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Abstract: This paper explores the critical role that commercial banks play in the development and deepening of capital
markets, particularly in both emerging and developed economies. Capital markets are essential mechanisms for mobilizing
long-term funds, fostering investment, and supporting sustainable economic growth. While traditionally perceived
as institutions focused on deposit-taking and lending, commercial banks have increasingly expanded their functions
to include underwriting of securities, management of investment portfolios, and facilitation of financial intermediation
between investors and issuers.

By utilizing a mixed-method approach that includes empirical data analysis, cross-country comparisons, and trend
evaluations from 2015 to 2022, this study reveals a robust positive correlation between the scale and efficiency of
the banking sector and key indicators of capital market development. These indicators include market capitalization,
the number of initial public offerings (IPOs), and the issuance of corporate bonds. Countries with well-capitalized and
diversified banking systems demonstrate stronger capital market activity, higher investor confidence, and more stable
access to financing for the private sector.

Furthermore, the study identifies how policy frameworks, technological innovations, and institutional capacities of
commercial banks influence their effectiveness in supporting capital markets. The findings provide important implications
for financial regulators, policymakers, and development strategists who seek to strengthen financial ecosystems by
promoting closer integration between banking institutions and capital market infrastructure.

Key words: commercial banks, capital market, financial intermediation, investment banking, economic development,
financial institutions, securities market, banking sector, market capitalization, financial system development.

Annotatsiya: Ushbu maqolada tijorat banklarining kapital bozorlarini rivojlantirish va chuqurlashtirishdagi muhim roli,
aynigsarivojlanayotgan varivojlangan iqtisodiyotlarda tutgan o‘rni tahlil gilinadi. Kapital bozorlari uzoqg muddatli mablag‘larni
safarbar qilish, investitsiyalarni rag‘batlantirish va barqaror igtisodiy o‘sishni ta’minlashda asosiy vosita hisoblanadi.
An’anaviy ravishda fagat omonat qabul qilish va kredit berish bilan shug‘ullanuvchi muassasalar sifatida garalgan tijorat
banklari bugungi kunga kelib o'z faoliyat sohasini kengaytirib, gimmatli gog‘ozlarni joylashtirish, investitsiya portfellarini
boshqgarish hamda investorlar va emitentlar o‘rtasida moliyaviy vositachilik qilish vazifalarini ham bajarib kelmoqgda.

2015-2022-yillar oralig‘idagi empirik ma’lumotlar, mamlakatlararo taqqoslashlar va tendensiyalarni baholovchi aralash
metodologiya asosida olib borilgan tadqiqot shuni ko‘rsatdiki, bank tizimi hajmi va samaradorligi bilan kapital bozorining
asosiy ko‘rsatkichlari o'rtasida ijobiy bog'liglik mavjud. Bular qatoriga bozor kapitallashuvi, aksiyalarning birlamchi
joylashtirilishi (IPO) soni va korporativ obligatsiyalar hajmi kiradi. Yaxshi kapitalga ega va diversifikatsiyalashgan bank
tizimiga ega mamlakatlarda kapital bozorida faollik yugori bo‘lib, investorlar ishonchi mustahkam, xususiy sektor uchun
moliyalashtirish imkoniyatlari esa bargarorrog bo‘ladi.
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Shuningdek, maqolada siyosiy-huqugiy me’yorlar, texnologik yangiliklar va tijorat banklarining institutsional salohiyati
ushbu muassasalarning kapital bozorlarini qo‘llab-quvvatlashdagi samaradorligiga ganday ta’sir ko‘rsatishi tahlil gilingan.
Tadgiqot natijalari moliyaviy regulyatorlar, siyosatchilar va rivojlanish strateglari uchun moliyaviy tizimlarni kuchaytirish va
banklar bilan kapital bozor infratuzilmasini integratsiyalash bo‘yicha muhim xulosalarni tagdim etadi.

Kalit so'zlar: tijorat banklari, kapital bozori, moliyaviy vositachilik, investitsiya banki, igtisodiy rivojlanish, moliyaviy
institutlar, gimmatli gog‘ozlar bozori, bank sektori, bozor kapitallashuvi, moliyaviy tizim rivoji.

AHHOTauusa: B gaHHOM cTatbe uccnepyetcs Kh4veBas porib, KOTOPYK UrparT KoMmepyeckue GaHku B pasButumn u
yrny6rneHun pbIHKOB KanuTtana, 0CO6eHHO B YCMOBUSIX Kak Pa3BUBAIOLLMXCS, TaK U Pa3BUTbIX 9KOHOMMK. PbIHKM kanuTana
SABMAIOTCA BaXHEWWVMMU MexaHu3Mamu mobunusauuyv [AONroCPOYHbIX (MUHAHCOBLIX PEecypcoB, CTUMYNMPOBAHUSA
MHBECTULMA 1 obBecneyeHnsi YCTOMYMBOTO 9SKOHOMMYECKOrO pocTa. XOTsd KOMMepyeckne OGaHkM TpaauuMOHHO
paccmaTprBaloTCa Kak MHCTUTYThI, 3aHMMatoLLMEeCs NpMeMOM AENO3MTOB U BblAadYen KpeauToB, B NOCNeOHVNE roAbl OHU
BCE aKTUBHEE Y4acCTBYIOT B pa3MeLLeHnn LieHHbIX Bymar, ynpaBneHum MHBECTULMOHHBLIMY NOPTMENSMU 1 NOCpeaHnYecTBe
Mexay MHBECTOpPaMy N AMUTEHTaMM.

[MpMeHAs cMellaHHbI METOA MWCCNEAOBaHMS, BKIOYAOLWMIA  aHanmM3 3MMUPUYECKUX [AaHHbIX, MEXCTPaHOBbIe
CpaBHEHMSA U OuUeHKy TeHaeHumn 3a 2015-2022 rogbl, paboTa BbISBMSET YCTOWYMBYIO MOMOXUTENBHYH KOPPEnsuuto
Mexay maclwtabom n 3hPEKTUBHOCTHIO OGAHKOBCKOTO CEKTOpa WM OCHOBHbIMM MOKa3aTeNnsiMuM pasBUTUSI PbIHKOB
kanutana. K Takum nokasaTtensim OTHOCATCS YPOBEHb PbIHOYHOWM KanuTanu3auuu, KONMYeCcTBO NEPBUYHBIX MyONMUYHbIX
pasmelleHun akumi (IPO) n obbem ammuccuy KopnopatuBHbIX obnvrauuii. B ctpaHax ¢ XOopoLo KanutanM3npoBaHHON
1 OvBepcMdULMpoBaHHON GaHKOBCKOW cUCTEMOW Habmiopaetcs Gonee akTuBHas paboTa pbIHKOB kanuTana, 6onee
BbICOKMI YPOBEHb JOBEPUS MHBECTOPOB 1 Gonee cTabunbHbIN AOCTYN YACTHOMO CEKTopa K (hMHAaHCMPOBaHMIO.

Kpome TOro, uccrnegoBaHue aHanusvpyeT, Kak MONUTMKO-NPaBOBbIE pPaMKW, TEXHOMOrMYeckne WHHOBauum W
WHCTUTYLMOHamNbHbIE BO3MOXHOCTU KOMMEPYECKMX GaHKOB BMMSAIOT Ha UX 3(EKTMBHOCTbL B MOOOEPXKKE pa3BUTHSA
pbIHKOB Kanutana. [ony4eHHble pe3ynsTaTthl NPeACTaBNAT MHTEPEC ANA (DMHAHCOBBIX PErYNATOPOB, FOCYAAPCTBEHHbLIX
OpraHoB N CTpaTeroB pasBUTUS, CTPEMSILLMXCS YKPENUTb (DUHAHCOBYIO 3KOCUCTEMY 3a CYET Bonee TECHOW MHTEerpauun
6aHKoBCKOM cdhepbl C MHPPACTPYKTYPOIN PbIHKOB Kanutana.

KntoyeBble crioBa: KOMMeEpYecKue GaHku, PbIHOK KanuTana, (uHaHCOBOE MOCPEAHNYECTBO, WHBECTULMOHHbIN
OaHKMHI, 9KOHOMUYECKoe pasBuTMe, OUHAHCOBbLIE WHCTUTYTbI, PbIHOK LEHHbIX 6ymar, 6aHKOBCKMI CEKTOp, PbIHOYHaA
Kanutanusaums, passutne puHaHCOBOM CUCTEMBI.

INTRODUCTION

Capital markets play a foundational role in a country’s financial system by enabling the efficient mobilization
and allocation of long-term capital. These markets facilitate the transfer of savings into productive investments
through instruments such as stocks, bonds, and other securities. In doing so, capital markets support
infrastructure development, corporate expansion, technological innovation, and overall economic growth.
The efficiency and maturity of a capital market are often seen as indicators of a nation’s financial health and
institutional development.

Commercial banks, long regarded as the backbone of financial intermediation, have historically focused on
traditional banking services such as accepting deposits and providing loans. However, in response to financial
liberalization, globalization, and technological advancement, the role of commercial banks has expanded
significantly. In modern economies, commercial banks increasingly act as intermediaries between capital
providers (investors) and capital seekers (corporations, governments, and other entities) in the capital market.

Their functions now include underwriting securities, managing investment funds, offering custodial and
settlement services, providing credit enhancements, and facilitating secondary market transactions. In many
jurisdictions, banks are key participants in the issuance of corporate bonds, support initial public offerings
(IPOs), and manage portfolios of institutional investors through their asset management arms.

The integration of banking operations with capital market infrastructure has contributed to greater financial
inclusion, enhanced market liquidity, reduced transaction costs, and increased investor protection. Commercial
banks also improve the informational efficiency of capital markets by leveraging their analytical capabilities and
customer databases to assess creditworthiness and investment potential.

However, the extent and nature of commercial banks’ participation in capital markets vary significantly
across countries and regions. In advanced economies with liberalized financial sectors, banks operate
alongside deep and liquid capital markets, often competing with non-bank financial institutions. In contrast,
in many developing and transition economies, banks remain the dominant financial institutions, and capital
markets are relatively underdeveloped. Factors such as regulatory constraints, limited institutional capacity,
underdeveloped legal frameworks, and a lack of public trust in financial instruments hinder deeper integration.
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Given these dynamics, understanding the role of commercial banks in shaping and supporting capital
market development is both theoretically important and practically relevant. This study aims to explore the
depth of this relationship, identify key drivers, and provide policy recommendations for countries seeking to
strengthen their capital markets through strategic engagement with commercial banking institutions.

REVIEW OF LITERATURE ON THE SUBJECT

The evolving relationship between commercial banking and capital market development has been a focal
point of financial research over the past three decades. Scholars have extensively explored how commercial
banks contribute not only to short-term liquidity in the financial system but also to long-term market deepening
and investment mobilization.

Levine and Zervos argued that banks and stock markets are not substitutes but rather complementary
institutions in facilitating economic growth. Their empirical cross-country study highlighted that both entities
can simultaneously contribute to capital accumulation and productivity improvement, especially in emerging
economies. Similarly, Demirglic-Kunt and Maksimovic investigated the external financing patterns of firms and
concluded that firms in countries with stronger banking systems and more developed stock markets tend to
grow faster. This suggests that commercial banks are pivotal in the early phases of capital market development,
primarily through credit provision and underwriting support.

In the context of developing markets, Allen and Gale emphasized the role of banks as critical intermediaries
in economies where capital markets are still shallow. They argued that banks, due to their informational
advantages and risk assessment capacities, can compensate for the inefficiencies of underdeveloped capital
markets by channeling savings into productive investments. Complementing this view, Beck, Levine, and Loayza
demonstrated that banking sector development significantly impacts capital market efficiency, particularly
through the reduction of transaction costs and information asymmetries.

Another stream of research has focused on the interaction between banking regulation and capital market
expansion. Barth, Caprio, and Levine studied regulatory frameworks across over 100 countries and found that
countries with well-structured banking regulations tend to exhibit more robust capital markets. This indicates
that regulatory alignment between banking and market institutions can create a fertile ground for financial
deepening.

Recent studies have also highlighted the transformative impact of financial innovation. For example, Boot
and Thakor emphasized the role of commercial banks in introducing financial instruments such as syndicated
loans and asset-backed securities, which serve as bridges between traditional banking and capital markets.
These innovations enhance market liquidity and enable better risk dispersion across the financial system.

Furthermore, in the post-2008 global financial landscape, scholars like Laeven, Ratnovski, and Tong have
analyzed the systemic implications of bank-market interlinkages. They underscored the need for stronger
governance mechanisms to ensure that the dual role of banks as lenders and capital market participants does
not lead to excessive risk-taking or regulatory arbitrage.

In sum, the literature confirms that commercial banks serve as catalysts in the development and stability
of capital markets. Their roles span beyond traditional lending to include market-making, underwriting, financial
innovation, and investor confidence building—particularly vital in emerging economies where market structures
are still evolving.

RESEARCH METHODOLOGY

For the period from 2015 to 2022, data were collected and analyzed from ten countries, including five
emerging and five developed markets. The key indicators examined in this study comprised the asset size of
commercial banks expressed as a percentage of GDP, the market capitalization of listed companies, the number
of initial public offerings (IPOs), and the volume of corporate bonds issued. To assess the interrelationship
between the development of the commercial banking sector and capital market performance, a combination
of correlation analysis and regression modeling was employed. Correlation analysis was utilized to identify the
strength and direction of relationships among variables, while regression models were applied to determine
causal links and measure the extent of influence across the observed financial indicators.

ANALYSIS AND RESULTS

The development of capital markets is a crucial determinant of long-term economic growth, investment
mobilization, and financial stability. While the focus of many financial sector reforms has been on liberalizing
markets and enhancing transparency, one of the often-understated agents of capital market development is the
commercial banking sector. The role of commercial banks in this context is neither passive nor peripheral. On
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the contrary, in many developing and even developed economies, commercial banks serve as the functional
backbone that supports and accelerates the growth of capital markets through a complex web of credit
intermediation, underwriting, liquidity provision, and investor engagement.

One of the foundational roles of commercial banks in capital market development lies in their function as
infrastructure builders. Capital markets require a certain threshold of institutional maturity—reliable payment
systems, credit assessment frameworks, risk management tools, and investor trust. In countries where these
elements are absent or underdeveloped, commercial banks often step in as substitutes or enablers. They
provide the initial frameworks for risk pricing, information sharing, and transactional integrity that later allow
securities markets to evolve.

For example, in many emerging markets, commercial banks have been responsible for introducing
practices such as borrower scoring, syndicate lending, and collateral registration systems. These practices,
though primarily developed for the credit market, generate informational spillovers that reduce the asymmetry
in capital markets as well. Thus, banks act not only as financial intermediaries but also as systemic enablers of
broader market functions.

The provision of credit by commercial banks is another channel through which capital market readiness is
enhanced. In most economies, firms begin their financial journey by accessing bank credit. This is especially
true for small and medium-sized enterprises (SMEs), which lack the scale, visibility, or internal governance
structures to access public equity or debt markets directly.

Banks, by offering credit lines, working capital financing, and project loans, help these firms to grow,
professionalize, and formalize. Over time, this makes them suitable candidates for capital market financing
through instruments such as corporate bonds or public equity issuance. In this way, banks serve as a pipeline
that feeds the capital markets with investment-ready firms, increasing the depth and diversity of market
participants.

Furthermore, when banks issue long-term loans, they often require firms to improve their corporate
governance, adopt transparent accounting standards, and undergo regular audits. These are the same
prerequisites for listing on capital markets. Thus, bank-led due diligence can act as a preparatory stage for
capital market integration.

In more advanced banking systems, commercial banks operate investment banking subsidiaries or divisions
that directly engage in capital market activities. These services include underwriting securities, managing IPOs,
providing corporate finance advice, and conducting market research. Even in economies where such services
are in their infancy, banks often partner with securities firms to deliver these functions.

Through underwriting, banks help reduce the risk of issuance for firms, particularly during uncertain
economic periods or in volatile sectors. They also help price securities more accurately, based on their access
to client-level data and sectoral intelligence. Their reputation and size often lend credibility to capital offerings,
making it easier for firms to attract investors.

Additionally, advisory services offered by banks help firms evaluate the right time to enter the capital
markets, the appropriate structure for their offerings (debt vs. equity, fixed vs. floating rate instruments), and
compliance with listing requirements. These services are indispensable in markets where financial literacy is
low and the capital market is still developing.

Retail investor participation in capital markets is vital for ensuring liquidity, price discovery, and the
democratic allocation of capital. However, in many countries, retail investors lack the knowledge, trust, or
platforms to engage with capital markets directly. Commercial banks, with their extensive branch networks and
customer base, are well positioned to serve as intermediaries.

Banks offer retail investment products such as mutual funds, depositary receipts, and market-linked
savings instruments that provide indirect access to capital markets. Additionally, they often act as distributors
of government bonds, corporate debentures, and insurance-linked securities. This intermediation facilitates a
gradual cultural and behavioral shift in savings from passive bank deposits toward active market instruments.

Moreover, banks play a critical role in financial literacy campaigns and investor education. Their trusted
status enables them to introduce new financial products with less resistance. In this way, commercial banks
function as bridges between capital markets and the broader population, enhancing inclusion and participation.

Another critical value that commercial banks bring to capital markets is through liquidity provision. Banks
typically act as market makers in bond markets and are active participants in interbank lending markets. This
activity helps smooth volatility, ensures price stability, and provides depth to otherwise illiquid markets.

Moreover, in times of market stress, commercial banks can step in as buyers of last resort for short-term
instruments, or offer credit lines against marketable securities. These stabilization functions reduce panic-driven
sell-offs and preserve the functional integrity of the market. Additionally, central banks often coordinate with
commercial banks to inject liquidity into capital markets through mechanisms such as open market operations
(OMOs), further reinforcing this stabilizing role.
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Banks also play a central role in capital allocation and risk sharing—two fundamental objectives of any
financial system. By assessing the creditworthiness of borrowers and underwriting securities, banks help
allocate capital to the most productive sectors of the economy. While capital markets allocate risk through
pricing mechanisms and investor decisions, banks complement this process through active risk monitoring and
dynamic asset management.

In developing economies, where entrepreneurial risk is high and information is scarce, banks’ due diligence
mechanisms compensate for the market’s inability to price risk accurately. Furthermore, banks often offer risk-
sharing instruments such as guarantees, interest rate swaps, and currency hedges that make capital market
instruments more attractive and accessible to both issuers and investors (Figure 1).

Function of a Central Bank

Issue money - Monetary policy

l

Notes and coins Set interest rates

Lender of last resort to
government

Ensure stability of
banking system

Lender of last resort to
commercial banks

www.economicshelp.org

Figure 1. Function of a Central Bank

Government policy and financial regulation play an essential role in shaping the extent to which commercial
banks can contribute to capital market development. In countries where banks are restricted from participating
in market-based activities, their role remains limited to credit provision. However, in jurisdictions with more
liberal financial frameworks, banks operate across both banking and securities domains, creating synergies
that accelerate market maturation.

For instance, governments can incentivize banks to underwrite SME bonds or offer capital market-linked
pension products through tax benefits or co-investment schemes. Moreover, integrated financial regulation
ensures that the operations of banks and capital markets are aligned in terms of transparency, investor
protection, and systemic risk mitigation.

In this regard, some countries have adopted dual licensing models, allowing banks to operate investment
arms under the oversight of both banking and capital market regulators. Such hybrid structures allow the
banking sector to support capital markets without compromising financial stability or increasing systemic risk.

Despite their many contributions, the role of commercial banks in capital market development is not without
challenges. Conflicts of interest may arise when banks act simultaneously as lenders and equity underwriters.
Additionally, overreliance on the banking sector may stifle the growth of independent market institutions such
as brokerage firms and rating agencies.

Moreover, digital disruption poses both an opportunity and a challenge. Fintech platforms now offer many
services traditionally provided by banks, including investment advisory, robo-trading, and peer-to-peer lending.
While this increases competition, it also creates opportunities for banks to modernize their capital market
functions through partnerships and technological integration.

Looking ahead, the role of banks is likely to evolve toward ecosystem orchestration. Rather than being
the sole provider of financial services, banks will increasingly act as connectors among investors, regulators,
issuers, and technology providers. This shift requires not only operational agility but also a strategic rethinking
of how banks view capital markets not as competitors, but as complementary engines of economic progress
(Table 1).
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Table 1. Banking Sector vs. Capital Market Metrics (2022)

Bank Assets (% of Market Capitalization (% of Number of IPOs Corporate Bond Volume
GDP) GDP) (USD bn)
USA 92% 181% 210 1,280
Germany 78% 96% 42 450
Japan 110% 130% 61 890
India 78% 104% 153 310
Brazil 72% 63% 35 180
Uzbekistan 38% 14% 2 1.8

The data in Table 1 reveals significant disparities between advanced and emerging economies in the
relative development of banking sectors and capital markets. The United States leads with a strong dual
presence: bank assets at 92% of GDP and market capitalization at a remarkable 181%, indicating a highly
diversified financial system. It also boasts the highest number of IPOs and corporate bond volume, reflecting
deep market liquidity and investor confidence.

Germany and Japan maintain balanced financial structures, with high levels of both bank assets and
market capitalization, suggesting robust coordination between bank-based and market-based financing.

India stands out among emerging markets with relatively developed metrics—bank assets and market
capitalization both exceeding 75% of GDP, and a strong IPO pipeline, indicating its transition toward a capital-
market-led financing model.

In contrast, Brazil and especially Uzbekistan exhibit underdeveloped capital markets. Uzbekistan’s market
capitalization is only 14% of GDP, and it recorded just two IPOs and a corporate bond volume of USD 1.8 billion
in 2022. These figures underscore the country’s heavy reliance on bank financing and highlight the early stage
of its capital market evolution.

The findings suggest a significant and positive relationship between the size and sophistication of
commercial banks and the development of capital markets. In countries like the USA and Japan, strong bank
participation in underwriting and asset management boosts investor activity and enables large-scale capital
formation.

In contrast, in emerging economies such as Uzbekistan, the underdeveloped banking sector limits access
to long-term financing, thus stalling capital market expansion. Moreover, regulatory barriers, lack of financial
literacy, and institutional weaknesses hinder banks’ ability to engage in capital market services.

Strengthening the institutional capacity of banks, encouraging regulatory reforms, and promoting digital
financial services can enhance the effectiveness of commercial banks in capital market development.

CONCLUSION AND SUGGESTIONS

Commercial banks play a pivotal role in the development of capital markets by facilitating investment,
improving liquidity, and providing financial intermediation. Their involvement helps bridge the gap between
savers and investors, driving economic growth. For emerging economies, enhancing the capabilities of
commercial banks is a strategic priority to unlock the full potential of their capital markets.
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