
Proceedings of 16th Asian Business Research Conference  
27-28 December 2019, BIAM Foundation, Dhaka, Bangladesh  

ISBN: 978-1-925488-71-5 
 

The Relationship between Financial Development and 
Renewable Energy Consumption in South Asian Countries 

 
Md Ashfaqur Rahman Ayon 

 
Energy has been playing a major role in the economic growth of the world. However, 
most of it was fossil fuel that has devastating effects on the environment. Which paved 
the way for renewable sources of energy. Renewable energy neither produce 
greenhouse gas nor polluting gas which cause climate change. Renewable energy can 
provide quick access to energy and at lower cost. It also can provide an increased energy 
security. As we have mentioned that renewable sources are able to provide energy at 
lower cost but it needs a high startup cost. That’s why a developed financial sector can 
help to provide investments for renewable energy industry. A research paper by Sonntag-
O'Brien and Usher found out that a developed financial system can effectively channel 
funds to renewable energy industry (Sonntag-O'Brien & Usher, 2004). Brunnschweiler 
also found the same result in her research paper that financial sector has a robust and 
substantial positive effect on the quantity of renewable energy generated 
(Brunnschweiler, 2010). The research by Eren et al. found unidirectional causal 
relationship, which runs from financial development to consumption of renewable energy 
in India (Eren, et al., 2019). To the best of our knowledge there has not been that much 
research to find the relationship between financial development and renewable energy 
consumption. This paper analyses the relationship between financial development and 
renewable energy consumption in South Asian countries during the period 1990-2018. 
Domestic credit to private sector and renewable energy consumption has been used as 
the indicators for financial development and renewable energy consumption respectively 
in this paper. Unit root test showed that all the variables are stationary at 1st difference. 
Johansen Fisher Cointegration test shows that all the variables are cointegrated in the 
long run. To find long run causality for the variables, D-H Panel Non Granger Causality 
test have been orchestrated and it shows that all the variables have long run causality. 
The Vector Error Correction Model have been performed to found the short run causality 
and we found that in short run there is causality between renewable energy consumption 
and domestic credit to private sector. Long run causality shows unidirectional causality 
from financial development to renewable energy consumption in South Asian countries. 
So the policy makers in South Asian countries should develop the financial sector for the 
sustainable energy. 
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