
Th

De

 

Receive

doi:10.5

 

Abstra

The pur
investm
lack of
sub-Sah
ranging

For sim
banking
examin
regressi
of both
foreign 

he Relat

evelopm

ed: Novemb

5296/ijrd.v3

ct 

rpose of th
ment and fin
f adequate 
haran count
g from 1991

mplicity, the
g and stock
e the caus
ion model (
h the Grang

direct inves

tionship

ment: T

Aklu

ber 20, 2015

3i1.8592   

is paper is 
nancial mark

and reliabl
tries that hav
 to 2013.  

e financial m
k market de
sal relation
(2SLS) is ru
ger causali
stment (FD

p betwe

The Cas

uli Gebrehiw

Alliant Int

U

N

Alliant Int

U

M

Alliant Int

U

5 Accepted:

 URL: http

to investig
ket develop
le financial
ve full and 

market deve
evelopment 
nship betwe
un to ensur
ty test and
I) and finan

Int

64 

een FD

se of th

Region

wot (Corresp

ternational 

United State

 

Naser Esfaha

ternational 

United State

 

Mustafa Sayi

ternational 

United State

: December 

p://dx.doi.o

ate the long
pment in the
l market d
reliable dat

elopment in
indicators.

een the tw
re consisten
d 2SLS pan
ncial market

ternational J

DI and F

he Sub-

n 

ponding Au

University

es 

ani 

University

es 

im 

University

es 

15, 2015  

org/10.5296/

g-run relati
e sub-Sahar

data for all 
ta sources a

ndicators ar
 We apply

wo variable
ncy in the fi
nel regressi
t developme

Journal of R

Financi

Sahara

uthor) 

Published: 

/ijrd.v3i1.85

onship betw
ran African 

countries, 
re used. Ou

re divided in
the Grang

s. Then, th
indings.  B
ion, the rel
ent is found

Regional Dev
ISSN 2

2016, Vol. 

ial Mar

an Afric

January 23

592 

ween foreig
n region. Du

the data o
ur study cov

nto two cat
ger causality
the two-ste
Based on the
lationship b

d to be inclu

velopment 
2373-9851 

3, No. 1 

rket 

can 

3, 2016 

gn direct 
ue to the 
of eight 
vers data 

tegories: 
y test to 
p panel 
e results 
between 

usive. 



Keywo
causalit

1. Intro

It is n
investm
growth.
market 
various 
increase
impact 
reasona
focus o
relation
signific

Desai e
host co
develop
market 
positive
research
develop
perform
financia
of issue

The nat
clearly 
Despite
relation
develop
stock m
Nasser 
shows a
and a bi

The fin
investm
relation
long-ter
within 1
indicato
percent
is found

rds: Foreig
ty test, 2SLS

oduction 

not uncomm
ments and f
. The focus
developmen
economies

ed globally,
of foreign

able number
of much of 
nship betwe
cant.  

et al (2006) 
untry’s fina

pment by in
integration

e and signif
h papers h
ped. Theref
mance of FD
al markets o
es related to

ture and qu
indicates th

e these prob
nship betwe
ping countri
market and 

and Soydem
a unidirectio
i-directiona

ndings of 
ments and f
nship betwe
rm relations
1% to 10% 
ors. Taking
age of GDP
d to have a

gn direct inv
S regression

mon to fin
financial m
s has been i
nt, unilatera

s became co
y, scholars a
n investmen
r of studies
the studies

een foreign

and Henry
ancial mark
ncreasing t

n. Another s
ficant corre

has been on
fore, the f

DI and finan
of developin

o the availab

uality of da
he lack of su
blems, we 
een foreign
ies. Adam a
find a long
mir (2010) 
onal relatio

al relationsh

this resear
financial m
een foreign 
ship betwee
confidence
 stock mar
P is the only
a long-term

vestment (F
n model 

nd econom
market deve
in unveiling
ally or in co
omplex and 
and stakeho
nt on finan
s on both fo
s has been 
n direct in

y (2000) exa
ket, and find
he availabi
study by A

elation betw
n develope
findings of
ncial marke
ng countries
bility and re

ata affects t
ufficient and
find few st

n direct in
and Tweneb
g-term relati

on the fina
nship betwe

hip between 

rch paper 
market deve

direct inve
en foreign d
e intervals. B
rket develo
y variable f

m relationsh

Int

65 

FDI), financ

mic literatur
elopment as
g the role o
ombination,
dynamic an

olders have 
ncial mark
oreign direc
on develop

nvestments 

amine the i
ds that fore
ility of fun

Alfaro et al 
ween FDI a
ed countrie
f these stu
ets in develo
s are not fu

eliability of 

the outcom
d reliable d
tudies in th

nvestments 
boah (2009) 
ionship betw
ancial mark
een FDI an
FDI and sto

indicate th
elopment is
estment inf
direct inves
Both credit 

opment indi
from the sto
hip with for

ternational J

cial market 

re that do
s contribut

of foreign d
 to growth. 
nd the need
increased t

ets, and vi
ct investme

ped econom
and financ

impact of fo
eign investm
nds in the m

(2004) also
nd financia
s where th

udies may 
oping count

ully develop
data for ma

me of a rese
ata for deve
he financia

and finan
examine th

ween the v
ket of fourt
nd banking s
ock market 

he relation
s inclusive.
flows and 
stment inflo
and liability

icators, stoc
ock market 
reign direct

Journal of R

developmen

cuments b
ing to a c

direct invest
As the fina

d for foreign
their efforts
ice-versa. W
nts and fin

mies. The fin
cial market

oreign direc
ment impac
market and 
o indicates 

al markets. 
heir financi

not fully 
tries and em
ed. There h

any countrie

earch paper.
eloping and
l literature 

ncial marke
he effects of
ariables. An
een Latin A
sector devel
developme

nship betwe
 While the
credit, ther

ows and priv
y are bank s
ck market 
developmen
t investmen

Regional Dev
ISSN 2

2016, Vol. 

nt (FMD), 

both foreign
country’s ec
tment and f
ancial marke
n direct inve
s to investi
While ther

nancial mark
ndings indi
ts is posit

ct investme
cts financial
d bringing f

the existen
The focus 

ial market 
reflect the

merging mar
have been a 
es.  

. Arize et a
d emerging m

which exp
et developm
f FDI on th
nother stud
American c
lopment ind

ent indicator

een foreign
ere is a lo
re is no sig
vate sector 
sector deve
capitalizati
nt indicator
nt inflows a

velopment 
2373-9851 

3, No. 1 

Granger 

n direct 
conomic 
financial 
et across 
estments 
igate the 
re are a 
kets, the 
icate the 
tive and 

nts on a 
l market 
financial 
nce of a 
of most 
is fully 

e actual 
rkets, as 
number 

al (2003) 
markets. 
plain the 
ment in 
e Ghana 

dy by Al 
countries 
dicators, 
rs. 

n direct 
ong-term 
gnificant 
liability 
lopment 
ion as a 
rs which 
at a 5% 



confide
insignif
findings
inflows

This re
reviews
causalit
respecti
Section

2. Revi

In man
Financi
econom
between
the cau
(2000) 
banking
availabi
banking
well-fur
and red

In other
econom
which 
investm
regulati
markets

Rigorou
direct in
this imp
reducin
declines
spillove
investm
market 
foreign 
market.
investm

In anot
investm

ence level. A
ficant in aff
s of this res

s and financ

search pape
s; Section I
ty tests are 
ive results;

n IV.  

ew of the L

ny pieces o
ial Market D

mic growth. 
n the variab

usal relation
investigate

g sector dev
ility of fun
g sector de
rnished stoc

duces the co

r studies, K
my analysis t

is relatively
ment weaken
ions of the d
s.  

us studies h
nvestment a
pact, Herme

ng the cost o
s with the i
er from for

ment ensure
is well deve
direct inv

 Similarly, 
ment and gro

ther study,
ment on gro

All other var
fecting the f
search paper
ial market d

er contains 
III addresse
incorporate
 and finall

Literature 

of literatur
Developme
What is no

bles. There 
nship betwe
e the impac
velopment. T
nds in the 
evelopment
ck market in
st of capital

Kholdy and 
to investiga
y dominate
ns the powe
domestic m

have been 
and financi
es and Lens
of innovatio
increase of 
reign firms 
s the spillo
eloped to at
estment on
Alfaro et 

owth using b

 Omran a
owth using 

riables of th
flow of fore
r suggest th
developmen

the follow
es the data 
ed in this se
ly, the con

re, the rela
ent has wide
ot widely e
are quite a
en these va
ct of FDI 
They find th
market and
t. In the s
n the host c
l in the finan

Sohrabian 
ate the impa
ed by a few
er of elites 

market, whic

undertaken
al market d
ink (2003) 
on in the ho
foreign dir
to local fi

over of tech
ttract foreig

n growth re
al (2004) f
banking sec

nd Bolbol 
Pooled OL

Int

66 

he financial
eign direct i
hat the relati
nt is inclusiv

wing section
and method

ection);Secti
nclusion an

ationship b
ely been di
explained is
a few pieces
ariables. For
flows on t
hat foreign 
d thereby e
same study
country attra
ncial marke

(2008) and
act of foreig
w monolith
in the mark

ch in turn co

n to underst
developmen
investigate 

ost country.
rect investm
irms. The s
hnology tra

gn investmen
emains posi
finds a pos
ctor and stoc

(2003) in
LS on seve

ternational J

 market dev
nvestments
ionship betw
ve. 

ns: Section 
dology used
ion IV show

nd recomme

etween Fo
iscussed in 
s the direct 
s of financi
r example, 
the host co
direct inves

ensures fina
y, Desai et
acts FDI, as
et. 

d Rajan and
gn direct inv
hic elites. T
ket by forci
ontributes to

tand the in
nt on growth

the effects 
 The study 

ment inflow
study, howe
ansfer when
nts. The pap
itive only i
itive relatio
ck market in

nvestigate t
enteen Arab

Journal of R

velopment i
into the reg

ween foreig

II addresse
d (unit root
ws regressio
endations a

reign Direc
terms of th
relationshi

ial literature
Desai et al

ountry’s fin
stment net i
ancial mark
t al (2006
s the market

d Zingales (
vestment on
They find 
ing adoption
o the develo

nter-linkage 
h. In an atte
of foreign d
reveals the

ws, as there 
ever, finds 
n the host 
per indicate
in a well-d
onship betw
ndicators. 

the impact 
b countries,

Regional Dev
ISSN 2

2016, Vol. 

indicators ar
gion In gen

gn direct inv

es related l
t tests and 
on models a
are summa

ct Investm
heir contrib
ip which m
e which inv
l (2006) an
nancial mar
inflow incre
ket integrat

6) indicates
t increases l

(2003) use 
n a domestic
that foreig
n of the no
opment of f

impact of 
empt to und
direct inves
e cost of inn
will be tec
that foreig
country’s f

es that the im
developed f
ween foreig

of foreign
, and find 

velopment 
2373-9851 

3, No. 1 

re found 
neral, the 
vestment 

iterature 
Granger 

and their 
rized in 

ment and 
bution to 

may exist 
vestigate 
d Henry 
rket and 
eases the 
tion and 
s that a 
liquidity 

political 
c market 

gn direct 
rms and 
financial 

f foreign 
derstand 
tment in 
novation 
hnology 

gn direct 
financial 
mpact of 
financial 
gn direct 

n direct 
that the 



effects 
markets
to grow
regardle
al., 200
Alfaro 
foreign 
(e.g. Du

On the 
credit in
financia
borrow 
technol
expedit
Another
existenc
new in
develop
financia

A more
financia
liberaliz
In colla
cost of 
decision
to capit
control 
discour
portion 
there ar
market 
the lack
investm

The fin
develop
to the u
availabl
indicate
econom
a few st
of the c
the Gha

of foreign 
s. In a simil

wth with a w
ess of differ
04; Choong
et al 2010)
direct inve

urham, 2004

other hand,
n the marke
al sector dev
from the l

ogy spillov
e the diffu
r study co
ce of a well

nvestments 
pment of fin
al market lib

 restricted c
al market le
zation incre
aboration wi
capital whi

ns. In anoth
tal control) 
can push l

age local a
of investm

re no motiv
reduces the

k of a well-
ment.  

nancial mar
ped countrie
use of insu
le related to
es, there hav

mies due to l
tudies availa
continent. Fo
ana stock m

direct inve
lar study, B
well-develop
rent techniq
g et al., 200
. In contras

estment and 
4; Carkovic

 the develop
et, which in
velopment 
ocal financ

ver to local
usion of tec
onducted by
l-developed
and innov

nancial mark
beralization

capital contr
ess competi
eases the ext
ith other po
ich is consi
her study, D
on foreign 
lending inte
affiliates of

ment. Foreig
ated local p

e cost of cap
-developed 

rkets of mo
es. There is 
ufficient or 
o FDI and 
ve not been 
lack of pers
able regardi
or example

market and fi

estment on
ailliu (2000
ped financia

ques and me
05; Durham
st, several o
financial m

c & Levine, 

pment of th
n turn influe
is decisive 
ial institutio
l firms. Th
chnology in
y Demetria

d financial s
vations. An
ket and fore

n. 

rol discoura
itive. In this
tent of forei

ositively con
idered cruci

Desai et al. (
investment

erest rates 
f multinatio

gn investors
partners. In 
pital and en
financial m

ost developi
a possibilit
unreliable 
financial m
enough stu

istent and re
ing financia
, Adam and
ind a long-t

Int

67 

n growth de
0) indicates 
al market. O
ethods used 
m, 2004; A
other studie
market deve

2005).  

he financial 
ences the e
in determin
ons. This in

his indicates
nto the ho

ades and A
sector is a p
nother imp
eign direct i

ages foreign
s case, Hen
ign direct in
ntributing fa
ial for an in
(2006) expl
t. The theor
high, which
onal invest
s also becom
general, the

ncourages fo
market disco

ing countri
ty that there
data. Ther

market deve
udies availab
eliable data
al literature,
d Tweneboa
term relation

ternational J

epends on 
the positiv

Other resear
to investiga

Azman-Saini
es find no s
elopment th

sector deter
conomic gr

ning the ext
n turn can 
s a well-de
ost country 
Andrianova 
precondition
ortant fact
investment 

n investmen
nry (2000) i
nvestment in
actors, mark
nvestor to m
ains the eff
ry behind th
h increases
tors from g
me reluctan
e existence 
oreign direc
ourages dom

ies are not 
e may be a 
re are quite
elopment on
ble on deve

a. Despite th
 particularly
ah (2009) e
nship betwe

Journal of R

the develop
e contributi
rchers also 
ate the impa
i et al., 20
ignificant c
at can affec

rmines the a
rowth of the
tent of credi
have an eff

eveloped fin
(Hermes &
(2004) als

n for the hos
or which 
is the level 

nt and leave
indicates th
nflows and 
ket liberaliz
make about 
fects of the 
his investiga

the cost o
getting loan
nt to invest 

of a well- d
t investmen

mestic as we

as well de
bias on the 

e a limited 
n Africa. As
loping coun

hese roadblo
y on FDI an
examine the
een the two 

Regional Dev
ISSN 2

2016, Vol. 

pment of f
ion of capit
find simila

act (e.g., Ch
10; Choong
correlation b
ct economic

amount of a
e host coun
it foreign fi
fect on the 
nancial mar
& Lensink
so shows 
st country t
contributes

l of a host c

s the host c
hat financial

private inv
zation can lo

foreign inv
cost of capi
ation is tha

of capital, a
ns to finan
in a countr
developed f
nt flows. In 
ell as foreig

eveloped as
outcome at
number of
s Arize et a
ntries and e
ocks, there a
nd financial 
e effects of 
 indicated v

velopment 
2373-9851 

3, No. 1 

financial 
tal flows 
ar results 
hoong et 
g, 2012, 
between 
c growth 

available 
ntry. The 
irms can 
level of 

rket can 
, 2003). 
that the 

to attract 
 to the 
ountry’s 

ountry’s 
l market 
estment. 
ower the 
vestment 
ital (due 

at capital 
and may 
nce their 
ry where 
financial 
contrast, 

gn direct 

s that of 
ttributed 
f studies 
al (2003) 
merging 
are quite 
markets 

f FDI on 
variables. 



Another
Americ
and ban
direct in

We beli
investig
between
are rela
to contr
markets

3. Data

3.1 Dat

This se
variable
domesti
countrie

Since th
develop
the sam
Botswa
covers 
Databas

Two co
the ana
gross f
analysis

The fin
categor
Additio
develop
GDP, h
hereafte
STKTR

The ban
given to
amount
hereafte

Four c
regressi

r study by 
can countrie
nking secto
nvestment a

ieve that th
gated. The 
n the stated

ated to deve
ribute to th
s.  

a and Long-

ta and Varia

ction descr
es employed
ic financial
es are consi

he financia
ped nations,
mple data is
ana, Egypt, K

yearly data
se CD-ROM

ommonly us
alysis. These
fixed capita
s as there is

nancial mark
ies, stock m

onally, each
pment indic
ereafter ST
er STKTRA

RAVATOR. 

nking sector
o public an
t of liquid 
er LBM. 

control vari
ion equatio

Al Nasser a
es shows a 
or developm
and stock m

e relationsh
number of

d variables i
eloping coun
he existing 

-Run Caus

able Definit

ribes the na
d in the ana
l market de
idered in the

al markets 
, only count
s composed
Kenya, Gha
a from 199

M (2015).  

sed indicato
e are the ra
al formation
s no comple

ket developm
market deve
h major c
ators, herea

TKMACAG
AVALGDP,

r developm
nd private s
liability of

iables (wh
on. These v

and Soydem
unidirectio

ment indicat
market devel

hip between
f studies th
is limited in
ntries, inclu
literature b

ality Analy

tion 

ature of the 
alysis. It inv
evelopment 
e investigati

of developi
tries that ha

d from eight
ana, Mauriti
90 to 2013,

rs of foreig
atio of FDI 
n, hereafter
te and stabl

ment indica
elopment in
ategory co

after SMD, 
DP, (ii) the
 and (iii) 

ent indicato
sectors as a 
f public and

ich are m
variables a

Int

68 

mir (2010) 
onal relation
tors, and b
lopment ind

n FDI and f
hat have tri
n number a
uding Africa
by adding s

ysis 

data used 
vestigates th

and vice-v
ion.  

ing countri
ave the data
t (Note 1) 
ius, Namibi
, and they 

gn direct inv
to GDP, he

r FDIGCF. 
le data for F

ators, herea
ndicators an
ontains its 
include (i) 

e ratio of sto
stock valu

ors, hereafte
a percentage
d private s

micro-econom
are real exc

ternational J

on the finan
nship betw
idirectional

dicators.  

financial ma
ied examin
s well as in
a. Therefore
ome more 

in the empi
he impact o
versa. A nu

es are not 
a recorded a
Sub-Sahara
ia, Nigeria, 
are all ret

vestment, he
ereafter FD

However, 
FDIGCF. 

fter FMD, a
d banking s
own sub-

the ratio of
ock value tr
ue traded t

er BSD, con
e of GDP, h
ectors as a

mic variab
change rate

Journal of R

ncial marke
een foreign
l relationshi

arkets has n
ning the lon
n scope, esp
e, this resea
insights on

irical analy
of foreign di
umber of su

as well de
are included
an African c

and South 
trieved from

ereafter FDI
IGDP, and 
FDIGDP i

are categori
sector devel
-category. T
f stock mark
raded as a p
turnover ra

nsist of (i) th
hereafter CR
a percentage

bles) are in
es, hereafte

Regional Dev
ISSN 2

2016, Vol. 

et of fourtee
n direct inv
ip between

not been tho
ng-run rela
pecially stud
arch paper i

n FDI and f

ysis and the
direct invest
ub-Saharan 

eveloped as
d in the stud
countries in
Africa. The

m the Worl

I, are consi
the ratio of
is preferred

ized into tw
lopment ind
The stock 
ket capitaliz
percentage 
atio (%), h

he amount o
RGDP, and
e of broad 

ncorporated
er EXRATE

velopment 
2373-9851 

3, No. 1 

en Latin 
vestment 

foreign 

oroughly 
ationship 
dies that 
is aimed 
financial 

various 
ment on 
African 

s that of 
dy. Thus, 
ncluding 
e sample 
ld Bank 

dered in 
f FDI to 
d in the 

wo major 
dicators. 

market 
zation to 
of GDP, 

hereafter 

of credit 
d (ii) the 

money, 

d in its 
E, gross 



domesti
called m
and mar
over GD

3.2 Des

This pa
explain 

To inve
Lin an
Dickey-
Summa
below. 

 

Table 1

 

Table 1
include
mean. T
20.99%
that ord
direct i
traded a
respecti
which i

As to B
deviatio
(with st
is small

ic product 
money supp
rket openne
DP).  

scriptive Sta

aper uses sim
the relation

estigate the 
d Chu (20
-Fuller (AD

aries of the 
 

. Descriptiv

 Mean 

 Median 

 Maximum 

 Minimum 

 Std. Dev. 

 Skewness 

Kurtosis 

Observations 

 contains a 
d in the sam
The average

% and 2.47%
der, and ind
nvestment 
and the rat
ively. The s
ndicates dif

BSD, credi
on 37.51), a
tandard dev
ler across th

(PPP), here
ply; refers to
ess, hereafte

atistics and 

mple descrip
nship betwe

stationarity
002), Im’, 
DF) and Phil

descriptive

ve statistics 

FDI and Fina

FDIGDP C

2.4749 43

1.5770 30

13.4551 16

-6.8976 3.

2.7070 37

1.1881 1.

5.2076 4.

192 19

summary o
mple and th
es of stock 

% respective
dicates diffe
across coun
io of stock
tandard dev
fferences in

its to publi
and liquid 

viation 10.7
he countries

eafter log(G
o the availa
er OPENNE

Unit Root T

ptive statist
een FDI and

y of the FDI
Perasan an

llips-Perron
e statistics, 

ancial Market De

RGDP LBM

3.0953 13.152

0.8632 12.144

60.1249 79.174

6573 -16.11

7.5100 10.709

5100 2.7334

4323 17.300

92 192

of the descri
he standard 

market cap
ely. The stan
erences in t
ntries in th

k turnover, b
viation of th
n the value o

c and priva
liability of 
1). Compar

s. 

Int

69 

GDP)t-1, bro
ability of m
ESS (repres

Test 

tics, includi
d FMD varia

I and FMD 
nd Shin (2

n (PP) unit r
correlation

evelopment (FM

STKMAC

29 20.9971

44 20.3237

49 39.1946

125 5.4670 

95 6.6589 

4 0.2108 

03 3.2950 

192 

iptive statist
deviation o

pitalization 
ndard devia
the level of

he sub-Saha
both as a p

he latter two
of stocks tra

ate sectors 
public and

ring all dev

ternational J

oad money 
money in an 
sented by th

ing a scatter
ables.  

variables, t
2003), and
root tests in

n matrix and

MD) Indicators

CAGDP STKTR

9.8243

1.0129

142.19

0.0266

24.767

3.3811

14.601

192 

tics. It show
of the varia
and foreign

ation of thes
f stock mar

aran region.
percentage 
o variables i
aded and tur

are averag
d private se
elopment in

Journal of R

as a percen
economy,) 

he ratio of ex

r plot and co

the research
the well-

n the heterog
d unit root 

RAVAGDP ST

3 11

9 5.1

908 64

6 0.5

71 15

 1.9

7 5.7

19

ws the avera
ables from t
n direct inv
se variables
rket capitali
 The avera
of GDP, is 
is 24.76 and
rnovers acro

ged at 43.0
ectors are av
ndicators, th

Regional Dev
ISSN 2

2016, Vol. 

ntage of GD
hereafter B
xports plus 

orrelation m

h paper use
-known aug
geneous pan
tests are pr

TKTRAVATOR 

.8317 

1906 

4.2613 

5538 

5.2881 

9619 

7289 

92 

age of each 
their corres
vestment to 
s is 6.65 an
ization and

age value o
9.82% and

d 15.28 resp
oss countrie

09% (with s
averaged at 
he deviation

velopment 
2373-9851 

3, No. 1 

DP (also 
BMGDP, 

imports 

matrix to 

s Levin, 
gmented 
nel data. 
resented 

variable 
ponding 
GDP is 

d 2.71in 
d foreign 
of stocks 
d 9.82% 
pectively, 
es. 

standard 
13.15% 

n in FDI 



20

25

30

35

40

45

1

C
R
G
D
P

18

19

20

21

22

23

24

25

1

S
T
K
M
A
C
A
G
D
P

0

5

10

15

20

25

1

S
T
K
T
R
A
V
A
T
O
R

 

Figure 
variable
FMD v
develop
relation
also line

 

 

 

 

 

 

1 2

1 2

1 2

1 shows th
e for each c
variables. W
pment indic
nship betwe
ear.  

3 4

FDIGDP

3 4

FDIGDP

3 4

FDIGDP

Figure 1

he scatter p
country. The
We observe
cators (STK
een FDIGD

5 6

5 6

5 6

Mea

1. Scatter Pl

lot of FDI 
e figures ind
e a linear 
KMACAGD
P and the 

Int

70 

5

10

15

20

25

30

1

LB
M

0

5

10

15

20

25

30

1

S
T
K
T
R
A
V
A
G
D
P

ans by YEA

lots of FDI a

and FMD
dicate there
relationshi

DP, STKTR
banking se

ternational J

2

2

AR

and FMD in

variables, b
e is a linear 
ip between 
RAVAGDP,
ector develo

Journal of R

3 4

FDIGDP

3 4

FDIGDP

ndicators 

based on th
relationship
FDIGDP 
and STK

opment indi

Regional Dev
ISSN 2

2016, Vol. 

5 6

5 6

 

he average 
p between F
and stock 

KTRAVATOR
icator (CRG

velopment 
2373-9851 

3, No. 1 

of each 
FDI and 

market 
R.) The 
GDP) is 



Table 2

FDIG

CRG

LBM

STK

STK

STK

 

Table 2
correlat
FMD va
and CR

 

Table 3

FDI and F

Method 

Level 

Levin, Lin 

Im, Pesara

W-stat  

ADF - Fish

PP - Fisher 

First Differ

Levin, Lin 

Im, Pesara

W-stat  

ADF - Fish

PP - Fisher 

 

Table 3
unit roo
are stati
are stati
BMGD
stationa

 

. Correlatio

F

F

GDP 

GDP 0

M 0

KMACAGDP 0

KTRAVAGDP 0

KTRAVATOR 0

2 shows th
tion betwee
ariables do 

RGDP (42%)

. Panel unit

inancial Market

& Chu t* 

an and Shin 

her Chi-square 

Chi-square 

rence 

& Chu t* 

an and Shin 

her Chi-square 

Chi-square 

 shows the 
ot tests indi
ionary at lev
ionary at fir

DP, and EXR
ary at level. 

on matrix 

FDI and Financ

FDIGDP BMG

1 

0.1581 0.18

0.2393 0.062

0.1989 0.002

0.1161 0.053

0.1646 0.111

he correlati
en FDIGDP
not exceed 
) and STKT

t root test 

t Development V

FDIGDP 

Stat. 

Prob

. 

-4.283 

0.00

0 

-4.673 

0.00

0 

51.106 

0.00

0 

53.546 

0.00

0 

-7.605 

0.00

0 

-11.28

7 

0.00

0 

124.95

1 

0.00

0 

722.55

0 

0.00

0 

unit root su
icate FDIG
vel. The un
rst differenc
RATE are 
 

ial Market Deve

GDP CRGDP

89 1 

21 0.3747

20 0.1614

38 0.4212

14 0.3548

ion betwee
P and FMD

67% and th
TRAVATOT

Variables (FMD)

CRGDP 

Stat. 

Pro

.

0.642 

0.7

0

-0.202 

0.4

0

18.142

0.3

6

13.883

0.6

7

-9.889 

0.0

0

-9.366 

0.0

0

103.03

3 

0.0

0

108.58

3 

0.0

0

ummary of F
GDP, STKM
nit root test r
ce. The unit
stationary 

Int

71 

elopment Indicat

LBM STK

1 

-0.0619 1

0.0333 0.0

0.0866 0.0

en FDI and
D indicators
he highest c
T and CRGD

) 

LBM 

ob

Stat. 

P

.

74

-4.693 

0

0

42

-5.778 

0

0

31

59.382

0

0

60 106.44

7 

0

0

00 -13.31

3 

0

0

00 -14.48

4 

0

0

00 165.17

3 

0

0

00 589.76

9 

0

0

FDI and FM
MACAGDP, 

results for L
t root test fo
at first diff

ternational J

tors 

KMACAGDP

0549 

0764 

d FMD ind
s. The corr
correlations 
DP (35%).

STKMAC

DP 

Prob

 Stat. 

0.00

0 -4.114 

0.00

0 -4.392

0.00

0 48.455

0.00

0 49.458

0.00

0 

-12.56

4 

0.00

0 

-12.50

7 

0.00

0 

139.93

5 

0.00

0 

230.92

3 

MD variable
STKTRAV

LBM and C
or the contr
ference, wh

Journal of R

STKTRAVAGD

1 

0.8765 

dicators. T
elations bet
are between

CAG STKTR

DP 

Prob

. Stat. 

0.00

0 -3.041 

0.00

0 -3.891 

0.00

0 41.999

0.00

0 26.793

0.00

0 -8.476 

0.00

0 -9.156 

0.00

0 

102.94

3 

0.00

0 

200.66

8 

es. In this ca
VAGDP, and
CRGDP show

ol variables
hereas Mark

Regional Dev
ISSN 2

2016, Vol. 

DP STKTRAVA

1 

There is a 
tween FDI 
n STKTRA

RAVAG STK

R 

Prob

. Stat

 

0.00

1 -2.7

 

0.00

0 -4.5

9 

0.00

0 51.0

3 

0.04

4 52.3

6 

0.00

0 

-15.

2 

6 

0.00

0 

-13.

5 

4 0.00

0 

153

4 

6 0.00

0 

405

9 

ase, all the r
d STKTRA
w that the v
s indicate th
ket OPENN

velopment 
2373-9851 

3, No. 1 

ATOR

positive 
and all 

AVAGDP 

KTRAVATO

t. 

Prob

. 

778 

0.00

3 

568 

0.00

0 

093

0.00

0 

305

0.00

0 

.63 0.00

0 

.26 0.00

0 

.32 0.00

0 

.71 0.00

0 

reported 
AVATOR 
variables 
hat GDP, 
NESS is 



3.3 Gra

The exi
co-integ
the vari
relation

Granger
(index) 
(index.)
but is su
and co-

Alterna
which c
helps d
causalit
individu

Note: δ
null hy
conditio
causalit
effects a

Before 
Informa
maximu
properti
differen
under in
used w
“Level 
Granger

 

 

 

 

 

anger Causa

istence of co
gration test 
iables is in

nship betwee

r assumes 
while past

) The Gran
ubject to ce
integration 

atively, Toda
considers th

detect the lo
ty test anal
ual and time

δ1t and δ2trep
ypothesis o
onal on tim
ty assumes 
and restricts

running the
ation Criter
um lag leng
ies of varia
nce comes w
nvestigation

when estima
VAR” estim
r causal rela

ality Analys

o-integratio
before the 

ndicated, we
en FDI and 

that past v
t value of t
ger causalit

ertain errors
equations. 

a and Yama
he level ord
ong-term re
lysis, we c
e effects inc

present the 
of Granger 
me and indiv

FMD does
s β1 = β2 = 

e causality 
ria (AIC) 

gth of two. T
ables before
with the ris
n (Sims, 198
ating the lo
mation techn
ationship be

sis between F

on between 
Granger ca

e implemen
FMD varia

alue of the
the second 
ty test is pe
s as the spec

 

amato (1995
der of the v
elationship 
onsider our

cluded. The 

time effec
causality 

vidual effec
s not Gran
0. 

test, we det
and Schwa
The commo

e running th
k of losing 
80; stock an
ong-term re
nique propo
etween FDI

Int

72 

FDI and FM

FDI and FM
ausality test
nt the Gran
ables.  

e first varia
variable (in

erformed us
cification of

5) propose 
variables w
of variable

ur specificat
 models can

ct, and η1ian
assumes th
cts and rest

nger-cause F

termine the
arz Criterio
on practice 
he model. H
g the long-te
nd Watson, 2
elationship 
osed by Tod
I and FMD v

ternational J

MD  

MD variable
t is perform
nger (1969) 

able (index)
ndex) does 
sing the Er
f the model

the Level V
which will b
es which ar
tion to be 
n be represe

nd η2irepres
hat FDI do
tricts λ1= λ2

FDI, condit

e appropriat
on. In this
in VAR mo

However, th
erm propert
2001). Ther
between th

da and Yam
variables is

Journal of R

es is examin
med. As co-i

causality t

 explains th
not explain

ror Correct
depends on

VAR proced
be estimated
re under in
a bivariate

ented by: 

sent the ind
oes not Gr

2= 0. The o
tional on ti

te lag length
s case, bot
odels is to c
he conversio
ties of the v
refore, all v

he variables
amato (199
presented b

Regional Dev
ISSN 2

2016, Vol. 

ned using th
integration b
test to exam

the second 
in the first 
tion Model 
n pre-test un

dure, a VAR
d. This mo

nvestigation
e VAR mod

dividual effe
ranger-cause
other hypot
ime and in

h using the
th tests co
check the st
on of data i
variables w

variables at l
s. In this c
95) is follow
below. 

velopment 
2373-9851 

3, No. 1 

he panel 
between 

mine the 

variable 
variable 
(ECM), 

nit roots 

R model 
odel also 
n. In our 
del with 

ť (1) 

ť (2) 

fect. The 
e FMD, 
thesis of 

ndividual 

e Akaike 
nfirm a 

tationary 
into first 

which are 
level are 

case, the 
wed. The 



Table 4

Variable 

FDIGDP 

CRGDP 

LBM 

CAUSES

df 

Chi-sq 

Variable 

FDIGDP 

STKMAC

STKTRAV

STKTRAV

CAUSES

Df. 

Chi-sq 

Notes. Pare

 

Table 4
Granger
variable
FDIGD
confide
Granger
causes 
test ind
Granger
Granger

4. Two-

The res
and FM
relation
model(s
the effe
the rela
countrie
as follo

FDI
it 

= 

4. VAR gran

S 

CAGDP 

AVAGDP 

AVATOR 

S 

entheses show Sta

4 shows the
r-causes FD
e, LBM at 1

DP at differe
ence level. 
r-cause eac
STKMACA

dicate that 
r-cause FD
r causality t

-Step Panel

sults of the 
MD variable
nship betwe
s) considers
ects of the e
ationship be
es is develo
ws: 

a
0 

+ a
1 

FM

nger causali

FDI and Bank

FDIGDP 

0.034** 

0.5807 

2 

FDIGDP 

0.0001*** 

0.6875 

0.4052 

1 

andard errors; Sig

e Granger c
DIGDP at 
1% confiden
ent levels. F
Another S
h other at 2

AGDP at 1%
CRGDP fro

DIGDP at co
test is prese

l Regressio

Granger ca
es is inclus
een the two
s the effects
endogenous 
etween them
oped. The m

MD
it 

+ a
2 

LO

ity test 

king Sector Deve

BMGDP 

0.0351** 

0.085* 

0.0001*** 

3 

2 

6.7999 

FDI and Stoc

GFCGDP 

0.0001*** 

0.8830 

0.5258 

1 

2 

55.7482 

gnificant values, *

causality tes
3.4% confi
nce level. A
For exampl
SMD variab
2.57% and 1
% confidenc
om BSD a
onfidence i

ented below

on Model (2

ausality test
sive. This m
o sets of v
s of cross-se
problem be

m, a regressi
model takes 

OG (GDP
it-1

)

Int

73 

elopment (BSD) 

CRGDP 

0.3480 

0.0194** 

1 

2 

6.7611 

ck Market Devel

STKTRVAGD

0.3403 

0.9264 

0.0003*** 

1 

2 

0.7493 

***=P<0.01, **=

st between 
idence leve
Apart from B
le, STKMA
ble, STKTR
1% confide
ce level. Th

and another
intervals fro

w. 

2SLS) Spec

t show that
mixed scen

variables us
ection and t
etween FDI
ion model f
 the form o

) + a
3 

EXR
it

ternational J

Indicators 

LBM

0.89

0.22

1 

2 

1.08

opment (SMD) I

DP STK

0.28

0.52

0.02

1 

2 

1.80

=P<0.05, *=P<0.1

FDI and FM
el, it is Gra
BSD variab

ACAGDP G
RAVATOR

ence levels r
he overall re
r variable (
om 1% to 

cification 

t the long-te
nario invite
sing a regre
time simult
I and FMD 
for the cros
of simultane

t 
+ a

4 
BMGD

Journal of R

M 

39 

44 

69 

Indicator 

KTRVATOR 

31 

79 

57** 

67 

1. 

MD variabl
anger-caused
bles, SMD v
ranger caus

R and STK
respectively
esults of the
STKMACA
10%. The o

erm relation
s further in
ession mod
aneously. T
variables, a
s-section of

eous equatio

DP
it 

+ a
5 

OP

Regional Dev
ISSN 2

2016, Vol. 

CAUSES 

1 

2 

2 

CAUSES 

1 

1 

1 

1 

les. While 
d by anoth
variables als
ses FDIGD

KTRAVATO
y. Finally, F
e Granger c
AGDP) from
output of th

nship betwe
nvestigation
del. The re
To further m
and to better
f eight sub-
on and is pr

PENNESS
it

velopment 
2373-9851 

3, No. 1 

CRGDP 
her BSD 
so cause 
P at 1% 

OR also 
FDIGDP 
causality 
m SMD 
he VAR 

een FDI 
n of the 
gression 

minimize 
r predict 
-Saharan 
resented 

t 
+ ε

it
 (3) 



FMD

All exp
FDI and
Lien, 2
equation
and FM

4.1 Rela

Table 5
FDI and
indicato
and sign
STKTR
FDIGD
the bidi
and STK

 

Table 5
indicato

Notes. Pare

 

4.2 Rela

Table 5
Develop
signific
FDIGD

D
it 

= b
0 

+ b
1

planatory va
d FMD indi
011; Herme
n stated ab

MD variables

ationship be

A shows th
d FMD ind
ors) and ST
nificantly a

RAVAGDP, 
DP at a give

irectional c
KMACAGD

5A. Two-sta
ors (FMD) 

entheses show Sta

ationship be

5B present
pment (BSD

cantly at ap
DP at a give

1 
FDI

it 
+ b

2 
L

ariables are 
icators (e.g.
es and Len

bove helps s
s. The 2SLS

etween FDI

e regression
dicators. Th
TKMACAG
affect FDIG
STKTRAVA

en range of 
causal relati
DP).  

age least sq

Dependent v

Variable 

FDIGDP(-1) 

CRGDP 

LBM 

STKMACAG

STKTRAVAG

STKTRAVAT

Log(GDP)t-1

BMGDP 

OPENNESS 

EXRATE 

R-squared 

Adjusted R-sq

Durbin-Watso

No. of observ

andard errors; Sig

etween FDI

ts the resul
D) indicato
pproximate

en range of 

LOG (GDP

chosen bas
. Al Nasser 

nsink, 2003;
solve the en
S panel regr

I and FMD 

n results of t
his table sho
GDP (from t
GDP at 5% c
VATOR, and

confidence
ionship fou

uare panel 

ariable: FDIGD

GDP 

GDP 

TOR 

quared 

on stat 

vations 

gnificant values, *

I and BSD I

lts of 2SL
ors. It show
ely 5% con
confidence 

Int

74 

P
it-1

)
 
+ b

3 
EX

sed on the 
and Soyde

; Kholdy an
ndogenous 
ression resu

Variables

the 2SLS p
ows CRGD
the stock m
confidence 
d LBM are 
e levels, 1%
und between

regression 

DP 

Std. Error

(0.0835)

(0.0125)

(0.0075)

(0.0250)

(0.0114)

(0.0202)

(0.0006)

(0.0336)

(0.0115)

(0.0150)

0.509736

0.459528

2.109409

184 

***=P<0.01, **=

Indicators

LS panel re
ws while C
nfidence le

e intervals b

ternational J

XR
it 

+ b
4 

BM

existing lite
mir, 2010; 
nd Sohrabia
problem w

ults are prese

anel regress
DP (from the
market deve

level. All o
found statis

% to 10%. T
n FDIGDP 

results for 

r 

=P<0.05, *=P<0.1

egression f
CRGDP imp
evel, LBM 
between 1%

Journal of R

MGDP
it 

+ b
5

erature on t
Alfaro et al
an, 2008). 

which may o
ented below

sion of equa
e banking s
lopment ind

other FMD 
stically insi

This regress
and FMD 

financial m

P-Value 

0.0000*** 

0.0338** 

0.3172 

0.0245** 

0.8398 

0.8019 

0.0001*** 

0.0740* 

0.6936 

0.4561 

1. 

for FDI an
pacts FDIG

fails to s
%and 10%. T

Regional Dev
ISSN 2

2016, Vol. 

5 
OPENNES

the determi
l, 2004; Asi
 The simu
occur betwe

w. 

ation (3) an
sector deve
dicators) po
variables in

ignificant to
sion result c
variables (

market deve

nd Banking
GDP positiv
significantly
The finding

velopment 
2373-9851 

3, No. 1 

SS
it 

+ ν
it
. 

(4) 
nants of 
iedu and 
ltaneous 
een FDI 

d (4) for 
lopment 
ositively 
ncluding 
o impact 
confirms 
CRGDP 

lopment 

g Sector 
vely and 
y affect 
gs of the 



Granger
flow of 

 

Table 5
indicato

Depend

Notes. Pa

 

4.3 Rela

Table 5
Develop
affects F
such as 
FDIGD
outcom

 

 

 

 

 

 

 

 

r causality 
f FDI into th

5B. Two-sta
ors 

dent Variabl

Var

FD

CR

LB

Log

BM

OP

EX

R-s

Adj

Du

No

arentheses sho

ationship be

5C summar
pment (SM
FDIGDP po
 STKTRAV

DP at confid
me of the Gra

test and the
he region.  

age least sq

le: FDIGDP

riable 

DIGDP(-1) 

RGDP 

BM 

g(GDP)t-1 

MGDP 

PENNESS 

XRATE 

squared 

djusted R-squared

urbin-Watson stat 

. of observations 

ow Standard e

etween FDI

rizes the re
D) indicato
ositively an

VAGDP and
dence interv
anger causa

e regression

quare panel

P 

d 

errors; Signific

I and SMD I

esults of 2
ors. The tabl
nd significan
d STKTRAV
vals betwee

ality test resu

Int

75 

n outcome i

l regression

Std. Error

(0.0854) 

(0.0125) 

(0.0080) 

(0.0006) 

(0.0353) 

(0.0107) 

(0.0132) 

0.5053 

0.46432 

2.14623 

184 

cant values, *

Indicators

2SLS panel
le shows ST
ntly at 7.27%
VATOR are 
en 1% and 
ult (see the 

ternational J

ndicate CR

n results for

**=P<0.01, *

l regression
TKMACAG
% confiden
found stati
10%. This
Granger ca

Journal of R

RGDP signif

r banking s

P-Value 

0.0000*** 

0.0514** 

0.3887 

0.0000*** 

0.0957* 

0.8085 

0.5161 

*=P<0.05, *=

n for FDI 
GDP is the o
ce level. Ot
stically insi
s result is c
ausality test 

Regional Dev
ISSN 2

2016, Vol. 

ficantly imp

sector deve

=P<0.1. 

and Stock 
only variabl
ther SMD v
ignificant to
consistent w
result, Tabl

velopment 
2373-9851 

3, No. 1 

pacts the 

lopment 

Market 
le which 
variables 
o impact 
with the 
le 3A).  



Table 5
indicato

Depend

Notes. Pare

 

4.4 Sum

Table 5
macroe
STKMA
FDIGD
interval
table 3A

 

 

 

 

 

 

 

 

 

 

5C. Two-sta
ors 

dent Variabl

Variab

FDIGD

STKM

STKTR

STKTR

Log(G

OPENN

EXRAT

R-squa

Adjust

Durbin

No. of 

entheses show Sta

mmary of the

5D present
conomic v
ACAGDP a

DP fails to im
ls between 
A and 3B.  

age least s

le: FDIGDP

ble 

DP(-1) 

MACAGDP 

RAVAGDP 

RAVATOR 

DP)t-1 

NESS 

ATE 

ared 

ted R-squared 

n-Watson stat 

observations 

andard errors; Sig

e Effects of 

ts the effe
variables (
and BMGDP
mpact CRG
1% and 10

quare pane

P 

gnificant values, *

f FDI on FM

ects of FD
(MEI). Th
P at 0.14% 

GDP, STKTA
0%. This re

Int

76 

el regressio

Std. Error 

(0.0821) 

(0.0275) 

(0.0103) 

(0.0170) 

(0.0006) 

(0.0118) 

(0.0128) 

0.49708 

0.45541 

2.07745 

184 

***=P<0.01, **=

MD and Mac

DI on finan
his table 
and 5.8% c
AVAGDP, S
esult confirm

ternational J

n results fo

=P<0.05, *=P<0.1

croeconomi

ncial mark
shows FD

confidence l
STKTRAVA
ms the cau

Journal of R

or stock m

P-Value 

0.0000*** 

0.0727* 

0.601 

0.9629 

0.0002*** 

0.9464 

0.3762 

1. 

c Variables 

ket develop
DIGDP sig
levels respe
ATOR and L
usality test r

Regional Dev
ISSN 2

2016, Vol. 

market deve

s (MEI)  

pment (FM
gnificantly 
ectively. In c
LBM at con
result prese

velopment 
2373-9851 

3, No. 1 

lopment 

MD) and 
affects 

contrast, 
nfidence 
ented on 



Table 5
variable

Depend

Notes. Pare

 

4.5 Sum

The abo
on FDI
measure
econom
contrast
to have
Literatu
market 
correlat

5D. Two-st
es (MEI) 

dent variable

IND

FD

BM

CR

LB

STK

STK

STK

Log

OP

EX

R-s

Adj

Dur

No

entheses show Sta

mmary of the

ove tables, T
I and FMD
ed by log (G

my) reveal a
t, other cont
e a signific
ure docume
openness a

tion betwee

tage least s

es: STKMA

DICATOR 

IGDP 

MGDP 

RGDP 

M 

KMACAGDP 

KTRAVAGDP 

KTRAVATOR 

g(GDP)t-1 

ENNESS 

XRATE 

squared 

justed R-squared 

rbin-Watson stat 

. of observations 

andard errors; Sig

e Effects of 

Table 5A, 5
D variables.
GDP)t-1) and
a positive 
trol variable
cance influe
ents parado
and FDI inf
en exchange

square pane

ACAGDP, B

gnificant values, *

f Macroecon

B, 5C, and 
 In all cas
d Broad Mo
and signifi
es, includin
ence on FD
x results o

flows. A sig
e rates and

Int

77 

el regressio

BMGDP 

STKMACA

0.0014***

(0.0583) 

0.0014***

(0.0346) 

0.4714 

(0.0316) 

0.442 

(0.0154) 

0.4387 

(0.0015) 

0.0261** 

(2.2450) 

0.0799* 

(-1.7619) 

0.85269 

0.8395 

2.1082 

184 

***=P<0.01, **=

nomic Varia

5D incorpo
ses, GDP (
oney (which
cant impac

ng exchange
DI flows w
on the effec
gnificant nu
d FDI (e.g. 

ternational J

on results 

AGDP 

=P<0.05, *=P<0.1

ables (MEI) 

orate the eff
which imp
h indicates t
ct on the fl
e rates and m
within 1% 
cts of the 

umber of em
Froot and 

Journal of R

for FMD a

BMGDP 

0.058** 

(0.0334) 

0.011*** 

(0.0291) 

0.7678 

(0.0169) 

0.1413 

(0.0170) 

0.0041*** 

(0.000031) 

0.0109*** 

0.1939 

(0.0006) 

0.8354 

0.8196 

2.0724 

184 

1. 

on FDI and

fects of Con
lies the siz
the availabi
low of FDI
market open
to 10% co
exchange r

mpirical stud
Stein, 199

Regional Dev
ISSN 2

2016, Vol. 

andMacroec

d FMD Var

ntrol Variabl
ze of the e
ility of mon
I to the re
nness, are no
onfidence in
rate uncerta
dies find a 
1; Swenson

velopment 
2373-9851 

3, No. 1 

conomic 

riables 

les (CV) 
economy 
ney in an 
gion. In 
ot found 
ntervals. 
ainty on 
positive 

n, 1994; 



Klein a
between
2003; H
(Openn
positive
others f

5. Conc

The pur
and fin
availabi
For the 
into tw
develop
from th

In the a
correlat
employ
address
variable

The rela
relation
statistic
results. 
relation
develop
relation
capitali
market 
(STKTR
insignif

Regardi
broad m
exchang
FDI int
broad m
test and
sub-Sah

Referen

Al Nas
Foreign

and Roseng
n exchange
Huber & Pa
ness) and F
e correlation
find no corr

clusion 

rpose of thi
ancial mark
ility of fina
purpose of 

wo sub-grou
pment indic
he World Ba

analysis, a 
tion matrix,

yed. The use
ses the issu
es. 

ationship be
nship betwe
cally signifi

In contras
nship betwe
pment indic
nship, there
zation) whi

developm
RAVATOR
ficant to affe

ing the con
money (BM
ge rates and
to the region
money (BRG
d 2SLS regr
haran Africa

nces 

sser, O. M.
n Direct inv

gren, 1994)
 rates and F
ain, 1999). 

FDI inflows
n between t
elation, or i

is paper is t
ket develop
ancial data, 
f clarity and
ups, namel
cators. The 
ank Databas

combinatio
, VAR and 
e of the VA
ue of an en

etween FDI
en FDI and
icant from 
t, both the 
een FDI a
cator) is not
e is only 
ich is positi
ment indic
R) and sto
fect the flow

ntrol variab
MGDP) sign
d trade open
n, but they 
GDP) signi
ression mod
an region is

, & Soyde
vestment in L

, while sev
FDI (e.g. L
 Similarly

s indicate 
trade (whic
insignifican

o investigat
pment in the

eight sub-S
simplicity,
y stock m
study cove

se CD-ROM

n of severa
Granger C

AR system, 
ndogenous 

I and FMD 
d Credit (a b

both the G
Granger c

nd Private 
t statistically

one stoc
ively and s
cators (FM
ck value t

w of FDI to t

bles (macro
ificantly aff

nness are fou
both affect 
ficantly. Th
del results, 
s inclusive. 

emir, G. (2
Latin Ameri

Int

78 

veral other 
Lipsey, 2001
y, the result
inconclusiv

ch is a prox
nt correlation

te the relati
e sub-Sahar
Saharan Afr
, financial m

market deve
ers 1991 to 
M (2015). 

al methodol
Causality tes
 Granger ca
problem th

variables a
banking sec
Granger cau
ausality tes

Sector Li
y significan

ck market 
ignificantly
MD) such
traded (ST
the region.

o-economic
ffect the flow
und not stat
stock mark

he overall fi
show the re
 

010). Dom
ica. FMA A

ternational J

studies fin
1; Benassy-
ts of severa
ve results. 
y for marke
n between t

onship betw
ran African

frican count
market deve
elopment in

2013 and 

logies inclu
st, and 2SL
ausality tes
hat may oc

are found to
ctor develop
usality test
st and 2SLS
iquid Liabi
nt. In regard

developme
y correlated
h as stoc
TKTRAVAG

 variables)
w of FDI in
tistically sig
ket capitaliz
findings of t
elationship 

estic and I
Annual Mee

Journal of R

nd no signi
-Quere, 200
al studies o
While seve
et openness
the two vari

ween foreign
n countries. 
ries are inc
lopment ind

ndicators an
the financia

uding descri
LS panel reg
t, and 2SLS
ccur betwe

 be inclusiv
pment indica

and 2SLS
S regressio
ility (anoth
d to the sto
ent variabl
with FDI. 

ck market
GDP) are 

, we find 
nto the regi
gnificant to 
zation (STK
this paper, f
between FD

Internationa
eting. New Y

Regional Dev
ISSN 2

2016, Vol. 

ificance cor
01; Byrne &
on market o
eral studies
s) and FDI 
iables.  

gn direct inv
 Depending

cluded in th
dicators are

and banking
al data is r

iptive statis
gression m
S regression

een FDI an

ve. Specific
ator) is fou

S regression
on results sh
her banking
ock market a
le (Stock 
All other f

et turnove
found stat

log (GDP)
ion. Howev
affect the in

KTRAVATO
from both c
DI and FMD

al Determin
York, USA.

velopment 
2373-9851 

3, No. 1 

rrelation 
& Davis, 
openness 
s find a 
inflows, 

vestment 
g on the 
he study. 
e divided 
g sector 
retrieved 

stics and 
odel are 
n model 

nd FMD 

cally, the 
nd to be 
n model 
how the 
g sector 
and FDI 
Market 

financial 
r ratio 
tistically 

t-1, and 
ver, both 
nflow of 
OR) and 
causality 
D in the 

nants of 
. 



Alfaro, 
Investm
of Deve

Arize, A
Depress
7-19. ht

Azman-
New ev
http://dx

Bailliu,
Develop

Carkov
Growth

Choong
foreign 
http://dx

Choong
Growth
Review,

Choong
Growth
Bulletin

Demetr
we need
the link

Desai, M
Foreign
http://dx

Durham
equity 
285-306

Henry, 
Financi

Im, K. 
Panels. 
http://dx

L., Chand
ment Promot
elopment Ec

A. C., Mali
s Export Flo
ttp://dx.doi.

-Saini, W. N
vidence on
x.doi.org/10

 J. (2000). 
ping Countr

ic, M., & L
h?  

g, C. (2012
direct inv

x.doi.org/10

g, C. K., Yu
h in Malay
, 50, 245-26

g, C. K., Y
h and Finan
n, 21, 278-8

riades, P. O
d to know. 

ks (pp. 38-65

M. A., Fole
n Direct 
x.doi.org/10

m, J. (2004
foreign dir
6. http://dx.

P. (2000). 
ial Econom

S., Pesaran
J

x.doi.org/10

da, A., Ka
te Growth?
conomics, 9

indretos, J.
ows: The C
org/10.1007

N. W., Law
n the role 
0.1016/j.eco

Private Ca
ries (Workin

Levine, R. 

2). Does do
vestment a
0.1007/s001

usop, Z., &
sia: The R
68. http://dx

Yusop, Z., 
ncial Secto

89. http://dx

., & Andria
In Goodha

5). Basingst

ey, C. F., &
Investment
0.1093/rfs/h

). Absorpti
rect investm
doi.org/10.

Does Stock
ics, 58(1-2)

n, M. H., a
Journal 
0.1016/S030

alemli-Ozcan
 Exploring 
1(2), 242-2

, & Kasibh
ase of LDC
7/BF022952

w, S. H., &
of Financi

onlet.2010.0

apital Flows
ng Paper N

(2005). Do

omestic fin
and econom
181-011-045

& Soo, S. C
Role of Dom
x.doi.org/10

& Soo, S.
r Developm
.doi.org/10.

anova, S. (2
art-CAE (Ed
toke: Palgra

& Hines Jr.,
. The Re
hhj041 

ive capacity
ment on ec
1016/S0014

k Market L
), 301-334.

and Shin, Y
of 

04-4076(03

Int

79 

an, S., & S
the Role of

256. http://dx

hatla, K. M
C’s. Internat

297 

Ahmad, A
ial Markets
01.027 

s, Financia
No. 2000-15)

oes Foreign 

nancial deve
mic growth
55-2 

C. (2005). F
mestic Fina

0.1142/S021

 C. (2004)
ment: A C
.1355/AE21

2004). Finan
d.), Financi
ave Macmil

, J. R. (200
eview of F

y and the e
conomic gr
4-2921(02)0

Liberalizatio

Y. (2003). T
Econ

3)00092-7

ternational J

Sayek, S. 
f Financial 
x.doi.org/10

. (2003). D
tional Advan

A. H. (2010)
s. Economi

al Developm
). Ontario: B

Direct Inv

elopment e
h? Empiric

Foreign Dir
ancial Sect
1759080500

). Foreign 
omparative
1-3B 

nce and Gro
ial Develop
lan.  

6). Capital 
Financial 

effects of f
rowth. Euro
00264-7 

ons Cause In

Testing for 
nomics, 

Journal of R

(2010). Do
Markets on
0.1016/j.jde

Does Exchan
nces in Eco

). FDI and 
ics Letters,

ment and Ec
Bank of Can

vestment Ac

enhance the
al Econom

ect Investm
tor. The Sin
01998 

Direct Inve
Analysis. 

owth: what 
ment and G

Controls, L
Studies, 1

foreign dire
opean Econ

nvestment B

Unit Roots
115(

Regional Dev
ISSN 2

2016, Vol. 

oes Foreign
n Linkages. 
eveco.2009.

nge Rate V
onomic Rese

Economic 
, 107(2), 2

conomic Gr
nada. 

ccelerate Ec

e linkages b
mics, 42, 8

ment and Ec
ngapore Ec

estment, Ec
ASEAN Ec

we know a
Growth: Exp

Liberalizatio
19(4), 143

ect investm
nomic Revi

Booms? Jo

s in Hetero
1), 

velopment 
2373-9851 

3, No. 1 

n Direct 
Journal 

.09.004 

Volatility 
earch, 9, 

Growth: 
211-213. 

rowth in 

conomic 

between 
819-834. 

conomic 
conomic 

conomic 
conomic 

and what 
plaining 

ons, and 
33-1464. 

ment and 
iew, 48, 

urnal of 

geneous 
53-74. 



Kholdy
Politica
http://dx

kholdy,
Causali
Univers

Levin, 
finite-sa
http://dx

Omran,
Econom
Finance

Rajan, R
Power 
Press. 

 

Note 

Note 1.
Faso, B
Brazzav
Ethiopi
Madaga
Reunion
South A
Zimbab

 

Copyri

Copyrig
the jour

This is 
Commo

 

y, S., & So
al Corru
x.doi.org/10

, S., & Soh
ity Tests i
sity. http://d

A., Lin, C.
ample 
x.doi.org/10

, M., & Bo
mic Growth
e, 1, 231-24

R. J., & Zi
of Financia

 The list of 
Burundi, Ca
ville, Congo
a, Gabon, 
ascar, Mala
n, Rwanda
Africa, Sud
bwe. 

ight Disclai

ght for this 
rnal. 

an open-a
ons Attribut

ohrabian, A
uption. J
0.1108/0144

hrabian. (20
in Panel D
dx.doi.org/1

., & Chu, C
Properties. 
0.1016/s030

olbol, A. (2
: Evidence f

49. http://dx

ngales, L. (
al Markets 

f Sub-Sahara
ameroon, C
o Democrat
The Gamb

awi, Mali, M
, Sao Tom

dan, Swazil

imer 

article is re

access articl
tion license 

A. (2008). F
Journal 
435808109

05). Financ
Data Mode
0.2139/ssrn

C. J. (2002
Journa

04-4076(01)

2003). Fore
from the Ar

x.doi.org/10

(2003). Sav
to create W

an African 
Cape Verde, 
tic Republic
bia, Ghana, 
Mauritania, 

me and Prin
land, Tanza

etained by t

le distribute
(http://crea

Int

80 

Foreign Di
of Econ
16514 

cial Market
el. Workin
n.676085 

). Unit Roo
al of 
)00098-7 

eign Direct 
rab Countri
.1080/1475

ving Capita
Wealth and S

countries in
Central A

c, Côte d'Ivo
 Guinea, G
 Mauritius,

ncipe, Sene
ania, Togo,

the author(s

ed under th
ativecommo

ternational J

irect Invest
nomic S

ts, FDI, and
ng Paper, 

ot Tests in 
Econom

Investment
es. Review o
368032000

lism from t
Spread opp

nclude Ango
frican Repu
oire, Djibou

Guinea-Biss
, Mozambiq
egal, Seych

Uganda, W

s), with firs

he terms an
ons.org/licen

Journal of R

tment, Fina
Studies, 3

d Economic
California 

Panel Data
metrics, 

t, Financial
of Middle E
158232 

he Capitali
portunity. Pr

ola, Benin, 
ublic, Chad
uti, Equator
sau, Kenya,
que, Namib
elles, Sierr
Western Sa

st publicatio

nd conditio
nses/by/3.0/

Regional Dev
ISSN 2

2016, Vol. 

ancial Mark
35(6), 4

c Growth: G
State Poly

a: Asymme
108(1), 

l Developm
East Econom

ists: unleas
rinceton Un

Botswana, 
d, Comoros
rial Guinea,
, Lesotho, 
bia, Niger, 
ra Leone, S
ahara, Zamb

on rights gr

ons of the C
/). 

velopment 
2373-9851 

3, No. 1 

kets and 
486-500. 

Granger 
ytechnic 

etric and 
1-24. 

ment and 
mics and 

hing the 
niversity 

Burkina 
, Congo 
 Eritrea, 
Liberia, 
Nigeria, 

Somalia, 
bia, and 

ranted to 

Creative 


