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Abstract
In the perspective of Mishkin, (2009) hypothesis, this study is encouraged to investigate the consequences of
remittance and FDI, which is a part of economic globalization, on �nancial development dynamics (�nancial
institutions and markets) in the top (Europe and Central Asia) and bottom (Sub Saharan Africa) remittance and
FDI receiving developing regions by using the balanced panel data from 1984-2020. We used Institutional quality,
economic growth, in�ation, and government investment as control variables in the �nancial development
dynamics function. The �ndings from FMOLS and DOLS indicate that institutional quality is a pillar for growing
economic globalization and �nancial development globally. This concept satis�es the Mishkin, (2009)
Hypothesis. The long-run partial elasticity of �nancial development positively enhances the remittance, FDI, and
economic globalization for both panel regions. From a policy perspective, we propose that all developing
countries should utilize domestic �nancial sources for consumption purpose. For that, a strong regulatory and
supervisory framework requires to implement to each country which helps to minimizes �nancial stability risks.
Ultimately FDI and remittance with favourable regulations, especially �nancial market regulations, will assist to
fully utilize the bene�ts of the spill over effects of foreign �ows at their maximum level.

JEL codes: F24; F60; G10; G20; C33; O18

1. Introduction
The past outbreak of global �nancial crises summarizes the importance of foreign capital in�ow. As these global
crisis makes the �nancial sector unstructured and dis�gured. The evidence of negative impact of the
malfunctioned �nancial system observed globally. At that point of time, foreign �ows act as an incarnation for
the affected economy by injecting the money �ows. This outcome catching the eyes of the researchers and
policymakers because �nancial �ows can modify the �nancial sector, which leads to higher economic growth in
long-run.

However, foreign capital in�ows constantly play a necessary role for developing countries. According to Siddiqui,
(2014), foreign capital in�ows provide the capital needed for investment and growth, which ultimately enhance
the performance of the overall economy of any country. It also widening and strengthening the �nancial markets,
accelerate the transfer of technology and management expertise, and enhance liquidity, which expands the new
job opportunities and boosts overall economic growth (Ajayi, 2006).

Some researchers also �nd adverse effects of foreign capital in�ows like Baharumshah & Thanoon, (2006);
Berument & Dinçer, (2004). They concluded that foreign capital in�ows increase in�ationary pressures, prompt
monetary diversi�cation, current account de�cits, and exposure to external shocks and restrict the advantages of
domestic policy instruments, etc. Ultimately these factors can badly impact the overall �nancial system. As we
know, malfunctioning �nancial systems can directly or indirectly affect the economy by misusing resources,
reducing savings, and enhancing speculation. As a repercussion, reduction of investment, a misallocation of
scarce resources take place. These adverse effects of the �nancial system lead to the economy's deterioration by
rising unemployment and poverty. The 2008 global �nancial crisis has also clari�ed the impact of malfunctioning
�nancial systems on the affected economy. Since the breakout of the global crisis, an adverse impact on the rest
of the world has been noticed. Highlighting the advantages of appropriate policy measures and introduces the
different factors for �nancial development leads to minimization of the negative impact of the unstructured
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�nancial system. Therefore, we need to concentrate on �nancial development factors, which combined can
maximize the utility of �nancial development.

As we observe from the couple of empirical studies that economic growth and �nancial development are
interrelated with each other (Akisik, 2013; Ang, 2008; Beck et al., 2003; Demetriades & Law, 2006; Djalilov & Piesse,
2011; Fung, 2009; Hsueh et al., 2013; Law, 2008; Levine, 2003; Liu & Hsu, 2006; Zhang & Wu, 2012). Alternatively,
several empirical studies (Burnside & Dollar, 2000; Chenery & Strout, 1966; Pradhan et al., 2008) �nd evidence that
foreign �ows have a positive growth impact, while some (Chami et al., 2005; Gri�n & McKinley, 1994; Mah, 2010)
suggests adverse effect or no effect at all on economic growth. Therefore, these literatures summarized that
economic growth could directly impact �nancial development, but foreign �nancial �ows can indirectly affect it
by in�uencing economic growth. Also, the globalization-�nancial development nexus highlights the attention of
researchers and policymakers. In such a scenario, Mishkin, (2009) appeared with a new strand in empirical
research on applied �nance and macroeconomics. According to him, a new ingredient of empirical research has
come out. He added that globalization could bring �nancial development by stimulating institutional qualities in
developing countries. Institutions with strong property rights, effective legal systems, and sound �nancial
regulations, can rapidly upgrade the �nancial development in developing economies.

As per World Bank, 2014, remittance became the fastest mode of money transferring throughout the world. The
remittances �ow in low and middle-income countries become $343 billion in 2010; it again enhances to $449
billion in 2015 and in 2016 it become $442 billion. It again rose by $528 billion in 2018 and in 2019 it became
$551 billion. But remittance �ows to low and middle-income countries in 2020, declines by 20%, i.e., $540 billion,
because of the economic crisis happens during the Covid-19 Pandemic situation. At that time, most of the
migrants lost their job which raises the unemployment and poverty (World Bank, 2021). But the decline rate of
remittance in 2020 (1.6%) is lesser than the 2009 global �nancial crisis (4.8%). Remittance also reduces the �ow
of foreign direct investment and overseas development assistance in 2020. As per the study of Peres et al. (2018),
FDI received more by the developed countries rather than developing countries before the global �nancial crisis in
2008, but time has changed the graph, after the crisis it enhances by 35% in the developing countries.

However, this study is interested in research on the impact of foreign �ows on �nancial development because of
the consequences of �nancial �ows in overall nations. The empirical studies discussed above, all have one thing
in common: each study examines the impact of these external factors and ignores the impact of combined
foreign �ows, i.e., globalization. It is also surprising to note that there is no empirical evidence on the remittance
and FDI-�nancial development nexus in region-based developing economies. In an attempt to �ll the research gap
in the current literature, this study empirically analyses the impact of remittance and FDI on �nancial
development dynamics. As remittance and FDI is a part of economic globalization, we will also try to check the
impact of economic globalization on �nancial development dynamics for these two regions.

---------- Please insert Figure 1 ----------

Therefore, this study only takes remittance and FDI because they are the top two foreign �nancial �ows. In this
perspective, Figure 1 states that an up-sloping trend of remittance and FDI �ows leads to a reappearance of it and
gaining more importance day by day in the Research �eld. As we know that international �nancial �ows are
coming to developing countries through �rms, �nancial institutions and markets, and government sources.
Concerning the current scenario, Remittances is the top �nancial �ows of developing countries followed by FDI,
o�cial development Assistance and portfolio equity (Figure 1). So, remittance shows an increasing trend which is
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impressive in nature. However, in modern times most devastating �nancial crises are the Asian crisis of 1997 and
the �nancial crisis of 2007-08. The Asian crisis of 1997 originated from Thailand and spread over East Asia later.
According to the World Development Indicator, during the 1997 crisis growth rate of remittance was higher than
the net FDI in�ows growth rate. In 1997, remittance was higher than the rest of the year, but FDI was lesser than
remittance. In the year 2007-08, another crisis happened in the United States because of severe contraction of
liquidity in the global �nancial market, as an effect, U.S. Housing Market collapsed. According to the dataset
collected from World Development Indicator, FDI is regularly decreasing, but remittances increase at a constant
rate for 2007-09. Besides this, remittances have increased signi�cantly from 2015-2019, But in between 2019-
2020, the data are dropping because of the pandemic crisis that happens in this duration. Most of the migrants
came home during that period which automatically leads to degradation of the remittance amount. However, in
spite of the ups and downs of the �nancial �ows, we are choosing the top two �nancial �ows i.e., remittance and
FDI for our analysis.

Moreover, according to the World Bank data from its latest version of "Migration and Development Brief", Region-
wise, Europe and Central Asia (ECA) have the highest amount received from remittance and FDI, and Sub-Saharan
Africa (SSA) has the lowest remittance and FDI receiving region. The report also added that remittance in�ows
increase in Latin America and the Caribbean (6.5 percent), South Asia (5.2 percent), and the Middle East and
North Africa (2.3 percent). However, it reduces in East Asia and the Paci�c (7.9 percent), Europe and Central Asia
(9.7 percent), and Sub-Saharan Africa (12.5 percent). Therefore, a dropping rate of remittance in Europe and
Central Asia and Sub-Saharan Africa also highlights the importance to check the loopholes of this regions. These
are the reasons �nds ECA and SSA region as a top and bottom Remittance and FDI receiving region for this study.
Whereas �gure 2 and �gure 3 are showing the proof of choosing these two regions as top and bottom in both the
cases of Remittance and FDI receiving region. Therefore, it will be interesting to take these regions as our sample
area for our analysis.

---------- Please insert Figure 2 ----------

---------- Please insert Figure 3 ----------

However, this comparative analysis between the ECA and SSA region, based on the impacts of remittance and FDI
on the pattern of �nancial development, has not been analysed before. Against this backdrop, we aim to study the
impacts of Remittance, FDI, and economic globalization on �nancial development by considering other critical
macroeconomic factors, including institutional quality, Economic growth, domestic investment, and in�ation,
using annual data over 1984-2020. Therefore, we are trying to see the behaviour of the top Remittance and FDI
receiving region and bottom Remittance and FDI region on �nancial development dynamics, which will help in
policy implication in the near future.

Therefore, our study adds value to the existing literature for several reasons. As per my knowledge, this region-
based study is the �rst study that considers the various dimensions of �nancial development, like �nancial
institutions and �nancial markets (access, depth, and e�ciency). On this reason, it becomes productive in case of
�nancial development that ensures every aspects of the �nancial sector at the same time. The �nancial
development dataset is constructed by Svirydzenka, (2016), a recently published �nancial development index in
the International monetary fund. As Remittance and FDI are part of globalization, that is the reason our study not
only considers Remittance and FDI as our primary independent variable but also it observes the impact of
economic globalization for robustness. This study considers the globalization index by Gygli et al., (2019), a



Page 5/32

newly published KOF globalization index dataset in the International monetary fund for testing this hypothesis.
Overall, this study gives a broader sense of identifying the impact of remittance, FDI, and economic globalization
on �nancial development, which can add value to the research �eld by providing new policy measures for future
endeavours.

The structure of the paper is as follows: Section 2 is all about the review of the related literature. Section 3 is
related to the Theoretical framework. Section 4 describes the data sources used in this study, and Sections 5 and
6 describe the Methodology followed by Results and discussion of this study. Finally, the conclusion, Policy
implications, and possible directions for future research are described in Section 7.

2. Related Literature Review

2.1. Remittance-Financial development nexus
Remittance coming from migrant workers also provide a good amount of household savings for their family.
Generally, remittance is used for consumption, or may be deposits into �nancial institutions, or may be invested
to some projects. The proper allocation of capital provides the e�ciency in economy and raises the productivity
as well, which �nally leads to the higher economic growth. On this perspective, Burgess & Pande, (2005) �nds that
remittance enhances the savings and loans for investment in �nancial institutions, which as a result, gives a
substantial impact on �nancial development. So, the remittance-�nancial development nexus has become a
noticeable topic for researchers as it covers various aspects of socio-economic development. Rapoport &
Docquier, (2006) describes about these different aspects of remittances brie�y in their study.

A few studies works on the association between remittances and �nancial development (Ang, 2008; Hsueh et al.,
2013; King & Levine, 1993; Liu & Hsu, 2006). Gupta et al., (2009) also report the positive relation between
remittance and �nancial development in Sub-Saharan Africa. Whereas Giuliano & Ruiz-Arranz, (2009) states that
remittance impacts growth and �nancial development using cross-country analysis. This result is supported by
the study by Aggarwal et al., (2011) for 109 developing countries; Chowdhury, (2011) for Bangladesh; Fromentin,
(2017, 2018) for Latin America and the Caribbean, as well as in developing countries; Bhattacharya et al., (2018)
for 57 highest remittance recipient countries; Williams, (2016) for 45 countries; Donou-Adonsou et al., (2020)for
top recipient countries of Sub-Saharan Africa. On the other hand, remittances enhance size and e�ciency of
�nancial sector in 94 non-OECD countries.

Oppositely, some economists observes an adverse relation between remittance and �nancial development.
Nyamongo et al., (2012) found that the volatility of remittances appears to harm the growth of African
economies. Remittances becomes a complement to �nancial development. Whereas remittances reduces credit
markets by dropping the credit demands (Calderon et al., 2008). The negative association between the
remittances and �nancial development has been witnessed by the study of Brown et al., (2013) and Coulibaly,
(2015) for Sub-Saharan Africa.

However, the linkage between remittance and �nancial development for top and bottom remittance-FDI receiving
regions, provides a great insight into the way of �nancial development path.

---------- Please insert Table 1 ---------- 



Page 6/32

Table 1
Literatures related to Remittance-Financial Development nexus

Study Sample Region Methodology Findings

Aggarwal et
al., (2011)

1975-
2007

109 developing
countries

GMM
regression

Across the developing countries, a positive
association exists between remittances
and �nancial development.

Ahamada &
Coulibaly,
(2011)

1980-
2008

70 developed and
developing
countries

Panel
smooth
transition
regression

(PSTR)
approach

An effective and e�cient Financial
development leads to better use of
remittances.

Bang et al.,
(2015)

1986-
2005

84 countries OLS and
2SLS

Remittance is used as the source of
development �nance.

Bhattacharya
et al., (2018)

1992-
2012

57 highest
remittances
receiving
developed and
developing
countries

Pooled OLS
and the
dynamic
system
GMM

A positive and signi�cant effect of
remittance found for �nancial
development.

Cherif &
Dreger,
(2016)

1990-
2007

The Middle East
and North African
(MENA) region

Fixed effects
model

Faster real economic integration is crucial
to improving �nancial development and
ultimately gives a higher GDP growth.

Combes &
Ebeke,
(2011)

1975-
2004

87 developed and
developing
countries

System
GMM and
Ordinary
Least
Squares
(OLS)

Insurance played by remittances a more
critical role in less �nancially developed
countries.

Cooray et al.,
(2016)

1970-
2012

103 developing
countries

Two-stage
least
squares
(2SLS) and
System
GMM.

Remittances help to promote long-run
economic growth and development.

Fromentin,
(2018)

1970-
2013

32 countries of
Latin

America and the
Caribbean

OLS, �xed
effects, and
dynamic
GMM
estimates

Higher remittances helps to expand and
deepen the �nancial sector and vice versa.

Giuliano &
Ruiz-Arranz,
(2009)

1975-
2002

100 developing
countries

OLS and
System
GMM

In less developed countries, remittances
enhances the economic growth by
providing a path of �nancial investment
and reduce the liquidity constraints.

Mundaca,
(2009)

1970-
2002

Latin America and
the Caribbean

GMM Easy and quick �nancial services lead to
more in�ow of remittances and enhance
the economic growth.
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Study Sample Region Methodology Findings

Nyamongo et
al., (2012)

1980-
2009

36 countries in
Africa

Fixed effects
and the
random-
effects
models, OLS

Remittances harm growth, but it enhances
�nancial development.

Sobiech,
(2015)

1960-
2010

5 countries as
small, 2 as oil-
producing, and 54
developing
countries.

GMM and
�xed effect
model

Remittances have adverse growth effects
in developing countries, while in least
advanced countries, it gives positive
impact.

2.2. FDI-Financial development nexus
According to the World Bank's data, FDI is also another great foreign �ows over the last few decades. It attracts
the considerable attention from the policymakers and researchers (Durusu-Ciftci et al., 2017). FDI can enhance
�nancial development by working as �nancial intermediation. This �nancial development helps any economy by
mobilizing savings, risk management, e�cient allocation of capital, etc., which can enhance the economic growth
of any nation (Alfaro et al., 2004; Durham, 2004; Hermes & Lensink, 2003). FDI also helps to bring the
advancement in technology and management, which brings economic growth and development (Alfaro et al.,
2010). A positive relation �nds between FDI and �nancial development by the study of Soumaré & Tchana
Tchana, (2015). Studies like, Saidi et al., (2018)stand for the same result for low income countries. Some other
empirical studies also get positive impacts of FDI on �nancial development (Balasubramanyam et al., 1996;
Borensztein et al., 1998; De Mello Jr, 1997; De Mello, 1999; Hansen & Rand, 2006).

Conversely, several studies report the negative impact of FDI (Aitken et al., 1997; Grilli & Milesi-Ferretti, 1995).
Harrison & Aitken, (1999) �nd that the net effect of FDI on productivity is relatively less. Similarly, Haddad &
Harrison, (1993) didn't �nd any positive impact of FDI on economic growth in their study, where they examined
the relationship between economic growth and FDI. Whereas Kosack & Tobin, (2006) found out that FDI is not
more effective than aid in funding development theoretically and empirically. Also, they added that FDI and aid
affect development differently. Hanif & Shariff, (2016) didn’t �nd any association between FDI and Financial
development in ASEAN countries. This result again supported by Bayar & Gavriletea, (2018) for Central and
Eastern European Union countries, Henri et al., (2019) for middle income countries.

However, most of the studies �nds that FDI works as a channel of �nancial development through economic
growth. Very few studies is available on the direct relationship between FDI and �nancial development. To �ll this
research gap, we want to analyse the impact of FDI on �nancial development for top and bottom remittance-FDI
receiving region.

---------- Please insert Table 2 ----------
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Table 2
Literatures related to FDI-Financial Development nexus

Alfaro et al.,
(2009)

1975-
1995

134 countries Simple OLS Countries with well-developed
�nancial markets positively
affected by FDI via total factor
productivity enhancement.

Bayar &
Gavriletea,
(2018)

1996-
2015

Central and
Eastern
European Union

Countries

Westerlund-Durbin-
Hausman (2008) and
Dumitrescu and Hurlin
(2012).

In the long run no association
exist between FDI and �nancial
development. But a one-way
causal relationship observes in the
short run.

Bhattacharya
et al., (2018)

1992-
2012

57 highest
remittances
receiving
developed and
developing
countries

Pooled Ordinary Least
Squares (POLS) and the
dynamic system
Generalized Method of
Moment (GMM)

FDI in�ows play a more signi�cant
role in in�uence the �nancial
development.

Raza &
Jawaid,
(2014)

2000-
2010

18 Asian
countries

ARDL bound testing
cointegration approach

Stock market capitalization has an
adverse impact on FDI, but it has
positive impact on economic
growth.

Henri et al.,
(2019)

1990-
2016

49 African
countries

Panel ARDL FDI positively impact the �nancial
development.

Tsagkanos et
al., (2019)

1988-
2014

Greece Markov Switching
regression approaches

FDI positively impacts stock
market development, not the
banking sector.

Otchere et al.,
(2016)

1996-
2009

African
countries

Granger causality tests FDI is an important factor of
�nancial development.

Hajilee &
Nasser,
(2015)

1980-
2010

Latin American
countries

ARDL and Granger
causality test

FDI affects positively the stock
market development.

2.3. Economic globalization-Financial development nexus
Nowadays, developing countries are well interconnected with other countries of the world, which con�rms the
presence of greater globalization. This concept is proven by the study of Mishkin, (2009), who found that
globalization promotes �nancial development by using institutional quality as a channel in developing countries.
Some of the studies that have been found who are trying to prove the Mishkin hypothesis. Studies like Kandil et
al., (2015); Muye & Muye, (2017); Shahbaz et al., (2018) con�rms that globalization with institutional quality can
promote �nancial development. But one study by Nasreen et al., (2020) �nds a negative impact of globalization.

---------- Please insert Table 3 ----------
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Table 3
Literatures related to Economic Globalization-�nancial development nexus

Baltagi
et al.,
(2009)

1980-
2003

Developing
and
industrialized
countries

GMM
estimation

Globalization can affect only the banking sector's
development.

Chinn &
Ito,
(2006)

1980-
2000

108 countries Regression
series

Financial globalization has a growth effect on the
equity market through institutional quality.

Law et
al.,
(2014)

1984-
2006

8 East Asian
Countries

FMOLS
and DOLS

Economic globalization positively impacted �nancial
development through the channel of institutional
quality. Globalization with institutional quality is more
effective in the stock market than in the banking
sector.

Pal &
Kumar
Mahalik,
(2020)

1984-
2016

15 European
and Central
Asian region
and 4 South
Asian regions

Panel
ARDL
model,
FMOLS,
and DOLS

Economic globalization with the channel of
institutional quality enhances �nancial development
in both developing regions.

Shahbaz
et al.,
(2017)

1971–
2013

India The ARDL
model

Overall globalization and its different forms (political,
social, and economic) affect �nancial development.

3. Theoretical Framework
The literature emphasized the relationship between remittance, FDI, and globalization with �nancial development
through Institutional quality. Over the three decades, it has become strong enough as globalization encouraged
institutional reforms that develop economic growth and development. Mishkin, (2009) proclaimed that
institutions are an essential channel behind successful �nancial development. Formulating sound institutions is
not an effortless task as it consumes lots of time, energy, and resources. Mishkin also added that no speci�c
formula is exist for the accurate mix of institutional characteristics. Good Institutional quality generates by
establishing and maintaining strong property rights, effective legal systems, and sound �nancial regulations. For
promoting �nancial development in developing economies good institutional quality is much needed. By
involving the lower economies in the global �nancial markets, the advanced countries can help them by giving the
required identical incentives for customizing the developing countries to prepare the lower economy to achieve
higher economic growth.

Mishkin theoretically contends that the role of �nancial development is vital because the Banking sector and
stock market can develop the economic productivity of a country's �nancial system. On the other hand,
Institutional quality strengthens the �nancial delivery system and advance the technology, reduces the cost of
information; and modify the institutional-quality reforms. Because of �nancial liberalization in developing
countries, it is expected that �nancial development can mobilize both savings and investment, which leads to
economic growth in developing market economies.

Few researchers have favoured, and some are contradicted with Mishkin's, (2009) �ndings. Rousseau & Sylla,
(2007) authenticate the theory of Mishkin by proving that globalization enhances the �ow of foreign capital,
which helps to reduce the borrowing costs and increase the direct investments opportunities into productive
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investment products. Demetriades & Law, (2006) also agreed with the �nding of Mishkin's theory, suggests that
trade openness in�uence the �nancial institutions, which leads to the growth of middle-income countries. But
developing countries with low institutions quality cannot utilize the advantages of trade openness and capital
in�ows, and as a result, growth becomes less.

4. Data Sources
This study focuses on narrowing the gap in the literature by analysing the comparative empirical effect of
remittance, FDI, economic globalization on �nancial development dynamics between two regions, namely: a top
remittance and FDI receiving developing region (European and Central Asian region) and low remittance and FDI
receiving developing region (Sub-Saharan African region). Additionally, this study also focuses on the impact of
economic globalization on these two developing regions for 1984-2020. These two regions include 44 countries,
wherefrom 15 countries are included on top remittances and FDI receiving developing region, and bottom
remittances and FDI receiving developing region are having 29 countries. Both regions were included to represent
the developing world better and examine the differences between the two regional groups. These speci�c
countries were chosen based on data availability, especially for the remittance and FDI, economic globalization,
and institutional quality variables.

We have taken Gygli et al., (2019) data, a newly published KOF economic globalization index dataset in the
International monetary fund. Institutional quality datasets were provided by the International Country Risk Guide
(ICRG), which allowed us to test the hypothesis. A total of three control variables added to the primary model have
been proposed in this study: Real GDP per capita, Consumer price index (In�ation), and Gross �xed capital
formation. All data are collected from the World Development Indicators and the International Monetary Fund.

---------- Please insert Table 4 ----------
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Table 4
De�nition and source of variables

Variables De�nition Units Source

FD Financial development index Index
value

International
monetary
fund

FI Financial institution index Index
value

International
monetary
fund

FM Financial market index Index
value

International
monetary
fund

LNREM Personal remittances received (% of GDP) Percentage
of GDP

World
Development
Indicators

LNFDI Foreign direct investment, net in�ows (% of GDP) Percentage
of GDP

World
Development
Indicators

LNEGLOB KOF Economic Globalization index Index
value

International
monetary
fund (Gygli
et al., 2019)

IQ An institutional quality index (combining all the variables like
Government Stability, Socioeconomic Conditions, Investment
Pro�le, Internal Con�ict, External Con�ict, Corruption, Military in
Politics, Religious Tensions, Law and Order, Ethnic Tensions,
Democratic Accountability, Bureaucracy Quality and make one
index term by PCA)

Index
value

International
Country Risk
Guide

LNGDP GDP per capita Per capita
as per
constant
2010 US$

World
Development
Indicators

INF In�ation (GDP de�ator) Annual
percentage

World
Development
Indicators

LNGFCF Gross �xed capital formation Percentage
of GDP

International
monetary
fund

5. Methodology
The purpose of estimating plan of action is to explain the relationship between �nancial development, and
remittance, FDI as well as economic globalization through some control variables, like, institutional quality,
economic growth, in�ation, and domestic investment (Gross �xed capital formation), by employing an empirical
model that enables the possibility of testing the hypothesis of this study. The general forms of �nancial
development, �nancial institution, and �nancial market with the presence of economic globalization backed by
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institutional quality with other control variables for developing countries are constructed based on our previous
discussion, as follows:

MODEL 1A

FDit = α0 + α1 LNREMit + α2 LNFDIit + α3 IQit + α4 LNGDPit + α5 INFit + α6 LNGFCFit + µit

MODEL 1B

FDit = α0 + α1 LNEGLOBit + α2 INSQit + α3 LNGDPit + α4 INFit + α5 LNGFCFit + µit

MODEL 2A

FIit = α0 + α1 LNREMit + α2 LNFDIit + α3 IQit + α4 LNGDPit + α5 INFit + α6 LNGFCFit + µit

MODEL 2B

FIit = α0 + α1 LNEGLOBit + α2 INSQit + α3 LNGDPit + α4 INFit + α5 LNGFCFit + µit

MODEL 3A

FMit = α0 + α1 LNREMit + α2 LNFDIit + α3 IQit + α4 LNGDPit + α5 INFit + α6 LNGFCFit + µit

MODEL 3B

FMit = α0 + α1 LNEGLOBit + α2 INSQit + α3 LNGDPit + α4 INFit + α5 LNGFCFit + µit

Where dependent variables of these equations are FDit, FIit, and FMit, which represent the �nancial development
index, �nancial institution index, and �nancial market index, respectively. Independent variables are REMit, and
FDIit represents the remittance received and FDI in�ows. LNEGLOBit represents KOF economic globalization index.
Lastly, other control variables are INSQit, LNGDPit, INFit, and GFCFit represent an institutional quality index, gross
domestic product per capita, in�ation, and gross �xed capital formation. µit represents an independent and
identical error term.

In literature, different estimators are available to estimate vectoring Co-integration panel data, including with and
between groups such as Ordinary least square (OLS), fully modi�ed OLS (FMOLS) estimators, and dynamic OLS
(DOLS) estimators, etc. This study uses two methods, FMOLS and DOLS to estimate the long-term relationship
between the variables. These two methods allow the null hypothesis to test a strong relationship between
�nancial development, �nancial institution, and market, Remittance and FDI, Economic globalization, Institutional
quality, GDP per capita, In�ation, and Gross �xed capital formation for the two regions developing countries.

To test the null hypothesis between-dimension estimators are constructed as H0: βi = β0 for all i against the
alternative H1: βi ≠ β0, so that the values for βi are not constrained to be the same under the alternative
hypothesis. Considering the following cointegrated system for a panel of i =1… N members we get

Yit = αi + βxit + uit for i =1… N and t = 1…T (9)
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xit = xit−1 + eit (10)

Where Yit is a matrix (1 ⨯ 1), αi is the individual �xed effect, β is a vector of slopes (k ⨯ 1) dimension, xit is a
vector (k ⨯ 1) dimension.

Zit = (Yit, xit) /  I (1) Ξit = (uit, eit) /  I (0)

In this paper, we consider the FMOLS methodology developed by (Kao & Chiang, 2001). These estimators help to
calculate the long run cointegration vector for non-stationary panels. They both are asymptotically normal for
examining the limited distribution. The FMOLS is more modi�ed as it corrected the errors of endogeneity and
serial correlation to the OLS estimator, and it is de�ned as:

    FM =   (11)

    is the transformed variable of Yit to correct the endogeneity errors, where ,

and  is the serial correlation error term, where .

The error of serial correlation and endogeneity can be removed by using the DOLS estimator, developed by (Stock
& Watson, 1993) estimator. The DOLS estimator is obtained from the following equation:

Yit = αi + βxit +

    is the coe�cient of a lead or lag of the �rst differenced explanatory variables. The estimated coe�cient of
DOLS is given from the following equation:

    DOLS = 

Where  is 2(q+1) vectors of regressors.

6. Result And Discussion
In this section, we discuss the empirical results and discussion. Firstly, we estimate the stationary property of the
variables using both �rst and second-generation panel unit root tests. Under the �rst generation panel unit root
test, we uses IPS (Im et al., 2003) which performs both at levels and �rst differences of each variable. The unit
root results are mixed order of integration with I (0) and I (1).

---------- Please insert Table 5 ----------
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it = Yit − Ω̂EMΩ̂−1
E Δxit)

Δ̂
*

EM (Δ̂
*

EM = Δ̂EM − Δ̂EΩ̂EMΩ̂−1
E )

∑
j=q2

j= q1
CijΔxi,t−j + Vit

Cij

β̂ [∑N
i=1 ∑

T
i=1 qitqit/]

−1

[∑N
i=1 ∑

T
i=1 qitŶ
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Table 5
Conventional Unit-root test (Im–Pesaran–Shin unit root test)

Variables Europe And Central Asian Region Sub-Saharan African Region

Level Inference Level First Difference Inference

FD -1.60*** I(0) -5.50*   I(0)

FI -2.80* I(0) -2.22**   I(0)

FM -4.02* I(0) 1.77547 -1.89** I(1)

LNEGLOB -4.05* I(0) -3.45*   I(0)

LNREM -1.62*** I(0) -2.68*   I(0)

LNFDI -2.24** I(0) -6.30*   I(0)

IQ -3.16* I(0) -7.09*   I(0)

LNGDP -1.68** I(0) -7.08*   I(0)

INF -5.60* I(0) -6.93*   I(0)

LNGFCF -2.02** I(0) -3.65*   I(0)

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.

The drawback of the IPS panel unit root is that it does not consider cross-sectional dependence and heterogeneity
issues of the �rst-order autoregressive parameters across the cross-countries from the panels. To modify this
issue, we again check the unit root test of the variables by applying cross-sectional IPS (CIPS) (Pesaran, 2007).

---------- Please insert Table 6 ----------
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Table 6
Second-generation Unit-root test (Cross-sectional Im–Pesaran–Shin unit root test)

Variables Europe And Central Asian Region Sub-Saharan African Region

Level First Difference Level First Difference

Constant Constant
and
Trend

Constant Constant
and
Trend

Constant Constant
and
Trend

Constant Constant
and
Trend

FD -3.28* -3.14* -5.63* -5.77* -2.36* -2.39 -5.58* -5.76*

FI -3.35* -3.19* -5.64* -5.82* -2.23* -2.48 -5.51* -5.64*

FM -2.39 -2.57 -5.37* -5.37* -1.62 -1.65 -4.02* -4.43*

LNEGLOB -3.12* -3.13* -5.20* -5.09* -2.23* -2.42* -5.50* -5.64*

LNREM -2.57* -3.37* -5.24* -5.36* -2.19* -3.15* -5.32* -5.44*

LNFDI -3.59* -3.75* -5.55* -5.60* -3.55* -3.87* -5.81* -5.95*

IQ -2.26** -3.23* -5.05* -4.86* -3.28* -3.26* -5.49* -5.50*

LNGDP -2.02 -2.68*** -5.06* -5.02* -2.69* -2.99* -5.33* -5.45*

INF -4.39* -4.34* -5.69* -5.78* -5.48* -5.55* -6.06* -6.23*

LNGFCF 2.57* -2.93* -4.98* -4.97* -2.69* -3.40* -5.43* -5.44*

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.

We con�rm heterogeneity and spatial effect across the panel of 44 developing countries by using the cross-
sectional dependency and slope homogeneity test (Table 7). We have checked the cross-sectional dependence
issue among the variables by using three different CD approaches, namely Pesaran CD, Pesaran scaled LM,
Breusch-Pagan LM tests. The null hypothesis (H0) of no cross-sectional independence between countries is not
accepted in all the tests. It displays that shock in one country will affect the other country also. Because of this
cause, the traditional unit root test becomes invalid for the assumption of cross-sectional independence.
Therefore the present study applies cross-sectional augmented IPS (CIPS) tests developed by Pesaran, (2007) to
overcome this problem. The CIPS test applies under the assumption that variables are cross-sectional dependent.
Finally, our unit root test result show that all the variables have unit roots mainly at constant and trend. The panel
unit root test concludes that the variables are non-stationary at level, which signals the panel cointegration test.
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Table 7
Cross-sectional dependence test

  Europe and Central Asian Region Sub-Saharan African Region

MODEL 1A: FD = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 767.63* 2697.40*

Pesaran scaled LM 45.72* 80.41*

Pesaran CD 13.27* 11.26*

MODEL 1B: FD = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 755.82* 2746.06*

Pesaran scaled LM 44.91* 82.12*

Pesaran CD 8.76* 11.88*

MODEL 2A: FI = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 823.71* 2800.45*

Pesaran scaled LM 49.59* 84.02*

Pesaran CD 9.91* 7.06*

MODEL 2B: FI = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 847.76* 2791.21*

Pesaran scaled LM 51.25* 83.70*

Pesaran CD 7.38* 6.99*

MODEL 3A: FM = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 709.15* 3061.03*

Pesaran scaled LM 41.69* 93.17*

Pesaran CD 10.27* 23.64*

MODEL 3B: FM = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Breusch-Pagan LM 790.78* 3848.70*

Pesaran scaled LM 47.32* 120.81*

Pesaran CD 12.06* 23.67*

Note: * is signi�cant at 1% level.

---------- Please insert Table 7 ----------

Next, we test whether there is cointegration between the variables by using (Pedroni, 2004) and Westerlund,
(2012) panel cointegration tests for both regions. The results obtained from the cointegration test conclude a
long-run relationship between �nancial development with remittance, FDI, and economic globalization.
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---------- Please insert Table 8 ----------
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Table 8
Pedroni and Westerlund panel cointegration test

  Pedroni panel cointegration Westerlund panel cointegration

  Europe and Central
Asian Region

South Asian
Region

  Europe and Central
Asian Region

South Asian
Region

MODEL 1A: FD = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

3.74* -2.28 Gt -2.49* -2.51*

Panel rho-
Statistic

7.16 10.45 Ga -6.16* -10.72*

Panel PP-
Statistic

-4.12* -10.20* Pt -8.29* -10.62*

Panel ADF-
Statistic

6.56 11.04 Pa -5.34* -8.01

Group rho-
Statistic

8.61 11.74  

Group PP-
Statistic

-11.38* -74.95*

Group ADF-
Statistic

-6.70* -10.34*

MODEL 1B: FD = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

0.74 -6.43 Gt -3.15* -2.33*

Panel rho-
Statistic

5.79 6.17 Ga -5.32* -9.74*

Panel PP-
Statistic

-10.06* -4.09* Pt -10.18* -8.97*

Panel ADF-
Statistic

7.16 -2.60* Pa -5.19 -5.81

Group rho-
Statistic

7.38 10.28  

Group PP-
Statistic

-16.77* -15.24*

Group ADF-
Statistic

-23.71* -70.60*

MODEL 2A: FI = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

10.37* -3.39 Gt -2.16 -2.61*

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.
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  Pedroni panel cointegration Westerlund panel cointegration

Panel rho-
Statistic

7.63 8.47 Ga -4.36* -11.77*

Panel PP-
Statistic

-6.52* -1.90* Pt -8.39* -11.27*

Panel ADF-
Statistic

7.27 8.03 Pa -4.13* -8.05

Group rho-
Statistic

8.85 9.75  

Group PP-
Statistic

-21.93* -113.87*

Group ADF-
Statistic

4.34 -44.44*

MODEL 2B: FI = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

7.88* 8.50* Gt -2.95* -2.29*

Panel rho-
Statistic

6.82 9.27 Ga -4.57* -9.68*

Panel PP-
Statistic

-5.86* -0.86 Pt -9.67* -9.61*

Panel ADF-
Statistic

10.43 -2.14** Pa -3.32* -6.59*

Group rho-
Statistic

7.82 11.17  

Group PP-
Statistic

-37.40* -144.17*

Group ADF-
Statistic

2.62 -39.67*

MODEL 3A: FM = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

-5.21 -4.47 Gt -2.60 -1.41*

Panel rho-
Statistic

7.20 7.89 Ga -7.08* -1.50*

Panel PP-
Statistic

-9.03* -15.84* Pt -9.61* -6.20*

Panel ADF-
Statistic

-3.63* -1.32*** Pa -6.53* -1.25*

Group rho-
Statistic

8.37 9.30  

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.
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  Pedroni panel cointegration Westerlund panel cointegration

Group PP-
Statistic

-8.99* -166.01*

Group ADF-
Statistic

-18.54* -4.45*

MODEL 3B: FM = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

Panel v-
Statistic

8.10* 3.32* Gt -2.55* -1.83*

Panel rho-
Statistic

6.22 7.17 Ga -4.96 -10.35*

Panel PP-
Statistic

-24.92* -3.78* Pt -9.78* -9.87*

Panel ADF-
Statistic

3.31 1.07 Pa -5.74* -9.53*

Group rho-
Statistic

7.65 9.81  

Group PP-
Statistic

-38.62* -32.27*

Group ADF-
Statistic

-16.55* -39.32*

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.
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Table 9
A. Fully modi�ed ordinary least square (FMOLS) and Dynamic least squares (DOLS)

Variables Europe And Central Asian Region Sub-Saharan African Region

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

MODEL 1A: FD = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

LNREM 0.026* 0.003* 0.000* 0.000*

LNFDI 0.001* 0.005* 0.000* 4.98E-05*

IQ 0.019* 0.022* -0.000* -0.001*

LNGDP 0.001* 0.083* 0.007* 0.012*

INF -0.000* -3.42E-05* 1.49E-06* 7.06E-06*

LNGFCF 0.006* 0.003* 0.000* 0.000*

MODEL 1B: FD = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

LNEGLOB 0.127* 0.005* 0.006* 0.005*

IQ 0.010* 0.022* 0.002* 0.000*

LNGDP 0.103* 0.042* 0.000* 0.028*

INF -0.000* -3.28E-05* -2.36E-05* -3.99E-06*

LNGFCF 0.004* 0.003* 0.000* 0.000*

Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.

Finally, we have done the fully modi�ed OLS and dynamic OLS to �nd the variables' long-run relationship
empirically. Table 9A illustrates the determinants of �nancial development by examining the impact of
remittance, FDI, and economic globalization and by taking institutional quality, GDP per capita, in�ation, and
domestic investment as the additional control variables (Model 1A). Results show that remittance is positively
affecting �nancial development in both the region (Aggarwal et al., 2011; Coulibaly, 2015), but the coe�cient of
remittances is higher in the ECA region (Basnet et al., 2021) than the Sub Saharan Africa region (Bolarinwa &
Akinbobola, 2021). This result is evident, as the ECA region is the top remittance-receiving region and the SSA
region is the bottom one. Oppositely, the same result we are getting in the case of FDI, where the coe�cient is
also high in the top FDI receiving region than the bottom one. This positive impact of FDI is also getting by some
studies like Ang, (2009) and Majeed et al., (2021). Institutional quality is behaving like a channel of remittance
and FDI in�ows as they positively impact �nancial development in both regions, which is supported the
hypothesis of Mishkin, (2009). Economic growth (De Gregorio & Guidotti, 1995) and government investment
(Nazlioglu et al., 2009) positively and signi�cantly impact �nancial development. Domestic investment can
increase the per capita income, which automatically enhances the purchasing power and demand of the
consumers. Whereas capital accumulation also enhances the productions and productivity as capital �ows will
increase, which leads to higher economic growth and better �nancial development. On the other hand, in�ation is
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negatively impacting �nancial development in ECA region but positively impacting in SSA region. Lower In�ation
enhances employment as consumers having more purchasing power which increases the economic bene�t and
growth.

This result is the same for the economic globalization-�nancial development nexus (Model 1B). Economic
globalization positively affects both regions (Pal & Kumar Mahalik, 2020); the coe�cient is also higher in the ECA
region than in the SSA region. These �ndings are also supported by Chen & Emile, (2013); Law et al., (2014); Muye
& Muye, (2017); Shahbaz et al., (2018). The higher coe�cient in top remittance and FDI receiving region is
happening because of the heterogeneous growth of economic globalization. Participation of the foreign �rms
with a channel of developed institutional quality can enhance the competitive nature among the �nancial
institution and market, which leads to a constant improvement of growth and development.

---------- Please insert Table 9A ----------

The result of Model 2A indicated a long-run relationship between the �nancial institution and remittance, FDI with
other control variables (Table 8B). It shows a positive and signi�cant relation between remittance and �nancial
institutions for both the region (Ikpesu et al., 2020), but FDI is positively affecting the SSA region and negatively
affecting the ECA region. However, the coe�cient of remittance is higher in the ECA region than SSA region. The
result signi�es that both regions are interested in investing their remittance amount into the banking sector for
their investment purpose. At the same time, FDI is helping as an essential catalyst in the SSA region by
stimulating domestic investment, exchange rate stability, and enhancing competition. But it does not work well in
the case of the ECA region. Institutional quality is a fantastic channel of remittance as it behaves the same with
remittances, agreed with Mishkin, (2009). As a result, remittance with improved institutional quality can �ourish
the region's banking sector more e�ciently and effectively.

The association between the �nancial institution and economic globalization is represented in Model 2B. The
results show an adverse effect of economic globalization on �nancial development in the ECA region, but it has a
positive effect in the SSA region, which is consistent with the study of Pal & Kumar Mahalik, (2020). The top
remittance-receiving region needs to focus critically on the adverse effect of economic globalization with a
negative institutional quality. Our analysis con�rms that the degradation of �nancial regulatory is one of the main
reasons for damaging economic globalization. Both the regions also facing higher in�ation rates that mean they
will affect by lower bank credit multiplier. This may be another reason for the adverse relation between
globalization and banking sector development. Domestic investment is lesser in the ECA region as their
government is more concerned about other developmental works rather than globalization-related issues. In
summary, we can suggest that the ECA region should follow some monetary and �scal policy by which they can
reduce the in�ation rate, enhance domestic investment and make a sound �nancial regulatory framework, which
combinedly gives the positive impact of economic globalization on the banking sector development.

---------- Please insert Table 9B ----------

Table 9B.  Fully modi�ed ordinary least square (FMOLS) and Dynamic least squares (DOLS)
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Variables Europe And Central Asian Region Sub-Saharan African Region

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

MODEL 2A: FI = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

LNREM 0.141* 0.029* 0.052* 0.032*

LNFDI -0.040* -0.003* 0.010* 0.009*

IQ 0.170* 0.016* 0.006* 0.005*

LNGDP 0.093* 0.087* 0.097* 0.063*

INF -6.54E-05* -0.000* -0.000* -1.59E-05*

LNGFCF -0.010* -0.000* -0.006* -0.004*

MODEL 2B: FI = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

LNEGLOB -1.120* -0.130* 0.078* 0.154*

IQ -0.252* -0.021* 0.050* 0.013*

LNGDP 0.390* 0.016* 0.037* 0.056*

INF 3.103* 3.67E-05* 0.064* 1.13E-05*

LNGFCF -2.927* -0.002* 0.041* 0.008*
Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.

The long-run results of remittance and FDI-�nancial market nexus are described in Table 9C. The result shows a
negative association in the ECA region and positive in the bottom remittance and FDI receiving region. But
interestingly, it is entirely opposite in the case of FDI. However, foreign migrants prefer to invest their remittance in
the stock market in the SSA region, which leads to positive growth of stock market development in this region.
Here, institutional quality also behaves perfect channel of remittances as they are affected by the �nancial
market with the same impact. SSA region is bene�tted from high economic globalization, improved institutional
quality, negative in�ation rate, and positive economic growth. The bottom remittance-FDI receiving region only
needs to focus critically on domestic investment, which helps to enhance �nancial market development by
improving productivity and growth.

Model 3B shows the relationship between economic globalization and �nancial market development for the top
and bottom remittance-receiving regions. Economic globalization and institutional quality positively impact the
�nancial market in the ECA region, but it is adversely impacting the SSA region. Result proof that the top region is
getting advantage from economic globalization, institutional quality, economic growth, domestic investment, and
in�ation rate to enhance the stock market development. Positive economic globalization helps the top region
enhance relations with other economies to make a larger competitive market. This leads to a growing stock
market, where foreign investors will more interest in investing their money for an attractive rate of return. However,
the bottom remittance-receiving region is not bene�tted from globalization and institutional quality. The high
in�ation rate may also be another reason for not getting bene�ts from economic globalization, as a high in�ation
rate can reduce employment and capital �ows, which decreases growth and development in the bottom region.
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Therefore, a relatively well-developed stock market helps attract foreign investors; in that case, the bottom region
needs to apply some new and updated policies that can enhance the stock market's growth than the other
regions.

---------- Please insert Table 9C ----------

Table 9C.  Fully modi�ed ordinary least square (FMOLS) and Dynamic least squares (DOLS)

Variables Europe And Central Asian Region Sub-Saharan African Region

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

Fully Modi�ed Ordinary
Least Square (FMOLS)

Dynamic Ordinary
Least Square
(DOLS)

MODEL 3A: FM = f(LNREM, LNFDI, IQ, LNGDP, INF, LNGFCF)

LNREM -0.087* -0.004* 0.044* 0.023*

LNFDI 0.006* 0.000* -0.000* -0.004*

IQ -0.004* -0.027* 0.000* 0.004*

LNGDP 0.015* 0.017* 0.001* 0.017*

INF 0.005* 1.78E-05* -3.99E-05* -0.000***

LNGFCF 0.029* 0.001* -0.000* -0.001*

MODEL 3B: FM = f(LNEGLOB, IQ, LNGDP, INF, LNGFCF)

LNEGLOB 0.140* 0.007** -0.000* -0.014*

IQ 0.011* 0.015* -9.03E-05* -0.000*

LNGDP 0.027* -0.006* 0.001* 0.004*

INF 0.000* 8.97E-06* 1.17E-05* 9.48E-06*

LNGFCF 0.004* 0.000* 0.000* 0.000*
Note: *, **, *** are signi�cant at 1%, 5% and 10% level respectively.

7. Conclusion
This paper investigates the relationship between �nancial development and remittance, FDI as well as economic
globalization with some control variables, like, institutions quality, economic growth, in�ation, and domestic
investment, using data of European and Central Asian developing regions (15 countries) and Sub Saharan
African developing region (29 countries) throughout the year of 1984-2020. As the concept of �nancial
development is vast, we use various indicators that describe the various dimensions of �nancial institutions and
markets; depth, access, and e�ciency (Svirydzenka, 2016). We are also using a recently developed index value of
economic globalization index that has been developed by Gygli et al., (2019). Based on this data set, we are
estimating a comparison of the impact of remittance, FDI, and economic globalization with institutional quality
and economic growth on �nancial development dynamics between the top and bottom remittance, FDI receiving
region.



Page 25/32

Our study employs the FMOLS and DOLS approaches for estimation. We �nd that economic globalization
positively impacts �nancial development for both the region if the institutional quality is at a satisfactory level. It
shows that institutional quality is a pillar for growing globalization across the globe. This concept satis�es the
Mishkin, (2009) hypothesis. The long-run partial elasticity of �nancial development with respect to change in
remittance, FDI, and economic globalization is positive for both panel regions. In the ECA region, FDI and
economic globalization are harmful to the banking sector, which is positive for the SSA region. In the case of
remittance, the ECA region has a positive effect on the banking sector but adversely affects the stock market.
Though the SSA region receives only a tiny portion of the total recorded remittances to developing countries, but
the paper �nds that remittances positively impact �nancial development. This remittance amount reduces the
budget constraints of migrant’s households and gives a chance for the small savers to gain from the �nancial
sector in the SSA region. FDI and economic globalization harms the stock market but positively impacted the
banking sector in the SSA region. Based on the political economy argument, FDI in�ows encourage the country's
political policies by adopt new and modi�ed market-friendly regulations, especially shielding investors from the
risk and upgraded governance regulations, to promote the stock market development.

On the other hand, the well-structured stock market of emerging economies in�uences foreign investors. It is also
happening in the developed economies more than the developing economies. Empirical evidence of this study
illustrates that the increase in GDP per capita also boosts the �nancial development for both the region. The
impact of other control variables and �nancial development produced mixed evidence.

The empirical results suggest some important future policy implications for the economic globalization and
�nancial development. Our analysis suggests that globalization helps at the time of �nancial crisis by providing
the sources of capital in developing countries. From a policy perspective, all developing countries should utilize
the domestic �nancial sources more than the foreign capital �ows and trade coming from outside the world. For
that domestic �nancial system needs to be strong. To strengthen the domestic �nancial system, both regions
need to implement an e�cient supervisory and regulatory framework that diminishes the �nancial stability risks.
On this note, macroeconomic policies such as monetary and �scal policy, and exchange rate can play a major
role in handling the �nancial risks of globalization. Suitable micro-prudential policies also use to elevate the
durability. Strong international policy cooperation and cross-border supervision are mostly needed to alleviate the
stability risks of foreign capital �ows.

Further, developing institutional quality, mainly the rule of law, government effectiveness, and property rights, may
stimulate the development of domestic markets than foreign markets. Success in terms of institutional quality
and the quality of �nancial development will enable Sub-Saharan Africa economies to achieve a higher growth
rate in the long run. Also, the point to be highlighted regarding remittance and FDI is that new policies need to
implement for attract more investors by market-friendly banking and stock market regulations; mechanisms to
improve governance and protect investors from the risk. As a result, countries can maximize the bene�ts of the
spill over effects of international capital �ows.

Appendix
High remittance and FDI receiving region, i.e., European and Central Asian region (15 Countries): Albania, Armenia,
Azerbaijan, Belarus, Bulgaria, Croatia, Hungary, Kazakhstan, Moldova, Poland, Romania, Russian Federation,
Serbia, Turkey, and Ukraine 
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Low remittance and FDI receiving region, i.e., Sub-Saharan African region (29 countries): Angola, Botswana,
Burkina Faso, Cameroon, Congo, the Democratic Republic of the Congo, Côte d'Ivoire, Ethiopia, Gabon, Gambia,
Ghana, Guinea, Guinea-Bissau, Kenya, Liberia, Madagascar, Malawi, Mali, Mozambique, Namibia, Niger, Nigeria,
Senegal, Sierra Leone, South Africa, Tanzania, Togo, Uganda, and Zambia.
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Figure 2

Personal remittances, received (current US$)  

Data source: World Development Indicators

Figure 3

Foreign direct investment, net in�ows (Current US$) 

Data source: World Development Indicators      


