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Abstract
The study aimed to uncover the impact of geopolitical risk on financial 
development. The study applied logistic regression model on the data 
gathered from the year 2010 to the year 2024 for fifty-three countries chosen 
at random around the globe. The study used simple random sampling in 
selecting the countries to the study. The theoretical framework for the study 
was based on the functional and securitization perspective. The study tested 
the hypothesis that geopolitical risk is significantly and positively associated 
with financial development, as measured by financial stability (computed 
by volatility of stock prices), financial depth (computed by financial systems 
deposit to GDP), financial access (computed by number of bank branches 
per 100,000 adults) and financial efficiency (computed by bank net interest 
margin). The results of hypothesis testing revealed that geopolitical risk is 
significantly and negatively associated with financial stability (as measured 
by stock price volatility), financial access (as measured by bank branches 
per 100,000 adults) and financial efficiency (as measured by bank interest 
margin). Further testing of the hypothesis revealed that geopolitical risk is 
significantly and positively correlated with financial depth (as measured by 
financial systems deposit to GDP). Banking institutions, investors and non-
banking financial institutions located in areas of moderate, elevated and 
heightened geopolitical threats and acts should rethink and repatriate funds 
and investments to safe havens around the globe. Intercountry and regional 
as well as international cooperation and collaborations are crucial for 
mitigating geopolitical risk of any form. The relationship between geopolitical 
risk and financial development is both symmetrical and asymmetrical as it 
is at times based on the non-traditional, known and the unknown.
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Introduction
Cihák et al. (2012) defined financial development as 
characterised by financial depth, financial access, 
financial efficiency and financial stability of financial 
systems. The Global Financial Development 
Report (2020) captured the measures of these 
characteristics for both financial institutions and 
financial markets.

Diekelmann et al. (2024) defined geopolitical risks as 
attributable to actors and countries that cause threats 
and escalate adverse events that cause tensions, 
terrorism and wars. Diekelmann et al. (2022) advised 
that a firm's level of sensitivity to geopolitical risk 
varies depending on its geographic location and 
trade connections, as well as the various industrial 
sectors.

Financial stability report (2024) referred to geopolitical 
risk as the potential for bad events stemming from 
conflicts, international tensions, cyber-attacks and 
trade restrictions. It is highlighted that geopolitical 
risk is communicated across channels notably 
generating interruptions to supply chains and limited 
access to export markets. It has also been noted that 
the financial market channel transmits geopolitical 
risk, which results in reduced asset prices and 
tighter funding conditions. According to the Financial 
Stability Report (2024), financial institutions are 
impacted by geopolitical risk in the form of higher 
funding costs, default rates, and market costs.  
Figure 1 summarizes the devastating effects of 
geopolitical risks on the global economies.

Fig. 1: The Devastating effects of geopolitical risks on the global economy
Source: Author, 2024
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It is further elaborated that most types of 
manufacturing and technological based industries 
are affected intermediately whilst those in the 
mining and consumer goods are the least affected. 
Additionally, it has been noted that the defense, 
natural gas, and fossil fuel businesses benefit from 
stress associated with geopolitical risk (ibid).
Maijoor (2024) argued that the Netherlands and 
Europe have not been able to take international 
relations for granted. De Nederlandsche Bank (DNB) 
(2024) noted that increased international relations 
had an effect on financial institutions, so Majoor 
(2024) advised financial institutions, especially 
banks, insurance companies, and pension funds, 
to improve their operational resilience by being 
proactive in identifying geopolitical risk.

Buck (2024) urged on financial institutions to be 
ready for a very lengthy period of global tensions 
characterized by increased volatility and high 
uncertainty, emphasizing that elevated geopolitical 
risk is unlikely to subside in the near future. Buck 
(2024) defined geopolitical risks as addressing both 
the unknown and the known, rather than only the 
former. Financial institutions are advised to provide 
adequate operational and financial resilience in order 
to counteract geopolitical threats. Furthermore, it 
is proposed that in order to address geopolitical 
risks, close coordination between macroprudential 
and microprudential supervision is necessary. 
Finally, Buck (2024) hinted at the need for strong 
international cooperation to address the negative 
effects on banks and non-banks as well as the global 
nature of geopolitical concerns.

Measuring Geopolitical Risk
To measure negative geopolitical events and 
associated risks, Dario and Iacoviello (2022) created 
the geopolitical index by classifying automated 
text-search results from ten newspapers' electronic 
archives. The percentage of news stories about 
negative geopolitical developments in each of the 
ten newspapers for each month was represented 
by this index. 

Dario and Iacoviello (2022) developed two 
subindices, specifically the Geopolitical Acts (GPRA) 
and the Geopolitical Threats (GPRT). Texts that fall 
under the headings of war threats, military buildups, 
nuclear threats, terror threats, and the start of conflict 
are included in the geopolitical threats. Texts that 

support the spread of war and acts of terror are 
covered by the geopolitical acts.

The Impact of Geopolitical Risk
Special Eurasia (2024) identified two geopolitical 
risk impact spectrums comprising of moderate 
geopolitical tensions and geopolitical crises.  It is 
claimed that the impact of moderate geopolitical 
tensions resulted in subdued market response 
with discerning investors speculating in sectors 
poised to benefit such as the defence industries. 
It is further stressed that elevated geopolitical risk 
provoke market volatilities prompting investors to 
transfer capital from vulnerable emerging markets 
to safe havens in developed economies. It is 
also proclaimed that geopolitical crises resulted 
in disturbances in global supply chains, currency 
devaluations and precipitating sharp decline in 
equity values. The following were identified as key 
transmission channels of geopolitical risks notably, 
commodity price volatility, investor sentiments, 
economic uncertainty and currency fluctuations. The 
following were the recommended as strategies in a 
geopolitical world, scenario planning, diversification, 
focus on long term fundamentals and tactical asset 
allocation (Special Eurasia, 2024). 

Hentov et al. (2018) observed that the impact of 
geopolitical risk differs across countries regarding 
equity and foreign exchange markets. In addition, 
the study observed that equity markets responded 
to geopolitical risk asymmetrically as compared 
to currency spot markets that react instantly to 
negative events. It was also revealed that markets 
treat geopolitical risks as a beta driver and is more 
pronounced for negative than for positive events. 
The study covered those countries that met certain 
levels of efficiency and liquidity and was based on 71 
geopolitical events that occurred from 1986 to 2018. 
The study examined the effect of geopolitical risk on 
volatility and returns of equity and currency markets.

Statement of the Problem
Geopolitical risk is further recognised as a 
contemporary issue that threaten financial stability. 
The ongoing Russia, Nort Korea invasion of 
Ukraine, increased wars in the Middle East and 
fear escalation of tension of US and China over 
Taiwan have increased anxiety about geopolitical 
stability (Dieklmann et al., 2024). Increased conflict 
in the Middle East, the battles between Russia and 
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Ukraine, Hamas and Israel, and the US's growing 
tensions with China over Taiwan have all had a 
major effect on global financial development. Thus, 
this study examined how geopolitical risk affects 
financial development, paying special emphasis to 
financial depth, financial access, financial stability, 
and efficiency as measured by a number of metrics.

Research Gap
Zhang and Shi (2023) pronounced a significant gap 
in literature that fully explores how geopolitical risk 
affects financial development. The study by Zhang 
and Shi (2023) focused on financial channel and 
real economy channel through which the effects 
of geopolitical risk are transmitted and did not 
focus clearly on the impact of geopolitical risk on 
the other components of financial development 
that included financial access, financial depth and 
financial efficiency. Hence this study aimed to 
focus its attention on the impact of geopolitical risk 
on financial access, financial depth and financial 
efficiency as well as on financial stability to fill this 
gap in the literature.

Research Questions
1.	 What is the impact of geopolitical risk on 

financial development?
2.	 What is the association between geopolitical 

risk and financial development?

Objectives of the Research
The objectives of the research were;
1.	 To investigate how financial development is 

affected by geopolitical risk 
2. To assess how financial development and 

geopolitical risk are related.

The conceptual and operational hypotheses for the 
present study had been formulated as follows:

Conceptual Hypothesis for the Research
1. H0: Geopolitical risk is not profoundly and positively 

associated with financial development
2. H1: Geopolitical risk is profoundly and positively 

associated with financial development

Operational Hypothesis for the Study
1.	 H1a: Geopolitical risk is significantly and 

positively associated with financial access.
2.	 H1b: Geopolitical risk is significantly and 

positively associated with financial depth.

3.	 H1c: Geopolitical risk is significantly and 
positively associated with financial efficiency.

4.	 H1d: Geopolitical risk is significantly and 
positively associated with financial stability

Literature Review
The empirical review is displayed in terms of 
theoretical, conceptual framework and discussed 
the impact of financial development.

Theoretical Framework
The theoretical framework for the study is based on 
both functional perspective (Merton, 1993) and the 
differentiated securitization theory emphasizing on 
securitization (Buzan & Albert, 2011). The rationale 
for adoption of the functional perspective is that the 
study emphasized an examination of the impact of 
geopolitical risk on financial development which can 
be seen as an analysis of the impact of geopolitical 
risk on the role of banking and non-banking financial 
institutions providing functions of intermediaries.   
Buzan and Albert (2011) described securitization 
as an extreme version of politicization, leading 
to existential threats to sovereignty and above 
politics. Hence the present study adopted both the 
securitization and functional perspective theoretical 
frameworks as depicted in Figure 3 and Figure 4 
below.

Conceptual Framework
The conceptual framework for the study was 
based on the impact of geopolitical risk on the 
characteristics of individual financial institutions and 
financial markets as designed by the World Bank in 
the Global Financial Development database (Cihák 
et al., 2012).

Materials and Methods
Impact of Geopolitical Risk on Financial 
Development
Geopolitical risk has a mixed effect on asset returns, 
with both positive and negative relationships found, 
according to Teplova et al. (2022). Additionally, the 
study found that during typical times, market returns 
changed as a result of geopolitical risk. The study 
also showed that market type and condition affected 
the direction and effect of geopolitical risk on asset 
returns. The evaluation of the geopolitical risk posed 
by the conflict between Russia and Ukraine on 
the returns on Russian and European assets and 
commodities markets served as the foundation for 
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the study. The research methodology used in the 
study was quantile-on-quantile (ibid). The present 
study focused on the extensive examination of 
the impact of geopolitical risk on financial access, 
financial depth, financial efficiency and financial 

stability whilst the study by Teplova et al. (2022) 
is only centred on the effect of geopolitical risk on 
asset returns which is an aspect of financial stability. 
Therefore, the present study purported to fill the 
differences between the two studies.

Fig. 2: The functional perspective

Fig. 3: The differentiated securitization theory
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Soltani et al. (2021) observed that the Middle East 
and North Africa was more vulnerable as a result 
of rising geopolitical risk. The study also found that 
higher geopolitical risk deterred foreign investment 
and slowed the economic growth of particular 
economies. A panel of Middle Eastern and North 
African nations was subjected to the panel vector 
auto regression 

model in this study. The present study explored the 
impact of geopolitical on the itemized components 
of financial development whilst the study by Soltani 
et al. (2021) examined the impact of geopolitical risk 
on foreign investment and economic growth. Hence 
the present study was intended to fill the wider and 
distinct gap between the studies.

Diekelmann et al. (2024) observed geopolitical 
risk as a threat to financial stability and global 
economy. The study further stressed that geopolitical 
risk adversely affect economies and caused 
negative consequences on asset quality, solvency, 
lending, funding and profitability for banks and 
non-banking financial institutions. The study 
recommended financial institutions to a combination 
of business diversification and prudent financial risk 
management in managing geopolitical risk. The 

study further stressed that geopolitical risk could 
affect global economies on the real economy side 
and the financial side. It is stressed that geopolitical 
risk affect the real economy side by adversely 
affecting the real GDP growth rate, investment, 
savings, consumption, inflation and trade. On the 
financial side, it is also emphasized that geopolitical 
risk negatively affects asset prices and capital flows. 
Geopolitical risk is observed to result in volatilities in 
credit spreads, interest rates, commodities markets, 
exchange rates and stock prices (ibid). The study 
by Diekelmann et al. (2024) is centred on the 
examination of the impact of geopolitical risk on 
the global economy and financial stability whilst the 
present study is focused on the effects of geopolitical 
risk on financial development of global economies. 
The present study is purported to fill this gap.

Geopolitical risk has a major impact on the Indian 
financial sector, according to Kumar and Rao (2024), 
with varying shock propagation under various market 
conditions. The study found that during times of 
greater uncertainty, the banking and currency 
sectors were more vulnerable to geopolitical risk. 
The study evaluated shock transmissions under 
various market situations using the Quantile Vector 
Auto Regression (QVAR) technique. Strong risk 

Fig. 4: Conceptual framework for the study
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management techniques and comprehensive 
geopolitical risk monitoring were suggested by the 
study. The study Kumar and Rao (2024) explored the 
impact of geopolitical risk on the financial markets 
focusing on the identification of shocks under various 
market conditions and the present study sought to 
examine the impact of geopolitical risk on financial 
development clearly focusing on geopolitical risk 
effect on the characteristics of financial development 
that included financial access, financial depth, 
financial efficiency and financial stability. 

The financial markets' reactions to geopolitical risk 
are not consistent, and the impact of geopolitical 
risk on financial asset returns varies, according 
to Nam et al. (2023). The study, which covered 
the years 2012–2022, investigated the connection 
between the geopolitical index and the returns on 
the Vietnamese stock market. Stochastic volatility 
was used in the Time Varying Parameter (TVP) 
VAR model (ibid). The study by Nam et al. (2023) 
looked at the impact of geopolitical risk on financial 
asset returns focusing on assessing the resilience 
of stock returns to geopolitical risk and the present 
study purported to assess the impact of geopolitical 
risk on financial access, financial stability, financial 
depth and financial stability focusing on financial 
development.

Lu et al. (2020) ascertained geopolitical risk as having 
a negative relationship with financial development 
as measured by domestic credit to private sector. 
The results from the robustness checks revealed 
geopolitical risk as having a significant statistically 
and economic negative relationship with domestic 
lending (ibid). The study based on a panel data set 
covered 18 emerging markets from 1985 to 2018. 
The study applied the fixed effects panel data model. 
The present study explored the impact of geopolitical 
risk on all the components of financial development 
that included financial stability, depth, efficiency 
and financial access whilst the study by Lu et al. 
(2020) ascertained the effects of geopolitical risk 
on financial depth as measured by domestic credit 
to private sector. Credit.

It was observed that over four months, there was no 
significant correlation between African stock market 
returns and global economic policy uncertainty, 
geopolitical risk, or financial stress; but, over a longer 
time frame, there was a significant correlation (Korsa 

et al., 2024). Using a cross-sectional basis, the study 
investigated the stability and strength relationships 
using the wavelet coherence technique. The present 
study examined the impact of geopolitical risk on 
financial development whilst the study by Korsa et 
al. (2024) assessed the impact of geopolitical risk, 
financial stress and economic policy uncertainty over 
African stock returns.

Bajaj et al. (2022) stressed that financial conditions 
are significantly and negatively impacted by 
geopolitical risk. The survey also found that one of 
the main factors influencing financial development 
is geopolitical risk. The study applied a fixed effect 
panel data model of specific emerging economies 
using monthly data from January 1999 to September 
2016. The present study looked at the impact of 
geopolitical risk on financial access, depth, efficiency 
and financial stability whilst the study by Bajaj et al. 
(2022) focused on assessing the effect of geopolitical 
risk on different economic scenarios.

Hodula et al. (2024) determined how geopolitical 
risk impacted macroeconomic financial stability 
through the financial and real economy channels. 
It is emphasized once more that geopolitical risk 
increased uncertainty and risk aversion through the 
financial channel, which led to changes in portfolio 
allocation reallocation and cross-border capital 
flows. It is also emphasized that supply chains, 
commodity markets, and international trade were 
all impacted by geopolitical risk through the real 
economy channel.

The integrity of the financial system in emerging 
countries is seriously threatened by geopolitical 
concerns, according to Nguyen et al. (2022). The 
study found that the banking, debt, and foreign 
exchange markets in emerging nations are more 
severely impacted by geopolitical risks than the stock 
market. However, the analysis found that geopolitical 
concerns had a greater negative impact on the 
stock market in the Group of Seven economies 
than they did on the debt, foreign exchange, and 
banking sectors. From 1985 to 2019, the panel 
quartile estimate approach was used in emerging 
economies. The study by Nguyen et al. (2022) 
looked at examining the impact of geopolitical risk 
on financial stability by focusing the assessment 
on geopolitical risk on debt and foreign exchange 
markets whilst the present study extensively looked a 
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the impact of geopolitical risk on all the components 
of geopolitical risk that included financial access, 
financial depth, financial efficiency as well as on 
financial stability.

Tan et al. (2022) remarked that geopolitical risks 
hurt corporate investments in Turkey. It was further 
observed that financially constrained small firms 
are adversely affected than financially viable firms. 
The study applied the Generalized Method of 
Moments (GMM) estimator based on 164 Turkish 
manufacturing firms listed on Borsa Instabul 
covering the period from 2005 to 2019. The study by 
Tan et al. (2022) assessed the impact of geopolitical 
risk on financial access with regard to corporate 
investments and small firms in Turkey whilst the 
present study evaluated the impact of geopolitical 
risk on all the elements of financial development that 
included financial access, financial stability, financial 
efficiency and as well as on financial depth.

Zhe and Ying (2023) stressed that financial 
development and geopolitical risk have a small but 
positive relationship. Several reliable econometric 
methods were employed in the study. From 1989 
to 2021, the study concentrated on the connection 
between China's natural resources and financial 
development. The analysis was expanded to include 
geopolitical risk as an additional element influencing 
financial development. The study by Zhe and Ying 
(2023) focused on assessing the relationship 
between financial development (particularly natural 
resources) and geopolitical risk whilst the present 
study examined the impact of geopolitical risk on 
all the elements of geopolitical risk that included 
financial access, financial development, financial 
depth and financial stability.

Zhang and Shi (2023) asserted that geopolitical 
risk decreases financial development in the BRICS 
economies. The study was based on the BRICS 
economies covering the period from 1990 to 2022. 
The study used panel data and moment’s quartile 
regression. The study by Zhang and Shi (2023) 
examined the impact of geopolitical risk on financial 
development focusing on the extraction of resources 
without assessing the impact of geopolitical risk 
on the individual components of financial access, 
depth, efficiency and stability that compose financial 
development as was done in the present study.

Adel and Naili (2024) acclaimed that Middle Eastern 
banks are extremely vulnerable to geopolitical 
risk, while the effect of this risk on African banks' 
profitability is unclear and statistically minor. The 
study emphasized the need for sophisticated risk 
management and policy responses tailored to the 
particular difficulties presented by geopolitical risk 
in developing nations. The two-step Generalized 
Method of Moments (GMM) was used in the study, 
which covered the years 2009–2019 and involved 
125 of 13 rising nations. The study by Adel and Naili 
(2024) examined the impact of geopolitical risk on 
the profitability of banks in the Middle East and on 
African banks whilst the present study explored the 
impact of geopolitical risk on all the characteristics of 
financial development that included financial depth, 
efficiency, stability and access.

Ugurlu-Yildirim and Ordu-Akkaya (2022) argued 
that market-based structures, as opposed to 
bank-based systems, lessen the detrimental 
effects of geopolitical risk on economic growth and 
consumption. Furthermore, it was found that bank-
based systems lessen the long-term detrimental 
effects of geopolitical risk on consumption. 
Autoregressive distributed lags were used in the 
study for the years 1985–2021. The study's sample 
size was determined using 15 emerging markets' 
geopolitical risk indices. The study by Ugurlu-
Yildirim and Ordu-Akkaya (2022) examined the 
detrimental effects of geopolitical risk on market 
based structures and bank based structures focusing 
on the impact of geopolitical risk on economic growth 
and consumption whilst the present study assessed 
the impact of geopolitical risk on all the elements of 
financial development that included financial access, 
depth, efficiency and financial stability.

Alsagr and Hemmen (2021) revealed that the use 
of renewable energy was positively impacted by 
geopolitical risk. Furthermore, it is noted that with 
time, the benefits of both financial development 
and geopolitical risk on the use of renewable 
energy become increasingly apparent. Testing a 
two-step GMM using data from emerging nations 
between 1996 and 2015 served as the foundation 
for the study. The study by Alsagr and Hemmen 
(2021) assessed the impact of geopolitical risk on 
the use of renewable energy whilst the present 
study explored the effect of geopolitical risk on the 
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elements of financial development that comprise 
financial access, financial depth, financial stability 
and financial efficiency.

Cottrell et al. (2024) uncovered that geopolitical risk 
had a significant impact on financial institutions' 
default risk and has distinct repercussions for 
globally systemic banks (G-SIBs) and non-GSIBs.
Additionally, it was shown that credit default swaps for 
G-SIBs were significantly and negatively correlated 
with geopolitical risks. Additionally, the analysis's 
findings showed that default risk for non-G-SIBs was 
negatively correlated with geopolitical risk. Ordinary 
least squares statistical cross-sectional analysis 
served as the foundation for the investigation. The 
study by Cottrell et al. (2024) examined the impact 
of geopolitical risk on the credit default swaps for 
G-SIBs and non-GSIBs whilst the present study is 
centred on the impact of geopolitical risk on financial 
access, depth, efficiency and financial stability.

According to Jung et al. (2021), increased geopolitical 
risk lowers stock returns, and this decline is more 
pronounced for larger companies with a larger 
percentage of domestic investors and for companies 
with a higher fixed assets to total assets ratio. By 
creating a monthly geopolitical risk index (GPRNK) 
of North Korean geopolitical risk, the firm was based 
on firm-level data. The study by Jung et al. (2021) 
evaluated the impact of geopolitical risk on larger 
companies and domestic investors whilst the present 
study assessed the impact of geopolitical risk on 
financial development as measured by financial 
access, depth, efficiency and stability.

Economic uncertainty and geopolit ical risk 
decreased bank stability, according to Olalere and 
Peterson (2023). The panel VAR and the two-step 
System GMM estimate method were used in the 
investigation. The study examined bank-level data 
from 2009 to 2021 and was based on a sample of 
105 commercial banks. The study by Olalere and 
Peterson (2023) assessed the impact of geopolitical 
risk and economic uncertainty on bank stability whilst 
the present study was more comprehensive in that 
it looked at the impact of geopolitical risk on all the 
measures of financial development that included 
financial access, depth, efficiency and as well as 
on financial stability.

Methodology and Data
The research relied on quantitative research based 
on logit regression approach. Vetter and Schober 
(2018) affirmed that logistic regression is used to 
estimate the association of one or more independent 
variables with a binary dependent variable. Guleria 
and Sood (2022) proclaimed that logistic regression 
model models a binary dependent variable with 
an outcome variable of 0 or 1 by applying a 
logistic function. In order to forecast the impact of 
geopolitical risk acts on financial development based 
on the characteristics of the financial development, 
as indicated in equation 1 below, this study employed 
the logistic regression equation. Hence this study 
used logistic regression model as the outcome of 
geopolitical events can be represented by 1 for 
occurrence and a zero for no occurrence. Cross 
sectional data obtained from the Global Financial 
Development database covering the period from 
2010 to 2024 of fifty-three countries were processed 
and analysed through logit regression represented 
in Equation 1 below. The study used simple random 
sampling in selecting the countries to the study. 
The simple random sampling provided an unbiased 
equal opportunity of selecting countries to the study. 
Noor et al. (2022) pronounced that all units had an 
equal probability of taking part in the study based 
on using simple random sampling. Furthermore, 
it is emphasized that simple random sampling is 
advantageous in populations that are homogeneous 
and uniformly selected. Thus, simple random 
sampling was used on selecting the countries to 
study based on the homogenous measures of 
financial development.

Equation 1: Geopolitical risk Logit regression 
equation

GPRit = αi + β1 Stock price volatility it + β2 Financial 
systems deposits to GDP it+  β3 Bank branches per 
100,000 adults it + β4 Bank net interest marginit (1) 

The subscript for the country financial development 
measure i in year t of the Global Financial 
Development Annual Report (2010–2024) is it; the 
GPRit for the country geopolitical risk i in year t is 
equal to zero unless there was a geopolitical risk act 
or threat in the world that year; and the coefficient 
of stock price volatility, or β1, is the average of the 
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national stock market index's 360-day volatility; 
demand, time, and savings deposits in deposit 
money banks and other financial institutions as 
a percentage of GDP is represented by the β2-
coefficient; the β3-coefficient indicates how many 
branches there are for every 100,000 adults; The 
error term is εit, and β4 is the coefficient of the 
bank's accounting value of interest revenue as a 
percentage of its average interest-bearing assets 
(total earnings). 

Results 
Table 1 and Table 2 below illustrate results 
respectively of descriptive statistics and the outcome 
of logit regression. Due to the ongoing conflict 

between Russia and Ukraine, Ukraine had the fewest 
bank branches per 100,000 adults in 2024 (0.42), 
while the calm Seychelles had the most (56). United 
States had a maximum stock price volatility of 35% 
in 2018/19 whilst Burkina Faso had a notable least 
stock price volatility of zero percent in 2010. Tajistan 
had the highest bank interest margin of 56% in 2019 
whilst Myanmar had the lowest bank interest margin 
of 0.069% in 2013. Lebanon scored the highest 
financial system deposit to GDP percentage of 251% 
in 2016 and whilst Niger scored the least score 
of 8.1% in 2012. Highlights extracts for different 
measures of financial for the year 2021 are depicted 
in Table 2 below.  

Table 1: Descriptive statistics

Item	 Mean	 Median	 SD (σ)	 Max 	 Min

Stock price volatility 	 14.65137	 14.25460	 7.191805	 35.09380	 0.000000
Financial systems deposit to GDP	 53.85598	 44.51315	 41.19743	 251.2358	 8.158960
Bank Branches per 100,000 adults	 13.41047	 9.766791 	 11.32774	 56.22545	 0.420796
Bank net interest margin	 4.655374	 4.046025	 3.184376	 56.10839	 0.068784

Source: Author, 2024

Table 2: Detailed extracts of the results of the impact of geopolitical 
risk on financial development for the year 2021

Country/Index	 Log Odds	 Stock Price	 Financial System	 Branches per 	 Bank Interest
	 of GPRA	 Volatility	 deposits to GDP	 Bank 100,000 adults	 Margin

United States	 1	 5.26	 53.43	 30.46	 30.28
Seychelles	 1	 5.45	 119.70	 55.07	 22.58
Niger	 1	 4.14	 11.90	 1.63	 14.38
Russia	 1	 3.15	 58.64	 25.64	 8.18
Ukraine	 1	 5.62	 31.74	 0.42	 6.16
Burkina Faso	 1	 2.58	 37.90	 3.08	 10.98
Tajistan	 1	 9.39	 9.37	 22.89	 1.91
Myanmar	 1	 2.77	 53.87	 5.61	 8.27
Lebanon	 1	 4.40	 251.24	 21.66	 19.25

Source: Author, 2024

53 nations were chosen at random to participate in 
the study. Table 3 above displays the logit regression 
model's results. The coefficients β1, β2, β3, and β4 
of the panel logistic regression equation (1) that 
were run through e Views are displayed in the table 

above. The dependent variable, geopolitical risk, 
had a value of 1 if there were geopolitical risk acts 
or threats occurring globally in that given year, and 
vice versa.
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The study uncovered that geopolitical risk is 
insignificantly and positively correlated with financial 
depth as measured by financial systems deposits to 
GDP. This result is in agreement with the study of 
Zhe and Ying (2023). The research further revealed 
that geopolitical risk is significantly and negatively 
correlated with stock price volatility. The result of 
this research concurs with the study of Nam et 
al. (2023), Hentov et al. (2018) and Hodula et al. 
(2024), but in contrast with findings of Olatere and 
Peterson (2023), Cottrel et al. (2024), Adel and 
Naili (2024), Nguyen et al. (2022) and Hodula et al. 
(2024). Further, the number of bank branches per 
100,000 adults indicated a substantial and negative 
correlation between geopolitical risk and financial 
access.

Discussions
It can be stressed that geopolitical risk adversely 
affect financial development in almost all the 
countries in the world, but with varying degrees 
of impact, with the most affected countries being 
those that are directly involved in the conflict and 
vice versa (Adel and Naili (2024); Cottrell et al. 
(2024); Bajaj, 2022; Lu et al.. 2020 and Nguyen 
et al, 2022). The study revealed that geopolitical 
risk is insignificantly and negatively correlated with 
stock price volatility (Nam et al., 2023). This is in 
contrast to the findings of Jung et al. (2021). Hence 
the reasoning behind this could be that investment 
in stocks are preferably more stable to holding cash 

or real estate investments during periods of elevated 
and aggravated geopolitical acts and geopolitical 
threats. 

According to this study, financial development as 
shown by financial access and financial efficiency 
is significantly and negatively correlated with 
geopolitical risk. This is partly in agreement with 
the study of Tan et al. (2022) with regard to financial 
access. Conversely, as indicated in Table 2 above 
financial systems deposits to GDP showed a strong 
and positive association between geopolitical risk 
and financial depth (Hentov et al., 2018). The 
reason behind this could be that investors shy away 
from holding large sums of cash during periods 
of geopolitical crisis and hence tend to deposit 
the cash with reputable international financial 
institutions for safe keeping. Inconclusive findings 
of the insignificant association between geopolitical 
risk and financial stability as measured by stock 
price volatility was revealed by the study. This in in 
agreement with the study of Hodula et al. (2024).  
Therefore, it can be reiterated that a combination 
of symmetrical and asymmetrical correlations 
influences the impact of geopolitical risk on financial 
development, as Table 2 above illustrates.

Lastly GraphPad (2025) stressed that if the intercept 
only model more closely fits the data, McFadden’s R 
squared will be closer to zero. Hence the regression 
model applied in the present study fits the data 

Table 3: Estimation of Logistic Regression Model on the Impact of 
Geopolitical risk and related measures

Model Variable	  June 2010-July	 June 2010-July	 June 2010-July 	 June 2010-July
	 2024 results	 2024 results	 2024 results	 2024 results

Variable/ Constant	 Coefficient	 Std. Error	 z-Statistic	 Probability

Constant	 -0.418749	 0.265883	 -1.574937	 0.1153
Stock price volatility (β1) 	 -0.010636	 0.011556	 -0.920374	 0.3574
Financial systems deposit to GDP (β2)	 0.004278	 0.002088	 2.049210	 0.0404
Bank Branches per 100,000 adults (β3)	 -0.015654	 0.007378	 -2.121558	 0.0339
Bank net interest margin (β4)	 -0.021747	 0.029038	 -0.748903	 0.4539
Cross-section	 53			 
Number of observations	 791			 
McFadden R-Squared	 0.009552
Likelihood ratio (LR)	 9.725491
	
Source: Author, 2024
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that was used for the research as shown in Table 
3. Gskpro (2025) noted that likelihood ratios help 
in assessing the effect of a diagnostic test on the 
probability of associaton of the dependent variable 
with the dependent variable and further, likelihood 
ratios >1 proved that an association of independent 
variable with dependent variable exist. For the 
present study, therefore, the likelihood ratio was 
close to 10 >1 as shown in Table 10, as a result it 
can be confirmed that the subsequent likelihood of 
a large increase change in the association between 
geopolitical risk and financial development measures 
is inevitable, if additional tests are conducted.

Conclusion
It is concluded that geopolitical risk is significantly 
and negatively associated with financial access and 
efficiency. This concurs with study of Zhang and Shi 
(2023). Furthermore, geopolitical risk is profoundly 
and positively correlated with financial depth (as 
measured by financial systems deposits). Moreso, 
geopolitical risk had an inconclusive insignificant 
and negative association with financial stability as 
measured by stock price volatility.

It is recommended that countries that are directly 
involved or threatened by geopolitical events 
and hazards should harness the use of artificial 
intelligence on innovative seamless banking 
devices in their banking systems and avoid the 
creation of physical banking branch structures. 
It is also recommended that financial institutions 
and investors should consider placing their funds 
in offshore investments in safe havens away from 
the moderate, elevated geopolitical tensions and 
geopolitical crises (Special Eurasia, 2024). Thus, 
it can be reaffirmed that, as previously mentioned, 
geopolitical risk has a mixed effect on financial 
development, resulting in both positive and 
negative relationships as well as small inconclusive 
associations (Teplova et al., 2022; Zhe & Ying., 2023 
and Nam et al., 2023).

Lastly banks and non banking financial institutions 
are urged to implore sustainability linked finance 
directing finance to ESG and green investments 
which offer resilience to the devasting effects of 
geopolitical risks. 

Further banks should rethink and proactively assess 
the impact of geopolitical risk on their stability, 
efficiency, accessibility, the breadth and depth of their 
operations and offer solutions that are specifically 
accustomized to the geopolitical event. Moreso, 
unbiased institutional partnership and collaborative 
dialogue with relevant stakeholders, governments, 
unions, United Nations and other non governmental 
associations will illuminate and provide inevitable 
insights, capital buffers and solutions to geopolitical 
risks.
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