by government authorities, central
banks, and financial regulatory institutions when defining targeted
policies for financial system diversification and the strengthening of
capital markets. The dissertation provides practical recommendations on
how capital markets, investment banking, pension funds, and the
insurance sector can develop alongside the banking sector, which
contributes to the mobilization of long-term investment resources,
expansion of private sector financing, and increased resilience of the
financial system to economic shocks. The findings are particularly
relevant for countries where the financial sector is characterized by high
concentration and limited instruments. Furthermore, the results of the



study can be applied in strategic financial development documents, the
design of capital market reforms, and programs aimed at increasing
financial inclusion. The practical significance of the dissertation is also
reflected in the academic and educational spheres, where it can serve as
supporting material in courses on finance, economic policy, and
development economics

Structure and Scope of the Dissertation

The doctoral dissertation consists of an introduction, four main chapters,
a conclusion, and recommendations. The dissertation also includes a list
of references, tables, and appendices, which ensure a comprehensive
presentation of the empirical and theoretical foundations of the research.
The introduction substantiates the relevance of the research topic,
formulates the research objectives and tasks, defines the research
question and hypotheses, and briefly outlines the methodological
approach employed in the study. The first chapter is devoted to a
historical overview and theoretical analysis of the development of
financial markets. It examines the role of financial markets at different
stages of economic development, key aspects of economic growth, the
structure of securities markets, and the importance of financial inclusion
in the process of economic growth. The second chapter focuses on the
role of investment banks within the financial system. It analyzes the
main functions of investment banking, its position within the
architecture of the financial sector, and its significance in the context of
capital market development and financial diversification. The third and
fourth chapters are dedicated to statistical research, analysis, and
interpretation of the results. These chapters present the data and
econometric models used in the study, assess the structural relationships
between capital markets and economic growth, analyze empirical results
using the examples of developed economies (the United States and
Germany), and evaluate the proposed hypotheses. The concluding
section summarizes the main findings of the dissertation, while the
recommendations chapter formulates practical directions for the
development of the financial sector, strengthening capital markets, and
improving the institutional environment. The dissertation concludes
with a list of references, tables, and appendices. The total volume of the



dissertation is 128 pages, encompassing both theoretical and empirical
components.

Main Content of the Dissertation

Introduction

The development and diversification of the financial sector have been
one of the key priorities of economic policy in developed countries for
over a century. This is due to the fact that the level of development of
financial and capital markets largely determines a country’s socio-
economic conditions, economic growth rates, and the population’s well-
being. Financial markets have created and continue to provide
mechanisms through which savings are transformed into investments,
resources are allocated, and economic stability is ensured. Accordingly,
weaknesses in the financial sector or excessive reliance on a single
segment directly affect the sustainability and development of the
economy. Emerging economies, which historically had relatively small
and less diversified economies, have been striving since the last century
to develop and refine their financial markets based on the experience of
developed countries. This process aimed to create alternative channels
for mobilizing financial resources, increasing investments, and
promoting economic development. In this context, diversification of the
financial sector was considered not only as the development of financial
infrastructure but also as an important prerequisite for structural
economic health and long-term growth. The importance of the financial
sector became particularly evident during the 2020 global pandemic,
when multiple sectors simultaneously fell into recession and the global
economy experienced a sharp increase in capital deficits. During this
period, countries whose financial systems were not fully dependent on
the commercial banking sector and had diverse sources of capital—such
as active stock and securities markets—suffered comparatively less.
Financial systems that included both banking and capital markets proved
to be more stable and better able to absorb economic shocks. It is also
noteworthy that in Georgia, as well as in many other emerging
economies, the financial sector has been dominated by the commercial
banking system. In these countries, capital and securities markets are



weakly developed and cannot fully perform the function of capital
formation and efficient resource allocation. Such a financial structure
leads to a scarcity of funding sources, increases the cost of financial
resources, and strengthens the concentration of the banking sector,
ultimately limiting the possibilities for expanding economic activity. By
its nature, the securities market is one of the main mechanisms for
capital formation, providing companies and governments with the
opportunity to mobilize long-term financial resources. Through the
stock market, companies issue shares and bonds to expand business,
finance investment projects, and support research and development
activities. Moreover, the securities market enables the participation of a
broad range of investors, which increases access to financial resources
and supports economic growth. Importantly, since the last century, a key
function of the securities market has been the existence of a secondary
market, ensuring liquidity and allowing investors to quickly convert
their investments into cash. Stock exchanges and electronic trading
platforms function as organized spaces where securities are bought and
sold according to established rules and procedures. The efficient
functioning of these systems significantly depends on the regulatory
framework, management, and financial infrastructure. Furthermore,
technological advancements in the modern world have greatly simplified
both capital raising and investment, bypassing traditional banks and
intermediaries. This process has reduced transaction costs and
accelerated the mobilization of financial resources, providing emerging
economies with new opportunities to develop capital markets and create
a more competitive financial environment. Considering these
circumstances, the dissertation identifies research problems and issues
relevant both for Georgia and other emerging economies. These
problems can be summarized as follows: insufficient financial sector
diversification, weak development of the securities market, weaknesses
or absence of a regulatory framework, and technological lag. The central
issue of the research is to determine the extent to which the
development of capital markets can reduce the cost of raising
investment, enhance competition within the financial sector, and
increase access to finance for economic agents and investors. To study
this issue, the research formulated questions concerning the impact of



stock market development on economic growth, access to financial
resources, and the level of monopolization in the sector. Based on these
research questions, two main hypotheses were developed:

1. Hypothesis N1: The development of the stock market positively
affects the economies of emerging and transition countries by
creating competition in obtaining financing, thereby reducing
both the cost of funding and monopolization in the sector,
while also increasing access to finance.

2. Hypothesis N2: The development of the financial sector (stock
markets, pension funds, and securities markets) is positively
influenced by improvements in the regulatory framework and
access to investment products without intermediaries in the
market.”

Outline of the Dissertation by Chapters

The first chapter discusses the historical development of financial
markets and the institutional architecture of capital markets. It analyzes
the main functions of stock exchanges (listing, providing liquidity, price
discovery), the importance of investor protection, and regulation,
including international practices (e.g., experiences of securities
regulatory authorities). The chapter also provides a critical review of the
literature on the relationship between capital markets and financial
inclusion, highlighting that in emerging markets, both research and
policy gaps are particularly pronounced

The second chapter discusses the functions of investment banks, their
significance in the development of the financial system, and their impact
on economic activities, particularly in emerging markets. Firstly, it
presents an analysis of the main functions of investment banks,
including capital raising and allocation, corporate financing, financial
innovations, structured products, and risk management. These functions
demonstrate that investment banks are no longer limited to the role of
capital providers but perform complex functions that contribute to the
sustainability of financial markets and the efficient allocation of
investments. Special attention is given to the 2007-2008 global financial
crisis, which revealed weaknesses in investment banking activities and
the need to reform regulatory frameworks. Post-crisis regulatory
transformations, such as strengthening capital ratios, stricter control of



liquidity requirements, and increased transparency of financial
instruments, have significantly influenced the operations of investment
banks and market resilience. In emerging markets, the development of
investment banking is hindered by several key factors: a lack of trust,
institutional weaknesses, regulatory uncertainty, and excessive
concentration of capital markets on the banking system. These
challenges significantly affect investment banks’ strategies and
necessitate the development of more flexible regulatory instruments
tailored to local realities. The chapter also examines innovative
approaches that contribute to market deepening, including promoting
investment in new stock exchange products, partnerships with pension
and insurance sectors, and the creation of hedging and risk
diversification instruments. These approaches create conditions in which
investment banks can play a more active role in financial sector
diversification, reduce excessive reliance on the banking system, and
support long-term economic growth. Accordingly, Chapter 2 not only
provides a detailed review of investment banks’ functions but also
emphasizes their potential as a key component of a diversified,
innovative, and sustainable financial system in emerging economies.
The third chapter is dedicated to the design of the empirical study,
selection of data sources, and the logic of econometric modeling. It
discusses the operational definition of the dependent variable (economic
growth/GDP) and independent variables (capital market indicators,
macroeconomic controls, and others). The chapter presents the stages of
modeling: data preparation, stationarity tests, evaluation of regression
models, and statistical validation. This analysis and research were
conducted using the “R” software.

The fourth chapter interprets the results of the econometric models and
tests the research hypotheses. Using the examples of the USA and
Germany, it confirms a positive and significant relationship between
market capitalization and GDP, highlighting the importance of capital
market depth. At the same time, the results for the turnover indicator
are more heterogeneous, which may reflect short-term market
fluctuations, cyclical trading activity, and sensitivity to shocks. The
chapter also emphasizes the impact of the post-pandemic period and



geopolitical factors on the financial architecture, as well as the need for
policy adaptation.

Following the above, the dissertation presents the conclusion, which
summarizes the results of the theoretical and empirical analyses. The
study demonstrates that the development and diversification of the
financial sector are systematically linked to economic growth; however,
the magnitude of this effect depends on institutional quality, market
structure, and the macroeconomic environment. It emphasizes that, for
emerging economies, the strengthening of capital markets should be
implemented sequentially: establishing trust and investor protection
mechanisms, developing infrastructure, expanding the investor base, and
introducing an innovative regulatory framework. The concluding section
of the study then presents the recommendations.

The recommendations are grouped into four main areas, aimed at
promoting financial sector diversification, strengthening capital markets,
and encouraging investor participation:

1. Strengthening the institutional and regulatory framework
(transparency, investor protection, corporate governance,
market infrastructure)

2. Development of the investment banking and non-banking
institution ecosystem (product diversification, service standards,
trust enhancement);

3. Financial education and expansion of the retail investor base
(starting with simple products and gradual diversification)

4. Digital platforms and innovative regulation - Regulatory
Sandbox, Open Finance, RegTech/SupTech; as well as
international integration and a phased “roadmap.”

Conclusion

The doctoral dissertation examines the impact of financial sector
development and diversification on economic growth, using examples
from both developed and emerging countries. The results of the study
indicate that the effect of the financial sector on growth is multifaceted
and depends on the quality of the institutional environment, financial
inclusion, and market structure. Of particular importance are the
components of the financial system that ensure capital mobilization,



accumulation of long-term resources, and the transformation of
investments into the real sector. The findings suggest that financial
diversification and the strengthening of capital markets play a significant
role in promoting economic growth and ensuring the resilience of the
financial system. The analysis presented in the dissertation confirms that
the development of the financial sector is not measured solely by
increased market activity; its effects are more clearly reflected in long-
term investments, the efficient allocation of financial resources, and
support for economic development.
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