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Foreign Direct Investment, Financial Development

and Political Risks
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5. Summary and concluding remarks

Developed financial markets can facilitate growth by increasing the pool of funds,
reducing the risk, and facilitating the transfer of funds from savers to investors.
Despite this fact, financial markets have not developed in many developing countries.
A growing part of the recent literature argues that one of the crucial obstacles against
financial development is the lack of incentive by the corrupt financial and political
elites. The well capitalized dominant elites and domestic monopolies consider financial
markets a threat to their power and curb opportunities to new investors.

Glaeser et al. (2004) point out that democratization and constraint on government
are not the necessary condition for institutional and economic development. They
argue institutional development in China and many other poor countries in East Asia
indicate that proper policies can be chosen even under political dictatorship. Their
evidence supports the viewpoints of Lipset (1960), Barro (1999), and Przeworski (2004a,
2004b), that countries which became richer by accumulating human and physical
capital under dictatorships, were consequently able to improve their institutions.
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