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Abstract

Countries, both developed and developing, prioritize foreign direct investment (FDI).
Financial development is critical to business operations. Financial development in various
aspects, as well as in recipient countries with diverse institutional contexts, may have
varying effects on FDI. As a result, the purpose of this research is to examine the effects
of financial development in several dimensions of recipient countries on FDI, as well as
the consequences of the interaction between financial development and the institutional
environment. This analysis is intended to provide recommendations for recipient country
governments in formulating relevant policies. This study used a Dynamic Panel Model to
analyze secondary data from 69 recipient countries/special administrative regions
between 2005 and 2021.

The findings show that recipient nations in the developed group have greater
financial development indices than those in the developing and transition economies
groups on all indices. The Financial Institution Index (FI), Financial Institution Access Index
(FIA), and Financial Market Efficiency Index (FME) have negative effects on FDI in the 30
developed countries studied, whereas the Financial Market Depth Index (FMD) and
Financial Market Access Index (FMA) have positive effects. The impact of financial
development indicators on foreign direct investment is unaffected by the institutional
environment. The Financial Development Index (FD), Financial Institution Index (FI),
Financial Institution Depth Index (FID), and Financial Market Depth Index (FMD) all have a
favorable impact on the 39 emerging and transition economies' countries/special
administrative regions. A better institutional environment boosts the impact of the
Financial Institution Depth Index (FID) and Financial Market Access Index (FMA) in attracting
FDI.

This study recommends that governments encourage policies for the development
of financial institutions and financial markets, improve the institutional environment,

improve labor efficiency, and boost GDP growth.
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