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Abstract

The goal of this research is to consider the influences of foreign direct investment
and banking sector depth on economic growth, by analysing these factors in six
Central and Eastern European countries (Bulgaria, Croatia, the Czech Republic,
Hungary, Poland, and Romania) in the period between 2000 and 2018. Cointegration
among the variables was confirmed using the Westerlund panel cointegration test. The
outcomes of the panel autoregressive distributed lag model confirmed the positive
influence of foreign direct investment and the negative impact of the banking sector
depth on the economic growth in the observed countries. The results of the short-term
analysis revealed the insignificant influence of the banking sector depth and the
notable positive influence of foreign direct investment on economic growth.

Key words: banking sector depth, economic growth, foreign direct investment,
panel analysis

INOBE3AHOCT EKOHOMCKOI PACTA, IYBUHE
BAHKAPCKOI' CEKTOPA U CTPAHUX ITUPEKTHUX
NMHBECTHUIIUMJA Y OJABPAHUM 3EMJ/bAMA
HEHTPAJIHE U UICTOYHE EBPOIIE

AnCTpaKT

[lwb ucTpakuBama je carjefaBame yTHI@ja CTPAaHHX IUPEKTHUX HMHBECTHLIMja U
JyOuHe GaHKapCKOI' CEKTOpa Ha eKOHOMCKHM PAcT Ha Y30pKy IiecT 3eMasba LleHTpanHe u
HUcroune EBporne (byrapcke, XpBarcke, Uemrke, Mahapcke, [Tosbcke 1 Pymynuje) y mepu-
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oxy ox 2000. o 2018. romure. Konnrerpamyja mehy Bapujabiama motpheHa je ymoTpe-
6om Westerlund nmanen kouHTErpaloHor Tecta. Pe3ynraTu maHen ayToperpecHBHOT MO-
Jiena ca JUCTPUOYTUBHUM BPEMEHCKUM TIOMAaKOM IOTBPAIIIN Cy MO3UTHUBAH yTHIA] CTpa-
HHX JMPEKTHUX WHBECTHIMja M HEraTHBaH yTHIA] TyOWHe GaHKapCKOT CEKTOpa Ha eKO-
HOMCKH DPacT y aHaIM3MPaHUM 3eMibaMa. Pe3ynTaTti KpaTKOPOYHOT acreKTa aHau3e OT-
KpwiH cy Oe3HayajaH yTHlaj yOuHe OAHKApCKOT CEKTOpa M 3Ha4ajaH MO3UTHBAH YTHULIA)
CTPaHUX JIMPEKTHUX MHBECTHIIMjA HA EKOHOMCKH PACT.

Kbyuyne peun: nyOuna OaHKapCKOT CEKTOpa, EKOHOMCKH PacT, CTpaHe TUPEKTHE
WHBECTHUIIM]€, TIaHEN aHAIN3a

INTRODUCTION

Within endogenous theories of growth, which strive to illustrate
whence the economy can generate growth even if there is no exogenous
technological progress, it is considered that trade and finance can be im-
portant determinants impacting production, since their influence is not
only temporary but also produces a permanent change in the growth path
(Kawa, Wajda-Lichy, Fijorek, & Denkowska, 2020). As essential ele-
ments of international cooperation, inflows of foreign investment carry
unequivocal advantages for the country through boosting new work en-
gagements, increasing productiveness, the acquisition of new technolo-
gies and knowledge, the diffusion of innovations, and other types of tech-
nological changes (Mousumi, 2013). The degree to which developing
countries can acquire and implement new technologies and designs aris-
ing from developed countries is the basis of their growth rate, and the
channel through which countries can take advantage of the adoption of
new technologies is a foreign direct investment (FDI) (Hermes &
Lensink, 2003). Inflows of foreign direct investment were regarded as an
essential part of the catching-up process of Central and Eastern European
countries (CEEC) by the old member states of the European Union, due
to technical progress through the efficiency of spillovers (Jimborean &
Kelber, 2017). In addition to the wider macroeconomic and institutional
perspectives, the spillover effect for the host country relies on the capaci-
ty of the developmental level of the internal financial sector. The finan-
cial sector can set to what degree foreign investors will be able to trans-
form their capital into efficient investments in the country of destination,
additionally increasing the range of spillovers of new technological
knowledge to the domestic companies (Sghaier & Abida, 2013). The
scope of the improvement of financial institutions might be an essential
determinant in deciding if external companies function without affecting
the host economy, or whether they enhance the spurs of technology trans-
fers (Nageri, Nageri, & Amin, 2015).

Most of the studies associating FDI and the financial and economic
development of the country emphasize that the outcomes of FDI on eco-
nomic growth rely upon the absorptive capacity limit of countries, includ-
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ing the improvement of the national financial system. Choong and Lim
(2009) have shown that, in addition to direct contributions, FDI increases
the economic growth of the country through its interaction with financial
development. Exploring the relationship between FDI, economic growth,
and financial development, Alfaro, Chanda, Kalemli-Ozcan, and Sayek,
(2004) affirm that countries with properly grown financial markets can
utilize FDI more efficiently and can produce tremendously better condi-
tions. Additionally, the authors indicate that the nexus uniting FDI and
economic growth is causal, and that FDI boosts growth through financial
markets. Pradhan, Arvin, Bahmani, and Hall (2019) reached similar con-
clusions using a sample of G-20 countries. In G-20 countries, a well-
developed financial system is essential for higher FDI inflows, and vice
versa. Capital for the additional stimulation of FDI provides a well-
developed financial market, consequently achieving a higher economic
growth of countries. That implies that economic growth is stimulated
through both FDI inflows and financial development. On the other hand,
Acquah and Ibrahim (2019) conclude that the financial sector minimizes
the favorable impact of FDI on economic growth. The conclusions of the
examination, based on a two-system generalized method of moments,
show that a financial system is underdeveloped because funds are distrib-
uted for unproductive purposes, or because distributed resources are in-
vested in risky projects which harm economic growth. Therefore, the fi-
nancial system does not encourage FDI inflows. Choong (2011) finds
confirmation that a well-developed financial system is a significant re-
quirement for FDI to have a positive impact on economic growth in a
panel of 95 advanced and emerging countries in the period between 1983
and 2006. Thus, a more appropriate inference than “higher FDI inflows
can cause higher growth” is “more FDI inflows with better finance can
lead to higher growth,” as Choong (2011, p. 832) concludes. In fact, the
presented lack of formal clarity on the influence of FDI and financial de-
velopment on economic growth is the central motivation for this research.

As per the above, this article intends to examine the association be-
tween financial development, economic growth, and FDI in six CEECs,
which can be classified as the European Union’s new member states. This
article discusses the financial development construct on bank-based indi-
cators, which mirror the depth of the banking sector. The reason this form
is used for determining financial development is that capital markets in
the considered countries are not sufficiently developed, as well as the fact
that financial systems are bank-based because approximately 85% of the
assets of the financial sector are bank assets (Egert, Backé, & Zumer,
2016). Furthermore, the quantity of accessible measurements for capital
market indicators is inadequate to form sufficiently long time series. A
step forward in the literature so far is reflected in the use of a composite
index of financial development based on banks consisting of four indica-
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tors, especially bearing in mind the shortcomings and inappropriateness
of the use of one component as a representative of the development of the
whole financial sector. Foreign direct investment and economic growth
are represented by the net inflows of foreign direct investment and gross
domestic product per capita, respectively. The main aim of this examina-
tion is to investigate the long-term and short-term impact of FDI and the
banking sector depth on economic growth in six CEECs in the period be-
tween 2000 and 2018. The foremost contribution of this research is to
empirically expose the effects of the influence of FDI and banking sector
depth on the economic growth in select CEECs, in a manner that could
informatively complement the existing literature. For the realization of
the stated aim, the paper utilizes the error-correction—based panel cointe-
gration tests introduced by Westerlund (2007), which notably exceed
standard residual-based tests in terms of robustness to cross-sectional de-
pendence. Furthermore, the long-term and short-term relations are veri-
fied through the Panel Auto-Regressive Distributed Lag error correction
model with the Pooled Mean Group estimators.

The rest of the paper is structured as follows. The subsequent section
explains the methodology and the data indicators of banking sector depth,
foreign direct investment, and economic growth. The principal statistical
outcomes are stated in the third section. In the final section, the relevant
conclusions and proposals obtained from the examination are presented.

DATA AND METHODOLOGY

For the examination of the nexus among economic growth, banking
sector depth, and foreign direct investment, the analysis utilized annual data,
noted in the period between 2000 and 2018. The sample included in the ex-
amination consists of six new European Union (EU) member states that do
not use the euro as official currency - Bulgaria, Croatia, the Czech Republic,
Hungary, Poland, and Romania. One of the reasons for the selection of these
former transition countries is the fact that, by joining the European Union,
these countries became more engaging areas for foreign investment since
they have had to adopt various regulations of the EU, which provided them
with greater credibility among investors. Moreover, in recent decades, the
largest recipients of foreign direct investment have been transition econo-
mies, due to market liberalization, natural resources, and low labor costs
(Andrasic, Mirovic, & Kalas, 2019). The selection of these countries was ad-
ditionally conditioned by data availability.

Since the main objective of this article is to scrutinize the impacts
of FDI and banking sector depth on economic growth, the following vari-
ables are used in the analysis:

= Gross Domestic Product Per Capita - GDPPC variable;

= Foreign Direct Investment — FDI variable; and

= Composite Index of Banking Sector Depth — CIBS variable.
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The World Bank database served as the source of data for the de-
scriptions of the variables. Economic growth is measured utilizing the an-
nual percentage growth rate of gross domestic product per capita, based
on constant local currency (aggregates are based on constant 2010 U.S.
dollars). The general appearance of estimating gross domestic product per
capita, not in expressions of the total population but of the working-age
population, originates from the theory of economic growth, which de-
notes that the working-age population is nearer to the labor input of the
production function than the total population (Neuhaus, 2006). Besides,
gross domestic product per capita is a standard measure of economic
growth in finance-growth research (Stolbov, 2016). Foreign direct in-
vestment is presented as the sum of equity capital, the reinvestment of
earnings, other long-term capital, and short-term capital. Variable FDI
records net investment inflows, which are divided by GDP. The FDI net
inflows are commonly used in the research of the association between
FDI and economic growth, as well as between the indicators of financial
development and FDI (Acquah et al., 2019; (Amoh, Abdallah, & Fosu,
2019; Dellis, 2019; Jimborean et al., 2017; Lee & Chang, 2009).

The composite index of banking sector depth is created from sev-
eral indicators by utilizing Principal Component Analysis (PCA). The
reason for utilizing the CIBS is the impossibility of adequately betoken-
ing banking sector depth by adopting a single variable, as shown in previ-
ous studies (Beck, Levine, & Loayza, 2000; Choong, 2011; Levine, Lo-
ayza, & Beck, 2000). In this examination, four variables are used as rep-
resentations of banking sector depth. Domestic credit to the private sector
by banks, domestic credit to the private sector by financial corporations,
claims on the central government, and broad money supply are used to
construct a composite index of banking sector depth using PCA. As Alu-
ko and Ajayi (2018) point out, PCA includes the conversion of several
correlated assemblages of variables into a lesser number of uncorrelated
variables. PCA moderates an assemblage of examined variables into prin-
cipal components that maintain the utmost information from the initial set
of variables. Procedural details are explained by Pradhan, Arvin, Norman,
& Hall, (2014).

Measures of central tendency, measures of variability, and the re-
sults of correlation analysis are shown in Table 1. Cross-sectional de-
pendence often leads to the lack of a normal distribution of data, as indi-
cated by the Jarque-Bera statistics in Table 1 for all series except for the
CIBS series. Nevertheless, by utilizing appropriate panel tests suitable for
application in cases of cross-sectional dependence, this issue can be con-
trolled appropriately. The variables are not highly correlated with each
other, therefore utilizing variables in one regression equation will not lead
to a problem of multicollinearity.
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Table 1. Descriptive statistics and Correlation matrix of the variables

GDPPC FDI CIBS
Mean 3.540289 5.591200 -1.75E-08
Median 4.112087 3.701897 0.1331185
Maximum 11.14421 54.64873 1.750006
Minimum -7.262149 -41.50820 -2.248833
St. Dev. 3.165445 10.17489 1.000011
Skewness -0.820510 1.641444 -0.229355
Kurtosis 4780328 15.68413 2.313535
Jarque-Bera 27.84695 815.4070 3.237834
Probability 0.000001 0.000000 0.198113
Obs. 114 114 114
GDPPC 1
FDI 0.0730 1
CIBS -0.4537 0.0460 1

Source: Authors’ calculations

Panel datasets usually manifest cross-sectional dependence, which
relies on the diverse aspects of the cross-sectional dependence itself, as
well as the volume of the correlations over cross-sections, as De Hoyos
and Sarafidis (2006) point out. Because the appearance of cross-sectional
dependence causes difficulties in testing the stationarity of the data
(Shariff & Hamzah, 2015), examining cross-sectional dependence is an
essential matter, required to determine proper tests for examining the order of
data integration, and for the consequential assessment of the established
model. Hence, the analysis of the cross-sectional dependency is performed
utilizing the Breusch—Pagan LM test and Pesaran-scaled LM test. The
Lagrange multiplier exhibited by Breusch and Pagan (1980) is acceptable
for a panel with N less than T, which is the character of the panel dataset
in the research (N=6 T=19). LM statistics, on which the test is
established, as Baltagi, Feng, and Kao (2012, p.165) point out is:

LM =3 T T xR ®
Baltagi et al. (2012, p. 165) further point out that the residual correlation

coefficient (p“:-}-) also appears in the Pesaran-scaled LM test, which is
specified as follows:

1 N-1xN R
LM pesaran mzi:1 Zj:i+1(rij pj _1) —->N (0,1) (2)

Without examining the cross-sectional dependency while carrying
a unit root test, the assessments may be biased. The application of unit
root tests, which symbolize the independence of cross-sectional units,
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could lead to such biases. Consequently, a large portion of literature
presents a confirmation of the co-movements of economic variables over
the cross-section units, which led to the development of second-
generation tests based on the premise of cross-sectional dependence in the
unit root hypothesis (Das, 2019). In this regard, two second-generation
unit root tests are utilized in this article: the Cross-sectionally ADF
(CADF) test and the Cross-sectional augmented IPS (CIPS) test presented
by Pesaran (2007). Pesaran (2007) utilized cross-sectional averages of
lagged levels and first differences of the i-th cross-section in the panel in
order to augment the conventional DF regression model:

AY, = o+ Y,y + 7Y +BAY, + &, 3)
The average of individual CADF statistics represents the CIPS statistics:
CIPS(N,T) =N " t(N,T) 4)

where ti(N,T) is the cross-sectionally augmented Dickey-Fuller statistic
for the i-th cross- section unit.

The article further utilizes the Westerlund (2007) error-correction—
based panel cointegration tests. Two group statistics (Gt, Ga) test the al-
ternative hypothesis that there is at least one unit that is cointegrated,
while the two panel statistics (Pt, Pa) test the alternative hypothesis that
the whole panel is cointegrated. The test was conducted via the xtwest
command in Stata, taking into account cross-sectional dependence by ap-
plying the bootstrap approach. The complete statistics behind tests and
procedural details are presented by Persyn and Westerlund (2008). If the
cointegration is confirmed based on the Westerlund test, the subsequent
step is to estimate the Panel Auto-Regressive Distributed Lag (ARDL) er-
ror correction model with the Mean Group (MG) or the Pooled Mean
Group (PMG) estimators. As a solution to the heterogeneity bias shown
by heterogeneous slopes in standard panel estimates (fixed and random
effects), two different estimators (MG and PMG) were introduced by Pe-
saran and Smith (1995), and Pesaran, Shin, and Smith (1999). The Dy-
namic Fixed Effect estimator will not be checked because the DFE does
not consider heterogeneous slope coefficients (Ehigiamusoe, Lean, &
Lee, 2018). The fundamental difference between MG and PMG is that the
MG estimator supports maximum heterogeneity since it allows intercepts
and coefficients to differ unobstructedly across countries, while PMG is
consonant under the postulate of long-run slope homogeneity. If the long-
run homogeneity restrictions are accurate, MG estimations will be inef-
fective, and a PMG estimator will be imposed as more suitable, which
will be checked by the Hausman test.
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RESULTS AND DISCUSSION

The basis of the necessity for testing cross-sectional dependence
lies in the fact that even if there is a certain shock (interior or outer) that
originates from one country, that shock may not influence other countries
at a similar level regardless of whether they have formal EU economic
policies (S6nmez & Saglam, 2017). Table 2 contains the outcomes of the
cross-sectional dependence and the unit root tests. Consistent with the
Breusch—Pagan LM and Pesaran-scaled LM tests, the cross-sectional de-
pendence can be confirmed. The results affirm the exceptionally incorpo-
rated economies of the examined countries, indicating that spatial spillo-
ver consequences will become more probable. Therefore when a shock
happens in one country, it will likewise influence the other countries. The
tests” outcomes determine the selection of the second generation unit root
tests, which take into account cross-sectional dependence. According to
the CADF test, all variables, except the composite index of banking sec-
tor depth, are not stationary at the level, while the results of the CIPS test
show that the variables which represent economic growth and foreign di-
rect investment are stationary at level. Nevertheless, after the first differ-
ence, each of the nonstationary variables becomes stationary. The appear-
ance of different levels of stationarity, as well as the occurrence of cross-
sectional dependence, sustain the utilization of the Westerlund cointegra-
tion test and the panel ARDL model.

Table 2. Cross-sectional dependence and unit root tests results

Variable GDPPC FDI CIBS
Breusch—Pagan LM 120.8042 64.40385 162.3476
(0.0000) (0.0000) (0.0000)
Pesaran-scaled LM 19.31712 9.019867 26.90186
(0.0000) (0.0000) (0.0000)
CADF (level) -2.193 -1.899 -2.406"
CADF (first difference) -3.910" -3.294" -3.958"
CIPS (level) -3.060" -2.511" -1.688
CIPS (first difference) -5.091" -4.388" -2.371"

Notes: Figures in the parenthesis are p-values,
* symbolizes the rejection of the null hypothesis of unit root
Source: Authors’ calculations

The outcomes of the Westerlund error-correction—based panel
cointegration tests with robust p-values are detailed in Table 3. Circum-
venting the redundant parameterization, this research holds a small num-
ber of lags and leads, and a shorter kernel width, since the outcomes of
the test, in examination with the small dataset, can be sensitive to the de-
termination of these parameters (Demetriades & James, 2011; Wester-
lund, 2007). In the examination, the Bartlett kernel window width is 2, and
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a maximum lag length of 1 and the lead length of 1 are chosen according to
the Akaike Information Criterion (AIC). The null hypothesis of no cointe-
gration can be rejected at a 1% significance level, according to the robust p-
value of Gt, Pt and Pa statistics, which implicate the equilibrium associa-
tion amongst the variables. Considering the panel tests (Pt, Pa), which re-
jected the null hypothesis, it can be inferred that the whole panel is cointe-
grated. More precisely, results designate the appearance of the cointegra-
tion relation between economic growth, foreign direct investment, and
banking sector depth in the complete sample of all countries.

Table 3. The Westerlund cointegration test results

Westerlund’s Test Value Z-value P-value Robust P-value
Gt -3.891 -4.936 0.000 0.000
Ga -5.166 1.546 0.939 0.300
Pt -6.222 -1.962 0.025 0.000
Pa -7.515 -0.723 0.235 0.000

Source: Authors’ calculations

Table 4 presents the information of the whole panel and includes
long-run and short-run coefficients, the outcomes of the Hausman test,
and the error correction term (ECT). The long-run homogeneity re-
striction is not rejected according to the Hausman test. Therefore, the
PMG is a more efficient model to perceive the relationship between eco-
nomic growth, foreign direct investment, and banking sector depth. From
the part of Table 4 which details the long-run coefficients, it can be estab-
lished that a 1% increase in FDI net inflows enhances economic growth
by 0.24%, while a 1% rise in banking sector depth decreases economic
growth by 1.71%. From a long-term perspective, the outcomes are in line
with the conclusions of Cave, Chaudhuri, and Kumbhakar (2019). Using
data for 101 countries in the period between 1990 and 2014, the authors
discovered a negative relationship between the development of the bank-
ing sector and economic growth. They explain the cause of their disa-
greement with many studies that have revealed a positive relationship be-
tween economic growth and the development of the banking sector by
pointing out the fact that these studies use a single indicator of the bank-
ing sector development. As mentioned in this paper in the data presenta-
tion section, an adequate representation of the depth of the banking sector
requires the usage of various indicators. Additionally, as one of the ex-
planatory variables, the authors used net foreign direct investment and
discovered a positive and statistically significant impact of the FDI in
low- and middle-income countries. The result of the positive influence of
FDI on economic growth is not unexpected. The financial and political
integration of countries in the EU prompts investors to be more encourag-
ing about planned reformations, institutional enrichment, and the imple-
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mentation of stable economic policy, as Tang (2015) points out. Increased
inflow of foreign direct investment in synergy with trade flows notably
stimulates the economic growth of countries. Tang’s (2015) study focuses
on the question of whether higher financial market development boosted
economic growth in Central and Eastern European countries in the period
between 1997 an 2012. The author finds that, despite the increased
growth of bank credits in CEECs, bank credit flows harm economic
growth. The expanding dependence of banks in CEECs on the EU supply
of bank capital can be the reason behind the negative effect, since the
bank credits might not be managed for productive investments due to EU
bank dominance. The bank credits utilized for uncertain investments
might avert important supplies of the resources away from the productive
localities of the economies. The detrimental influence of credit in the ac-
celeration stages of the credit sequence can be the outcome of the harmful
consequences of the gathering of cyclical systemic risk and overindebted-
ness (Iwanicz-Drozdowska, Bongini, Smaga, & Witkowski, 2018). These
results of the positive influence of FDI and the negative impact of bank-
ing sector development are in line with our outcomes. However, countries
may not have reached a situation where there is ‘too much’ finance that
starts to harm economic growth when credit to the private sector encom-
passes 100% of GDP (Arcand, Berkes, & Panizza, 2015). For example,
Grabowski and Maciejczyk-Bujnowicz (2016) reveal that the optimal
level of financial depth in the Polish economy is 0.43, and beyond that
level, the financial system appears to be ‘too large’ compared to the scope
of the Polish economy. An additional boost in the level of bank credit
gives rise tothe ‘vanishing effect’ of the influence on economic growth.

From a short-term aspect, the beneficial impact of FDI and a posi-
tive but statistically inconsequential effect of the banking sector’s depth
on economic growth is observed. The speed of adjustment (ECT) is nega-
tive and statistically significant, which points towards the fact that a long-
term equilibrium relationship exists among economic growth, foreign di-
rect investment, and banking sector depth. More precisely, GDPPC, FDI,
and CIBS are cointegrated and moving together to long-term equilibrium.
The effect of an imbalance caused by some shock is corrected by 59%
every year. The ECT coefficient of 0.59 designates that there was 59% of
adjustment that occurred in the previous period toward equilibrium, while
41% of disequilibrium remains, which implies that a half-time to the con-
vergence is less than one year. Since the PMG estimator assumes the het-
erogeneity of short-term coefficients, the following table presents the
ECT and short-term coefficients of countries.
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Table 4. Pooled Mean Group Reggresion and Hausman test results

PMG (100)
Variables Long-run coefficient P-value Short-run P
coefficient value
FDI 0.2360107 0.003 0.303923 0.090
CIBS -1.706607 0.000 0.182826 0.827
Error correction term -0.5877624 0.000
Constant 1.560038 0.005

Hausman test 2.51 0.2846
Source: Authors’ calculations

As shown in Table 5, the statistically significant positive influence
of foreign direct investment on economic growth in the short-run is ob-
served only in the case of Poland and Romania, while the short-run im-
pact of banking sector depth is not statistically significant in any of these
countries. The short-term results imply that policies and strategies for lur-
ing FDI necessitate being composed with a view on the long-term aspect
in order to maximize the positive projections of FDI on the prosperity of
the countries (Dinh, Vo, The Vo, & Nguyen, 2019). On the other hand,
having in mind the long-term negative impact and insignificant short-term
impact of the development of the banking sector on economic growth,
these countries necessitate sounder banking regulations that would facili-
tate generating significant positive impacts of banking sector develop-
ment on economic growth (Tang, 2015).

Table 5. PMG short-run coefficient of the individual countries

PMG — short-run coefficient

Countries FDI  Pvalte CIBS Pvalle ECT _ P-value
Bulgaria 0.026155 0.779 -0.12507 0.606 -1.145661  0.000
Croatia 0.206142 0485 -2.46409 0419 -0.6138893 0.007
The Czech Republic -0.058645 0720 2.365367 0.237 -0.7694635 0.000
Hungary -0.006584 0.847 -0.77295 0798 -0.0103361 0.957
Poland 0.606524 0.004 0332800 0.782 -0.2493366 0.144
Romania 1049946 0011 2760909 0467 -0.7378878 0.000

Source: Authors’ calculations

The dynamic stability among variables exists when the ECT coef-
ficient is negative within the unit circle (not lower than -2) (Loayza &
Ranciere, 2006). In the case of the examined countries, a negative ECT
coefficient is perceived in all cases. However, the coefficient is not signif-
icant in the case of Hungary and the Republic of Poland, indicating that
long-term equilibrium among the variables exists, but is insignificant for
economic growth. The half-time to convergence is quite short, less than
half a year in the case of Bulgaria, Croatia, Czech Republic, and Romania.
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CONCLUSIONS

This paper focused on six countries of Central and Eastern Europe,
which can be classified as new members of the European Union, namely
Bulgaria, Croatia, the Czech Republic, Hungary, Poland, and Romania.
By implementing annual data from the period between 2000 and 2018,
the article exposes the nexus between banking sector depth, foreign direct
investment, and economic growth. Banking sector depth is formed by a
composite index consisting of domestic credit to the private sector by
banks, domestic credit to the private sector by financial corporations,
claims on the central government, and broad money supply. Foreign di-
rect investment and economic growth are denoted by the net inflows of
foreign direct investment and gross domestic product per capita, respec-
tively. The principal aim of the analysis was to scrutinize the long-term
and short-term impact of FDI and banking sector depth on economic
growth. In the fulfillment of the stated aim, the long-term relation among
the variables was first considered by utilizing the error-correction—based
panel cointegration tests introduced by Westerlund (2007). Test outcomes
established the presence of the cointegration relation between economic
growth, foreign direct investment, and banking sector depth in the com-
plete sample of countries. Further, the short-term and long-term influ-
ences of FDI and banking sector depth on economic growth were ana-
lyzed employing the PMG estimator. The long-term aspect of the exami-
nation exhibited the positive influence of FDI and the negative effect of
the banking sector depth on the economic growth in the scrutinized coun-
tries. The outcomes of the short-term analysis revealed the devitalized ef-
fect of the banking sector depth and a significant positive impact of FDI
on the growth. However, the short-term influence of FDI on economic
growth across the panel was driven by a positive and meaningful impact
only in Romania and Poland.

The principal contribution of the analysis is that it empirically ex-
poses the repercussions of the influence of banking sector depth and for-
eign direct investment on economic growth in a manner that informative-
ly complements the existing literature. Also, the conclusions of the exam-
ination may hold relevant policy suggestions. Foreign direct investment
can advance the economic development forces of the host countries. Con-
sidering that banking sector development causes the net inflows of for-
eign direct investment, which, in turn, causes economic growth, policy-
makers should act to increase banking sector depth with binding financial
control and banking reform. Stricter control and reform of the banking
sector are essential, primarily because of the noted harmful influence of
banking sector depth on economic growth, as the countries have still not
reached the majority of the growth-damaging financial sector. According-
ly, restricting the augmentation of banking resource allocation to increase
limitations on the lending and borrowing of the private sector is not re-
quired.
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The main shortcomings of this research can also be characterized as
the proposals for future examinations of the nexus between financial
development, foreign direct investment, and economic performances. One of
the main limitations of this paper is the fact that the data used in the research
incorporates data from a period of economic crisis. Studies conducted by
Law and Singh (Law & Singh, 2014), and Arcand et al. (2015), which take
into account the years of crisis, reveal that more finance discourages
economic growth. The stated limitations, combined with a lack of adequate
data on capital markets, outline the possible imperfections of the survey, as
well as important determinants for the advancement of future research.
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INOBE3AHOCT EKOHOMCKOI PACTA, IYBUHE
BAHKAPCKOI' CEKTOPA U CTPAHUX TIUPEKTHUX
NMHBECTUIIMJA Y OJABPAHUM 3EMJ/bAMA
HEHTPAJIHE U UCTOYHE EBPOIIE

Hesena Beceaunosuh?, Janujena Jlecnorouh?, Mupjana Cresanosuh®
'Yuusepsurer y Kparyjesity, UnctutyT 3a mudopMarmone TexHonoruje Kparyjesar,
Kparyjesan CpOuja
2yuusepsurer y Kparyjesity, Exonomcku daxyirer, Kparyjepan, Cpbuja
3Bucoka mkona akagemckux crymmja ,, JOCUTE]®, Beorpan, Cpouja

Pe3ume

Pan ce doxycupa Ha nrect 3emasba Ilentpanmse u Mcroune Espore, koje ce Mory
KIacudukoBaTH Kao HoBe wiaHuie EBporcke ynuje, a To cy Byrapcka, Xpsarcka,
Yemxa, Mahapcka, Ilosbcka u Pymynuja. MiMiuieMeHTaIjoM roQunimuX HojaTaka u3
nepuona m3mehy 2000. u 2018. romuHe, UCTpakuBame OTKpUBA Bedy m3Mely myOmHe
Oankapckor cexktopa, C[IV u ekoHOMCKOT pacTa. ['TaBHM IWJb aHAIK3E je J1a Ce UCTINTa-
jy AYrOpOYHH M KPaTKOPOYHH yTHIaju AyOmHe OaHkapckor cekrtopa u CIAW Ha mpu-
BPEIHU pacT. Y HCHyHCHY HABEICHOT [MJba, JyTOPOYHH OJHOC n3Mely NpOMEHIBUBHX
je IpBO pa3MoTpeH KopumhemeM MaHell KOMHTErpallMoHNX TECTOBA 3aCHOBAHUX Ha KO-
peKIMjH Tpeiaka koje je yBeo Becrepiann (2007). PesynTtaTu McnuTHBamba YTBPAUIH
Cy HPHCYCTBO KOMHTETrpalMoHOr ofHoca m3Mmely ekoHomckor pacra, C[AU u myOune
0aHKapCKOT CEKTOpa y KOMIUIETHOM Y30pKy 3eMasba. Hasasbe, ananm3upanu cy KpaTko-
POYHH M AYTOPOYHHU yTHIAju XyOmHe OaHKapckor cekropa u C/IU Ha mpuBpemHH pact
npumeHoM PMG nporienuTespa. JlyropodHn aceKT HCIIHTHBAKA TIOKa3ao je MO3UTHBAH
yrunaj CAW n HeratuBaH yTHIA] TyOWHE OaHKApCKOT CEKTOpa Ha MPUBPEIHH PACT y
AHAJM3MPAHUM 3eMJbaMa. Pe3ynraTi KpaTKOpOYHe aHaIN3€ OTKPHIIH CY JIEBUTAIH30BaH
edekar yOuHe GaHKApCKOT CEKTOpa M 3HAa4ajaH MO3UTHBAH YTHI[Aj CTPAHUX AUPEKTHUX
WHBECTHIIMja HA €KOHOMCKH pacT. MelyTHUM, KpaTKOPOYHH yTHIAj CTPAaHUX AUPEKTHUX
MHBECTHIIMja Ha PacT y IIeJIOM IaHeTy OWO je BOheH MO3UTUBHUM M 3HAYajHUM yTHIjeM
camo y Pymynuju n [osbekoj.

I'maBHM mOTIpUMHOC aHaMM3e je eMIMPHjCKO HM3JIarame MOCieAnlla yTullaja JyOrnHe
GaHKapCKOT CEeKTOpa M JUPEKTHHX CTPaHHX MHBECTHIIMja Ha €KOHOMCKH PacT y MpaBILy
KOjY Ha MIOy4YaH HAuMH YIOTIyYje MocTojehy murepatypy.

3aKJbyUll HCTPaXKUAha MOTY Caap)KaTH M PeJeBaHTHE MpeJJIore KpeaTropumMa Io-
mutuke. C/IM Mory yHampenuTH cHare eKOHOMCKOT pa3Boja 3eMibe goMahnna. C 003u-
POM Ha TO J1a pa3Boj OGaHKapCKOT CEKTOpa 3Ha4ajHO Y3POKyje HETO IPHIUB CTPAHUX JH-
PEKTHHUX MHBECTHUIIM]ja, IITO, C JPYre CTPaHe, y3pOKyje eKOHOMCKH pacT, KpeaTopH Io-
JHUTHKE Ou Tpebasio na nenyjy y cMepy nosehama qyOuHe GaHKapcKor cekTopa y3 00a-
Be3yjyhy ¢uHaHCHjcKy KOHTpOJy U pedopmy OaHkapcTBa. Beha xoHTpoma u pedopma
GaHKapCKOT CEKTOpa Cy HEOIXOAHHM, MPBEHCTBEHO 300 YOUCHOT IITETHOT YTHIAja Iy-
OuHe GaHKapCKOT CeKTOpa Ha eKOHOMCKH PAcT, jep 3eMJbE jOII yBEK HHUCY JOCTHUIIIC Be-
huay ¢uHaHCHjCKOT CeKTopa Koju mTeTH pacty. CXOIHO TOMe, HHje HOTpeOHO OrpaHu-
uynTH noBehame anokanuje 6aHKapCKUX cpescTaBa pagu noseharma orpaHuyueHa Kpeau-
THParba 1 33/1y)KMBamkba MPUBATHOT CEKTOPA.

[maBHM HeJOCTalM MCTpaKHBamba Takohe ce MOTy OKapaKTepHCcaTH Kao MPeio3n
3a Oynyha ucnutuBama Bese m3Mel)y ¢uHancujckor passoja, C/I n ekoHOMCKHUX Tiep-
(dopmaHcu. JeHO Of1 TIIaBHUX OTpaHHYEHHa je J1a MOoaly KOPUIINeH! MPUINKOM HCTpa-
JKHBarba YKJbYdyjy MOJaTKe U3 Imeproja ekoHoMcke kpuse. CTyauje Koje ¢y CpoBenn
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Jloy u Cunr (Law & Singh, 2014) u Apkon u npyru (2015), xoje y3umajy y o03up ro-
IIMHE KpH3e, OTKPHBAjy Ja BHIe (pHHAaHCH]ja obecxpabpyje ekoHOMCKH pacT. HaBenena
OrpaHHYerha, Y KOMOMHAIIN]H ca HEJJOCTaTKOM aJeKBaTHUX MOfIaTaKa ca TP)KUIITA Kalh-
Taja, yKasyjy Ha Moryhe HecaBpIIEHOCTH NCTpa)KHBamba, ajld M HA Ba)KHE AeTepMHHAH-
Te 3a Hampeaak Oyayhux ucTpaxupama.



