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ABSTRACT 

This study examines, from practical viewpoints, the effects of foreign direct investment (FDI) on 

financial development (bank stock) using emerging markets panel data covering the period from 

1981to 2010. The study applies a panel smooth threshold regression model o capture the nonlinear 

relationship between FDI and financial development, which allows parameters to change smoothly 

within countries using cross-sectional (heterogeneity) and time series (stability) data. The results 

largely suggest that FDI alone plays an ambiguous role in contributing to financial development, and 

that FDI does not have a direct, positive effect on financial development.  

Keywords: Foreign direct investment, Financial development, Panel smooth threshold regression 

model. 
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