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Abstract

In some economic theories emphasizing the positive relationship between
financial and real sector development in economy, privatization of financial
markets and institutions and increasing private sector share is the dominant
approach to financial development. However, private banks performance in
some countries have shown different results compared to the goals had been
set. Lack of proper economic and institutional environment has led to adverse
results of private banks. Considering mentioned issues, this study aims to
assess the impact of private banking on the economic growth rate in Iran based
on the seasonal data form 2003 till 2018 using Autoregressive Distributed Lag
(ARDL) technique. Results of the study have shown that financial
development has a positive impact on the growth rate of economy, while, as
the market share of private banks has increased, it had a negative effect on the
economic growth. The main cause of this negative relationship is undesirable
institutional environment which private banks are working in. Therefore,
preparing suitable institutional framework is a condition to gain the private
banks’ advantages. Central bank constant supervision alongside the
enforcement authority prohibiting private banks from managing economic
firms and the presence in the alternative markets are the main preconditions.
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