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The main objective of this study is to investigate the relationship between fertility and
financial development and other determinants, specifically the linkages between
macroeconomic variables, socio-economic factors and governance. This study is
conducted in order to have a better understanding about the roles of financial
development; financial depth and financial access as the effect of shadow banks
system. The study covers 85 countries with data spanning for a period 2007 to 2011.
As for dependent variable, we used total fertility rate as a proxy for the impact of
fertility. To test for independent variables, ranging from financial development,
macroeconomic, socio-economic and governance factors, we used private credit,
deposit money, liquid liabilities, banking efficiency, financial openness, trade
openness, female employment, human development, and last but not least, set of
governance indicators; voice and accountability, political stability and absence of
violence, government effectiveness, regulatory quality, rule of law and control of
corrupt. Using system GMM estimator, the study provides evidence in support of
previous theories whereby the impact of financial development on fertility was found
to be inverse relationship which means that an increase in financial development will
reduce the fertility choice. Similarly, real GDP per capita, trade openness, female
employment, human development, bank efficiency, financial openness, and
governance have negative impact to fertility.

The second objective was to explore the relationship of fertility and household debt
due to shadow banks system as a consequence of financial development and
deepening. This is motivated by the ever increasing household debt and the failure of
existing literature to show the relationship between household debt and fertility. The
same GMM was used and the study suggests that the level of housechold debt and
fertility rate are directly related, which means that an increases of number of children
parents decide to have will increase the household debt level. As for other control
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variables; real GDP per capita, interest rate, house price and wealth, there is positive
impact on household debt. Meanwhile, household debt has negative relationship
between saving, inflation and unemployment.

The third objective of the thesis investigates the effect of fertility on financial stability
and its determinants particularly the relevance of demographic change. This is
motivated by the huge impact of demographic change (increasing ageing population
and low fertility level). Population ageing and low fertility tend to lower both labour-
force participation and saving rates (change bank business model), thereby raising
concerns about a future slowing economic growth and financial instability. The system
GMM results shows that fertility level somehow act as a buffer and reflect to the
degree of stability to the financial system. An increase in fertility will contribute to
lowering the financial stability. As for other two demographic variables; old
population has adverse relationship to the financial stability in developed countries
and youth population has direct relationship to the financial stability.

As a matter of policy implication, the nations, financial sectors and economies should
take pro-active active steps and enhance policies in handling the inter-related issue of
decreasing fertility, financial development, household debt and financial stability as
well especially in developed countries, but not necessarily to overlook the impact of
the issues in developing countries.
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ANALISA EKONOMI TERHADAP KESUBURAN, PERKEMBANGAN
KEWANGAN, HUTANG ISI RUMAH AND KESTABILAN KEWANGAN

Oleh

ASMA’ RASHIDAH IDRIS

Mac 2019
Pengerusi : Profesor Muzafar Shah Habibullah, PhD
Fakulti : Ekonomi dan Pengurusan

Objektif utama kajian ini adalah untuk menyiasat hubungan di antara kesuburan dan
penentunya, khasnya perkembangan kewangan, factor-faktor makroekonomi, sosio-
ekonomi dan governan. Kajian ini dijalankan untuk lebih memahami lebih mendalam
bagaimana peranan perkembangan kewangan: pendalaman kewangan dan akses
kewangan hasil dari sistem perbankan bayangan. Kajian ini mencakupi 85 buah negara
merangkumi data dari tahun 2007 hingga 201 1. Untuk pembolehubah bersandar, kami
menggunakan kadar kesuburan sebagai proksi kepada kesan kesuburan. Untuk
menguji pembolehubah merdeka, meliputi factor-faktor perkembangan kewangan,
makroekonomi, sosioekonomi dan factor governance, antaranya hutang swasta, dana
simpanan, kecairan liabiliti, kecekapan bank, keterbukaan kewangan, keterbukaan
ekonomi, tenaga kerja wanita, pembangunan manusia dan juga faktor-faktor
governan, merangkumi kebebasan bersuara dan akauntabiliti, kestabilan politik and
ketiadaan keganasan, kecekapan tadbir urus, kualiti kawal selia, pengurusan akta dan
undang-undang dan pengawalan rasuah. Dengan menggunakan analisa system GMM,
hasil penemuan kajian ini mencadangkan perkembangan kewangan berhubung secara
songsang dimana ia membawa maksud peningkatan dalam perkembangan kewangan
akan mengurangkan kesan kesuburan. Manakala, pendapatan per kapita, keterbukaan
ekonomi, tenaga kerja wanita, pembangunan manusia, kecekapan bank, keterbukaan
kewangan dan governan juga berhubung secara songsang terhadap kesuburan.

Objektif kedua adalah untuk meninjau hubungan jangka panjang di antara kesuburan
dan hutang isirumah didorong oleh sistem perbankan bayangan berpunca daripada
perkembangan kewangan and pendalaman kewangan. Peningkatan hutang isirumah
dan kegagalan kajian yang sedia ada untuk mengambil kira hubungan diantara hutang
isirumah dan kesuburan. Penganggaran GMM yang sama digunakan dan kajian
membuktikan hubungan jangka panjang diantara hutang isirumah dan kesuburan
adalah relevan dengan menunjukkan interaksi positif bermaksud penambahan
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bilangan anak akan meningkatkan hutang isirumah. Untuk hasil penemuan kajian bagi
pembolehubah lain seperti pendapatan per kapita, kadar interest, harga rumah, harta,
keputusan tersebut menyokong dan interaksi positif dengan hutang isirumah.
Sebaliknya, simpanan, inflasi dan kadar pengangguran mempunyai hubungan
songsang dengan hutang isirumah.

Objektif ketiga tesis adalah untuk menkaji kesan kesuburan ke atas kestabilan
kewangan dan factor-faktor penentu terutamanya faktor perubahan demografi. Kajian
ini didorong oleh impak perubahan demografi yang besar iaitu peningkatan kadar
golongan warga emas dan penurunan kadar kelahiran. Ini boleh menyebabkan
mengurangkan kadar penyertaan tenaga buruh dan kadar simpanan (menukar model
perniagaan bank), dengan itu menimbulkan kebimbangan mengenai pertumbuhan
masa depan ekonomi yang perlahan dan ketidakstabilan kewangan. Penganggar
system GMM menunjukkan tahap kesuburan adalah satu faktor penentu yang
mempengaruhi tahap kestabilan sistem kewangan. Peningkatan tahap kesuburan akan
menyumbang kepada ketidakstabilan kewangan. Manakala, dua pembolehubah
merdeka yang dianggap pembolehubah penting iaitu golongan warga emas dan belia
berhubung secara songsang dengan kestabilan kewangan. Ini bermaksud peningkatan
warga emas and belia akan menyebabkan indeks kestabilan kewangan menurun.

Sebagai implikasi dasar, negara, sektor kewangan dan pakar ekonomi perlu
mengambil tindakan pro-aktif dan menambakbaik polisi dalam mengendalikan isu-isu
seperti pengurangan kadar kesuburan, pemkembangan kewangan, hutang isirumah
dan kestabilan kewangan terutamanya di negara-negara maju, dalam masa yang sama
tidak mengabaikan kesan isu-isu ini di negara membangun.
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CHAPTER 1
INTRODUCTION
1.1 Background

Fertility behaviour and financial development have seen intense changes in recent
decades, as both demonstrated distinctive patterns. Worldwide, financial development
has upgraded the conceivable credit and intertemporal trade for households and firms;
fertility has revealed an unmistakable descending pattern, which is alarming. The
declining fertility rate is expected to be soon experienced by many nations, especially
among developed nations (Adsera, 2004). The well-developed financial system
supports firm accessibilities to credit market and encourages production efficiency
while contributing to salary rise in wages in the modern market. This often provides
parents with the opportunity to work in the modern sectors (high wages, low fertility
rate) instead of retaining traditional sector (low wages, high fertility rate). Figure 1-1
shows the negative association between fertility and financial development in high
income, upper middle income, lower middle income, and low income countries
between the years 2000 to 2011.

Very often, the direct and indirect effect of economic growth and the increase in the
number of female labour force in the financial sectors cannot be denied. Achievement
in education and employment has changed females’ social status and empowerment
(Abdullah, Bakar, and Abdullah, 2013; Al-Qudsi, 1998; Bernasek, 2003; Feyer,
Sacerdote, and Stern, 2008; Maria, Rocha, and Fuster, 2003; Upadhyay and Karasek,
2012). Based on time series analysis in Croatia, higher education among women
significantly and positively influenced female
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Figure 1.1 : Private credit and total fertility rate from 2000-2011

Sources: Private credit; Global Financial Development Database, World Bank,
fertility rate; WDI, World Bank.

Notes: Private credit: private credit by deposit money banks and other financial
institutions to GDP (Other financial institution measuring non-bank financial
institutions which provides financial services similar to traditional banking financial
services), Fertility: total fertility rate (total birth rate per women) represents the
number of children that would be born to a woman if she were to live to the end of her
childbearing years.
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participation in the labour force, resulting a greater negative impact on the fertility rate
(Obadic, Cipin, and Pripuzic, 2007). In addition, family planning policies by
governments of certain countries could be the reason for reduced fertility (Ezeh,
Mberu, & Emina, 2009). Overall, a combination of these factors promptly decreased
fertility rate in many countries, particularly among developing and developed
countries.

Within the previous years, many countries experienced a rapid increase in household
debt! in both absolute terms and relative to the size of economy due to rising income
and household demand for goods and services. Figure 1-2 shows the increasing trend
of household debt in selected developed countries for 2005, 2007 and 2013 where the
highest rate is identified to be Netherland followed by Norway, Australia and
Switzerland. In recent years, very rapid growth of houscholds’ outstanding debt is
considered a major economic worry, especially in developed and developing countries
since the 2007/2008 financial crisis. Between 2002 and 2007, the ratio of household
debts in advanced countries to increased drastically from 39 per cent to 138 per cent
(IMF, 2012a). This has been a concern of many countries since it can have a
substantial adverse impact on macroeconomic performance and stability. For example,
it may delays the ability of smooth household consumption as well as negatively
impact corporate investment. )

Apart from countries’ economic growth and devglopment in various sectors, financial
development and financial deepening have played vital role in easing household
access to credit from the banking sectors. Worldwide, a growing shadow banking
system have

' Household debt can be defined as a subset of liabilities that the household owe financial institutions.
Generally, debt is known as all liabilities that require payments of interest or principal by the debtor to
the creditor at dates in the future. Liabilities predominantly consist of personal loan debt, investment
debt, investment loan debt, credit card debt, vehicle loan debt, property loan, home loan dcbt and other
consumption loan debt. The largest component of household debt is housing loan debt in most of the
countries,
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Figure 1.2 : Household debt for developed countries in year 2005, 2007 and 2013
Source: EuroStat
Note: household debt/disposable income ratio

expanded credit availability and accessibility to households and businesses (Pozsar,
Adrian, Ashcraft, and Boesky, 2013) as credit is a vital source of income for the
household and a source of capital for firms. Recently, the issue of shadow banking has
been associated with the rising of household debt worldwide. The size of the global
shadow banking system has grown to over USD67 trillion from close to USD26
trillion about ten years ago, accounting for nearly half of the size of the worldwide
financial system (ECB, 2013). The numbers show accelerated growth of shadow
banking industry. Shadow banking activities have also shown an abrupt growth in
recent years among high-income countries, especially France and Spain.

An assessment on shadow banking illustrated by Ashcraft and Adrian (2012)
demonstrates the gradual decline of the traditional funding sources of the commercial
bank in the form of deposits, and the relative increase in market-based funding sources
offered by other financial institutions from 1945 to 2011.



Fertility decision certainly concern depend on the household income and cost of
childrearing. The rising cost of living and childrearing encourages borrowing, which
then leads to the increase of household debt (Banerjee and Duflo, 2007). Becker and
Lewis (1973) presented a model in where parents think not only about the quantity of
children that they have, but also the quality of those children. The quality of children
has been identified to be linked to the children’s consumption possibilities and human
capital accumulation (Becker, Murphy, and Tamura, 1990; Cérdoba & Ripoll, 2012).
1t is practical for parents to be concerned about their own human capital acquisition
when forced to take debt to endorse their children’s educational needs and
emphasising on the quality of children. As debt basically diminishes the available
resources which can be distributed to the children, it may influence the fertility
decision through a trade-off between debt and the desired child quality, or quantity.

Therefore, the question arises whether financial development and household debt are
simply demonstrating spurious temporal correlation on fertility or possibly one causes
the other? Financial development and houschold debt are possible determinants that
may influence fertility behaviour.

Another concern regarding the declining fertility is its impact on financial stability.
The implications of declining fertility rate are profound as they disturb the global age
structure. Combined with the dynamic evolution of past birth and deatli rates, a recent
decline in fertility rates and increase in life expectancy are profoundly changes the
global age structure. Increased life expectancy has risen the ageing population or
elderly dependency ratios in the world population. It is approximated that the amount
of individuals above 60 years old will be 1 billion by the year 2020 and 2 billion by
2050, which equates to 22 per cent of the global population. Between today and the
year 2050, the ratio of people above 80 years old is anticipated to increase from 1 per
cent to 4 per cent of the worldwide population (Bloom, Canning, & Fink, 2011).

Figure 1-3 illustrates the increasing rate of ageing population from 2005 to 2010 in
developed and developing countries. Surprisingly, the projected data on dependency
rate (old-age population and young-age population) for developed countries is more
than the rate of youth (working-age population) in 2030. Youth are the highest taxes
contributors. However, they have decreased in number since 2005 and they are further
expected to reduce the next few decades. The high level of dependency rate may
increase countries’ expenditure on health expenditure, pension funds and child-
rearing. Meanwhile, in developing countries, the dependency ratio rate decreased as
the estimated rate of the young-age population becomes smaller. This young-age
population will become youth in the future, and a few decades later, developing
countries will face a lower rate of working-age population.
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Figure 1.3 : Old, young and youth for selected developed and developing
countries in 2005, 2010, estimated 2020 and 2030

Source: World Development Indicator (WDI), World Bank and United Nation
Database.

Note: Old: Old dependency ratio, people over 64 relative to the working population
between 15-65 years. Young: Young dependency ratio: people younger than 15
relative to working population between 15-65 years. Youth: Working population
ratio: people employed more than 15 years relative to total population.

Demographic transition studies have become enormously popular since the late 1990s.
Known as the population age structure; it defines a population’s age distribution.? The
emergence of age structure occurs throughout the demographic transition of a
population. The population penetrates the demographic window when a sequence of
a mortality decrease is observed. Throughout this timeframe, the total dependency

2 Usually, it is measured by the total dependency ratio (ratio of the total number of the dependent
population, aged below 15 and above 65 years, to that of the working-age population). The ratio of the
dependent population number under 15 year-old to that of the working-age population is referred to as
the youth dependency ratio, while that of the dependent population above 65 year-old is referred to as
the elderly dependency ratio. Lower the dependency ratio is parallel to a less dependency burden to a
particular economy.



ratio prominently diminishes due to lower youth dependency level. Similarly, the ratio
of the working-age population turns out to be conspicuous in the total population,
resulting in adequate labour supply to the economy and accumulated savings for
investment. The deviations in demographic structure throughout the demographic
window may be boosted with the implementation of suitable economic and social
policy environment (Bloom and Williamson, 1998). However, when the working-age
group reaches 65 years old and above, which is higher than the number of dependent
youths who shifts to working-age population, it, in turn, affect the country’s labour
supply, saving accumulation, productivity and economic growth,

From the late 1990s, research that investigates demographic dividend has received a
great deal of attention. Bloom, Canning, and Malaney (2000) addressed that
demographic dividend represented astonishing development in East Asia between
1965 and 1990. Bloom et al. (2006) discovered that economic take-offs in India and
China have significantly benefited from the variations in their demographic structures
all through the demographic transition.

Bloom, Canning, and Fink (2007) examined the capacity of Sub-Saharan African
nations to reach their planned demographic dividend if the policy and institutional
context are well-suited. Nevertheless, after several decades, the baby boomers shifted
towards an ageing population, and this cohort increased in numbers as compared to
the actively working young population. This has become alarming as young
population are among the major economic agents, which contribute to the countries’
productivity and economic growth.

Nevertheless, there has been a marked increment in demographic changes studies by
looking at the number of studies being conducted. Existing literature on demographic
studies emphasised investigating the effect of ageing population to the economic
growth (Bloom et al., 2011; Wei and Hao, 2010), pension (Bielecki, Goraus,
Hagemejer, and Tyrowicz, 2015), saving (Epure, 2012) and fiscal challenge
(Muhleisen and Faruquee, 2001). Currently, available literature utilises the inter-
Jurisdictional difference within a nation, which then creates a gap to bridge. Therefore,
this study attempts to add value to the literature by observing a wide range of
countries’ data. The research also concentrates on the effect of fertility behaviour (one
of the important demographic factor) on financial stability; an issue which still lacks
in information.

The demographic transition effect on financial stability is still not a well-discussed
issue in the economic literature especially the effect of fertility on financial stability.
The predicted effect of demographic transition, declining fertility and smaller young
cohort can influence financial institutions business model by pressuring banking
institutions on demands for loans and deposit (saving). The saving behaviour of
households directly affects credit institutions’ activities and profitability by
influencing the assets and liabilities of banks’ balance sheets. On the asset aspects of
banks® balance sheet, the shrinking proportion of young customers will reduce the
household demand for loans, for example borrowing for consumption. On the liability
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aspect of the banks’ balance sheet, the old-age population will favour the development
of a new long-term saving product which demands households to save first up to
retirements and finally proceed to dissaving.

According to the theory of asset meltdown hypothesis, an increase in the proportion
of pensioners to the total population triggers a decline in asset prices. Pensioners,
being unproductive agents, dissave during their old age. Therefore, there might be
fewer economically active individuals who act as buyers in the capital markets
(Schich, 2008). In this case, many governments provide tax incentives and subsidies
to raise the conversion of long-term savings into annuities at retirement age. However,
the empirical evidence for a historical correlation between demographic change and
asset market prices is not clear. A work done by Engethardt and Poterba (1991) could
not identify whether demographic had a similar influence on asset prices as identified
by Mankiw & Weil (1989) and Schich (2008). The result showed a statistically
insignificant and, in most cases, negative association between demand and house
prices in Canada. This suggests caution is required when extrapolating the historical
trends of the United States of America to the next century, while also illustrating that
significant real declines in house value are not impossible.

In fact, many countries experienced lower population growth which resulted from
decreased fertility rate and a smaller rate of young cohorts. This might increase the
competitiveness of banks to secure new customers by increasing the acquisition costs
per customer. In the meantime, banks should be aware of the competition for existing
customers due to the aforementioned trend of the shadow banking which increases the
customer retention cost and higher marketing expenditure that leads to cause pressure
on cost and efficiency, which is significant for banks to keep a sound cost-income
ratio. In addition, banks may take more competitive strategies to maintain their
revenue and growth which might put pressure on interest margins. The downward
pressure of on interest margins could contribute to a negative impact on interest
receivable and payable as well as net interest income in the profit and loss account.
Consequently, banks may expand their services internationally in order to penetrate
emerging market. However, this strategy could expose banks to the increased
f:xchange rate and political risk. On the other hand, demographic changes can
influence bank’s long-term interest rate by flattening the yield curve. This negatively
affects banking profit by decreasing revenue from liquidity and duration
t'ransformation by affecting interest margins over fixed costs. Again, the net income
interest in the profit and loss account will be negatively influenced. This factor would
reduce bank stability by increasing the exposure to shocks or whenever banks adapt
to the new environment. Therefore, based on aforementioned literature which is still

180‘;}?g,?an0ther question arises in our study; does fertility really matter to financial
stability? i

Due to insufficient evidences, these unanswered questions motivated the development
and progress of this study, which aims to provide a complete explanation of the
relatl.onshx'p between credit availability and households’ fertility decision; taking into
consideration the shadow banking system, to extent does household debts’ inﬂuznces



fertility decision due to non-banking intermediation, further and also on the possibility
of the declining worldwide fertility worldwide to become a threat to the stability of
banking sectors.

1.2 Stylized Fact

1.2.1 Overview of World Fertility Rate

Fertility rate can be defined as a measure of fertility that indicates the average number
of children born per women over her lifetime. Global fertility rates are in general
declining and current forecasts show a decrease in fertility levels globally®. This trend
is most pronounced in industrialised countries, especially in Western Europe, where
the population is projected to decline dramatically over the next 50 years.
Achievements in education, employment, and living standard, combined with intense
break-through in health and family planning technology, have led to lower fertility in
every country. It has been found that decline in the passion for large families is a
requisite for the decline in fertility (Pritchett, 1994). The total fertility rate (TFR) for
the world remained at around five children per woman in the 1960s but it has declined
dramatically from 4.98 in 1960 to 2.48 in 2011 (Figure 1-4). In 2015, the total fertility
rate is 2.5 children per woman globally (United Nation, 2015). It is expected to be
around or below 2.0 by 2050 (Ovseiko, 2007). Among the developed countries, the
average number of children per women over her lifetime has decreased from 2.67
between 1960 and 1965 to 1.64 from 2005 to 2008 which is almost below-replacement
level. Meanwhile, the amount in least developed nations has deteriorated from 6.73 to
4.39 (Filoso & Papagni, 2011)

Although the decline in fertility is seen as a global phenomenon, the pace of the
decline, however, varies widely. In some part of the world, fertility has continued to
decline faster than in others. Fertility levels dropped slightly in low-income countries
where the TFR still exceeds five children per woman from 1960 to 2008. Meanwhile,
in the 1960s, fertility was noticeably low in high-income countries; currently, the TFR
is below replacement level’. The highest fertility rate was observed among low-
income countries, while the lowest rate occurred in high-income OECD. In high-

? 1t is highly important to have a clear knowledge of a country’s current fertility rate
and of the possible increasing or decreasing future patterns. Sustained high or low
fertility rate can lead to unbalanced age structure within the population producing
economic and infrastructural pressure for providing necessary services and financial
support to the over presented age group.

4 Replacement fertility is total fertility rate at which women give birth to enough babies
to sustain population level. The replacement rate is roughly 2.1 births per woman for
most industrialised countries but ranges from 2.5 to 3.3 in developing countries
because of higher mortality rates. Taken globally, the total fertility rate at replacement
is 2.33 children per woman.



income non OECD countries, high-income OECD, and upper-middle income, the TFR
is currently below the replacement level (Figure 1-5).

World Total Fertility Rate (TFR) between 1960 to 2011
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Figure 1.5 : Total fertility rate (TFR) by income group (1960-2012)
Source: World Development Indicator (WDI), World Bank.
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1.2.2 Trends in Financial Development

The pace of the growth in financial development varied broadly across the countries.
It has continued faster in some parts of the world than in others. Private credit by
deposit money banks and other financial institutions (PRIVCRED)® is referred as a
proxy of financial sector development which demonstrates an expanding pattern for
all countries from 1990 to 2011. The PRIVCRED level has increased marginally in
every country except it outlines a rapid increase in high-income OECD countries. The
highest level appeared in high-income OECD countries, and the lowest level was seen
in low-income countries (Figure 1-6).

Private credit by deposit money banks and other
financial institutions to GDP (%) in 1990-2011
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Figure 1.6 : Private credit by deposit money bank and other financial institutions
to GDP (%) in 1990-2011

Sources: Global Financial Development  Database, World Bank
(www.worldbank.org/financialdevelopment)

3 Private credit by deposit money banks and other financial institutions to GDP (Cihak, Demirguc-
Kunt, Feyen, and Levine, 2012).
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1.2.3 Overview of Household Debt

The global household debt-to-GDP ratio barely raised over the past 10 years, from just
less than 60 per cent in 2008 to 62 per cent in 2017. During this period it dropped to
less than 56 per cent in 2014 before rising again (Cochrane, Ell, and Korobkin, 2019).
Many economies have experienced a dramatic increase in household debt over the past
decade, leaving them vulnerable to future shocks and threats. Several international
organisations and central banks in many economies have warned against the risks to
economic growth and financial stability of the massive household debt worldwide
especially in most developed and developing countries. Most of advanced economies,
the accumulation of household debt has been influenced by the ease of access to credit
resulting from financial deregulation in the 1990s and historically low interest rates
post global financial crisis (GFC) that largely helped to offset debt service costs
against larger loans outstanding (Debelle, 2004).

In developed countries, for example, Australia is facing the most serious household
debt problems. The household debt to GDP ratios in Australia is not only much higher
than other economies, but also rising, which places the country at risk. While many
other developed countries have seen a decline of personal debt since 2008 global
financial crisis, Australia’s debt levels have continued to increase, where Australia is
now reported to have some of the highest personal debt levels in the world. In fact, the
ratio of household debt to income has more than doubled between 1995 and 2015,
going from 104% to 212%. Surprisingly, the average person earns $80,000, however
they are spending $169,000 per year (OECD, 2017). Norway, Switzerland, Denmark,
Netherland and Canada are among those that not only have the fastest-rising household
debt-to-GDP ratios, but also the highest ratios as well. Most emerging markets have
much lower debt to GDP ratios than developed economies. But in some cases, total
debt has risen quickly in Chile, Brazil, Turkey and Saudi Arabia. However, it indicates
rising risks in Asia, as South Korea, Hong Kong and China have the highest household
debt-to-GDP ratios in the region (Cochrane et al., 2019).

In developing country, for example in Malaysia, Bank Negara’s report presented the
houschold debt raised at RM1.18 trillion in 2018, of which residential housing loans
accounted for 53.2% or RM628bil of total household debts while the remaining 46.8%
were for personal consumption expenditure including motor vehicles, credit card and
personal finance. The central bank had notified a growing number of defaults in
personal financing. It emphasised halfoftotal outstanding personal financing was held
by borrowers with monthly income below RM3,000 and they mostly used it to funding
h‘xgh standard of living cost and lifestyle choices. Some houscholds were showing
signs of difficulty in servicing their debrt, especially among low-income borrowers
with personal financing, and borrowers with larger housingvloans above RM3500,000
and who are more dependent on variable income sources. However, houscholds

income below RM3,000 per month remained vulnerable, with their low financial
buffers (BNM, 2018).



Main driving factors of the heavy household debt are raising non-banking financial
institutions (NBFIs) which offering similar borrowing instruments as provided by
traditional banking sector with low interest rates (Debelle, 2004), housing price boom
(Meng, Hoang, and Siriwardana, 2013), low income level (Abid and Mohd Shafiai,
2018) and for the purpose of current consumption due to high cost of living,
childrearing and expenditure (Alias, Azmi, & Mohd Yusof, 2018; Anderloni,
Bacchiocchi, & Vandone, 2012). Household aim to own home and continue to repay
on products such as car loans and credit cards (Abid and Mohd Shafiai, 2018).

1.24 Roles of Financial Development, Shadow Bank System and Household
Debt

In general, a solid and sound financial system facilitates faster, inexpensive and secure
transactions as it escapes the cash and barter system. Greater access to financial
services assists the household in planning for the future as well as contributing to
investments. More investment and accumulation of financial assets can stimulate more
incomes which helps to pay for family expenses and childrearing. Insurance protection
and saving services can help households to cope with economic shocks and
significantly reduce unexpected circumstances such as natural disaster, disease or
death: subsequently lessening the risk of falling into poverty. Financial development
also prompts to economic growth and higher income per capita, which in turn further
enables greater investment and more productive allocation of capital. Progressive and
sophisticated financial markets discriminate less and provide funding to those with
attractive investment opportunities. Overall, financial development certainly spurs
income growth (Levine, Loayza, and Beck, 2000) helps reduce poverty (Honohan,
2004) and gender inequality while increasing available opportunities. Female, for
instance, have more access to financial services to gain income and support family
expenses. Such opportunities contribute to the changes in women role and their
empowerment in the society.

As financial development spreads worldwide, the possibility for credit availability and
accessibility are broadened for households and firms: encouraging them to borrow
more. Excessive borrowing may weaken the balance sheets and expose households to
various shocks. Households may face cash-flow problems, loan default, insolvency
and foreclosure. For several decades, the issue of shadow banking® has been
significant worldwide as it increases households’ debt due to higher rate of lending
activities. Shadow banking activities also showed a sharp growth over the recent years,
especially in developed and developing countries. Shadow banking system triggered
a global financial crisis that worsened business and financial cycles in the financial
system.

8 The shadow banking system can be defined as a system comprising non-bank financial institutions
(NBFls) that facilitate credit intermediation process. They provide services similar to traditional
commercial banks which compete with the banks in lending money to the public. NBFIs which existed
decades ago to complement the traditional banking system are the major source of systematic risk to
the financial system as a source of credit and liquidity in the economy (Dudley, 2009).
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Rising household debt has been one of the most enduring and widespread economic
trends for the past 30 years. A number of developments particularly financial sectors
which have worked to increase both demand and supply of household credit over the
past few decades. In 2000s, nations such as Australia, Malaysia, Korea and other
nations in Asia and the pacific have experienced a spike in household debt and the
increased share of household loans to total loans of financial institutions. The
International Monetary Fund and World Bank are among some of the international
organisations that have warned some countries in Asia especially Malaysia over the
high level of its household debt. As the current economic environment shifts and
central banks starting to tighten cycle amidst a highly uncertain global economy, many
countries in the region, especially in developed and developing economies, may well
be facing a new financial crisis due to high level of debt (ICAEW, 2014).

In addition to shadow banking and deepening of the financial sector, credits are
available and highly accessible for households. This has led to an increase in the
amount that households borrow. Three acknowledged reasons for the increase of
household debt are: the surge in households’ demand for loan due to positive economic
growth, low interest rate and urbanization, the rise in the accessibility of household
lending of financial institutions from financial innovations and industrial and
technology improvements; and government policies that encourage household
borrowing and consumption (Ma, Remolona, & Shim, 2009).

The availability of credit and easy access to financial sector further increases
opportunities and encourages households to borrow. Household debt is a burden, as it
reduces the monthly portion of income and purchasing power to consume. Although
expansion in the level of household debt is viewed desirable for enhancing growth and
for smoothing consumption for family and children, excessive household indebtedness
poses a significant threat and risk to the household balance sheet (Ma et al., 2009).
The condition has become worse now as the (Ebenstein, Hazan, and Simhon, 2011).
Fertility is also placed under pressure during the economic recession due to rising risks
of unemployment and job instability which particularly affect young adults. Lesser
wages and minimal job opportunities and their tighter expenditure decreases couples
affordability of having kids (Goldstein, Sobotka, & Jasilioniene, 2014). Becoming
parents and decisions to have more children are irreversible commitments, especially
financing the costs of rearing children. This scenario proves that it is not a good
solution for parents to borrow for their children’ expenditures.

In many high-income and developing countries, housing loan debt constitutes the
largest portion of a household debt, followed by vehicle loans, consumer loans,
securities purchase and credit cards. In several countries, the central bank has claimed
that household debts are still controllable due to progress in income, high saving levels
and positive job opportunities. But, if the household debt is observed from the point
of disposable income, then it is stressful. This is because it releases it liquidates
approximately 50 percent of the household’s income to settle their debts. In fact, the
debt to income ratio has increased substantially for the past several decades and is
expected to continue to rise in coming years. Nevertheless, it is also believed that the
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rising of indebtedness will not transpire, as high-interest rates, lower income growths
and ageing population would tend to reduce aggregate borrowing.

Most analysts believe that the high household default sparked the financial crisis and
the economic downturn, and also capable of producing financial catastrophe, Mian &
Sufi (2011) stated that one of the striking features of the US economic downturn in
2007 was the preceding largest household debt increase in recent history. Downturns
were harsher when headed by huge houschold loans (International Monetary Fund,
2012), economic deterioration and high non-performing loans (NPL) leading to an
overall economic shock (Cecchetti, Mohanty, & Zampolli, 2011). Furthermore, the
consequence of economic downturn on fertility regularly advocates the knowledge
that fertility responds negatively to recession in the business cycle (Ogawa, 2003).
Economic recession and uncertainty tend to increase unemployment rate and reduce
the income earned by household. Rising unemployment is the result of male
unemployment looks like to be mainly vital, possibly in accordance with the ongoing
salience of male income for family formation. In a cross-country comparison by
D’Addio & D’Erdole (2005) unemployment negatively correlated with the total
fertility rate in Europe since the mid-1990s. Low levels of houschold wealth
significantly and positively influence the decision to postpone attempting a first child.
The chances of further childbirth were also significantly and negatively influenced by
household income insecurity (Modena, Rondinelli, and Sabatini, 2014).,

1.2.5 Overview of Demographic Change

Since the late 1990s, research on the demographic change has gained significant
attention from economist and researchers. Demographic structure is known as
population age structure as it describes the age distribution of a population. Usually,
it is measured by the total dependency ratio (ratio of the total number of the dependent
population, aged below 15 and above 65 years, to that of the working-age population).
The ratio of the dependent population number above 65-year-old is referred as the
elderly dependency ratio. On the other hand, for under 15-year-old, the working-age
population is referred to as the youth dependency ratio. Lower dependency ratio is
parallel to a less dependency burden to a particular economy.

Most countries will experience substantial demographic shifts in these coming
decades due to changes in fertility, life expectancy and migration. The increasung rate
of old aged population is an issue of concern and is being investigated seriously.
Globally, the number of people over the age of 60 is projected to grow by 56 percent,
reaching to 1.4 billion by 2030 and nearly 2.1 billion by 2050, representing more than
double its size in 2015, which is 901 million. There were 607 million old-aged people
in 2000 with an increase of 48 per cent (Figure 1-7). Meanwhile, the more developed
regions showed slower growth of older population aged 60 year or over, whereby, the
number grew from 231 million to 299 million between 2000 and 2015, which is a 29
per cent growth. Over the next 15 years, this number is anticipated to grow by 26 per
cent to approximately 375 million in 2030. On the other hand, the growth rate of old-
aged population is accelerating in developing regions. In less developed regions, the
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number of old-age population increased by 60 per cent, from 376 million in 2000 to
602 million in 2015, and it is projected to achieve 1 billion people aged 60 years or
over, which increased by 71 per cent between 2015 and 2030 (Figure 1-7).
Surprisingly, the projections show that 1.7 billion old-age population, which is
approximately 80 per cent of the world’s older population will settle in less developed
nations (United Nations, 2015).

By region, according to the projections, Asia showed the highest old aged population
by 2030 which is more than half of the world’s oldest-old persons, amounting to 508
million in 2015 at 59 per cent growth rate from the year 2000, followed by Europe,
Latin America and the Caribbean, Africa, Northern America and Oceania. By 2050,
the highest projection growth of old population is Latin America and the Caribbean
with 70.6 per cent and is trailed by Asia (66.3 per cent) and Africa (63.5 per cent)
(Figure 1-8). The high growth rate of old-age population is due to the high fertility
rates 80 years prior and the increased longevity as a result of improved expenditure
and health care.
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By income group, the fastest growth of old-age individuals was observed in upper-
middle-income countries between the year 2000 and 2015, and this cluster is predicted
to demonstrate the fastest growth in another 15 years. In 2015, it was calculated that
there are 320 million people aged 60 and above in upper-middle-countries. This is an
increase of 64 per cent from the year 2000. Meanwhile, the number of old-age
individuals is expected to rise by 70 per cent from the year 2015 to approximately 545
million people (Figure 1-9). By 2050, from the four income groups, the number of
old-age population is anticipated to increase most fastest in low-income countries up
to a total of 51 percent of oldest-old persons in the world with 114.8 million, followed
by low-middle income countries up to 47 percent with 692.5 million (Figure 1-9). The
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reason for the high old-age population in low-income countries is because the
upcoming cohorts of the old population were born during high fertility around the mid
of the twentieth century.
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Figure 1.9 : Old-age population (60 years or above by income group, 2000,
2015, 2030 and 2050

Source: United Nations (2015) World Population Prospects: The 2015 Revision
Note: Old-age population 60 years or above (millions)

1.2.6 Demographic Changes and Financial Stability

The market’s growth is determined by the growth of GDP per capita, population and
the changes in the banking intermediation. It is claimed that demographic changes
might have a negative impact on GDP per capita. Besides, the population rate will
decrease and even turn negative due to decreasing rate of total fertility rate.
Demographic change is likely to affect the banking intermediation ratio due to
growing non-banking financial intermediaries such as insurance companies,
investment funds and pension funds. This indicates that demographic change is
probably gives strong pressure on the demand for banking institutions; in the form of
loans and deposit. Banks may take more competitive strategies to maintain their
revenue and growth which might put pressure on interest margins. The downward
pressure of on interest margins could contribute to negative impact on interest
receivable and payable as well as net interest income in the profit and loss account
(Imam, 2013). Consequently, banks may expand their services internationally
covering emerging market, and this strategy could expose banks to increased exchange
rate and political risk (ECB, 2006).
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In addition, many countries experience lower population growth as the consequences
of decreased fertility rate and a smaller rate of young cohorts. Under such
circumstances, banks increase their competitiveness to secure new customers and
increase acquisition costs per customer. In the meantime, bank should be aware of the
impact of competition on existing customers. The aforementioned trend of the shadow
banking often increases the customer retention cost and higher marketing expenditure
that leads to higher pressure on cost and efficiency, making it important for the bank
to keep a sound cost-income ratio (Chikada et al., 2012).

Demographic changes can influence bank’s long-term interest rate by flattening of the
vield curve that gives a negative effect on banking profit. This is attainable by
decreasing the revenue from liquidity and duration transformation by affecting the
interest margins over fixed costs. Again, the net income interest in the profit and loss
account will be negatively influenced. Therefore, this factor would reduce bank
stability by increasing exposure to shocks or whenever banks adapt to the new
environment (Imam, 2013).

The balance sheet of banks is closely connected to the life-cycle of consumers’
behaviour and organizations, with liabilities and assets thoroughly mirroring the
evolution of households’ balance sheet. Hence, excess liquidity is obtained by banks
from a comparatively huge, stable and rising deposit base originating from the wealthy
old-age population, as approximately 60 per cent of household savings are seized in
deposits. The decline in credit demand echoes reduction in labor-capital ratio, as the
number of employees retiring is larger than the number of employees entering the
workforce. Also, older people do not borrow for housing debt or durables goods, and
firms not demand more credit in a shrinking market. Rising shares of firms have
ceased borrowing. This has brought about remarkable low loan to deposits ratio. This
recommends that the gap between the demand for credit and the supply for saving,
known as liquidity trap may be caused driven in large part by demographic changes
(Imam, 2013).

Another impact of the demographic change is saving behaviour of household that
directly affects credit institutions’ activities and profitability by influencing the assets
and liability side of banks’ balance sheets. On the asset side of banks’ balance sheet,
the shrinking proportion of young customers will reduce demand for loans to
household, for example borrowing for consumption. On the liability side of the banks’
balance sheet, the old-age population favours the development of new long-term
saving product which demands households to first save up to retirements and then turn
to dissaving. In this case, many governments have been observed to provide tax
incentives and subsidies to raise the conversion of long-term savings into annuities at
retirement age (Chikada et al., 2012; Fanti & Spataro, 2013; Bielecki et al., 2015).
This limits the ability of fiscal policy of the government, owing to the demand for
increased health care expenditure and welfare for the old-age population during their
retirement age (Farugee & Muhleisen, 2003; Tosun, 2008)
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The effect of demographic changes on financial stability is commonly discussed in the
economic literature. According to the theory of asset meltdown hypothesis, a surge in
the proportion of pensioners as percentage of the total population triggers a decline in
asset prices as pensioners are unproductive agents who dissave during their old age.
Therefore, there might be fewer economically active individuals who act as buyers in
the capital markets (Schich, 2008).

13 Problem Statement

A well-developed financial system facilitates firms’ accessibility to the credit market,
enhanced production efficiency, and promotes wage increase in the modern market.
Parents have the choice of moving from the traditional market (high fertility rate, low
wages rate) to work in the modern sector (low fertility, high wages rate) (Habibullah,
Farzaneh, and Haji Din, 2016) (Varvarigos and Arsenis, 2015). The development of
the financial sector and financial deepening has however resulted in shadow banking
becoming an important issue (FSB, 2016). Advancement in businesses and rising
household debt due to a higher rate of lending activities provided by non-financial
banking institutions has become a concern in several developed and developing
countries (Gallin, 2013; Konno, Teramoto, and Mera, 2011).

¢
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The approach to fertility in this study is quite different. Traditional societies often treat
fertility endogenously, but we believe fertility has a close relationship with external
cause (exogenous) other than its own. The standard framework of endogenous by
Leibenstein (1957), Becker (1960), Robinson and Horlacher (1971), Becker and Barro
(1988) and Barro and Becker (1989) mentioned that parent value the number of their
offspring (quantity) as well as their future human capital (quantity). Fundamental
contribution of Becker has been followed by the major improvement of Galor et al
(1999, 2002), Cigno and Rosati (1992, 1996,1997), Lehr (1999), Basso et al. (2014)
and Filoso and Papagni (2015) whereby generate model with exogenous fertility.
. Thus, in this study, a wider approach was applied by incorporating the inter-
relationship between financial development, socio-economic and macroeconomic
condition, governance and fertility which emphasized the exogenous variables. The
variation between these variables and its influence on fertility were also considered.
Declining fertility results in a massive and significant impact as it not only disturbs
demographic development, but also causes a long-term effect on the shortage of
workers, productivity growth, and population growth. Several theories have been
proposed to describe fertility behaviour (Cigno and Rosati, 1992, 1996; Lehr, 1999;
Farugee and Mubhleisen, 2003; Billari and Galasso, 2009; Filoso and Papagni, 2010;
Fanti and Spataro, 2013; Basso et al, 2014). Nevertheless, comprehensive research
specifically on the relationship between fertility, financial development and household
debt has yet to be thoroughly studies. The effects of shadow banking and household
debt on fertility are often considered on a broader basis by relating it to the quality of
life for citizens. Although fertility and financial development often emerge as a
priority in global policy agendas and research in this lack of consensus among
policymakers or scholars. Hence, arises the need among researchers to discover new
findings in this field. An additional significant element is the ambiguity and
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uncertainty in the empirical research of fertility economics. The gradually declining
fertility and its determinants are deafening and holistic should be explored in a wider
scope.

In addition, the issue of cost of raising children has been concerned by researchers in
many nations (Ahmad Khan, Abdullah, and Samsudin, 2016; Beecham, 2006; Kim,
Engelhardt, Prskawetz, and Aassve, 2009; Werding, 2014). The Becker’s idea that
quality children (human capital) are investment goods (as perceived and demanded by
parents) are subject to a large variety of parental “investments” in children (Becker,
1960a) such as monetary expenditure on food, clothing, shelter, health and medical
care, child care to provide for a higher living standard of each child and support them
in obtaining a better education. The children expenses certainly depend on level of
socio-economics status, lifestyle and economic aftluence of the parents (Hermeto and
Caetano, 2009). Low income family (mostly in developing countries) certainly borrow
to pay for those expenses due to high fertility rate (more children), meanwhile high
income family with low fertility rate (mostly in developed countries) also borrow due
to high cost of living standard (Werding, 2014). Household takes loans for smoothing
their consumption with the expectation of an increase in future income. The life cycle
mode! of Modigliani and Brumberg (1954) states household behaviour over a given
period by smoothing the consumption through borrowing and saving. Raising
household debt for current consumption is quite worrying which household spend
more than monthly income received. Looking at the current trends, the household take
loans to overcome the financial and economic difficulties (Anderloni et al., 2012).
Instead of smoothing their consumption, they lose their savings which may lead to
financial vulnerability (Abid and Mohd Shafiai, 2018). Although household debt and
its determinants are often being discussed globally, there still exists significant
element that is ambiguity and uncertainty in the empirical research of associated
between household debt and economics of fertility. Or does fertility is really matter of
increasing rate of houschold debt that is overlooked among researchers?

Moreover, demographic change (low fertility rate and ageing population) becomes a
significant issue which often argued upon due to its implication on banks’ business
model which affect financial stability of banking system. The business model of banks
is severely related to the life cycle consumers’ behaviour (Imam, 2013; Arista, 2008).
In the beginning, the consumers are borrowers of the bank. Over their lifetime, they
pay off their education and housing expenditures. Therefore, over the years, banks
will increasingly be used for payment or transaction purposes, and less for maturity
transformation. With less young borrowers due to the low fertility rate, traditional
lending activities declines, and this affects banks’ profit, balance sheet and stock price.
This situation can create risks to financial stability (IMF, 2012b)

Minimal investigations were done to associate the instability of the financial system
with the ageing population, even in developed countries such as Japan. In Japan, the
oldest country in the world which has been distressed in the last two decades, very
limited research was done to connect the instability of the financial system with the
ageing population. Many other countries are facing this low fertility and ageing
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phenomenon, particularly in EMs countries, as a higher number of baby boomers are
entering retirement. Examples of countries experiencing this issue include South
Korea and China which are swiftly ageing. Furthermore, with the ongoing
international crisis, policymakers have disregarded the result of slow-moving
demographic changes on financial stability, as they are more focused on events that
require short-term attention.

However, it is difficult to determine the extent to which the young-age population
would impact the banks’ decreasing retail banking activities. This is because, the
decreasing demand from these young customers can be partly compensated by the
increasing demand from pensioners who receive incentives to save, often, the
increasing cost of old age and dependency due to increased life expectancy plays an
important role in inducing saving habits among pensioners. Hence, the third objective
fulfils this gap by studying the consequences of low fertility level and maturing
populations on financial stability, focusing on developed and developing countries.
Comprehensive findings on how demographics changes (fertility and ageing
population) impact on financial stability helps resolve issues conceming the lack of
analysis in literature. Most existing demographic studies noticeably emphasis on the
analysis by uitilising using time-series data of a single country or cross-sectional data.
Only a limited number of studies have utilised the inter-jurisdictional variation within
a country. Hence, this creates a gap that requires attention. As mentioned by
MacKellar, Ermolieva, Horlacher, & Mayhew (2004) the nature of the demographic
problem is complex, multifaceted, and ill-defined; often further complicated with
unclear, uncertain and ineffective result.

Overall, this study is motivated by the limited theoretical and empirical evidence that
supports the role of financial development on fertility and how fertility can affect
household debt and financial stability. This study provides new evidence and deeper
insight into the body of literature, by comprehensively studying the following aspects;
first, the association between financial development in developed and developing
countries; second, the effect of fertility on household debt in selected developed
countries and third, the effect of fertility to financial stability in both developed and
developing countries.

14 Objectives of the Study
General Objective:

The general objective of the study is to access the linkages and meaningful relationship
between financial development and fertility and how fertility behaviour can explain
household debt and financial stability.
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The specific objectives of the study are:

i To determine the impact of financial development factors, socio-economic,
macroeconomic and governance factors on fertility.
ii. To examine the long run relationship between household debt and fertility and

other economic factors, and
iil. To investigate the effect of fertility and financial stability.

1.5 Significance of the Study

This research makes new inroads and contributes essential findings to the objectives
of the study. First, the study will provide deeper insights and comprehensive coverage
to the empirical evidence of the body of literature, studies on the association between
the economics of fertility, financial development, household debt, and financial
stability using an extensive selection of countries. The primary purpose of this study
is to improve the understanding of, the relationship between fertility and financial
development, socio-economic and governance variables. Although several past
studies have contributed extensively, the information collected back then remains in
bits and pieces. Empirical evidence readily acknowledges that fertility is an
undeniably imperative subject and need to be investigated extensively. A novelty in
this research is the investigation carried out on the economies of fertility from a wider
perspective and in a more global context. This study is significant for researchers and
academicians to understand deeper the economics fertility financial development,
household debt, and financial stability, whereas banks and financial institutions can
the information available to improve and diversity financial instruments and services
provided for consumers.

Next, the study analyses and provides information on the relationship between
household debt and fertility. Household debt is a relatively new issue, and at present,
there is a serious lack of comprehensive literature on the topic worldwide. The
research attempts to contribute by adding-on to the limited household debt literature
concerning fertility. This study explores how credit causes household indebtedness
and how much it is influenced by fertility decision. This outcome of the research can
be used to distinguish to what extent fertility influences household debt. The analysis
of the effect of fertility on household debt is important and can assist household to
manage their consumption and cost of childbearing and education. In addition, the
study can facilitate central bank to implement appropriate policies to control
household debt, provide awareness and educate household in terms of family financial
planning.

The impact of demographic change (increasing ageing population and low fertility
level) is quite huge. Population ageing and low fertility tend to lower both labour-
force participation and saving rates (change bank business model), thereby raising
concerns about a future slowing economic growth and financial instability. The higher
rate of ageing population (risk-averse population) has decreased investment and
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saving, while low rate of fertility will lessen the youth population in future years who
are the potential savers and investors in the financial market. In addition, ageing
population has been fiscal burdened to government, such as raising pension funds,
health cares and expenditures. The study examines to what extend the demographic
change (ageing population and low fertility) will affect bank business mode! and
financial sector instability as well which will enlighten academician and researchers
on the lacking of the issue in the literature,

The impact of declining fertility is quite huge. There is no doubt that the result of the
study will clarify and enlighten academicians, economists, rescarchers and policy
makers on financial development, financial stability and fertility as new contribution
of study, especially on credit accessibility, phenomenon of household debt and future
trend of fertility. It is apparent that the information, data, discussion and analysis are
capable of producing a holistic work to facilitate policymakers; which includes
banking sector, financial institutions and the government. It is important to
comprehend the trends, factors and implications for the development of a good policy,
as it can avoid future threats in the form of financial instability, unemployment, fiscal
cost, labour shortage and etc., to the country.

1.6 The Scope of the Study

‘
k4

Fertility decision is influenced by many factors. The first objective examines the effect
of financial development on the number of children a family decide to have, taking
into consideration the measurement of financial sector development; financial depth,
accessibility, as well as the measurement of governance such as voice and
accountability, political stability and absence of violence, government effectiveness,
regulatory quality, the rule of law and control of corrupt. The study applied balance
data for period of 2007-2011 to 42 developed countries and 43 developing countries.

At present, household debts due to financial development and financial deepening is
a common phenomenon in many countries. This has led to it being regarded as a
crucial subject to be debated. Thus, the second objective determines whether fertility
decision and macroeconomic variables are considered as factors that influence
household debts. The study assembled panel data of the houschold debt and other
macroeconomic variables from 2005 to 2013 for 24 selected OECD countries. The
countries included were Australia, Austria, Belgmum, Canada, Czech Republic,
Denmark, Estonia, Finland, France, Germany, Hungary, ltaly, Ireland, Japan, Norway,
the Netherlands, Poland, Portugal, Slovak Republic, Slovenia, Spain, Sweden,
Switzerland and United Kingdom.

Meanwhile, the third objective examines the effect of fertility decision on financial
sector stability. Here, the focus was directed to the stability of commercial banks based
on the GMM estimator for 30 developed countries and 34 developing countries from
the period between 2007 and 2011.
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1.7 Organization of the Study

The study is organised into five chapters. The present chapter focuses on the
introduction and background of the study. The latter part of Chapter 1 discusses the
problem statement, research objective and significant of the study. The following,
chapter 2 reviews the theoretical and empirical studies on the main issues of the study
that includes financial development, household debt, fertility and financial stability.
The third chapter presents detailed information on estimation techniques, data sources,
data description, and their appropriate model specification for the realization of each
objective of the study. Meanwhile, chapter 4 incorporates the results of empirical
finding of this study. The discussion will involve the interpretation and discussion of
the empirical result for each objective as specified in the models designs. Finally,
chapter 5 includes the summary of the thesis leads to an analysis of policy implication
and proposed avenue for future studies.
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