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Abstract :

This study aims to estimate the impact of the quality of institutions on the financial
development of a group of 16 emerging countries between 1996 and 2020, using Panel
data models and Principal Component Analysis (PCA). The Financial Development
Index contains two partial indicators (Money Supply M2 and Domestic Credit to the
Private Sector). The quality of institutions Index consists of the six indicators of
governance in addition to government spending, inflation and trade openness. The study
concluded that the quality of institutions in its various dimensions has a positive impact
on financial development in emerging countries, and this is consistent with the theory of
law and finance through the role played by the legal and institutional environment in
explaining the difference in levels of financial development between countries. This is
confirmed by many studies that dealt with this topic.

Key Words : Qualité of institutions, Financial development, Panel data, PCA, Emerging
countries.
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Kassiar i,k obsSh sie wud 104 Joud
Component Variance Difference | Proportion | Cumulative
Compl 4.740 . 0.790 0.790
STATA 17@&;}4 e slaze VL U shael eyl
! Ay O pcad) b pSUY BB 5hs 105 Jgus
Variable Compl1 Unexplained
GE 0.424 0.149
RQ 0.430 0.125
RL 0.440 0.081
VA 0.341 0.448
CC 0.437 0.095
PV 0.367 0.361

STATA 17t e sbeas¥l o) slael o - taall
@My g g wghaf (S e Ol sl OF s Kaiser jp57as by 5500l e SO 0
e i 29 V079 4 a5y DLl a8 ST 8 my
AL et Ol il PCA Ll LS U< 4
o %0 ol sbing A gl 13 0Slinsy A Rl 0l e e S50 Ln 3 s
(21 U Q) e 0) ol pladl) 4] il Jb1 OlesYly o ) U1 Jla]
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Variables (1) M2 (2) DCP
(1) M2 1.000
(2) DCP 0.817 1.000

STATA 17z, Je stazsVb pim Ul slasl s 2 yaabl
WU L) Oty KMO st :07 Jus

Variable Kmo
M2 0.500
DCP 0.500
Overall 0.500

STATA 17z, Jo stazsVu il slae) o : gokall
orses (S98 bLyI Lagiy L Olag o 3 dasd) OMag ) 58l OF oS5 b5, dbsis oy
PCA 1z b plsea azie by el G 1Ly %50 - juss aed of £S5 KMO jlas JSs e
Olyldl Bdsiezs 108 Jouidt

Component Eigenvalue | Difference | Proportion | Cumulative
Compl 1.817 1.634 0.909 0.909
Comp2 0.183 0.091 1.000

STATA 17@,@. e sl Ll sl eyl
Scree Plot 3 sall ows ddyjlas OLSA sus 102 |SS)
Scree plot of eigenvalues after pca
‘\\_
= NS
g ™
Z TRe
i \\\\__\
L \\»\\
e
e
1 1.2 14 1.6 1.8 2
Number
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Kassiar i,k <t sie wud 109 Jyud
Component Variance | Difference | Proportion Cumulative
Compl1 1.817 0.909 0.909
STATA 176‘@* S slaze Vb iU sl eyl
) Ay O pcal) b sSE B 5has 10 Joud
Variable Compl1 Unexplained
M2 0.707 0.091
DCP 0.707 0.091

STATA 17z, Jo stazeVu Ul slasl o 2 gokall
@y ey it W ) Slpane ik whans Kalser S aa by 5500l g S5 0
S i B %90.9 _ ,ua clldl e 08 ST e
:csj.o.d\ Jg.\i}' 5
Pooled ) el Y 2508 0 a g BL el Al 3 oW e slaxe) 4
<\l 2349 « (Fixed Effects Model) wt ol 23545 « (Regression Model
3l eda Gy alolll ) Zhpadl Lt oz ¢ ¢ (Random Effects Model) aglyea

L)
il ganally Al Sl 23569 ( ezl YISV £3g8 pu s 11T Jgud
Lg FD :aul padi
400 :ohialadl poeg ¢ 16:J51 sue ((2020-1996 ):3 340
L gl ) 348 Gl Ol 348 WO NNV PE Y-

P—v::le - C(C):;' P—value}J Ci):;' P—i;:e) Cco:' ol S
0.001 0.19740 | 0.000 |0.22795| 0.016 | 0.10256 Lg INST
0.000 1.70374 | 0.000 | 1.85259| 0.000 | -1.53682 Lg TNE
0.000 0.64992 | 0.000 | 0.70751 | 0.055 0.08041 Lg TO
0.005 | -0.05358 | 0.006 [-0.05211| 0.000 | -1.16534 Lg INF
0.000 | -7.10890 | 0.000 |-7.80994| 0.000 | 7.84442 Constant

0.333 0.334 0.193 R-squared
172.729 47.549 23.606 F-test
0.000 0.000 0.000 Prob > F
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Fixed effects 0.0000 106.81 Ficher
Random effects 0.0000 2162.67 Breusch and Pagan
Fixed eftects 10.000 23.84 Hausman

STATA 17@@. e sl VU Ul slast eyl

Vs pr g Al BV 235ds el Z5g0d) Vol bols el 2350l s Y
AW BV 2358 ga Ladl m3sadl aiag %05 e 5T 4T (01 sl Ficher asta~y Ll Jlasy)
g~H) Breusch and Pagan  jLasi pusccs aslszall J6Y1 23585 ol 2350l o dlislially
9 Legi oo a3V 2390l aing 205 e T Laad jlas VI s aslay AN Jlas Y1 g (02
Dl Jodean aflsaall JBY 23sdy mpldl BV 238 op dlolidly adleaall BV 23
Zosed) Of st ainy €205 o BT LV b LUl JleaY1 0F 4 e (03 s=l)Hausman
(1) 3y Jgidl 3 mose 98 LS a0l JBY1 2356 9a (ol
165}4&‘\ Yo Lo .6
tk b i llas) iy el s C’ﬁ"*h LYo s L2l
s Ls:Wooldridge test for autocorrelationgidi bisy¥i .o 221 jle1 1.6
ol 3l OB adey 905 e BT LW BN LY OF S5 (04)03) gl & eiose
DLV e e gl
. :Test for groupwise heteroskedasticity .itxdl aue o 2SIl jles1 2.6
A el e (i gy aeg 205 e BT Las VIS LY LW 0 a3 (05) 43, 5l
Pesaran’s test of cross sectional sbili ¢y LYl o 23N et 3.6
905 e B LesYI I LG JlasY1 OF L (06) 43, 3=l D= -« :independence

o By F v o P

2 2]l Claljl\ bl JQJM Se7my s Aieg
:Panel correctederrors stas31 mowas 7348 4.6

U ey (G LYY (i e e il 23sadl OF ABL LY IS e s
s Y) emad 2358 b o JSLad oda Bhlas ook QUL o)l WU blyl (SCiny (opld)
r AU S iy e oo s Lot «lesPanel correctederrors

LgFD = 7.844 + 0.102 Lg INST — 1.536 LgTNE + 0.080 LgTO
~0.165 LgINF ...........(2)
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. xtreg Lg_FD Lg_INST Lg _TNE Lg_TO Lg_INF, fe

Fixed-effects (within) regression Number of obs = 400
Group variable: pays Number of groups = 16
R-squared: Obs per group:

Within = ©.3336 min = 25

Between = 0.0508 avg = 25.0

Overall = 0.0719 max = 25

F(4,380) = 47 .55

corr(u_i, Xb) = -0.6309 Prob > F = ©.0000

Lg_FD Coefficient Std. err. t P>|t] [95% conf. interval]

Lg_INST .227955 .0595501 3.83 0.000 .110866 .345044

Lg_TNE 1.852596 .2808762 6.60 0.000 1.300329 2.404862

Lg_TO .707516 .0547982 12.91 0.000 .5997704 .8152616

Lg_INF -.0521169 .0186691 -2.79 0.006 -.0888247 -.0154091

_cons -7.809948 1.271196 -6.14 ©.000 -10.30941 -5.310489
sigma_u .54206707
sigma_e .18687109

rho .89377945 (fraction of variance due to u_i)
F test that all u_i=@: F(15, 380) = 106.81 Prob > F = ©.0000

Breush and Pagan Lagrangian multiplier s :(02) 3l
xttesto
Breusch and Pagan Lagrangian multiplier test for random effects
Lg _FD[pays,t] = Xb + u[pays] + e[pays,t]

Estimated results:

var SD = sqrt(Var)
Lg_FD .2149514 .4636286
e .0349208 .1868711
u .1399295 .3740715

Test: Var(u) = ©
chibar2(@1) = 2162.67
Prob > chibar2 = 0.0000
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. hausman fixed_model random_model

Coefficients
(b) (B) (b-B) sqrt(diag(Vv_b-V_B))
fixed_model random_model Difference Std. err.
Lg_INST .227955 .1974005 .0305545 .0159779
Lg_TNE 1.852596 1.703741 .148855 .
Lg_TO .707516 .6499233 .0575927 .012506
Lg_INF -.0521169 -.0535883 .0014714

b = Consistent under HO and Ha; obtained from xtreg.
B = Inconsistent under Ha, efficient under HO; obtained from xtreg.

Test of HO: Difference in coefficients not systematic

chi2(4) = (b-B)'[(V_b-V_B)*~(-1)](b-B)
= 23.84
Prob > chi2 = @.0001

(V_b-V_B is not positive definite)

bl o iSl Wooldridge test for autocorrelation las :(04) gl

IRy

. Xtserial Lg FD Lg_INST Lg TNE Lg_TO Lg INF

Wooldridge test for autocorrelation in panel data
He: no first-order autocorrelation
F( 1, 15) = 197.157
Prob > F = 0.0000
ol ade e a2SW heteroskedasticity jlzs1:(05) ol
. xttest3

Modified Wald test for groupwise heteroskedasticity
in fixed effect regression model

HO: sigma(i)”2 = sigma”2 for all i

chi2 (16) = 957.76
Prob>chi2 = 0.0000
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ebUll o byt e (asSUW Pesaran’s jlas1 :(06) 3ol
. xtcsd, pesaran abs

Pesaran's test of cross sectional independence =  16.734, Pr = 0.0000
Average absolute value of the off-diagonal elements = 0.415
PCSES sy ] CJ}C PIRY] cﬂ;‘a (07) é’nu-\

. xtpcse Lg_FD Lg INST Lg_TNE Lg_TO Lg_INF

Linear regression, correlated panels corrected standard errors (PCSEs)

Group variable: pays Number of obs = 400

Time variable: t Number of groups = 16
Panels: correlated (balanced) Obs per group:

Autocorrelation: no autocorrelation min = 25

avg = 25

max = 25

Estimated covariances = 136 R-squared = 0.1929

Estimated autocorrelations = 2] Wald chi2(4) = 151.71

Estimated coefficients = 5 Prob > chi2 = 0.0000

Panel-corrected

Lg FD | Coefficient std. err. z P>|z| [95% conf. interval]

Lg_INST .1025645  .0347677 2.95 0.003 .034421 .170708

Lg_TNE -1.536823 .3382156 -4.54 0.000 -2.199713 -.8739323

Lg_TO .0804187 .0320942 2.51 0.012 .0175153 .1433221

Lg_INF -.1653495  .0545644 -3.03 0.002 -.2722938  -.0584052

_cons 7.844422  1.590432 4.93 0.000 4.727233 10.96161
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