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Abstract
This specific study attempts to analyze the influence of financial development, fiscal policy and institutional quality ineconomic growth incase of Pakistan. Moreover it examines either financial development and/or fiscal policy promoteeconomic growth or is there any role of institutional quality to slow the process of economic growth in case of Pakistan. This study comprised of GDP for measuring economic growth. Time series data, for the time span1985-2016 is taken in the respective study. Data is collected from econ, ICRG, WDI and economic survey.
As the data is time series so stationary of data is checked by two-unit root tests for this purpose Auto Regressive Distributed Lag model has developed. In this study Coefficient, residual and stability diagnostic tests are applied to confirm that data of all variables is fulfilling the assumptions and requirements for the particular technique and analysis. Auto Regressive Distributed Lag model has been used transformed in logarithmic model in this study. 
The results show that financial -development and revenue havepositive and significant impact on growth while instructional quality has insignificant impact on growth for the case of, Pakistan. So, the following study suggests that sound, strategic and result oriented policies should formulate in order to develop institutions and financial sector into well organized and powerful trusted framework to utilize all savings in productive investment as financial sector and institutions both are considered vital for economic growth of a country.
Key Words: Economic growth, government expenditures, institutional quality, revenues, GDP, net domestic credit to private sector, Auto- Regressive Distributed Lag model.
[bookmark: _GoBack]INTRODUCTION
1.1 Background
The Well-organized financial system can stimulus real growth and innovation. Different economists retrieved considerable attention between economic growth and financial-development (Law & Singh, 2014; Jalil et al., 2010; Beck & Levine, 2004) and show that an efficient financial structure plays an important role to enhance economic growth (Rehman & Cheema, 2013).
Economic growth might be considering as an outcome of financial development (Khan et al., 2005). Financial- development and growth are positively, correlated (Sala-Uddin et al., 2013; Jalialet al., 2010) and there exists unidirectional causality from financial- development to economic growth (Bojanic, 2012; Yang & Yi, 2008). There is long-run relationship between financial -development and economic growth. Empirically financial-development and growth executed discussion in many aspects. Thus, this study checks the influence of financial- development on growth for Pakistan.
Since 1990, it is recurrence in the debate that is the effect of fiscal- policy and economic activities (Curutchet, 2006). A number of empirical studies claim that reducing fiscal policy might has increasing effect on, investment, consumption and output (Giavazzi et al., 2000). However, a number of studies reject the above debate of contractionary fiscal policy (Van & Garretsen, 2003; Hjelm, 2002a; Hjelm, 2002b). Samuelson defines fiscal policy as “all actions and administrative measures of the government which are related to revenue and expenditure”.
The coefficient of government consumption is larger for developing, countries as compare to industrial countries (Curutchet, 2006). The private sector is relatively weak and underdeveloped in developing economies. Then the public spending on physical infrastructure affects the productivity of entire economy. So, fiscal policy also has an impact on medium-term and long-term economic- growth, especially in developing Asia (Abdon et. al., 2014). On the bases of literature, results of fiscal policy on economic growth remain contradiction. The respective study will examine role of, fiscal policy on growth for Pakistan.
From last twenty years, economic literature is continuously assigning a fundamental role to an efficient institutional and legal framework that encouraging the economic growth (Valeriani & Paluso, 2011). If transmission mechanism and institutions are not working properly, in case of developing economies i.e. Pakistan, then there might be low productivity (Siddiqui & Ahmed, 2010). The better quality of institutions explains the rate of investment that improves the capital creation which causes to increase the economic growth (Kirkpatrick et al., 2006; World Bank, 2003).
 A large part of literature consists of the connection between institutions and economic growth (Kauffman et. al., 2005; Rodrik et al., 2000) but the results are inconclusive. There is definite and meaningful impact of better quality institutions upon growth, as well as on human development and the effect is more intensive for long-term economic growth as compare to short-term (Siddiqui & Ahmed, 2010; Acemoglu at el., 2005).
Fiscal gap is the “deficiencies of government investments including infrastructure and human capital that are complementary to raise the rate of return from private investment” (Todaro& Smith, 2015). Human power, in terms of knowledge, health and skills, increase the productivity of human capital which further enhance the economic growth. Human capital is “the productive elements embodied in human persons, including skills, abilities on – the – job training programs, and medical care” (Todro & Smieth, 2015). Most of studies are in favour for the development of human capital to enhance economic growth (Asgharet al., 2012; Levitsky, 2003; Nasir &Nazil, 2001; Abbas & Qaiser, 2000).
Since 1947, Pakistan is still lying among the developing economies with an economic growth rate of 4.71 percent in 2016. This study will examine that either financial development and/or fiscal policy promote the economic growth or is there any role of institutional quality to slow the process of growth incase of Pakistan. Most of studies investigate role of financial- development, fiscal policy and institutional quality on economic growth through different ways (Asgharet al., 2014; Ahmad & Malik, 2009; Siddiqui & Ahmed, 2009; Bose et al., 2007; Shafique & Haq, 2006; Khan et al., 2005) but evidence did not capture the real picture of the economy by using above mentioned variables. This study will examine the role of financial development and fiscal policy on growth. Further, this will investigate the institutional quality in Pakistan.
1.2 Characteristic of Pakistani Economy
Pakistan is a country which is poor and highly populated where there is political instability inefficient and corrupt government is ruling and it has affected the cost confrontation with India who is in our neighborhood and playing the role of an enemy since partition in 1947. 
Agriculture is playing an important role in economy whereas services are also dominating. Textiles industry is also at top in Pakistan which solely contributes almost 60% in the country’s export. GDP showed increasing trend of 6% p.a. from 1980 to 1991 and in 1990 GDP decreased and eventually reached at 1.3% in between 1996-97. This was happened because of upsets in textile industry and poor cotton crop. Pakistan’s economy growth rate reached at 4.3% during 1997-98 which was against the target of 6%. In 1998-99 GDP growth hit just 3.1% and reached at 4.5% in 1999-2000.
After the late 1980’s, Pakistan has followed reforms for development which are based on market oriented economic adjustments. The purpose of this program is to enhance the macroeconomic stability promotion of private sector and enhancing industrial development by promoting exports. All of this became possible with the cooperation of financial and international institutions and among those institutions IMF is at top. Moreover this program drew attention towards social sectors, population planning, education and health which were ignoring sectors in past. Explicitly government has hunted to minimize monetary and external imbalances, restore the financial sector offer definite incentives to catch foreign investment, minimize trade barriers and privatize state owned industries. 
In Pakistan although there is cheap labor, access to regional markets and broad domestic market yet foreign investor avoid to invest their money because of political instability, lack of skilled labor, unlimited corruption and antiquated infrastructure. In recent year domestic investment has also been reduced. In 1984 and 1994 investment has been decreased from 17.1% of GDP to 7.9% between 1994 and 2000. The reason of this decline is that manufacturers who are normally treated by the domestic banking system contribute banking disaster by failing to honor their debts.
According to the World Bank most among the most economic problems “crisis of governance” is at the top. This phrase covers bad performance of the public institutions in areas of accountability, inefficient management, inappropriate tax collection and corruption. Among these problems, corruption is most acute. In 1996 and 1998 Pakistan ranked as 2nd and 5th on the most corrupted countries of the world by “transparency International”. Corruption damages economy by uplifting transaction costs. 
According to survey of the World Bank in 1994, 200 business firms in Pakistan affirmed that a huge amount of time and money was wasted in many uncertain interactions with insignificant and high level bureaucrats hunting bribes. Corruption by curtailing public investment reduced growth. In public projects portion of amount showed as expenditure government contractors and functionaries drained the remaining amount. According to one estimation study government spent only 50% to 60% for the construction of school building.
Another dominant problem of Pakistan is continuous dependence on financial aid in terms of massive external debt. Government revenue consist of approximately 25% of these foreign loans and grants and government expenditures comprise of 50% debt service obligations which showing that in order to repay loans about half of government revenue are used and 2/3 of the revenue collected from federal taxes is used for defense and debt service.In order to manage repayments for foreign and domestic debt it is essential for Pakistan to improve tax collection in the medium to long term. In last three years Pakistan has made meaningful progress in attaining macroeconomic stability. Fiscal deficit has decreased from 8% to below 5%. International reserves have reached at 18 billion while growth rate has raised to 5.3% in FY 2. In today's modern capitalistic world, economic growth of a country is of utmost importance to both practitioners and academicians. The economy of Pakistan has witnessed different ups and downs since its inception and many governments have aimed to uplift the economy of Pakistan. In this context, there is a need to investigate which macroeconomic factors (like financial development, fiscal policy and institutional quality) contribute significantly towards the economic growth of Pakistan.So, it is essential to measure the effect of financial development, fiscal policy and institutional quality on economic performance in case of Pakistan. This study examines that either institutional quality promotes the effective role of financial development and fiscal policy for the progress of economic growth of Pakistan or not. So, the current paper aims to assess the influence of financial development, fiscal policy and institutional quality on economic growth.
The rest of the paper is arranged in a manner that section 2 deals with literature review, section 3 illustrates data, variables and techniques while section 4 shows results and interpretations and at the end section 5 depict conclusion.
2. LITERATURE REVIEW
Levine et al. (2000) find the “existence of causal relationship from financial development to economic growth”, taking the data of 77 countries from 1960 to 1995. By using panel techniques, they conclude that strong and positive association between financial -development and output -growth can be described through effect of finance, development on economic-growth.
Christopoulos and Tsionas (2004) investigate the “long-run relationship between financial development and economic growth”. They use ten developing economies. The results from panel co-integration analysis predict that there is, uni-directional causality from financial -development to growth. 
  Results of Pedroni’s panel co-integration confirm, there is positive alongwith statistical significant impact of financial- development on economic: growth. Kiran et al. (2009) analyze the “long-run relationship between financial development and economic growth” by using 10 emerging economies for time span 1968 -2007
Bhattacharyya and Hodler (2011) examine that resource rich economies have tendency to be financially underdeveloped because governments have less incentives to foster contract enforcement. They use 133 countries, including Pakistan, to investigate “Do natural resource revenue hinder financial development? The role of political institutions”. Results show that democratization can be helpful to increase financial development in resource-rich economies.
 Long-run, co-integration relationship exists between financial’development and real sector, growth. Results support the demand following hypothesis and also conclude that role of commercial banks are more important than monetary authorities in the real sector growth. Rehman and Cheema (2013)
  Swings in financial deepening on growth for the time period 1960-1989 was found by Peter and Paulwachtel (2011). They point out the strong reaction of financial deepening and growth in that period. More over they found that in 1980s or before 1990 countries lacking legal infrastructure results in financial librelazition as it plays role to reduce the effect of finance while there is very few literature supporting that in recent year equity markets is substitution of debt financing.
Bettin and Alberto (2011) investigated the interaction between remittances and bank efficiency from economic growth perspective, and measure this efficiency of banking system via new indicator of financial development. They found where banks are functioning efficiently, remittances promote growth there. 
According to Ahmadpour and Dahmardeh (2017) financial development and institutional quality are two main key factor of economic growth and with the help of opportune institutional structure financial development may cause, economic -growth in developed countries.
 When there are large and persistent fiscal contraction, in the shape of public transfers, the results will be non-Keynesian, Jonsson (2004). While there will be Keynesian effects during expansions. Hjelm (2002) argue that during the contractions as compare to the normal period, the private consumption will grow less and no difference between expensing” and normal times prevail.
 Impact of fiscal-policy, on economic- growth by undertakingthe role of financial intermediation was checked by Saint-Paul (2005) using “overlapping-generation model”. Results of the balance sheet of entrepreneurs show that public debt, to measure fiscal policy, may improve the efficiency of financial sector. Lack of credibility by the government is the result of loss in terms of financial sector’s productivity, which is the difficulty to issue debt.
Naziret al. (2013) explored the effect of fiscal-policy on economic-growth with using the time span: 1980- 2012. They empirically found that public policy plays an important role on the economic progress. They also point out that public policy techniques consider as more important for long-run growth as compare to short-run in case of Pakistan. 
 After the global crisis, fiscal policy might be helpful for sustaining rapid growth in developing Asia. Governments have to pay attention to mix revenues and expenditures to increase economic growth by contributing fiscal policy. Public investments on health and education will augment the human capital, as a result, economic growth will increase as well as the productive capacity of non-richer Abdon et al. (2014).
Asghar, Hafeez-ur-Rehman and Nadeem (2016) explore the “interrelationship between foreign aid, fiscal decentralization and economic growth in Pakistan” for the period 1980-2014 and used 3SLS econometric technique. Results show positive impact of foreign aid and fiscal decentralization on economic growth. There under lies bi-directional causality between economic- growth and fiscal decentralization. Foreign aid and fiscal decentralization also shows bidirectional causality.
 In case of worse quality of institutional environment there is significant impact of natural resource dependence. In addition this negative response of institutional quality to resource dependence is getting more in long run Donate, Rosa and Looty (2012). GMM estimator is applied to check the reverse causality.
Edinaldo and Bruce (2013) examine the relationship between institutions and innovation, using cross country data and instrumental variable method. They found that if there is institutional arrangement patent, production effectively be explained cross country variation. In addition this study found that for shaping institutions in the long run, human capital is an essential factor.
 Relationship among institutional quality, entrepreneurship, foreign direct investment, and economic freedom noted by Hernan and Benavides (2013). They use panel data for tome span 2004-2009 in emerging economies. They found significant positive relationship among institutional quality and FDI, and economic freedom. Furthermore found significant and direct relationship between business development and FDI in developing countries.
According to Zhuang, Emmanuel and Anneli (2010), to achieve the development goal there should be good governance as there is relation of governance and institutional quality. They result show in developing Asian Economies, including Pakistan, where there is prevailing government effectiveness and rule of law there score is above the global means. They suggest more attention should be paid towards improvement of institutional quality and governance.
Rodman, Biolslavo and Silva (2013) develop institutional quality model for higher education institutions comprising of four dimensions and further adder a new dimension and showed how stockholders are affected by higher education institutions quality.
The study of (Liyanage, perera and Grace, 2013) investigated the effects of growth quality of institutions on income inequality and poverty. They used GMM for developing countries of Asia for time span 1985 to 2009. They found that growth does not affect income inequality while economic growth results in poverty reduction. They suggested that steps should be taken for the improvement of institutional quality in developing countries.
Kathava and Mallika. (2012) investigated impact of aid volatility and its interacting effect to institutional quality at growth per capita. They use panel data for time span 1984 to 2004 and applied GMM. They found association between aid volatility and growth is negative and significant depending on institutional quality.
Antonio and Carlos (2010) explained the criteria of judging the institutional quality by exploring the factors determining institutional quality. They conclude that effective tax system is positively related with institutional quality as taxes provide revenue which is important to quality of institution and also income distribution and development level are factors which determine institutional quality.
Oil curse hypothesis in MENA countries for time span 1990 to 2013 checked by Nicholas et al. (2014). They develop measures for institutional quality to estimate whether oil abundance effect growth or not. They applied time varying integration and the result shows that better quality of institutions minimizes unfavorable impact of oil reserves on performance.
Desmet, Van-Spanje and Claesde (2012) investigated the impact of quality of institutions on democratic performance and examine moderating of political knowledge on institutional quality. For this purposes a survey has been conducted in 21 EU states and found that in those states institutions   correlate at lower rates with performance.
 The resource funds can be interrelated to institutional quality improvement and governance, the relationship among the governance, institutional quality and resource found. In addition, it is pointed out that policy makers can use resource funds as a helpful tool in order to solve issues regarding governance and institutional quality Tsani (2013).
Most of the studies investigate the role of financial development, fiscal policy and institutional quality on economic growth through different ways (Asghar et al., 2014; Ahmad & Malik, 2009; Siddiqui & Ahmed, 2009; Bose et al., 2007; Shafique & Haq, 2006; Khan et al., 2005) separately but evidence did not capture the real picture of the economy. Although Ahad et al. (2017) studied the impact of financial development on Pakistan economy but considered the industrial sector only. Further there is hardly any study to discuss the role of financial development, fiscal policy and institutional quality in case of Pakistan. Financial development which along with institutional quality has a key role in economic growth of a country is not checked in its true sense in Pakistan. So, the role of financial development, fiscal policy and institutional quality on economic growth has not been studied in Pakistan yet. The following research questions will be investigated in this paper:
I. Does financial development promote economic growth in of Pakistan?
II. Does revenue play any role to enhance economic growth in of Pakistan?
III. Does institutional quality hinder the economic growth in Pakistan?
[bookmark: _Toc465246882]DATA SOURCES AND METHODOLOGY
This research used the annual time series data from 1985 to 2016 which is taken from the World Development Indicator (2017), ICRG and Economic Survey of Pakistan.
First of all stationary properties of data is checked by applying Dickey Fuller (DF) and Augmented Dickey Fuller (ADF) test.  If all variables are stationary at level i.e. I (0) then equation can be analyzed through ordinary least square (OLS). But if some series are I(1) and others are I(0) , then the only technique that can be used is ARDL approach. There fore this research utilizes Autoregressive Distributed Lag approach. The main reason of applying this approach is small sample size as well as it can be applied on series with different unit roots such as I(0) and I(1).
[bookmark: _Toc482104257][bookmark: _Toc482190657][bookmark: _Toc482269284]3.1 Model Specification
The model for this research study has been developed on the bases of the conceptual framework that measured the effect of independent variables on the dependent variable.
GDP = f (FD, REV, DA, GE, SE)
GDP= β0 + β1 FD + β2 REV + β3 DA+ β4 GE + β5 SE + µ
lnGDP= β0 + β1 lnFD + β2lnREV + β3lnDA+ β4lnGE + β5lnSE + µ
GDP = Gross Domestic Product Per Capita
FD = Financial Development
REV = Revenue
DA = Democratic Accountability
GE = Government Expenditures
SE = Secondary School Enrollment
[bookmark: _Toc482104277][bookmark: _Toc482190677][bookmark: _Toc482269304]3.1.1 Order of integration
The order of integration of all variables including independent and the dependent as well are given in following table by applying ADF test and PP test. 
Table 3.1.1 
The order of integration by using ADF & PP tests of unit root
	Variables
	ADF
	PP

	GDP
	1(1)
	1(1)

	FD
	1(1)
	1(1)

	REV
	1(1)
	1(1)

	DA
	1(1)
	1(1)

	GE
	1(1)
	1(1)

	SE
	1(0)
	1(0)



The stationarity test ADF and PP show that GDP Economic growth, Financial development, Revenue, Democratic accountability and Government expenditures are those variables that are stationary at first difference I (1) and Secondary school enrolment is the variable which is stationary at level 1(0).
[bookmark: _Toc482104278][bookmark: _Toc482190678][bookmark: _Toc482269305]3.1.2 Selection of Lag Length
As the table 3.1.1 indicates that the variables are stationarity at 1(0) and I (1), so ARDL technique is used to examine the co-integration between the independent and dependent variables. But the lag length for the model is selected on the basis of AIC, HQ and SC with the help of VAR method former to apply ARDL technique,
Table 3.1.2
VAR lag order selection criteria
	VAR Lag Order Selection Criteria
	
	
	
	

	Endogenous variables: LNGDP LNDA LNFD LNGE LNSE LNREV 
	
	

	Exogenous variables: C 
	
	
	
	

	Sample: 1985 2016
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	 Lag
	LogL
	LR
	FPE
	AIC
	SC
	HQ

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	0
	 30.68240
	NA 
	 4.27e-09
	-2.243854
	-1.946297
	-2.173759

	1
	 121.4125
	 123.7229
	 3.38e-11
	-7.219322
	-5.136423
	-6.728654

	2
	 190.1533
	  56.24241*
	  4.33e-12*
	 -10.19575*
	 -6.327510*
	 -9.284510*

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	 * indicates lag order selected by the criterion
	
	
	

	
	
	


Lag length is 2 for this study is selected on the basis of AIC.

RESULTS AND DISCUSSION
4.1 Auto Regressive Distributed Lag Model
Table 4.1
Results of ARDL model
	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.*  

	
	
	
	
	

	
	
	
	
	

	LNGDP(-1)
	0.795186
	0.105192
	7.559369
	0.0000

	LNDA
	-0.008541
	0.004519
	-1.889750
	0.0813

	LNFD
	0.068253
	0.026227
	2.602339
	0.0219

	LNFD(-1)
	-0.049631
	0.026429
	-1.877933
	0.0830

	LNFD(-2)
	-0.144223
	0.026501
	-5.442210
	0.0001

	LNGE
	-0.006092
	0.006074
	-1.002957
	0.3342

	LNGE(-1)
	-0.000770
	0.008210
	-0.093800
	0.9267

	LNGE(-2)
	0.022622
	0.013203
	1.713384
	0.1104

	LNSE
	0.031000
	0.019945
	1.554233
	0.1441

	LNREV
	0.130791
	0.029549
	4.426300
	0.0007

	C
	1.450598
	0.779028
	1.862062
	0.0853

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.997913
	    Mean dependent var
	10.71293

	Adjusted R-squared
	0.996308
	    S.D. dependent var
	0.140439

	S.E. of regression
	0.008533
	    Akaike info criterion
	-6.386075

	Sum squared resid
	0.000947
	    Schwarz criterion
	-5.846134

	Log likelihood
	87.63290
	    Hannan-Quinn criter.
	-6.242828

	F-statistic
	621.6496
	    Durbin-Watson stat
	2.264629

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	

	*Note: p-values and any subsequent tests do not account for model selection.



Auto Regressive Distributed Lag model approach is applied because the model is having different variables that are stationary at level 1(0) and first difference 1(1) both. The above table is exhibiting the relationship between the dependent and independent variables through the result of ARDL model. To avoid the slight disturbance in normality and problem of hetroscedasticity transformational changing has been done so the log-log model has been finalized.
In the table above, the coefficient of Financial Development (FD) is 0.068253. As this is a log-log model so this implies that one percent increase in financial development will bring 0.06825% increase in Economic growth (GDP). As its probability that is the p-value is 0.0219 which is less than 0.05 so the first null hypothesis which was “Financial development does not affect economic growth” is rejected at 5% significance with 95% confidence. This result is consistent with the study of Sharafat, Javed and Gondal (2014) and Ahmadpour et al. (2017).
The coefficient of Revenue (REV) is 0.130791. This implies that one percent increase in financial development will bring 0.1308% increase in Economic growth (GDP). As its probability that is the p-value is 0.0007 which is less than 0.05 so the first null hypothesis which was “Revenues does not affect economic growth” is rejected at 5% significance with 95% confidence. The result is consistent with the study of Abdon et al. (2014) and Badeeb & Lean (2017).
The data of government expenditures and institutional quality are showing negative coefficients or value but as the probability value is not less than significance level, these variables’ are not significant, statistically. 
The coefficients of financial development, revenue and even the lag of dependent variable are showing that these two independent variables are positively affecting the dependent variable GDP (Economic growth). The results or the values of these particularly mentioned variables’ coefficients are statistically significant because their absolute t-statistic values are greater than 1.96 and P-values are less than 0.05 with a 95 % confidence interval and 5% significance level. Secondary school enrolment which has been used as the proxy for literacy level is also positively affecting the economic growth but it is statistically not significant in case of Pakistan as its probability value is not less than 0.05
This ARDL model is good because the R-squared is 0.997913 that is proving the goodness of fit. F-statistic is greater than 5 and probability value of F-statistic is less than 0.05 showing the significance at 5% level.
4.2 Diagnostic Test
The results of diagnostic test are shown in table below:
Table 4.2
Results of Diagnostic tests
	Diagnostic tests
	P-value

	Serial correlation (LM)
	0.2636

	Normality (JB)
	0.734094

	Heteroscedasticity (LM)
Heteroscedasticity (ARCH)
	0.0541
0.2347



Results in the above table show that there is no serial correlation and heteroscedasticity among the error term of variable, null hypothesis is accepted as p-value is more than 0.05 or 5%.





As this distribution graph of the data is a bell shape and the p value of jarque-Bera is greater than 0.05 so it is showing that data is normally distributed.
4.3 Stability tests
Ramsey’s and CUSUM tests have been used for checking the stability.
Table 4.3
The stability results
	Ramsey RESET test
	P-value

	t-statistic
	0.5707

	F-statistic
	0.5707



As the probability vale is greater than 0.05 so this is showing that the model is stable at 5 % significance level.
CUSUM Test



The graph is showing the result of CUSUM test. As here the cumulative sum is in between the critical lines then it shows the stability. The output of this test plots or shows the cumulative sum of the recursive residuals with the critical lines of 5% significance level.

[bookmark: _Toc458177019][bookmark: _Toc465246914]5. CONCLUSION & RECOMMENDATIONS

Many researchers are of the view that institutional and financial development depict major role in economic growth. For the purpose of taking accurate policies to stimulate it is very essential to determine the factors influencing on FD efficiency as highly assisted financial system makes great changes in country especially in form of positive economic growth and to check the effect of institutional quality in case of Pakistan and also to examine the influence of fiscal policy on growth.
Auto Regressive Distributed Lag model approach is applied because the model is having different variables that are stationary at level 1(0) and first difference 1(1) both. Lag length is 2 for this study is selected on the basis of AIC. The diagnostics tests confirm that the model is free from autocorrelation, serial correlation and hetroskadesticity. Furthermore, the stability tests show that the model is stable and the normality test and graph confirm the normality as well.
The relationship between the dependent and independent variables has been inspected through the result of ARDL model. The coefficients of financial development, revenue and even the lag of dependent variable are showing that these two independent variables are positively affecting the dependent variable GDP (Economic growth). Secondary school enrolment which has been used as the proxy for literacy level is also positively affecting the economic growth but it is statistically not significant in case of Pakistan as its probability value is not less than 0.05. This ARDL model is good because the R-squared is 0.997913 that is proving the goodness of fit. F-statistic is greater than 5 and probability value of F-statistic is less than 0.05 showing the significance at 5% level.
The findings of this study show that FD has positive and significant impact on growth while the result of fiscal policy in shape of government expenditures is negative in Pakistan as it is consistent with some studies which have contradictory results. Finally, in case of Pakistan quality of monitoring institutions is not focused and there is no proper system of accountability of Politicians therefore the result of institutional quality is not significant in case of Pakistan this is because in our institutions mostly at clerical level people are hired who are not eligible or partially literate and on the top level management corruption prevail and also there are many flaws in legal system.
6. Recommendations and Future Research
It is the need of the hour that planned and coordinated endeavors must be made in order to develop financial sector and institutions into well organized, Fiscal policy should be well rounded and policy makers should formulate policies in which there is less dependency on foreign aid and also to increase government spending on education sector. Powerful and trusted framework is required to utilize entire savings into productive investment. There is need to expand the sources of income in order to get advantages of a vigorous, advanced and developing financial sector. Financial sector is considered strategically dominant and hence vital development industry therefore need is to develop other essential industries.
The future area of future research is that the model can also be tested with other variables. The present study uses the yearly basis time series data which is taken from economic survey of Pakistan, State Bank of Pakistan and World Bank, whereas future research may use quarterly data or monthly data of Pakistan. Similarly, future research studies may also use panel data of different developing country to conduct this study by using dynamic or static panel data techniques
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Series: Residuals

Sample 1987 2012

Observations 24

Mean       1.55e-15

Median  -0.000434

Maximum  0.014722

Minimum -0.010568

Std. Dev.   0.006416

Skewness   0.360379

Kurtosis   2.685761

Jarque-Bera 0.618238

Probability 0.734094
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