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Abstract
The study investigates the influence of financial development on foreign trade in transi‑
tional economies using panel data (1994–2014). Although empirical studies on the im‑
pact of financial development on foreign trade are available, none of them that the au‑
thors are aware of attempted to explore the subject matter in the context of transitional 
economies. None attempted to investigate if human capital development is a channel 
through which financial development influences foreign trade or international trade. 
Under fixed effects, financial development was found to have a non‑significant posi‑
tive influence on foreign trade, while the random effects approach shows a significant 
positive relationship running from financial development towards foreign trade. The 
findings resonate with the majority of the literature on the subject. However, pooled 
ordinary least squares (OLS) shows that financial development had a significant nega‑
tive influence on foreign trade.
Under both fixed and random effects, human capital development was found to be 
a channel through which financial development had a significant positive effect 
on foreign trade. The results are in line with Patrick’s (1966) argument that foreign 
trade is quickened by high levels of human capital and financial development. The 
implication of the study is that transitional authorities should develop and implement 
human capital development enhancement policies in order to enable financial de‑
velopment to have a significant positive effect on foreign trade. In contrast to the 
available literature, human capital development was found to have had a significant 
negative impact on foreign trade under the OLS approach. Future studies on the sub‑
ject matter should address the endogeneity concerns and the dynamic characteristics 
of the foreign trade data.

http://dx.doi.org/10.18778/1508-2008.23.28
https://orcid.org/0000-0001-8041-1181
mailto:kunofiwa.tsaurai@gmail.com
mailto:phlupo@gmail.com


70

Kunofiwa Tsaurai, Patience Hlupo

Keywords: Financial Development, Foreign trade, Transitional Economies, Panel Data

JEL: G15, J24, P45, P2

Introduction

Globalization, economic integration, financial liberalization, and technological de‑
velopment all seem to dictate that interdependence among countries is unavoidable 
and, critically, the order of the day. Financial liberalization, among others, has been 
a widespread phenomenon in many economies. Equally, more effort and expenditure 
are being spent on human capital development as one of the 17 sustainable develop‑
ment goals. Hence, foreign trade is an inevitable outcome of such developments. For‑
eign trade is essential in that it contributes to economic growth directly (Akeem 2011; 
Edoumiekumo and Opukri 2013), or indirectly through either financial development 
(Gokmenoglu et al. 2015) or human capital development (Haq and Luqman 2014). 
Consequently, studies on the determinants of foreign trade are abundant (Ghanbari 
and Ahmadi 2017; Mete and Bozgeyik 2017). Research evidence on the individual ef‑
fects of financial development and human capital on foreign trade abounds (Paravis‑
ini et al. 2011; Manova 2013; Shahbaz and Rahman 2014). 

Likewise, human capital accumulation plays a vital role in a country’s internation‑
al competitiveness, as global economic progress centers on knowledge (Domenico 
et al. 2009). It generates an absolute advantage and a temporary monopoly until such 
a time when other countries can match the level of human capital development. This 
positive link between human capital and foreign trade is important in this study.

Some researchers dwell on the complementarity of financial development and hu‑
man capital (Hakeem and Oluwatoyin 2012; Zaman et al. 2012; Sehrawat and Giri 2014; 
Eryigit and Dulgeroglu 2015; Tsaurai 2018). It is argued that financial development 
makes it easy to accumulate human capital (Abubakar et al. 2015; Kargbo et al. 2016). 
To be more elaborate, the link between human capital and financial development 
forms a vicious cycle where increased access to finance is a means for human capital 
accumulation. The latter also stimulates better usage of financial resources, with the 
ability to save or invest professed to rise with the level of human capital development 
(Evans et al. 2002). 

This background is the basis for the current study. It not only investigates the influ‑
ence on financial development on foreign trade, but it also explores how human cap‑
ital and financial development complement each other to foster foreign trade.



71

Does Financial Development Enhance Foreign Trade in Selected Transitional Economies?

The impact of financial development on foreign trade 
– the theoretical literature
The first theoretical underpinning that explains the channel through which finance 
impacts foreign trade is trade finance theory (Vaubourg 2016). Firms involved in for‑
eign trade have a choice among a variety of trade finance options, which include open 
accounts, cash in advance, letters of credit, and export credit guarantees. Cash in ad‑
vance works well with low finance costs in the importer’s country and robust con‑
tract enforcement mechanisms in the exporter’s country. An open account is suitable 
when finance costs are low in the exporter’s country and when robust enforcement 
mechanisms exist in the importer’s country. Letters of credit and export credit guar‑
antees are safe modes of payment that make trade more attractive, especially to the 
exporter. Thus, the importer (exporter) imports (exports) more when payment terms 
are favorable.

The second theoretical perspective holds that variable and fixed costs associated 
with foreign trade are high, and internal finance may not be enough to cover them. 
When a firm expands its operations to serve foreign markets, it requires more capital 
to cover upfront costs like research and development, customizing the product, and 
establishing distribution channels (Baldwin and Krugman 1989). Inevitably, export‑
ing firms resort to external finance to cover the gap (Vaubourg 2016). Imperfections 
in capital markets delay firms’ decisions to go international. Firms find it difficult 
to buy equipment and more raw materials that allow them to scale up operations for 
export trade. Hence, while the production scale remains low, the export business re‑
mains less feasible. As firms wait to grow organically through ploughing back profits, 
the country’s share of foreign trade is reduced in the meantime. So, it can be argued 
that less developed financial markets do not favor foreign trade and vice versa.

The above viewpoint resonates with factor endowment theory, which asserts that 
firms overcome illiquidity problems by exporting goods that are highly dependent 
on external finance, thereby improving the structure and balance of trade (Rajan and 
Zingales 1998). Rajan and Zingales argued that developing financial systems are a way 
to deal with moral hazard and adverse selection in so doing attracting external finance 
and growing exports. 

Bardhan and Kletzer’s (1987) model advocates a link between foreign trade and fi‑
nancial development. The primary focus of the model is on mobilizing and investing 
financial resources. The intermediate goods sector is said to require less foreign capital, 
while the final goods sector depends more on external capital to fund its working cap‑
ital needs. As such, a developed financial system allows for the efficient mobilization 
of external capital by reducing information asymmetry and moral hazard, which ben‑
efits firms specializing in final goods. Therefore, a less developed financial system jus‑
tifies the involvement of firms in the intermediate goods sector in foreign trade while 
well‑developed financial systems provide a comparative advantage for firms to spe‑
cialize in trading finished goods. This model is further extended by Beck (2002), who 
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shows that even when two different sectors rely on external finance, trade patterns for 
manufactured goods are largely dependent on the level of financial development. 

A similar theoretical model by Baldwin and Krugman (1989) supports the above 
view. They assert that developed financial systems allow for risk reduction through 
diversification, making it possible for a country to specialize and trade in a risky good 
than is the case when risk premium is high. Underdeveloped financial markets find 
it difficult to diversify away risk, and hence they opt to trade in low‑risk or risk‑free 
goods, since they pay high‑risk premiums. To this end, the nature of trade between 
any two countries is dependent upon dissimilarities in levels of financial develop‑
ment.

In the same vein, the liquidity easing theoretical angle contends that greater liquid‑
ity in the market comes with better financial development as the speed of trading and 
settling transactions increases (Ezeoha and Cattaneo 2012), thus making it possible 
for firms to trade internationally. Fundamentally, finance‑trade theory comes in two 
clusters: the demand‑following hypothesis and the supply‑leading view, where the for‑
mer relates to causal links from trade to finance while the latter relates to causal links 
from finance to trade.

The effect of financial development on foreign trade 
– the empirical literature
Empirical evidence on  the relationship between financial development and trade 
is two‑pronged. Initially, there was a group of researchers who found a positive link 
between financial development and foreign trade. One study by Hur et al. (2006) in‑
vestigated the extent to which different industries in different countries depended 
on external finance given asset tangibility. Their results show that developed financial 
markets stimulate more export business for intangible assets. A recent study by Choi 
(2018) also confirms a positive relationship between financial development and trade. 
Considering asset tangibility, study findings show that more asset tangibility attracts 
external finance and enhances export activity for countries with developed financial 
markets. 

Hanh (2010) used time‑series data from 1994–2008 to test the existence of causal ef‑
fects between financial development, foreign trade, and economic growth for 29 coun‑
tries. The results support the feedback hypothesis on the link between trade and fi‑
nancial openness in Asia. Another study by Waqas et al. (2011) studied the long‑run 
linkages between economic growth, foreign trade, and financial development in Pa‑
kistan. A bounds test showed a long‑run relationship between financial development 
and foreign trade in Pakistan, which is confirmed by Granger causality tests, running 
from financial development to foreign trade. Analogously, empirical evidence from 
Bangladesh found bidirectional causality between domestic credit and trade openness 
(Hassan and Islam 2005). 
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Further evidence from Kiendrebeogo (2013) supports this positive effect. Using 
a gravity model to investigate the negative effect of financial crises on exports, they 
sampled 75 countries and studied how their exports responded to demand and supply 
shocks in the financial sector from 1988 to 2010. Their results show that as a financial 
crisis deepens, the level of bilateral trade falls. The effect is more marked for countries 
that export manufactured goods and those dependent on external finance. Their con‑
clusions are robust, even after controlling for different estimation approaches, endog‑
enous factors, and the existence of outliers.

Kumarasamy and Singh (2018) made a different analysis relating to the effect of fi‑
nancial development on a firm’s capability to enter export markets. Their study uti‑
lized World Bank Enterprise Survey data for Asia‑Pacific countries and concluded 
that developed financial markets make it easy and possible for firms to start export‑
ing. Fauceglia (2015) conducted a study on 17 developing countries to examine the 
impact of credit constraints on exporting. The findings show that credit constraints 
inhibit firms from exporting, with a greater effect on less developed countries. Their 
results also suggest that credit constraints have a larger negative impact on firms in the 
technology sector, which rely more on external finance. More support on the effect 
of credit constraints on trade is found in the works of Brooks and Dovis (2019).

Another analogous study by Manova (2013) linked external credit constraints 
to productivity. He found that beyond a certain productivity threshold, firms start 
obtaining external finance to cover their fixed costs. Higher productivity enables firms 
to meet high finance costs related to external finance, which is necessary to cover ex‑
port fixed costs. The study determined that low productivity firms are constrained 
to export as they cannot afford credit that would allow them to partly cover their var‑
iable costs. In line with this, Becker et al. (2013) demonstrated that modern financial 
systems are a source of comparative advantage to firms reliant on external finance 
to further their export business. Examining more than 170 countries, they collected 
bilateral trade data between 1970 and 1988. From OLS regression analysis, they deter‑
mined that developed financial systems nurture export growth. 

Cross country evidence on the link between financial development and foreign 
trade from a study by Leibovici (2018) provides a different lens through which to view 
the nexus. He suggests that developed financial systems reallocate a country’s share 
of foreign trade from labor‑intensive to capital‑intensive industries, which are highly 
dependent on external finance. The probability of venturing into the export business 
positively and significantly correlates with the leverage ratio, the liquidity ratio, and 
collateralizable assets in Berman and Héricourt’s (2010) study. 

Using a different approach, the study by Engel et al. (2013) focused on how finan‑
cial constraints impacted a firm’s decision to terminate its export business. Like Bel‑
lone et al. (2010), they used yearly data from French companies but over a shorter pe‑
riod, from 2000–2002. They found that the higher a firm’s leverage ratio, the higher its 
probability of exiting exports, and the lower the firm’s cashflow ratio, the higher the 
possibility of terminating export operations. Italian evidence from a study by Forlani 
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(2010) found from 1999–2005 data that higher liquidity levels allow a firm to expand 
its export market. In line with this finding, Muûls’ (2012) investigation on Belgian 
firms proved, from OLS regression analysis, that low default risk firms are more likely 
to expand their exporting destinations. The same determination is made by Askena‑
zy et al. (2011), who found a negative effect of financial vulnerability on the number 
of export destinations from a French study covering 1996–2006.

Research evidence from Italian firms shows that the low supply of credit can neg‑
atively affect export trade (Minetti and Zhu 2011). Cross‑sectional data for 2001 was 
used. A firm faced credit constraints when its demand for credit exceeded its actual 
borrowing. Firms faced with a financing gap exported a minimum of 38% less than 
those who obtained enough credit and with a chance of exporting 39% below that 
of unconstrained firms. Likewise, the credit statistics of Peruvian firms for the period 
July 2007 to June 2009 corroborate this finding (Paravisini et al. 2011). 

The second strand of research found no link between financial development and 
foreign trade. Babatunde and Fowowe (2012) refute the finance‑led trade hypothesis 
in Sub Saharan Africa. Consistent with this stance, the results from Berman and Héri‑
court’s (2010) study on the effects of financial characteristics on export levels proves 
the insignificant impact of the leverage ratio, the liquidity ratio, and collateralizable 
assets on the quantity of exports. Overall, the empirical evidence supports the theo‑
retical literature that a financial crisis intensifies the negative effects of financial con‑
straints on foreign trade (Vaubourg 2016). 

Is human capital development a channel through which 
financial development influences foreign trade?
The extant literature provides substantial evidence on the positive interaction ef‑
fects between financial development and human capital on GDP (Ukenna et al. 2010; 
Abubakar et al. 2015; Kargbo et al. 2016). Kendall (2007) established that human capital 
development can mediate the undesirable results of financial constrictions, enabling 
growth even where bank loans are deficient in some Indian regions. This means that 
the combined effects of these two variables exceed their individual influence on eco‑
nomic growth. Despite significant progress in explaining how the interaction effects 
of financial development and human capital may be growth‑enhancing, the inter‑
action effects of these two variables on foreign trade remains a matter for empirical 
investigation. In support of this reasoning, exogenous theories of trade suggest that 
when foreign capital interacts with foreign labor, it consequently magnifies foreign 
trade (Rao and Mahale 2011).
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Other factors that affect foreign trade – control variables 

A summary of the determinants of foreign trade is provided in Table 1 below.

Table 1. A summary of the determinants of foreign trade

Variable Proxy Reference

Relative size 
of economies

GDP (real or per capita) Rahman (2007)

Market flexibility Flexibility or rigidity of factor of production 
variables and related rewards

Uzagalieva and Cukrowski 
(2006)

Political factors Dummy (1 when preferential trade agreements 
exist and zero otherwise), trade barriers

Bordo and Rousseau 
(2012)

History Existence of colonial ties, common military 
alliance, or dummy

Ghanbari and Ahmadi 
(2017)

Linguistic 
differences

Dummy (1 if languages are similar and zero 
otherwise)

Rahman (2007)

Foreign direct 
investment

Change in foreign direct investment Mete and Bozgeyik (2017)

Interest rate Change in the real interest rate Mete and Bozgeyik (2017)

Technological 
innovation

Related expenditure, internet hosts, 
technological distance

Spulber (2008)

Research and 
development

Research expenditure Ghanbari and Ahmadi 
(2017)

Domestic 
consumption rate

Increase or decrease in domestic consumption 
rate

Mete and Bozgeyik (2017)

Imported capital Imports of plant, machinery, and transport Haq and Luqman (2014)
Preferences and 
tastes

distance Rahman (2007)

Wealth Income levels, domestic earnings, foreign 
earnings

Gebrehiwot and Gebru 
(2015)

Border sharing Dummy (1 if the border is shared or zero 
otherwise)

Jafari et al. (2011)

Source: author’s own compilation.

This section of the literature review has shown that there are numerous factors that 
explain foreign trade apart from the ones at the core of this study. Most of the links 
formed can be expressed in the form of gravity equations, demonstrating the superi‑
ority of gravity models over other trade theories. 

Research methodology

Data and sources: The paper used panel data from 1994 to 2014 to investigate the im‑
pact of the interaction between financial development and human capital development 
on foreign trade in transitional economies. The data for the variables used (foreign 



76

Kunofiwa Tsaurai, Patience Hlupo

trade, financial development, human capital development, economic growth, foreign 
direct investment, infrastructural development) was extracted from World Bank In‑
dicators, the International Monetary Fund (IMF), Africa Development Bank websites, 
and various United Nations Development Programme reports. Transitional countries 
involved in the study include Argentina, Colombia, Indonesia, Mexico, South Africa, 
Turkey, India, and Brazil, following the IMF (2015) report. 

Table 2. Shows the correlation results of the study

FT FIN HCD GROWTH FDI INFR
FT 1.00
FIN 0.2694*** 1.00
HCD –0.1884** –0.3172*** 1.00
GROWTH –0.0747 0.0303 0.5306*** 1.00
FDI –0.1557** –0.0711 0.2713*** 0.2613*** 1.00
INFR 0.1643** 0.7415*** 0.1833*** 0.4823*** –0.0314 1.00

Note: ***/**/* denotes statistical significance at the 1%/5%/10% level, respectively. 
Source: author’s own compilation from E-Views.

Table 2 shows that both financial development and infrastructural development 
separately had a significant positive relationship with foreign trade, which is consistent 
with theoretical predictions. On the other hand, human capital development, econom‑
ic growth, and FDI were found to have had a separate significant negative relationship 
with foreign trade, contradicting available theoretical predictions. The maximum size 
of the relationship between variables (financial development and infrastructural de‑
velopment) is 74.15%, indicating that there is no multicollinearity problem between 
the variables studied. 

Table 3. Descriptive statistics

FT FIN HCD GROWTH FDI INFR
Mean 42.7086 65.0119 0.7195 5077.491 2.0963 1833.511
Median 45.0900 50.4550 0.7300 4302.440 2.0350 1718.390
Maximum 96.1900 192.6600 0.8800 14443.07 8.4600 5061.200
Minimum 15.6400 19.6600 0.4500 353.2900 0.0700 240.0200
Standard. 
deviation

14.5706 42.2738 0.0852 3471.919 1.3344 1285.066

Skewness 0.1633 1.6908 –0.5301 0.5787 1.2173 1.004134
Kurtosis 2.7945 4.9810 3.0010 2.5097 5.9956 3.252352
Jarque‑Bera 1.0421 107.52 7.8677 11.0603 104.3084 28.6777
Probability 0.5939 0.0000 0.0196 0.0040 0.0000 0.0000
Observations 168 168 168 168 168 168

Source: author’s own compilation from E-Views.
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According to Table 3, the standard deviation of economic growth from the mean eco‑
nomic growth value and that of infrastructural development from the mean infra‑
structural development value exceed 1000, indicating the existence of extreme values 
in these two variables. Financial development, economic growth, FDI, and infrastruc‑
tural development data are abnormally distributed as they are characterized by zero 
probability values of the Jarque‑Bera criterion. To deal away with problems of abnor‑
mally distributed data and extreme values, the current study first transformed all the 
data sets into natural logarithms before using them for final data analysis, consistent 
with Tsaurai (2017).

General Model and Econometric Specification: Using the available literature dis‑
cussed in the earlier sections, the relationship between foreign trade and its determi‑
nants can be summarized in the following general model specification. 

 FT=f (FIN, HCD, FDI, GROWTH, INFR). (1)

Where FT, FIN, HCD, FDI, GROWTH, and INFR are abbreviations for foreign trade, 
financial development, human capital development, foreign direct investment, eco‑
nomic growth, and infrastructural development, respectively.

In econometric terms, equation 1 can be shown in the form of equation 2 be‑
low. 

 FTit = β0 + β1FINit + β2HCDit + β3FDIit + β4GROWTHit + β5INFRit + Ɛit (2)

Table 4. Signs of equation 2 and their interpretations

FTit Foreign trade (total trade as a ratio of GDP) in country i at time t

FINit Financial development (domestic credit by financial sector as a ratio of GDP) in coun‑
try i at time t

HCDit Human capital development (human capital development index) in country i at time t

FDIit Foreign direct investment (net foreign direct investment inflow as a ratio of GDP) 
in country i at time t

GROWTHit Economic growth (gross domestic product per capita) in country i at time t

INFRit Infrastructural development [electric power consumption (kWh per capita)] in coun‑
try i at time t

Ɛit Error term
i Country
t Time
β0 Intercept term

β1 to β5 Co‑efficient of the independent variables

Source: author’s own compilation.
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To determine the influence of the complementarity between financial and human 
capital development on foreign trade, and interaction term β3 was introduced in equa‑
tion 3.

 FTit = β0 + β1FINit + β2HCDit + β3 (FINit . HCDit) + β4FDIit +
 β5GROWTHit + β6INFRit + Ɛit (3)

The following proxies of the variables used were selected in a manner that helps 
to avoid mixing data problems, which overall has a negative effect on not only the 
quality but the integrity of the results. 

Table 5. Variables, proxy used, and data sources

Variable Proxy used Sources(s) of data
Foreign trade 
(FT)

Total trade  
(% of GDP)

International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Financial 
development 
(FIN)

Domestic credit 
by financial sector 
(% of GDP)

International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Human capital 
development 
(HCD)

Human capital 
development 
index

International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Foreign direct 
investment 
(FDI)

Net FDI inflow  
(% of GDP)

International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Economic 
growth 
(GROWTH)

GDP per capita International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Infrastructural 
development 
(INFR)

Electric power 
consumption  
(kWh per capita)

International Monetary Fund databases, World Development 
Indicators, African Development Bank databases, and United 
Nations Development Programme various reports.

Source: author compilation.

Panel root tests and co‑integration: The results are presented in Tables 6 and 7, re‑
spectively. 

Table 6. Panel root tests – Individual intercept

Level
LLC IPS ADF PP

LFT –0.8022 –0.3867 15.3166 32.1230***
LFIN –3.4184*** –2.1749** 29.9143** 101.744***
LHCD –6.1001*** –5.2949*** 57.4886*** 84.5501***
LFDI –3.5403*** –3.3369*** 39.7762*** 55.4211***
LGROWTH 0.1719 2.1605 6.0965 3.4072
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Level
LLC IPS ADF PP

LINFR –0.8898 1.5288 14.2593 25.1836*
First difference
LFT –4.2743*** –6.5918*** 72.4081*** 199.787***
LFIN –4.0320*** –2.9937*** 36.8941*** 47.6092***
LHCD –11.0672*** –10.4702*** 114.800*** 1106.98***
LFDI –6.5957*** –7.96657*** 87.0560*** 613.728***
LGROWTH –3.8221*** –4.1543*** 46.0404*** 86.2116***
LINFR –7.1645*** –5.4011*** 59.5967*** 83.3332***

Note: LLC, IPS, ADF, and PP stands for Levin, Lin, and Chu (2002); Im, Pesaran, and Shin (2003); ADF 
Fisher Chi-Square and PP Fisher Chi-Square tests, respectively. *, ** and *** denote 10%, 5% and 1% 
levels of significance, respectively.
Source: author’s own compilation from E-Views.

Table 7. Johansen Fisher Panel Co-integration test

Hypothesized no. of CE(s) Fisher Statistic 
(from trace test) Probability Fisher Statistic (from 

max‑eigen test) Probability

None 461.9 0.0000 211.8 0.0000
At most 1 258.7 0.0000 162.3 0.0000
At most 2 134.1 0.0000 78.11 0.0000
At most 3 70.86 0.0000 45.42 0.0001
At most 4 40.79 0.0006 33.92 0.0056
At most 5 29.19 0.0227 29.19 0.0227

Source: author’s compilation from E-Views.

According to Table 6, all the variables were found to be stationary at first difference 
while using the Johansen Fisher Panel Co‑integration test. Table 7 shows that there 
are at most five co‑integrating equations among the variables studied (statistical evi‑
dence that there exists a long‑run relationship between and among the variables stud‑
ied). The finding paved the way for the main data analysis (see results in Table 8).

Under fixed effects, financial development had a non‑significant positive effect 
on foreign trade, while random effects showed a significant positive relationship run‑
ning from financial development towards foreign trade in transitional economies. 
The findings support the argument by Kumarasamy and Singh (2018) and Brooks and 
Dovis (2019). By contrast, pooled OLS showed that foreign trade was negatively but 
significantly affected by financial development, a finding which resonates with Yakubu 
et al. (2018). A non‑significant positive relationship running from human capital devel‑
opment towards foreign trade was detected under the pooled OLS approach, a finding 
which was supported by Chatterjee (2017). However, both fixed and random effects 
produced results that show that human capital development had a non‑significant neg‑
ative influence on foreign trade in contrast to the available theoretical literature. The 
literature (Samuelson 2001; Waugh 2008) argues that human capital stimulates inter‑
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national trade. Abundant human capital allows countries to increase production and 
quality, thereby resulting in an upper hand on moving trade balances. This is not the 
case for countries low on human capital stock. 

Table 8. Panel regression results – The foreign trade function

Fixed effects Random effects Pooled OLS
Co‑efficient t‑statistic Co‑efficient t‑statistic Co‑efficient t‑statistic

FIN 0.0531 0.8818 0.0968* 1.6799 –0.2084** –2.0719
HCD –0.4326 –1.0509 –0.6244 –1.5879 0.4221 0.6600
FTERAC‑
TION TERM

0.1645 1.2734 0.2081 1.6414 –0.4576* –1.9529

FDI 0.0433* 1.8043 0.0510** 2.1555 –0.0298 –0.6878
GROWTH –0.1757*** –3.1860 –0.0856* –1.8109 0.0358 0.5164
INFR 0.7057*** 5.0991 0.3356*** 3.4644 0.0556 0.7824
Adjusted R‑squared 0.7716
F‑statistic 44.40
Prob (F‑statistic) 0.0000

Adjusted R‑squared 
0.6491
F‑statistic 32.17
Prob (F‑statistic) 0.0000

Adjusted R‑squared 
0.5928
F‑statistic 28.18
Prob (F‑statistic) 0.0000

***/**/* indicate 1%, 5% and 10% significance levels respectively
Source: author’s own compilation from E-Views (8).

Human capital development had a significant positive effect on the ability of financial 
development to enhance foreign trade under both the fixed and random effects ap‑
proaches. These results do replicate the predictions of the available literature on the 
subject matter, which, according to Patrick (1966), states that high human capital and 
financial development quicken the rate of foreign trade. On the other hand, human 
capital development had a negative influence on financial development’s impact on for‑
eign trade under the OLS approach, which contradicts the available theoretical pre‑
dictions (Lucas 1988; Stokey 1991; Benhabib and Spiegel 1994).

A significant positive impact of FDI on foreign trade was detected under both fixed 
and random effects, in line with Mete and Bozgeyik (2017). On the other hand, the 
pooled OLS methodology produced results that show that FDI had an insignificant 
negative effect on foreign trade. This finding disagrees with most available theoretical 
predictions on the subject matter.

Pooled OLS noted, however, that the effect of economic growth on foreign trade was 
positive though non‑significant, which is consistent with the study by Rahman (2007). 
In contrast to the majority of the literature on the subject matter, the influence of eco‑
nomic growth on foreign trade was found to have had a significant negative impact 
on foreign trade under both the fixed and random effects. Infrastructural development 
had a significant positive influence on foreign trade under the fixed and random effects, 
yet the pooled OLS methodology shows a non‑significant positive causality running 
from infrastructural development towards foreign trade. 
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Conclusion

The study investigated the influence of financial development on foreign trade in tran‑
sitional economies using panel data (1994–2014). Although empirical studies on the 
impact of financial development on foreign trade are available, none of them that the 
authors are aware of attempted to explore the subject matter in the context of transi‑
tional economies. None of them attempted to investigate if human capital development 
is a channel through which financial development influence foreign trade or foreign 
trade. Under fixed effects, financial development was found to have a non‑significant 
positive influence on foreign trade, while the random effects approach shows a signif‑
icant positive relationship running from financial development towards foreign trade. 
The finding resonates with the majority of the literature on the subject matter. How‑
ever, pooled ordinary least squares (OLS) shows that financial development had a sig‑
nificant negative influence on foreign trade.

Under both fixed and random effects, human capital development was found to be 
a channel through which financial development had a significant positive effect on for‑
eign trade. The results are in line with Patrick’s (1966) argument that foreign trade 
is quickened by high levels of human capital and financial development. The implica‑
tion of the study is that transitional authorities should develop and implement human 
capital development enhancement policies in order to enable financial development 
to have a significant positive effect on foreign trade. In contrast to the available litera‑
ture, human capital development was found to have had a significant negative impact 
on foreign trade under the pooled ordinary least squares (OLS) approach. Future stud‑
ies on the subject matter should address the endogeneity concerns and the dynamic 
characteristics of foreign trade data.
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Streszczenie

Czy rozwój finansowy wpływa na rozwój handlu zagranicznego 
w wybranych gospodarkach przejściowych?

W opracowaniu zbadano wpływ rozwoju finansowego na handel zagraniczny w go‑
spodarkach przejściowych z wykorzystaniem danych panelowych (dla lat 1994–2014). 
Chociaż dostępne są badania empiryczne dotyczące wpływu rozwoju finansowego 
na handel zagraniczny, żadne ze znanych autorom badań nie stanowiło próby zgłę‑
bienia tematu w odniesieniu do gospodarek przejściowych. Nie podjęto próby zba‑
dania, czy rozwój kapitału ludzkiego jest kanałem, poprzez który rozwój finansowy 
wpływa na handel zagraniczny lub handel międzynarodowy. W przypadku podejścia 
opartego o efekty stałe stwierdzono, że rozwój finansowy nie ma istotnego pozytyw‑
nego wpływu na handel zagraniczny, podczas gdy podejście oparte o efekty losowe 
wskazuje na istotną pozytywną zależność między rozwojem finansowym a handlem 
zagranicznym. Ustalenia te są zbieżne z większością literatury przedmiotu. Jednakże, 
metoda pooled OLS wskazuje, że rozwój finansowy miał znaczący negatywny wpływ 
na handel zagraniczny.

Zarówno w przypadku podejścia opartego o efekty stałe, jak i losowe, rozwój 
kapitału ludzkiego okazał się kanałem, przez który rozwój finansowy miał istotny po‑
zytywny wpływ na handel zagraniczny. Wyniki ten są zgodne z argumentacją Patricka 
(1966), że handel zagraniczny jest napędzany przez wysoki poziom kapitału ludzkiego 
i rozwoju finansowego. Z badania wynika, że władze państw przejściowych powinny 
opracować i wdrożyć politykę rozwoju kapitału ludzkiego, tak aby rozwój finansowy 
miał znaczący pozytywny wpływ na handel zagraniczny. W przeciwieństwie do do‑
stępnej literatury, niniejsze badanie wykazało, że rozwój kapitału ludzkiego miał zna‑
czący negatywny wpływ na handel zagraniczny przy zastosowaniu podejścia OLS. 
Przyszłe badania na ten temat powinny uwzględniać kwestie związane z endogenno‑
ścią i dynamicznym charakterem danych dotyczących handlu zagranicznego.

Słowa kluczowe: rozwój finansowy, handel zagraniczny, gospodarki przejściowe, 
dane panelowe 
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