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Abstract

This research analyzes the status and relationship of financial development, trade openness
and economic growth by the ARDL approach of the Cambodia-Laos-Vietnam Development
Triangle area or CLV. This group of countries has developed a finance sector and opened
trade within the same period between the second half of the 1980s and the first half of 1990s.
This period of time has seen a changed system from central economic planning to a marketoriented economy system open to more trade and investments compared to the past. This
change has lead to higher economic growth in the CLV countries compared to other member
countries in ASEAN. CLV also has comparative advantages in attracting more foreign direct
investments in the agriculture and industry sectors. Currently, the number of banks and
financial institutions of each country have increased in terms of quality and quantity and play
an important service role in the financial sector in the economy of the countries. The ratio
between the money supply as a component of GDP is rising and the volume of trade in each
country tends to also increase in spite of the effects of the global financial crisis. However,
the increase of such a level of financial development and trade openness is still not having a
positively affect with regards to economic growth with the exception of some countries. For
examples, in Cambodia, the long term financial development has an effect on real income per
capita. However, in Laos, the openness of trade has a relationship with real income per capita
or the growth of economy in both short and long terms. The reason for this is that
fundamental and economic structures in each country are different.

| vii

Financial Development, Trade Openness
and Economic Growth in CLV Countries

1. Introduction
The financial development, trade openness and economic growth are important factors in the
structure of an economy which are interdependent.

If there are a improved financial

development and proper policies for promoting trade openness, there would be an increase in
economic growth (Schumpter 1911). More developed financial sectors, will lead to improved
financial flow throughout a country, with proper interest rates which are good conditions for
the expansion of production and the capacity to compete with other countries. Moreover,
when there is proper trade openness internationally, there will be enhanced opportunities for
development and the ability to import new innovations and technologies from foreign
countries that are essential for enhancing competitive capability in the global market. When a
country’s economic growth is increased appropriately and in a stable manner it will
encourage the capacity of commercial production for export and imports of goods and
contribute to the development of the financial sector (the change of money supply), (Jin
2000).
1.1 Research Rationale
Cambodia, Laos and Vietnam (CLV) are countries that are located in Indochina with a share
border and with similar geographical lands. Because these countries had been former French
colonies in 1950s, the governance systems have been changed and the political situation was
uncertain, as a result the three countries have become the least developed countries in South
East Asia’s in terms of infrastructure, industry expansion and innovative creativity
(Vannarith, YushanVong 2009).

After the economy was reformed in the late 1980s,

Cambodia, Laos and Vietnam have built up trade relations with numerous nations throughout
the world and improved their internal financial service system. The improvement enabled
them to significantly increase their economic growth over the past decade. The growth rate
of the Gross Domestic Product has reached 7 – 8% per annum and the financial development
and trade openness has also improved in Vietnam, for example, where the rate has been over
100% for several years in a row. CLV are new countries that have a higher economic growth
compared to other Association of Southeast Asian Nations (ASEAN). In the past, though
there have been researches on the relationship between financial development, trade openness
and economic growth in many countries, there has not been any research on the relationship
|1
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between those three factors in CLV countries. Therefore, the author has selected this
important topic for research.
1.2 Objectives of the Research
1.

The status of financial development and trade openness of CLV countries.

2.

The relationship between financial development, trade openness and economic
growth.

1.3 Research Questions
1.

What are general situations of the financial development and, trade openness of
Cambodia, Laos and Vietnam?

2.

What are the relationships between the financial development and trade openness
in Cambodia, Laos and Vietnam?

1.4 Scope and Limitations
The scope of this research is to study the situation of financial development and trade
openness and the relationships between financial development, trade openness and economic
growth of Cambodia, Laos and Vietnam based on secondary data during the years 19902010.

2. Review of Literature
Levine (1997) explains that a financial system has 5 functions: (1) to facilitate trade, secure
risks, show diversity and abundance and gross revenue (2) to manage the allocation of
resources (3) to assist in the management, collaboration and monitoring - evaluation (4) to
mobilize deposits and savings and (5) to function in the exchange goods. Golden Smith
(1969), Gurly and Shaw (1955), Patrick (1966), Berthelemy and Varoudakis (1998) shows
that the growth and change of the finance sector has an impact on the 5 functions mentioned
above which then affect economic growth. Kwan and Zhang (1998) conducted a study in
Asian countries with a strong economy and found that the growth of of the financial sector
has a positive impact on the growth of output. Shinha and Merci (2001) studied the
relationship between the development of the financial sector and economic growth in 8
2|
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countries in the Asia continent between 1950 – 1997 and found that there is a positive
relationship between income and the variable of finance in many countries such as India,
Malaysia, Pakistan and Sri Lanka. Many variables show two directions. Firstly, there is a
positive connection between income and the development of financial systems in countries
like Japan and Thailand. Secondly, there is a negative impact in countries such as Korea,
Pakistan and Philippines. However, in general it can be concluded that the development of
the finance sector has a positive relationship with the growth of the economy. Khan (2001)
launched a study on the relationship between financial development and economic growth of
Pakistan during the years 1971-2004 by using methods of education ARDL. The result of his
study found that the relationship between the development of finance and economic growth is
positive in the long term. Khan (1995) conducted a research on the relationship between
exports and economic growth in Pakistan and found that exports are mainly to support the
economy. Chang (2002) studied mainland China and reveals a complex path to growth. His
study employs a multivariate framework model by using quarterly data from the 1987- 1999
period. The Granger causality results based on multivariate error-correction model did not
find that, in Mainland China, the supply-leading nor is the demand-following hypothesis
empirically supported during the sample period. However, the results found financial
development Granger causing trade openness which in turn Granger causes economic growth.
The findings indicate that financial development indirectly affects economic growth through
trade openness. However, the Gries et al. (2009) and Uddin and Chakraborty (2009) studies
provide a skeptical view on the indirect influence of financial development on economic
growth through trade openness.

3. Research Methodology
3.1 Data Collection
The data presented in this are from the IFS (International Financial Statistics), the WDI
(World Development Indicators) and the Economic Survey of CLV countries (2010-2011) for
the period 1980-2010. All variables are in billion US Dollar. The GDP ratios of all these
variables were taken for estimation purposes. (Harrison 1996). For trade openness, we use
(Import + Export) as a share of the GDP. Financial development indicates Broad Money as a
percentage of GDP (M2/GDP).
|3
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3.2 Method and Technique of Data Analysis
3.2.1 Descriptive Analysis
Descriptive analysis will be used to describe the overview and situation of financial
development and trade openness in CLV countries during 1990 to 2010 as shown in the graph
and real data in each country.
3.2.2 Quantitative Analysis
In this study the recently develop Autoregressive Distributed Lag (ARDL) – Bounds testing
approach is used to examine the long-run co-integration relationship between each of the
three proxies of financial development, trade openness and economic growth. The ARDL
modeling approach was originally introduced by Perasan and Shin (1999) and later extended
by Perasan et al. (2001). The ARDL co-integration approach has numerous advantages in
comparison with other co-integration methods. Unlike other co-integration techniques, the
ARDL does not impose a restrictive assumption that all the variables under study must be
integrated of the same order. In other words, the ARDL approach can be applied regardless of
whether the underlying regressors are integrated of order one [I(1)], order zero [I(0)] or
fractionally integrated. Secondly, while other co-integration techniques are sensitive to the
size of the sample, the ARDL test is suitable even if the sample size is small. Thirdly, the
ARDL technique generally provides unbiased estimates of the long-run model and valid tstatistics even when some of the regressors are endogenous (see also Harris and Sollis, 2003).
The long run relationship can be estimated in following form:

LGDPt = β0 + β1 LTOPt + β2 LM 2 + ε t

(1)

LTOPt = β0 + β1 LGDPt + β 2 LM 2 + ε t

(2)

LM 2t = β0 + β1 LTOPt + β3 LGDP + ε t

(3)

Where : GDP is gross domestic product, TOP is trade openness , M 2 is financial
development, t is time period , β is coefficient, ε is error term.
Following Pesaran et al. (2001), The ARDL model of Equation can be designated as:
4|
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Following Pesaran et al. (2001), The ARDL model of the Equation in the form of error
correction method (ECM) can be formulated as:
p

∆(LGDP)

t

= λ0 +

∑δ
i= 1

p
1

∆(LGDP)

+

∑δ

p
2

∆(LTOP)
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+

∑δ

3

∆(LM 2 )t − i + φ ECM

t −1

+ ut

i= 0

(5)

Where : GDP is gross domestic product, TOP is trade openness , M 2 is financial
development, t is time period, ε is error term ∆ is the first different δ 1 − δ 3 is the short-run
coefficients related to growth and its determinants, λ1 − λ3 are the long-run coefficients .
3.3 Data Analysis
Test Unit Root
Because the data used in the study is time series data, so that the test Unit Root is used to
maintain data stationary in the form of I (1) or I (0). Both can be used with the ARDL Model
by using the methods of the ADF (Augmented Dickry-Fuller).
ARDL Analysis
ARDL Model (Autoregressive Distribution Lag) is the test for the average of variables based
on the F-Statistic from calculation sand F-Statistic from the table can be divided into the
following steps:
The presence of a long run relationship amongst the variables of equation (4) is tested by
means of the bounds testing procedure proposed by Pesaran, et al. (2001). The bounds testing
procedure is based on the F-stat (or Wald statistics) for co-integration analysis. The
asymptotic distribution of the F-statistic is nonstandard under the null hypothesis of no cointegration between the examined variables, irrespective of whether the explanatory variables
are purely I (0) or I (1). To implement the bound test, the null hypothesis is tested by
considering the error correction model (ECM) for real GDP per capita in Equation (4) and a
joint significance test was performed as:
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H0 : λ 1 = λ 2 = λ 3= λ 4= 0

(No long run relationship)

H1 : λ 1 # λ 2 # λ 3# λ 4 # 0

(Long run relationship)

Pesaran, et al. computed two sets of critical values for a given significance level. One set
assumes that all variables are I (0) and the second set assumes that they are all I (1). If the
computed F-statistic exceeds the upper critical bounds value, then the H0 is rejected. If the Fstatistic falls into the bounds then the test becomes inconclusive. If the F-statistic lies below
the lower critical bounds value, it implies no co-integration. The long run relationship is
identified, and then the long run and short run estimates of the ARDL model can be obtained
from Equation (4). At the second stage of the ARDL co-integration method, it is also possible
to perform a parameter stability test for the appropriately selected ARDL representation of
the ECM. A general error correction representation of Equation can be formulated as (5).

4. Results and Discussion
This section presents results of the empirical analyses. An overview of financial development
and trade openness in CLV is reported first followed by the Unit root test result, ARDL cointegration test result, Long run relationship test result and lastly Short run relationship test.
4.1 Overview of Financial Development of Cambodia, Laos and Vietnam
4.1.1 Cambodia
The financial and banking sectors in Cambodia began providing services during the decade of
the 1990s and have been improved and developed continuously. The capital market opened in
Cambodia and the government planned to open the country for buying and selling stocks in
2008. Unfortunately, due to the economic downturn that threatened many countries,
particularly developed countries which are the main trading partners with Cambodia, the
government made a decision to postpone the opening date of stock market indefinitely. The
bank services in Cambodia are under control and supervised by the central bank which is the
National Bank of Cambodia (NBC). According to the report of the National Bank of
Cambodia, there have been an increasing number of commercial banks and financial
institutions compared to the past. There are a total of 31 commercial banks, 7 specialized
banks, 19 micro finance institutions and 3 foreign bank branches in 2010.
6|
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Cambodia is a dollarization economy with a high ratio since its recent history until now
which accounted for 60-80% of the total money flow in the economic system (M2). The main
currency used in the economy of Cambodia is thus the US Dollar1. The key reasons for using
a variety of foreign currencies are because of the establishment of policies on opening trade
and attracting investment by the government which leads to the increase of foreign currencies
flowing into country. Moreover, the national bank of Cambodia also has a policy on
liberalizing its foreign exchange and has no restrictions on movement of capital in the form
of foreign currencies. Thus, the volume of the broader money supply has not change
significantly changed compared to GDP. As shown in figure 1, the change of the broader
money supply compared to the GDP in Cambodia from 1990 to 2010 tends to be stable and
has minimally changed between 25-40%.
4.1.2 Laos
After Laos PDR has changed its economy from a centrally planned economy to a market
mechanism in 1986, the Party and Government began developing its strategic direction and
policies and enhanced international cooperation in various sectors aiming for its national
social and economic development goal to be progressively achieved.
In relation to the financial and banking sectors in Laos, they have been in operation since
1990 and have been continually improved and developed progressively under the supervision
of the central bank of Lao PDR. The government has a policy on promotion and expansion of
commercial banks, both in the public and private sectors, in terms of quality and quantity in
order to facilitate and contribute to the development of the country and also enable its
competitive capacity for local production within the country. These benefits will be part of
the contribution in assisting the country to graduate from the Least Developed Country status
by 2020.
The change in the volume of the broader money supply compared to GDP in Laos during
1990-2010 has increase continuously from 7.23% in 1990 to 18.4% in 2007. The main
reasons for this change are the reform policy of the government from central planning to a
market oriented mechanism, the promotion of commercial production and the openness of

1

(IMF Working Paper WP/11/49)
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trade and foreign direct investment. These factors have lead to an increase in the volume of
broader money supply compared to GDP. After the economic crisis in 1997, Laos' economy
was impacted as with other neighboring countries, particularly it's finance sector. For
example, the exchange rate of Kip to the US Dollar and Thai Baht increased dramatically as
well as the inflation rate. This situation led to the lowering the trust in the Kip currency with
most people tending to hold foreign currencies instead. This resulted in the decreasing
volume of the broader money supply compared to GDP from 20.5% in 1998 to 14% and 16%
in 1999 and 2000 respectively.

140
Lao PDR LAO
Money and
quasi money
(M2) as % of
GDP

120
100
80

Cambodia
KHM Money
and quasi
money (M2) as
% of GDP

60
40
20

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

0

Vietnam VNM
Money and
quasi money
(M2) as % of
GDP

Source: World Development Indicator 2011 (WDI)
Figure 1. Financial Development in Cambodia, Laos and Vietnam

4.1.3 Vietnam
The financial development in Vietnam comprises 2 periods as follows:
Centrally Planned Period
Due to the economic system being planned and controlled centrally during the period 1975 –
1988, the financial system of Vietnam has not been properly developed. Most financial
activities are operated by the government with financial services during this period tending to
8|
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be like a mono-bank due to the State Bank of Vietnam playing a controlling role in the form
of a central bank and commercial bank in parallel. Most loan activities are short term credit
with only some sectors having long term loan such as activities dealing with foreign trade and
investment in certain areas. The financial development in Vietnam in the form of economic
planning from the central level is thus relatively low.
The Financial Development After 1988
The government of Vietnam began to reform its economic system from central planning to an
economic market mechanism since 1986; however the openness of the finance sector was
developed two year later in 1988.
Figure 1 demonstrates the progressive improvement of the financial development in Vietnam.
The ratio between the broader money supply and GDP has increased dramatically from
15.2% to 77.28% and 77.28% to 125.1% in 1990, 2005 and 2010 respectively.
The main reasons for the impressive development of the financial sector in Vietnam are due
to 4 main factors: (1) Credit unions have been established resulting in increasing the money
volume from saving accounts that were from the members, which is a motivation from the
higher interest rate. (2) The actual interest rate is a positive number compared to past rates
which is an attractive number for citizens to save. (3) Citizens have more saving power (4)
The Dong Currency is stable and stronger which is seen in the increased inflation rate from
39.4% in 1988 to 37.4% in 1989.
Since 2007, the M2/GDP of Vietnam has exceeded 100% and continues to increase steadily
due to (1) the government of Vietnam has a measurement to increase aggregate demand
during the previous financial crisis by issuing loans with a lower interest rate and reducing
barriers to access financial resources comparing to the past. (2) Local people have more
assets and savings for investment. (3) The government has a policy to allow Vietnamese
people who are living abroad to be able to invest and operate businesses in the country.
Currently in Vietnam there are a total of 27 public and private commercial banks.
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4.2 The Overview of Trade Openness of Cambodia, Laos and Vietnam
4.2.1 Cambodia
The government of Cambodia has announced the use of the free trade policy, under the
market economic mechanism, by reducing government intervention in prices of goods and
services. It also acts as an information provider and facilitator for the private sector
internationally and domestically in conducting their businesses in line with the government
direction and laws. In this ways, the government acts as a facilitator by establishing enough
infrastructures and creating conducive conditions in promoting more trade. These conditions
are seen in the form of improving existing roads, promoting local production in quantity and
quality, enhancing better connections with foreign trade partners and linking the relations
between domestic and global markets as a win-win strategy.
The trade openness of Cambodia over the past period is still relatively low compared to the
annual GDP because the primary economy in Cambodia depends on agriculture with most
revenue (70%) coming from agricultural sectors2. The main export products are agriculture
such as rice, fish products, corns, soy beans, woods and industry products like clothes,
garments and shoes.
The main countries that Cambodia exports to are the US, EU, Japan, Hong Kong, Canada and
Singapore. The main countries Cambodia imports from are Vietnam, China, Thailand, Hong
Kong, Taiwan, South Korea, Singapore, England, Malaysia and Indonesia. The importing
products include fuel, food and beverages, garments, cars and assembles, cement, steel,
cosmetics and sugar.
The trade volume (import + export) compared to the GDP in Cambodia during 1990-2010 is
still relatively low and consistent. The volume of imports and exports compared to the annual
GDP in 1990-1998 is between 33% - 36% and shows minimal change. From 1998 – 2000 the
volume of trade compared to GDP decreased at 32.7% because of the Asian financial crisis
that led to a weak currency and resulted in a decrease of demand for imports. Furthermore,
the decreasing trade volume compared to the GDP is because the economy in Cambodia

2

The 2011 Annual Report of the National Bank of Cambodia
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during this period had a low and sometimes negative rate in some years which affected the
total volume of trade.
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Source: World Development Indicator 2011 (WDI)
Figure 2. Trade Openness in Cambodia, Laos and Vietnam

4.2.2 Laos
Laos is a country with the highest rate of economic growth compared to other ASEAN
member countries with an average of 6-8% per year. As Laos is referred as a least developed
country, they are given special preference by all 48 of the developed and developing
countries3. The main export products from Lao include mining, electricity, garments, woods
and agricultural products. The main export markets are in the EU, China, Thailand and
Vietnam. The main import products are vehicles, machinery and commodity products.
The trade volume of Laos has increased continuously since 1990. For example, it was 35.8%
in 1990 and increased to 84% in 1998 and subsequently decreased after the effects of Asian
financial crisis in 1998.

3

The 2010 Annual Report of the Ministry of Industry and Commerce
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However, although the ratio between the trade volume and GDP in Laos has changed, Laos is
still faced with a continual trade deficit because the import volume is higher than its annual
exports.
4.2.3 Vietnam
The trade policy of Vietnam has not seen any major changes since the economic reform from
central planning to a market oriented mechanism in 1995. In the 5 year national socioeconomic plan from 2005-2010, efforts were made to strengthen the market economy from its
previous socialist economy to be a modernized country by 2020. Vietnam has adjusted to the
global free trade system with a growing an internationalized economy.
Figure 2 shows that the volume of imports and exports of Vietnam from 1990 to 2010 has
raised sharply. It can be seen that it reached over 100% in 1998 which is the highest
percentage compared to neighboring countries, particularly in the three development triangle
area. For example, the volume of imports and exports of Vietnam is 4 times higher than
Cambodia and 2 times of Laos. Nevertheless, since 2007 Vietnam has been faced with a trade
deficit due to a high rate of inflation which resulted in higher prices on export of goods. This
consequently affected Vietnam's competitiveness in the global market. The main exports of
Vietnam are garments and clothes, shoes, raw fuel, seafood, computer and computer parts,
wood products, fruits and jewelry. The main export markets are the US, EU, Japan and
China. The major imported goods are machinery and machinery parts, steel, fuel, garments
and electronics. The imported goods are from China, Japan, Taiwan, the EU and Thailand.
4.3 Unit Root Test
The results of the ADF and PP unit root test for each variable are presented in Table 1. The
results show that both tests failed to reject the existence of a unit root for the data in all levels,
indicating that all the variables are non-stationary. The variables were then differenced once
and the first difference results reveal stationary of the variables. It is, therefore, safe to
conclude that the examined time series data is integrated of the order one or I (1) in levels and
order zero or I (0) in the first difference.
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Table 1. Unit root Test at the Level I (0)
Variable

Intercept

Intercept and Trent

Cam

Lao

Viet

Cam

Lao

Viet

LGDP

(0.236)***

4.958381

(-1.427)

(-2.680)

(-0.42)***

(-3.631)*

LM2

(-1.213)

(-1.186)***

(-0.720)***

(-3.640)***

(-2.34)***

(-1.548)***

LTOP

(-4.402)

(-2.937)***

(-0.396)

(-4.333)

(-1.880)

(-4.749)

Note: *** Significant at 1% ,** Significant 5%, * Significant 10%
The results in Table 1 show that all the variables were not stationary in all levels. This can be
seen by comparing the observed values (in absolute terms) of both the ADF statistics with the
critical values (also in absolute terms) of the test statistics at the 1%, 5% and 10% level of
significance. Results from Table 1 provide strong evidence of non stationary. Therefore, the
null hypothesis is accepted and it is sufficient to conclude that there is a presence of unit root
in the variables at levels. Following from the above result, all the variables were differenced
once and the ADF test was conducted on them, the results are shown in table 2
Table 2. Unit root Test at the First Difference? I (I)
Variable

Intercept

Intercept and Trent

Cam

Lao

Viet

Cam

Lao

Viet

LGDP

(-2.341)

(-1.67)***

(-2.639)*

(-2.369)

(-4.078)***

(-2.387)

LM2

(-3.20)**

(-4.099)

(-3.66)***

(-5.494)

(-4.035)***

(-3.541)*

LTOP

(-4.525)

(-3.25)***

(-7.800)

(-4.195)

(-4.327)***

(-7.515)

Note: *** Significant at 1% ,** Significant 5%, * Significant 10%
This reveals that all the variables were stationary at the first difference, on the basis of this,
the null hypothesis of non-stationary is rejected and it is safe to conclude that the variables
are stationary. This implies that the variables are integrated of order one,
4.4 ARDL Testing Result
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Table 3. ARDL co-integration by program Microfit 4.0
Variables

GDP
Cambodia

Laos

Vietnam

F-statistic

4.894*

5.6524*

0.8506

Adj-R2

0.994

0.993

0.999

F-statistic ARDL

0.16261

8.8433

0.832

Accepted Hypothesis

Accept 

Accept 

Reject 

Summary

Co-integration

Co-integration

No co-integration

Note: *** Significant at 1% ,** Significant 5%, * Significant 10%
Critical Value

5% Level

10% Level

Cambodia Laos

Vietnam Cambodia Laos

Vietnam

Lower Bounds

4.594

4.594

4.594

Upper Bounds

5.9211

5.9211 5.9211

4.779

4.779

4.779

3.626

3.6267

3.6267

Table 4. Long run co-integration
Independent Variable = GDP
Country

Cambodia

Laos

variables

Coefficient

T-Statistic

Coefficient

T-Statistic

Constant

9.799

-0.22

2.89*

2.92*

M2

0.166

2.553*

-0.0404

-.07816

TOP

-5.84

0.272

-0.512

2.846*

Diagnostic Test
Chi-Square

0.1003[.026]

0.011725[.915]

2.7385[.115]

0.92377[.349]

Diagnostic Test
Chi-Square
Heteroscedasticity
Note: *** Significant at 1% ,** Significant 5%, * Significant 10%
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Table 4 shows the results of testing for the long-term effect of financial development
(M2/GDP) and trade openness ((IM + EX) / GDP) of Cambodia and Laos during the
economics

growth

period

1990-2010,

which

can

be

summarized

as

follows:

The financial development of Cambodia is in the same direction of the growth of the
economy in the long term. The analysis of Table 4, shows that if the ratio of the money
supply compared to the gross domestic product (M2/GDP) increases by 1% in the long term
the growth of real GDP per capita will increase by 0.166% with a level of confidence 95%,
while the changes in broader trade openness in the long-term will not affect the economic
growth at these levels of confidence.
In the case of Laos, financial development is not related to economic growth, only trade
openness affects real income growth at the confidence level of 95%. If the broader trade
openness increased by 1% this would result in a decline in the rate of economic growth to 0.5% with a level of confidence of 95%. This is due to the component of value trading of
Laos. Its cost of imports over that of exports always shows a deficit and Laos has also been
affected by the world economic crisis during these previous years.
Table 5. Short run co-integration
Variable = ∆
Country

Combodia

Independent Variable

Coefficient

T-Statistic

Coefficient

T-Statistic

∆

-.0068922

-0.1622

0.0013

0.0812

∆

0.10996

0.84091

0.0165

2.960**

-0.018823

0.23014

-0.0322

2.6399*

1

Laos

Diagnostic Test
Chi-Square

0.1003[.026]

0.011725[.915]

2.7385[.115]

0.92377[.349]

Diagnostic Test
Chi-Square
Heteroscedasticity
Note: *** Significant at 1% ,** Significant 5%, * Significant 10%
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Table 5 shows the results of analysis for short term financial development, trade openness
and the economic growth of Cambodia and Laos, which can be summarized as follows:
Cambodia: The financial development and trade openness is not affected in the short term,
the increase or decrease in the overall quantity of money and trade value compared to the
gross domestic products will not support economic growth in Cambodia.
Laos: Financial development does not impact upon the changing economy in the short term.
This means that the increase or decrease in the quantity of money compared to the gross
domestic product will change to economic growth in the short term, but trade openness can
explain any changes in the growth of the economy. If trade openness increased by 1% in the
short term this will reflect an economic growth increase of 0,016% in a period of adjustments
-0.03 years with a level of confidence of 95%.

5. Conclusions and Recommendation
5.1 Conclusion
The financial development and trade openness in Cambodia, Laos and Vietnam (CLV) have
been well developed with similar starting periods beginning at the end of the 1980s to the
early 1990s. This was a period of transition in economic planning from centrally planned to
an economic market mechanism. They have broadened and opened trade and investment
compared to the previous period and has lead their economies into higher growth compared
to other ASEAN country members. This enabled CLV to be attractive to foreign investment
particularly in agriculture and industry which has continually increased.
Currently, the number of banks and financial institutions of each country have increased in
terms of quality and quantity in order to play a service role in the financial sector in the
economic system. The ratio between the money supply as a broader measure and normal
GDP is rising with the volume of trade of each country also increasing taking into account the
effects of the economic crisis and global financial crisis in 2007-2010. In Vietnam, the rate
reached up to 100%, for example. The range of financial development of Lao PDR is in
between 24-35% and financial development of Cambodia also featured an increase between
32% -41%. The result of this study using the methodological analysis, of modeling ARDL
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(Autoregressive Distribution Lag), shows that financial development in some countries is not
affected by the change in economic growth because of the different fundamentals and
uniqueness of economies in each country.
Cambodia, Laos and Vietnam have policies to liberalize trade at different levels depending on
the respective capacity and uniqueness of each country. Overall, the development of the
opening of trade of Cambodia, Laos and Vietnam has continued to improve compared to the
previous period. In particular, Laos and Vietnam have increased trade openness by over 70%
and 100% respectively. However, though some countries have had a high range of trade
openness, this does not indicate that their economy is growing such as in Vietnam. For
Cambodia and Laos, there are relationships between trade openness and economic growth
that result in different outcomes. It is positive in Cambodia while it is negative in Laos.
5.2 Recommendation
1. The Cambodia government should look towards additional instruments to control the
dollarization in circulation and increase domestic currency as well as the money
supply in circulation in the future.
2. The Lao government should promote the capacity of domestic production to increase
exports of goods and services that will result in a reduction of the trade deficit.
3. The Vietnamese government should restrict its tight monetary policy to reduce the
inflation rate.
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About MINZAS
MINZAS program is a partnership program of Mekong Institute and New Zealand Embassy
in Bangkok. The objective of this program is to enhance research capacity of young GMS
researchers by providing a structured learning and filed research application program for 36
master’s degree students from provincial universities in Cambodia, Lao PDR, Myanmar and
Thailand.
Through a comprehensive supports – trainings, roundtable meeting, constructive advices
from MI advisors including financial supports – which are to be and have been provided to
scholarship grantees, students’ research skills and conduction of research deem to be
developed. The completed research works will be published in ‘MI Working Paper Series’
and disseminated to related agents among the GMS.
The MINZAS Program is designed for 3 cycles; each cycle lasts for one year with 4 phases:





Phase One:
Phase Two:
Phase Three:
Phase Four:

Training on Research Methodology
Implementation of Sub-regional Research in Respective Countries
Research Roundtable Meeting
Publication and Dissemination of Students’ Works in ‘MI Working
Paper Series’

The research cycle involves:
•

•
•
•
•

One month training course on GMS Cooperation and ASEAN Integration, research
development and methodology. The students will produce their research designs and
action plans as training outputs;
Technical assistance and advisory support to MINZAS scholars by experienced
mentors and academicians in the course of the research process;
The scholars will present their research papers in a round table meeting attended by
subject experts and their peers;
Scholars will revise their research papers and improve as necessary, based on experts
and peer review during the roundtable meeting;
Publication of reports as MI working paper series.
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The Mekong Institute (MI)

is an intergovernmental

organization with a residential learning facility located on the
campus of Khon Kaen University in the northeastern Thailand.
It serves the countries of the Greater Mekong Subregion
(GMS), namely, Cambodia, Lao P.D.R., Myanmar, Thailand,
Thai
Vietnam, Yunnan Province and Guangxi Zhuang Autonomous
Region of PR. China.
MI is the only GMS-based
based development learning institute,
chartered by the six GMS Governments, offering standard and
on-demand
demand capacity development programs focusing on
regional
nal cooperation and integration issues.
MI’s learning programs services caters to the capacity building
needs of current and future GMS leaders and policy makers on
issues around rural development, trade and investment
facilitation, human migration, with good
g
governance and
regional cooperation as cross cutting themes.

Vision
Capable and committed
human resources working
together for a more
integrated, prosperous,
and harmonious GMS.

Mission
Capacity development for
regional cooperation and
integration
integration.

MI Program Thematic Areas
Training

RURAL DEVELOPMENT
FOR SUSTAINABLE
LIVELIHOODS

TRADE AND
INVESTMENT
FACILITATION
HUMAN MIGRATION
MANAGEMENT
AND CARE
Research

Policy
Consultation

Cross – Cutting Themes:
- Regional Cooperation and Integration
- Good Governance

1. Rural Development for Sustainable Livelihoods
 Agriculture value chains
 Natural resource management
 Food security and sufficiency
 Productivity and post harvest support
2. Trade and Investment Facilitation
 SME clusters, business to business and export
networking
 Trade and investment promotion in Economic
Corridors
 Cross-Border Transport
nsport Facilitation Agreement
(CBTA) and Logistics
 Public-Private
Private Partnerships
3. Human Migration Management and Care
 Safe migration
 Labor migration management
 Harmonization of migration policies and
procedures
 Mutual recognition arrangement for education,
training
aining and skills standard

For more information, visit
www.mekonginstitute.org
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