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Abstract

This study e:omines the impact of the composite index of globatization and its
economic, social, and political dimensions by distinguistring the de-facto and de-jure
aspects on eoonomic gronttr. This study empirically analyzes the moderating role of
exchange rate volatility, trade openness, and financial development on the relationship
betrveen globalization and economic growttr. Panel data from 46 selected developing
countries over the period from 1980 to 2018 has been used in the study. This study
uses fixed effect model (FEM) and a two-step generalized matrod of moment
(Sys.GMM) to evaluate the robustness and cater for the model's endogeneity. This
study produces four main rcsults. First, the results show ttrat llobaiizationsignificantly impacts the economic growth of developing countries. The results
demonstrate that de-facto, de-jure political globalization, and de-jure economic
globalization boosts economic growttr. While de-facto, de-jure sociai globalization,
and de-facto economic globalization hinders grourttr. Second, the findinis imply that
the role of exchange rate volatility weakens the relationship bgti.rn'overall
globalization, its dimensions, and economic growth. However, both de-facto and de-jure aspects of globalization show that orchange rate volatility shengthens theglobalization and growttr relationship. Moreover, ttris impact is stronger-in the de-
facto aspect of globalization than de jure aspect. Third, the results show that tade
openness weakens the relationship betrueen globalization and economic growttr in all
dimensions and both asPects. The rcasons uetrina the adverse effect of nile openness
on economic grouttr in developing counties which depend on the export of raw
materials and agricultural products, unfavorable term of frade, and face cfullenges in
competing with advanced economies. Finally, the impact of FD has been examined in
the globalization and growttr relationship. The resultssuggest that the role of financial
development weakens 

-the 
relationship-betrueen overaliilobatization and economicgrowth' Morcover, similar results have been found for ali-its dimensions and in both

aspects' AdditionallY, the findings also indicate that there are significant undiscovered
outcomes of globalization in less dweloped nations. Thercforc, future studies should
examine the appropriarc dimensions oi globalization thai can enhance economicgfowth.

JEL Classification : C_2-3, F!5, F2l,F4O,F4l, F43, E44, Ol0, O55
trGlmords: De-Fact9 
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CIIAPTER 1

INTRODUCTION

l.l Background

Remarkable growttr has been witnessed in globalization (hereafter GLOB) in the last

two decades, which is illusfiated by global interdependencies and int€rconnections

betrveen people; especially in developing countries, the impact of GLoB is

exceptional. It is a multifaceted idea conceptualized as establishing links betrreen

actots at a multicomponent level of the capital flows, ideas, images, and information,

by facilitating the movement of people and commodities (Clarlq 2000;Norris, 2000).

It has lifted the traditional limitations of investigation and policy relating to rcsource

flows and international frade (Cook & Kirlrpatriclq lggT). Furthermore, by

diminishing the boundaries of national economies, intemational integration, diffusion

of rcchnolory, strcng institutions, and govemance lead to the crpation one continent

and complex interdependencies (Dreher et al., 200E).

There is an ongoing debate regarding the effects of GLOB as it has affected bottr

developing and developed countries and the daily lives of rich and poor residents. It,s

a boon for some while an anathema for others. For some economies, it is a factor in

opening up new opportunities and has a favorable impact on their economic grcwth

(Ahmad,2019; Khoshnevis & shakouri,2017; Menhas et al., 2olg).However, in

some economies, it contibutes to poverty, unfair income distribution and hinders

economic Sowth (Fainstein, 2001;Gourdon et a1.,200g).

The internationalization of economic activity is not a new phenomenon. Although the

economies werc connected to some extent before World War-II (1945), international

frade incrpased exoeptionally after 1945 mainly because of the international monetary



and trade regime created in the Bretton Wood Conference and GATT (General

Agreement of Tariffand Trade). Earlier intcrnational trade expansion was categorized

just by shengthening the economic connections that exceed domestic boundaries at

the functional level. Now, wittr the inclusion of economic agents and structure at the

miqo level, rcsourre flows, and tmde have become more complex through the

behavior and sfategies of firms.

An incrcasing tnend of GLOB has been observed in recent years. GLOB can be

defined in many aspects like economic, political, social, technological, and cultural

collaboration, which considers many factors like fiading, transportation,

communication, and migration, bringing the economies closer and morc inrcgrated.

The impact of GLOB can be viewed in different sectors, such as economic growth,

poverty, regional differences, and economic integration (Almas & Sangchoon,2010).

GLOB shapes EG ttrrough many factors which include intemational financial

integration (hereafter IFI), international fiade, international flow of labor, and

technolory changes. Imprcvement in these factors leads to economic growth in the

country (Kilic, 2015). Several factors impact economic growttr as Solow (1956)

suggested advancement in technolory, and Smith (1986) suggested the accumulation

of capital and labor productivity. Moreover, Romer (19g6) and Lucas (lgss)

suggested human capital and many other factors that enhance economic growth,

including IFI (lbrahim et al., 2016).

IFI accelerates economic growth in three $,ays. Firsl efficient allocation of capital

improves thc use of financial rcsources in the most productive way that increases

economic growttr. Second, IFI encourages risk sharing and diversification through

ownership of assets acrcss countries and diversified portfolios @aele et al., 2OO4).



Thid, IFI enhances growth through the dwelopment of financial systems (Ibratrim et

a1.,2016).

Empirically, the liteiature provides evidence that GLOB has a positive impact on

economic growth. This is achieved through various means such as opening up trade,

enhancing competition, facilitating economies of scale, attracting FDI, fansferring

technology, and promoting macroeconomic stability (Armstrong, l99E; Das, 2010;

Friedrich et al., 2013; Hammudeh et al., 2O2O).

Another factor that enhances the effect of GLOB on growth in developing economies

is the liberalization of international capital markets (Obstreld & Rogofr, l99g). In this

context' several examples mentioned in the prior studies explain tlre positive effect of
GLOB on economic growth thrcugh financial integration and trade liberalization for

hansitional and middle-income counties. Moreover, through financial inrcgration,

hade, and trade liberalization, the European hansition counties got morc economic

growttr in the late 1990s compared to dweloping countries.

The influence of GLOB on the economic gpwth of any country depends on trre

tendency of an economy to get ttre benefit of GLOB by speeding up growttr. In this

r€specq some studies support the argument that GLOB boosts economic growttr in the

prcsence of a threshold level of capital inflows to the desired level, institutional

quality, and financial markets development (Hall, 2000; Flammudeh et al., 2020;

stiglitz, 2004; wei, 2006).

Thc empirical lircrature on the impact of the three dimensions of GLoB on economic

growth is inconsistent (Dreher d d., 2(Dg; Kilic, 20r5;Rao & vadlamannati, 20r l).
Morcover, the economic GLoB (hereafter EGLOB) has a boosting impact on growth.

The effects of social GLOB (hereafter sGLoB) and political GLOB (hereafter



PGLOB) are inconclusive (Kilic, 2015: ying et al., 2014). while, some studies

suggest that SGLOB has apositive impact on growth (Gurgul & Lach, 2014;Marques

et al., 2017). However, other studies report the opposite results (Kilic, 2015;Rao &

vadlamannati,20ll; Ying et al., 2014). Furttrer, the boosting impact of pGLoB on

growttr is suggested by (Kilic,2015). while the detrimental impact of pGLoB is

r€ported by (Ying et al., 2014), and no impact at all of pGLoB is concluded by

(Gurgul & Lach, 2014). Few studies support tlut GLOB and its dimensions benefrt

groutttr (Villaverde & Maz+ 20 1 l ).

Limited liteiature is available on the effect of de-facto and de-jure aspects of GLOB

on growth. orrly one study exception by Bataka QOlg) analyzes bottr aspects of

GLOB on growth for African economies. The ncsults support the view that de-jure

GLoB, de-jure EGLOB, and de-jure sGLoB leads to growth. However, de-facto

GLOB, de-facto PGLOB tends to hindcr economic growttr. However, de-fac"to

sGLoB, and de-jure PGLOB do not have a significant impact on growtrr. so, we

consider the impact of GLOB, its dimensions mentioned above, and both aspects on

economic gowth for developing economies. In this study, we go deeper and provide a

comprehensive analysis of the impact of GLOB, its dimensions, and both aspects.

Literature supports that ERV can significantly affect economic growth. When ER

fluctuates rapidly and unpredictably, it creatcs uncertainty and risk for businesscs,

investots, and policymakqs. This uncertainty affeots various aspects of the oconomy,

including fiade, investnent, inflation, and overall economic stability. High levels of

ERV can hinder economic growttr by discouraging foreign invesfinent, disrupting

tnade flows, increasing import costs, and undermining business confidence. As a

rcsulq countries often strive to minimize ERv to promotc stable economic conditions

conducive to sustained growth and development (Samuelson & Nordhaus, 2OOg).



Several macK) variables directly influence ERV, including supply and demand of

goods and s€rvices, invesfrnent inflation, and growth in different countries.

Morcover, the expectation about cunpnt and future wents also affects the ERV. The

higher ERV leads to a decrcase in the foreign exchange reserve which may constrain

the growttr in developing nations @apetti, 2013).

Previous literature on the linloges betneen ERV on grouth has frequently produced

conflicting results. There are at least two explanations for this. First, therc are

contnadictory implications of ERV on the dynamics of growttr. On the one hand, ERV

can be viewed as a shock absorber and seerns more appropriate for nations that

frequently experience real shocks. On the other hand, volatility incrcases higher

mactoeconomic fluctuations in temls of tade, investment, and economic grourttr.

second, therp are other factors, such as FD, that have an impact on how ER and

economic growth are related (Aghion et ar., 2009; Alagidede & Ibratrim, 2017;

Bianco & Loan, 201?; Ioan et a1.,2020; Ndambendia & Hayky,20ll; vo et al.,

20te).

Some studies support the positive impact of ERV on economic growttr because it

stimulates domestic industries through import substitution, enhanoes export

competitiveness, and enoourages economic diversification (Friedman, 1953;

Katusiime et a1.,2016: Kolenda et al., 2013). Some studies suggest the negative effect

of ERV on economic growth due to macroeconomic instability, uncertainty and risk,

consumption volatility, inflation, and depreciation of currency, which raise the debt

burden (Kandil, 2004; schnabl, 2009; vieira 2ol3).The insignificant impact of ERV

on economic growth is supported by (Aristotelous, 2001; Bleaney & Grcenaway,

1998; Campa & Goldberg, l99S).



This study empirically investigates the joint role of ERV, GLOB, and economic

growth in selected developing counties. Although many prior studies investigatcd the

impact of ERV, and GLOB on economic growttr separately, we considered the

combined impact of ERV, GLOB, and economic gronttr in a single frameworl<.

As far as the concept of TO is concerned, the literanre supports the view that TO can

help to improve economic growttr. According to neoclassical growttr theory, TO

encoumges capial accumulation and emhances resourte allocation, leading to better

economic grourttr (flelpman, 1984; Rodrih 1998). Moreover, the new grourttr theory

suggests that TO primarily enhances the qualrty of economic growttr by stimulating

technological advancements and increasing productivity (Romer, I 9g6).

TO leads to incrcased economic growth by enhancing productivity, leading to

economies of scale and specialization in production. TO brings innovation and

competition among local firms to use rcsources efficiently, and due to innovation

county achieve the efficiency in production (Hadhek & Mrad, 2015;Nguyen et al.,

2018). TO is a critical aspect of economic development for developing countries. It

describes the extent to which a nation engages in international trade by exporting and

importing goods and seryices.

Many developing countries have implemented policies to pomote TO to boost

economic gtowth, rcduce Poverty, and improve living standards. The benefits of TO

include increased acoess to foreign markets, increased competition, technolory

fi:ansfer, and economies of scare. Howeyer, the effect of To on growth is not

straightforward. It may vary depending on various conditions, such as the structure of

the economY, the degree of development, and the policies and institutions in place.
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TO accelerates economic grcwth in different \Mays. The traditional trade theory

explains that comparative advantage arises due to increased efliciency in production.

However, consumption rises due to increased competition and increased availability

of goods and services at lower priccs. Trade may cnhance growttr through saving

channel. Higher saving rates and technolory fiansfer incrcase the accumulation of

physical and human capital @aldwin, lgg2).

The contrasting results observed in previous literature on the linloges between TO

and economic growth. The first strand of literature provides evidence that TO

positively affects economic growttr. It enhances eflicient rcsoure allocation,

technolory hansfer, product diversity, and economies of scale (Edward s, 1992; Sinha

& Sinha' 2000; Wacziarg 2001). The second shand of literature supports the

hindering impact of To and economic grourttr due to many rcasons like

macloeconomic insability by boosting inflation, depreciation of exchange rate

(hercafter ER), and low tariffs make imports more desirable @aea & Slottje, 1993;

Levine & Renelt, 1992; Rodrik"1-992).

Hence, it can be said that no definitive oonsensus has been reached on the impact of

TO on economic growth based on prcvious studies. The empirical literature frequently

frils to produce consistent results despite the stnong support of the theoretical idea,

which enhances growth. This study examines how three factors, GL9B, To, and

economic growttr work together in selec"ted developing counties. While previous

rcsearch has examined ttre effects of GLOB and TO on economic growttr individually,

we art orploring their combined impact within a single framework.

Similarly, to ERV and TO, the concept of FD is also extensive. The earlier studies

have also contended that the effect of GLOB on growtlr is conditional on FD. CLOB



generates opportunities for new markets for many economies. Domestic economies

must require a lump-filled capital invesfinent to take advantage of those opportunities.

Thus, FD plays a significant moderating role in the nexus of GLOB to economic

growth. FD indicates the perfonnance of the market and financial institutions of the

economy. FD boosts investneng helps in the efficient allocation of financial

resounces, and brings long-term growttr (Law et a1.,2013: Ranjan & Agrawal, 201l).

This argument supports the view that FD is considered an engine of economic growth

based on the studies of (McKinnon, 1973; shaw, lg73). FD promotes economic

growttt for developed and developing counfies. FD discourages long-run growth,

because developing countries deal with many challenges like financial rcsources

constraints, poveffy, and income inequality problem. So this shows that FD is

important for developing countries because that crpates growttr differences between

dweloped and developing economics acrcss the globe (Levine et a1.,2000).

The FD can increase savings and invesffnent decisions as well as the effective use of

capital, which can raise the benefits of GLOB through the role of foreign direct

investrnent (hereafter FDI) @atten & vo, 2009:Beck & Levine,2005; Hammudeh et

al., 2020; Hermes & Lensink, 2003). This sfirdy cove* ttris gap by orploring all

channels important for the nexus of GLOB grourttr. Limited studies examine the

impact of GLOB in boosting economic growttr through raising social and human

capial, an inflow of FDI, FD, and technology impovement (Agenor, 2003;Rourke &

Williamson, 2001). One expcctation by llammudeh et al. Q020) findings conjectgre

thu the effect of GLOB on growth is sfionger in the prcsenoe of developed FD and

higher the institution's quality but found an insignificant effect for developing

counfiies. ln this study, we examine how three factors, namely GLOB, FD, and

economic growth, work togettrer in certain developing countries. While previous



rcsearch has looked at thc effects of GLOB and FD on oconomic growth individually,

we take a diffenent approach by studying thcir combined impact within one

framework.

Our study empirically establishes a rclationship between the concepts we have

discussed ERV, TO, and FD and how they are connected to GLOB and the economic

growth for selectcd developing countries. Although numeK)us prcvious studies have

highlighted the significance of these factors in the growttr prccess of developing

counfries, we have brought together these insights and integrated them into a unified

and cohesive framework for analysis. Thus, we do a comprehensive study on tlre

impact of GLOB, its dimensions and its aspects on eoonomic growttr through the

above-said channels. No study analyzed the joint impact of GL9B, its three

dimensions, and its aspects on oconomic growttr through ERV, TO, and FD channcls.

1.2 Rationale of the Study

The association betrveen GLOB and economic growttr are a matter of debate because

oristing theoretical and empirical literature has not produced conclusive results. The

prospects of GLOB on growth are well known. While the immediate effects may be

negative due to lEsources utilized inefficienfly and because of comparative

disadvantage, when lesourpes ar€ utilized in productiye way, this leads to incrpased

economic glowth (Falvey d d., 2012). Long-term effects on growth come through

improving factorproductivity, technolory, urd innovations (Kim & Lin, 2oog).

Our first objective is to analyze the impact of overall GLOB, its three dimensions

such as economic, social, political, and both aspect like as de facto and de jure on

economic growttr for developing counties. De facto measurps the actual flow this

aspect measurcs the tangible and practical elements of GLOB that occur in reality. but



de jure measul€s the conditions and policies which facilities the actual flow. It

encompasses the formal rules and commitments that countries adopt to manage and

engage in GLOB. Differentiating between de jure and de facto variables aids in

comprehending the pragmatism of GlOB-related economic policies and institutions.

De facto GLOB can be seen as the outcomes of de jure policies. Effective policies (de

jure) ideally enhance de facto GLOB. The existing literature on the linkages between

GLOB and economic growth like ying et al. (2014), Barry (2010), Kilic (2015),

Gurgul and Lach Q0l4), Tahonogo (2018), and Suci et al. (2015) give limited insight

for the dimensions of GLOB but did not analyze the different aspects of GLOB. Ogr

study aims to build up and extend the prior research by adding the analysis for the

both aspects de facto and de jure of GLOB on economic growth.

To investigate the channels of ERV, T0 and FD is essential to understand the

complex dynamics of GLoB and its impact on oconomic growttr. Each of these

factors play a significant role in shaping the economic landscape of counfiies and

their integration into the global economy. We are intercst€d in analyzing t6e channels

of ERV, To, and FD on economic grouttr in the context of GLoB for several rgasons.

Firsq fluctuations in ER can significanfly affect fiade, investmen! and overall

economic stability, making it crucial to understand their relationship with economic

growth' A mone volatile ER reduces the imports, conversely increasing the production

of tradable domesically, reducing foreign savings. This knowledge will help us to

dwelop effective policies to managc risks and scize opportunities.

our second objective is to analyze the impact of overall GLOB, irc tfrree dimensions

and its both aspects on economic growth by considering the role of ERV. A limited

work has been done on it. The earlier study by Gaies etal. (2020) analyzndttre impact

of financial GLOB on economic growth ttrrough the spillover effect of ERV for 72



dweloping countries from l97t-2011. Our study is different in the three ways.

Firstly, we take overall index of GLOB instead of taking just one component of

GLOB like the impact of financial GLOB on economic grouth. Secondly, our study

also analyzed the three dimensions of GLOB and their interaction with ERV while

analyzing the GLOB and economic growttr relationship. Thirdly, we go into more

depth by analysing both defacto and dejure aspects of GLOB on economic growth by

considering the role of ERV.

Second, trade is crucial in boosting economic growth by helping countries to allocarc

rcsounces effectively, encouraging thenr to focus on what they do best, promoting

innovation, and creating morE market opporhrnities globally. Moreover, To hu

allowed countries to exchange goods and services acrcss borderc, facilitating

innovation and rcchnologicar improvement (Berg & Krueger, 2003;Lucas, lggg). The

ability of a country to absorb new ideas and technologies depends on its absorpion

capacity, which depends on its level of human capital and technological advancement

(Fagerberg, 1994; verspagen, l99l). studying the linkages between To and growttr is

vital to identify the benefits and challenges of global inrcgration. This understanding

will guide us in formulating policies and strategies that maximize ttre enhancing

effects of TO on economic growttr.

our third objective is to analyze the impact of overall GLoB, its three dimensions and

its bottr aspects on economic through the role of TO. In this context the previous study

by Aka (2006) analyzed the direct impact of GLoB and To on economic growth. our

study is different in three ways. Firstly, hc analyzed the direct impact of GLoB and

To on economic growttr but we analyzd the impact of GLoB, its dimensions and

both aspects on economic growttr tt[ough the channel of To. Secondly, he analyzed

one counfry and we have used the panel data set of 46 developing counfries. Thirdly,
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he has used VAR model for analysis but we ane using Sys.GMM method for panel

analysis.

Third, in a globalized world, FD facilitates economic growth. As countries become

morc interconnected, financial markets become crucial for capital flows and

investrnent. The linkages between FD and economic growth show how financial

systems pomote innovation, tesourte allocation, and overall economic efficiency.

This knowledge will help us design policies that foster sustainable and inclwive

growth.

Our last objective is to analyze the impact of overall GLOB, its three dimensions, and

its both aspects on economic ttrrough the role of FD. In this r€spect, there is limited

work has been done in lite,rature. Kandil et al. eOlT) analyzed the direct impact of

GLOB and FD on eoonomic growth. In this context, our study is different in three

ways. Firstly, they analyzed the direct impact of GLOB and FD on economic growttr

but we analyzed the impact of overall GLOB, its three dimensions and both aspects

on oconomic grourttr through the channel of FD. Secondly, their analysis is bascd on

India and China but we take the panel data set of 46 developing counties. Thirdly,

they employed cointegration approach for their analysis.

Thercforc, we are interested in molp ttran just understanding the individual

importance of ERV, To, and FD in promoting economic growttr. we also want to

explore how these factors interact and affect thc GlOB-growth nexus. Specifically,

we separately probe the moderating effect of ERV, To, and FD on the nexus of

GlOB-economic growth. Our contibution to the literature is by combining the three

strands of literature. For this purpose, these linloges investigate from l9g0 to 20lg

for 46 sclccted developing countries fiom the world Bank criEria.

t2



The rcason behind investigating ERV, TO, and FD in the domain of GLOB and EG is

that they are of great importance in shaping the economic dynamics. ERV

significantly impacts trade and investrnent by affecting the stability and predictability

of rctums, which in turn influences busincss decisions. High volatility can deter effect

on foreign investnent and trade, while stable ER foster economic growth by

providing a predictable environment. Additionally, fluctuations in ER can lead to

inflationary prcssur€s and affect the competitiveness of a country's goods and seruices

in the global market. Understanding this channel is crucial for policymakers to

manage inflation and enhance competitiveness.

Furthermorp, stability in ER is closely linked to overall macrooconomic stability,

which is essential for sustained economic growttr. trnvestigating this channel can

reveal strategies for countries to mitigate the adverse effects of ERV. TO allows

counfiies to access larger markets, achieving economies of scale and production

efliciency, which spur cconomic growth. It facilitarcs the transfer of technology and

knowledge, fostering innovation and productivity. Exposure to international

competition drives domestic firms to become more eflicient and innovative, while

promoting the efficient allocation of rcsoupes based on comparative advantage,

enhancing overall economic productivity and growttr.

A well-dweloped financial system mobilizes savings and allocates capital to

productive invcstnents, supporting economic gFowth and facilitating access to finance

for businesses and entreprcneurs. It provides instruments for managing globalization-

related risks, such as currency fluctuations and international trade risks. FD also

prcmotes financial inclusion, enabling broader participation in economic activities,

and supports higher levels of investment in nesearph and developmenq driving

innovation and long-term economic grourth. Talren together these channels providc a



holistic understanding of how GLOB as a process can either promote or slow down

EG through chain reactions.

The curent study's findings will provide valuable guidance to policymakerc in

developing effective strategies that hamess the benefits of GLOB while managing its

risks. Additionally, this research will advance academic discussions and enhance our

understanding ofthe complex linkages between GLOB and economic growttr.

1.3 Objectives of the Study

This study aims to empirically explorr the impaot of GLOB on economic growttr

through three channels, i.e., ERv, To, and FD. The main objectiyes are

l. To investigate the linloge betryeen GLOB, its dimensions, its aspects, and

economic growth of selected developing countries.

2. To analyze the effect of GLOB on sconomic grourth through t6e channel of

ERV of selected developing counties.

3. To orplore the impact of GLOB on economic growttr through the role of TO

of selected developing countries.

4. To analyze the effect of GLOB on economic growth through the channel of

FD of selected developing countries.

1.4Research Questions

The main questions to be answered by the study arc under

l. Does GLoB, its dimensions, and ib aspects significantly impact economic

Sowttr?

2. Does the ERV strengthen trre impact of crloB on economic growttr?

3. Does the To have any significant impact on GLOB on oconomic growttr?
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4. Does the FD stnengthen the impact of GLOB on oconomic growth?

1.5 Research Eypotheses

Below are the main hlpotheses that we need to test through ernpirical analysis

l. Globalization positively impacts the economic growth of dweloping countries.

2. The role of ERV weakens the nexus betrveen GLOB and economic growth.

3. The impact of TO complements the association between GLOB and economic

grcwth.

4. The channel of FD weakens the linkages betrueen GLOB and economic growth.

1.6 Significance of the Study

The empirical studies do not indicate GLOB- grcwth nexus through the role of ERV,

TO, and FD. That leaves liule guidance on the growttr-enhancing effects of GLOB for

developing countries. Moreover, the litcrature lacks an ernpirical attempt to assess the

linkages ofthree channels with GLOB impacting economic growttr.

GLOB is a complex-historical idea having economic, social, and political dimensions.

Variables in the de-facto aspect represent actual flows and activities, whereas

variables in the de-jure aspect represent theoretical economic policies (Gygli et al.,

2019). Numerous studies explain the relationship between GLOB and economic

growth. Although the existing empirical literature is ambiguous on the linkages

betrveen GLOB and growth, sweral ernpirical studies conjecture that GLOB and its

dimensions have a stimulating effect on eoonomic growttr (Egbetunde & Akinlo,

2015; Gurgul & Lach, 2014; olimpia & srcla, z0l7; samimi & Jenatabadi,zol4).
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However, other studies exhibit the hindering effect of GLOB on eoonomic growttr

(Barry, 2010;Musila & Yiheyis, 201 5).

The motivation of this study is to andyzs the empirical linkages of GLOB, its three

dimensions (economic, social, and political), and its aspects (de-frcto and de-jure) on

economic growttr in the panel of selected developing counties is that although GLOB

does enhance the competition, yet it is not clear if the economy will get significant

benefit firom it or not. The general opinion about GLOB is that it not only gives

development opportunities but also brings new risks and challenges.

1.7 Stnrcturrc of the Study

The rcst of the chaprters is organized as follows. Section 2 briefly describes the

existing empirical literaturc on the effect of GLOB on economic growttr, ERV, TO,

and FD on economic growth. Section 3 highlights the theoretical framework,

empirical modeling, estimation techniques, data sourpes, and variables construction.

Section 4 explains ttre empirical results, and 5 discusses the conclusion and policy

implications.
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CIIAPTER 2

LITERATTIRE REVIEW

Numerous theoretical and ernpirical snrdies exist in the literature; the most important

efforts need to be reviewed in morc depth. This section intends to review the

lircrature. We have organized the lircrature into six sections. The first section focuses

on exploring the connections benreen GLOB and economic growth. The relationship

between ERV and growttr is discussed in the second section, The third section

provides an ovelview of empirical studies exploring the TO and growttr relationship.

Last, the fourttr sections address the linlogos benueen FD and growth.

2.1 Globalization and Economic Growth

We divide the literature into three broad ways; first, the lircrature linkd the impact of

overall GLOB on growth. Second, ttre lircrature related to the effects of the

dime'nsions of GLOB on growth. Thir{ the section relarcd to both aspects of GLOB

on growth.

The rplationship among GLOB and economic growth has been considered an

importurt arca in rcsearch. Although, existing literature r€ports mixed results

regarding the linloges between GLOB and economio growttr. Some studies show a

positive relationship of GLOB on gowth, and some show a negative impact of GLOB

and economic growttr. The positive impact of GLOB on growth is supported by

(Incekara & Savrul, 2012; Kose et d.,2009;Potrafke, 2015; Quinn d d., 20lt; Rao

& Vadlamannati, 201l; Sa'idu e.al.,2014; Samimi & Jenaabadi,2014; Villaverde &

Maza,20ll:' Yahya et al., 2019). The negative impact of GLOB and growth nexus arc
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supportd by (Ahmed,2013; Baddeley, 2006; Bagrvati, I99g; Gourinchas & Jeanne,

2013: Stigli% 2002;Titr€di & Altrner, 2Ot6).

In this perspectivg Kose et al. (2003) explain that a country is attaining a higher GDp

growttr rate which has more open to the financial madrct compared to the closed one.

Moleover, Villaverde and Maza (2011) find the same positive results for I0l

dweloped and developing counties over the period \ITO-2OOS by using the KOF

index of GLOB, by using the methods of generalized mettrod of moment (hereafter

GMM) and ordinary least square (hereafter ols). They emphasize that GLOB brings

convergences of income among the countries. Further, GLoB leads to rapid

improvernent in technology, global integration of financial markets, and low cost of
information helps to confirm growth in invesrnent and productivity, efficient rcsource

allocation, and full level of employment, these boost the rate of economic growth of

the country (lncekara & Savnrl, ZOl2).

Potafke (2015) highlights that after world war II high-income countries and Asian

dweloping countries show high girowth which is considered as the benefit of GLoB.

In addition, the benefits getting from GLOB affect a counfiy,s dwelopment level. The

rcason behind inconclusive rcsults may be due to different handling of GLOB,

differpnce in emergence due to ttre complicated components of GLoB and its

different aspect like economic, political, and social. Moreover, counties ttrat have

diffcrcnt characteristics such as political, cultural, and social are conside,ed important

detcrminants of obtaining different resurts. Moreover, chang et ar. (201r) took a

structutpd break in their analysis regarding the influenee of the KOF GLoB index on

economic growttr for G-7 countries for the period lgTo-2oo6.The results indicate that

therre is a long-run linkages benveen GLOB and economic grouttr.
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Rao and Vadlamannati (201l) use panel data analysis regarding the association

among GLOB and economic growttr in 2l African countries by using frxed-effec't

model (hereafter FEM), random effect model (hereafter REM), and GMM and find

that GLOB positively affects economic growth. This study based on time-series rtata

analysis during the period frcm 1974-2004 for Thailand, Malaysiq philippines, and

India. The results rcveal that GLOB has a dissimilar effect on economic growttr

depending upon the level of GLOB. A higher lwel of GLOB attains higher economic

growttt.

MorEover, Quinn et al. (2011) investigate the sample of 189 countries ttrrough the

GMM and conclude that higher per capita income is attain through the increase in

GLOB' Samimi and Jenatabadi Qol4) analyza the effect of GLoB on economic

gpwth over the period from 1980-2008 for OIC counties. Their results suggest that

the impact of GLOB on growttr dependent on the income level. Higher-income

counties get morc benefits from GLOB. Morcovcr, if the country,s financial systcm

has well-developed and human capial is at higher level tlran the benefits gain firom

GLOB inqpase.

The direct impact of GLoB on oconomic growttr through trade. GL9B enhances

economic growth in developing economies by enhancing the domestic markets

efficiency, increasing the volume of global tade, and enhancing competition in the

international market, investment, and productivity. It also souces to rcduce poverty

utd income inequality. This perspoctive is recognized as ttrc lvashington Consensus

which is supported by two international organizations such as World Bank (WB) and

International Monetary Funds GrvF) (Rao & vadramannati,20r r).
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Sa'idu et al. (2014) investigate the short-term and long-term linkages betryeen the

GLOB factors and economic growth, including TO, external rrserve, foreign

exchange, and net foreign indebtedness. Morcover, Yatrya et al. e}lg) analyze the

association among GLOB and growttr for SAARC countries, including one additional

comrption variable. Both studies concluded that GLOB positively affects economic

gtouth. While comrption is harmfirl for the prcoess of growtlr because it has

adversely affected growth.

The effect of GLOB in economic growth was analyzed through the role of technolory

and innovation for 139 countries from lgTO-2OOg using the Sys.GMM. Through this

channel the shong evidence regarding the benefrt of financial GLOB on productivity

and GDP gowth. In particular, the dweloping nations achieved the desirod goal of

benefits of financial GLOB on growth through technolory transmission. Howwer, if
foreign capial consists of external debt then it may be not compulsory for technolory

spilloverand growtlr (Kose ad.,2009: Neto & Veiga, 2Ol3).

stiglitz Q002) highlights that a country faces many problems like institutional, moral

hazatds, monopolistic tendencies, and adverse selection ttrat limited the scope of
GLOB (Baddeley, 2006). However, the dctrimcntal effect of GLoB on economic

growttr is due to higher in income inequalities, raising the risk of crises especially

when financial institutions are less dwelope4 and excessive movement of capital

raises the chances of external shocks (Tnredi & Altmer, 2016).

Economic growttr is affected by international integration through three main channels

which arE as folrows: The worrd's aflocative cfficienry improvement, risk

diversification, and financial markets dcvelopmcnt ttrrough risk-sharing bctween

countries (Ibrahim et al., 2016). The positive financial impact on growtlr is supported



by @ekaert d d., 2005; Bong & premaratne, 2019; De Nicold & Juvenal, 2014:

H*ry, 2000; Klein & olivei, 200g; vithessonthi & Tongurai,2ol2). The negative

impact of financial inrcgration is supported by (Ahmed,2}l3;Ahmed, 2016;Bagwati,

1998; Gourinchas & Jeanne, 2013). The insignificant impact is supported by these

studies (Ahmed & Mmolainyane,20l4i Edison et al., 2002; Gourinchas & Jeanne,

2013).

Financial integration is mostly linked wittr dweloped financial markets (Ibratrim et

al',2016; Yolz,20lQ. During sweral decades, a major change has been noticed in

financial markets because of financial GLOB which makes morc integrated global

financial market. The results of financiat integration are amazing as discussed in

many economies promptly a decrease in capital control (chen & Quang, 2ol4).

Financial integration enhances economic growttr ttrrough the rcmoval of capital

conhol along with the efficient allocation of capial @aele et al., 20(H).

Financial integration has a positive and significant effect on economic growttr through

the absence of conhol which raise economic growh, whereas capital control and

liberalization rcstrictions negatively affect economic growttr. so, financial integrdion

affects economic gowth direcfly as well as indirectly because it is paired with the

other components of economic growth. Conscquenfly, policies that support financial

integration can promote the economic growth. on the other side that policies arE not

favorable for financiar integration disco,rage economic growth @higiamusoe &
L@n' 2019)' However, De Nicold and Juvenal (2014) analyzn 4g countries for the

period covering 1985-200E and find ttrat financial inrcgration and financial GLoB are

Iink with high gootryrtr, lower volatility in gowth, and lower productivity activitics of
the country.
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Many studies have emphasized catching the components that decide a nation's FDI

desirability. FDI may be either market-oriented or export-oriented. The market-

oriented FDI enrphasizes on the market size but orport-oriented FDI emphasizes on

host country's cost competitiveness @conomou et al., 2Ol7).

The studies analyzed the components of FDI for developing counfiies are TO,

economic glowth, inflation, exchange rate, and infrastructure, communication on FDI,

economic and political instability, institutional variable market size, and human

capital. Non-traditional components of FDI have shown a significant impact.

Morcover, fiaditional components of FDI institutional variables and political risk have

also shown significant effects on FDI infloua in developing economies @enassy et

a1.,2007; Busse & Hefeker, 2007; Economou d d., 2017;Iwai & Thompson, 2012;

Kok & Ercoy, 2009; Krifa & Matei, 2ll};Mottaleb & Kalirajan ,2}\1;Noorbakhstr et

a1.,2001; Ranjan & Agrawal,2}ll; Sekkat et al.,2OOI).

The effect of FDI fundamentally relies upon the kind of activities it funded. FDI in

various shrcfi[es, or a similar stucture yet in various monetary environments, is

likely to influence FD unorpectedry @orensztein et al., l99g; combes et a1.,2019:

Wooster & Diebel, 2010). For example, in lower-pay African states or natural assets-

rich economies wherc FDI is related to natural assets extraction, it might obstruct the

divetgence of the manufacturing sector and eventually hurt development despite what

might be expectcd, FDI moved in tlre manufacturing sector, similar to ttre casc in most

Asian counties, can improve development by the utilizing an ease talented work

power (Combes et al., 20lg).

The effect of FDI on prices of non-tnadable assets fluctuarcs with the particular type

of activities that financial flow is rplated to. The import of equipment and machinery
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are linked through FDI and it is a slight chance to constantly apprreciate ttre real ER.

The tcchnolory spillover and management skills are related to FDI. Better

management and improved rcchnolory lead to a raised productive capacity that puts

less weight on @st (Agenor, r99g; Kinda, 2012;Kinda, 2014; Smarzynska Javorcik,

2004).

The second shand of literature which focuses on the impact of dimensions of GLOB

on gowth. Although, the literature generally shows a positive conelation benveen

GLOB and economic growth, it is worthable to note that not all of the aspects show

the direct relationship @reher et ar., 200g; Kilic, 20r5;Rao & vadramannati, 20p).

The effects from its social and political dimensions arc not at all obvious, even though

its economic dimension typically has a beneficial impact on growth (Kilic, 20lS;

Ying et al',2014). While, some empirical studies have concluded that SGLoB has a

boosting effect on economic growttr (Gurgul &Lach,20l4;l\[arques etal.,2ot7).

Others have come to tlre opposite conclusion (Kilic, 2015; Rao & Vadlamannati,

20ll; Ying et al-,2014). Drreher eo0fj) inhoduces a new composite index of GLoB

which is KoF to examine the influence of GLOB on eiconomic growttr for 123

developing economies during the period frrom 1920-2000 and find that GLOB,s nvo

dimensions (economic and social) incrcase economic growttr. While, its political

dimension has no such effect on economic growth.

Similarly, when it comes to the political aspect of GLOB, some scholars suggest that

it has a beneficial influence on growth (Kilic, 2ll5).However, others claim that it has

a defiimental impact (ying et al., 2ol4), or perhaps no influence at all (Gurgul &
I.ach,20l4). There arp not many examples wherE GLOB and all its dimensions show

a beneficial impact on growth (villaverdc & Mazu 20ll). consequently, wc can
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conclude that their findings are inconsistent in this regard. The econome6ic methods

employed, the sample and period serected, the country-specific effects, the

dimensions of GLOB selected by researchers to be included in their estimations, and

whettrer they have chosen to use levels or growth rates are some of tlre orplanations

given for such a diversity of results (Potrafke, 2ols).The income levels of the various

nations might also be cited as a contributing factor to the discrepancy in the findings

(Majidi, 2017; Samimi & Jenatabadi,21l4).

Kilic (2015) analyzn tlre overall influence of GLOB on oconomic growth for 74

dweloping nations from 198l-2011 and concludes ttrat EGLoB and pGLoB has

positively affected economic grouttr but sGLoB has an adverce effect on economic

gtowttr' MotEover, the results support the view that for developing countries EGLOB

and PGLoB is more helpful in the prcoess of growttr compared to sGLoB.

Developing countries need to improve their particrpation in international hade and

FDI' PGLOB improves through participation in political decisions in the context of
the international arena. These rpsurts support by ying et ar. eor4) anarysis of
ASEAN counfiies and conclude ttrat EGLoB has a significant and direct effect on

gpwth for ASEAN counties but pGLoB has an invcrce effect on growth.

However, the effect of sGLoB on gowth is insignificant. Tsai eooT) finds that

overall GLoB has a positive and significant influence on human development.

PGLOB has a positive effect but sGLoB and EGLoB do not produce a positive

impact when regional differences and levels of development have functioned as

conhol.

The third strand of litenatule on the aspecb of GLoB, there is only one study Bataka

Q0l9) which distinguished among bottr aspccb (dc-facto and de-j,re) of GLOB for
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40 African economies. The rpsults support the view that de-jure GLOB leads to

growth. However, de-facto tends to hinder economic growttr. The evidence suggests

that de-jure EGLOB, and SGLOB have positive on growth. However, de-facto

SGLOB' de-jure PGLOB do not have a significant on growth. Further, the de-frcto

PGLOB achrally slow down the process of growttr. Overall GLOB has a boosting

impact on growth but if certain aspects are not prop€rly managed, it can have negative

effects on sconomic grourth.

After reviewing numercus studies about the linkages betrveen overall GLOB and

economic growth. However, the results and conclusions of the previous studies have

been inconsistent. The findings have been varied and inconclusive. The reason behind

inconclusive results may be different proxies of GLoB. The difference in emergence

due to complicated components of GLOB and its different aspects like economic,

political and social.

Morcover, countries that have different characteristics, cultural, crd social are

considered important determinants of obtaining different rpsults. There are still gaps

in the literature according to our knowledge tlrat the impact of the GLOB index KOF

(2018) on economic growth for developing economies, the linkages betryeen GLOB

and state fragility detenninants which consider GDp per capita, investnent,

govemment cxpenditure, human capital, To, and inflation. The impact of GLoB on

economic growttr by making the change in attibutes a regional integration

comparison of the different regions like Asia, Africq and pacific America. Impact of
GLoB on socio-economic dwelopment which is measured with indicatorc, such as

GDP, life expectancy, literacy, and level of employment.
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2.2Etdntnge Rate Yolatility and Economic Growth

The existing enrpirical studies on the impact of ERV on economic growth is

inconclusive. There are many types of literature in the context of ERV on growth.

First, explains through the regime of the ER. Second, the positive impact of ERV on

growth. Third, show the negative affest of ERV on growth. Fouth, explain the

insignificant impact of ERV on growth. Fifth, orplain the relationship of ERV on

economic grourttr through different channels, perspectives, and country-specific

frctors.

First strand of literatrre explains in the context of different ER regimes. The

importance of different regimes of the ER on economic growttr arises in the era of

Friedman (1953), Mundell (1961), and Humphrey (1974). The supports of a flexible

ER highlight the advantage of volatile exchange in the prcsence of asymmetric real

shock (Anatibel et al., 20ll: Lerry-ycyati & sturzenegger, 2003; Mundell, t96l).

When a country is hit by asymmefiic real shocks the outcome of the shock on price

and wages both are adjusted slowly but international prices are comparatively

adjusted faster in the Plescncc of a flexible ER regime that compensates for tle output

loss (Mundell, l96l).

The second arBument is that an economy behaves differently to asymmefric slock and

common shock so independent and shong monetrry and ER policies can help to

smooth the output adjustnent in the shock @ayoumi & Eichengreen, 1993). Mundell

(1961) is the first rpsearcher who focuses on the volatility of ER in the context of the

free movement of capital. A flexible ER regime is prcferable r:ather than a fixed one in

the context of financial openness. Moreover, targeting growttr and price stability are
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considered in trade, and financial openness which is extemal objectives of

McKinnon (1973) furthermore explains that the nominal ERV is an incrcase in the

pr€sence of capital inflow in the short brm but does not explain what is short tcrm

neither defines the exteirt of the nominal ER which is managed by the government.

Tille (2008) highlights the importance of monetary shocks in the open economies that

are produeed by financial GLOB, also verifies ttrat ttre ER destabilizes due to

monetary shocks and when therc an intcmational flow of bonds rather than equity it

may become mone sever€.

The first argument in support of a fixed ER regime is that its stability in the nominal

ER stimulates growth through the channel of nade (Frankel & Rose, 2002; Rose,

2000). The important argument for a fixed ER regime is that it rpduces uncertainty

which enhances price transparency and at the international level price mechanism is

efficient (Aghion et al., 2009; Schnabl, 2008).

Blwards and Yeyati (2005); Mundell (1961), and Mahmood et al. (2011) supporters

of a free market economy aryue that a domestic oconomy with adjustment to real

shock with minimum output losses has boosting effect on grorvth. But the excessive

volatility in the ER has an adverce effect on growth by slowing down the

macloeconomic performance. Motpover, higher volatility in the ER boosts an

uncertain invcsfinent envircnment. Bagella et al. (2006) supported that flexible ER

regime countries have additional benefits compared to counties witfu fixed ER

regimes because flexible ER have more capacity to absorb shocks. However, the fixed

ER is suitable for macroeconomics becuse it diminishes uncertainty and promotes

ast
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investrnent and international hade as a rcsult leads to growth (Frankel & Rosg 2002;

Katusiime e/.a1.,2016).

Barguellil et al. (2018) analyzn the effect of ERV on eoonomic growth through the

role of different rcgimes of ER and financial openness for emerging and developing

countries from 1985 tD 2015. The rcsults suggest that real and nominal ER has a

negative and significant effect on economic growttr. Those countries that have flexible

ER regimes experienced an inverce impact on economic growttr but those countries

who have fixed ER regimes have insignificant impact on economic grouttr because

economic agents had fear of uncertainty about ERV so they postpone their investment

and nade operation that's why having an inverse impact on growth.

However, in the case of a fixed E& the uncertainty is limited as a rcsult of not having

an effect on economic grourttr. Finally, by incorporating the effect of financial

openness in explaining the relationship of ERV on economic growth the results

support the negative effect but this negative effect is sfionger in the presence of

financial openness.

The empirical literatulE on ERV and economic growttr has mixed results. Some

studies support the positive impact of ERV on economic grourttr (Edwards & yeyati,

2005; Friedman, 1953; Ifutusiime et a1.,2016;Kotrenda et al., 2013:Mahmood et al.,

201l). Studies support the negative rclationship betneen ERV and economic grourttr

(Aghion et al., 2009; Arratibel et al., 20ll; Barguellil et al., 20lg; Janus & Rierq

2015; Morina et al., 2020; Mundefl, 196r; schnabl, 200g; schnabl, 2009; umaru et

a1.,2018; Vieira 2013). Studies find not any significant reluionship among ERV and

economic gnowth (Aristotelous, 2001; Bleaney & Greenaway, l99g; campa &

Goldbelg, 1995; Darby etal., 1999; Ghosh etal.,1997).
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Schnabl (2009) support the inverse association among ERV on economic growttr in

Asia and serreral Eurcpean countries. In the sarne way, Vieira (2013) also conlirms

the qristence of the adverse impact of ERV on oconomic growth for 82 countries

which consist of developed and e,nrerging economies. MorEover, the empirical results

also suggest ttrat the volatility is relatod to the instability of maqoeconomics and for

boosting economic Sowth ER stability is imporhnt. Thus, the ERV is hindering

economic growth. Kandil (2004) investigate the ERV on growth and influion in

dweloping counfies. The results support that volatility of ER and deprecation has a

negative effect on growth. In the long term, the anticipation about the exchange rate

may inuease inflation and reduce growth.

Alagidede and Ibratrim Q0l6) examine the causes of volatility in the real ER and its

impact on economic growth in Ghana. Domestic shocks bring ERV which affects the

supply and demand. They also find that for the long-term economic growttr volatility

in the real ER is deleterious for growttr. Schnabl (2008) finds an inverse association

among ERV and economic growth for the less dweloping economies wherp therc is

an underdeveloped capital market and high macroeoonomic instability.

Morcover, Morina etal. (2020) also find the inverse impact of ERV on the economic

gowth of CEE countries. The ERV is measured from two different measut€s z-soorE

and standard deviation. Both measues support that the ERV has negatively affected

the economic growttr of CEE counties because of the adapion of the zuro fi:om 2OO2-

2018. They malyzn the ERV on oconomic growth through three factors like through

investmenf trade, and macrceconomic stability. The two channels are investnent and

macrceconomic stability showthe inverse influence of ERV on oconomic growttr but

the third channel which is trade have not statistically significant. To check the

influence of ERV on the economic growttr of OECD counhies over the period l9B0-



2001. Further, Dollar and Kraay (2003) mdyza the association betrveen ERV on

growth and found a negative relationship exists for developing countries.

According to Bosworth et al. (1995) who examine the factors that influenced

economic growth in 88 industrializnd and dweloped nations between 1960 and 1992,

ERV has a negative impact on output grcwth by slowing of factor productivity.

Aghion et al. (2009) suggest that in a country tlrat has less dweloped linancial

markets if the FD of a country is less than a certain threshold level then the

productivity growth is negatively associatcd with real ERV. The advantage of this

study we are using panel data set insrcad of crcss-sectional daa set, their

identification sfiatery assumes that the vol*ility of real eftective ER and interaction

of FD is not correlated with the errcr rcrm of future realization.

Janus and Riera (2015) explain an invese association among real ERV and economic

growth by employing instrumental variables. Morpover, Thorsten and Daniel (2015)

examine the real ERV on economic growttr for OECD counties. Here, the instrument

real effective ERV with the mGasuE of tade volatility of a commodity for conecting

the potential endogeneity. Although it is not clear that the volatility of REER is linkcd

with the volatility of trade is the only mechanism for growth. They conclude that

volatility in REER has an inverse influence on oconomic growttr forOECD coun6ies.

Studies supported ttrat ERV has insignificant impact on growth (Aristorclous, 2001;

Bleaney & Greenaway, 1998; campa & Goldberg,l995;Darby et al., 1999; Ghosh et

a1.,1997). Among the empirical studies reporting the association among real ERV and

economic growth, Ghosh et al. (1997) find insignificant linkages exists among

volatility and growth by considering a sample of 140 counfries, under ttre pegged ER

regime rade growttr is lower and invesfincnt is higher. Aristotelous (2001) investigate

30



the ERV and regime for the export of Britistr to the USA for ten years 1989-1999, he

finds that both volatihf and regime have not affected ereort.

Over time different approaches have developed to o<plain the indirect linkages

betrueen ERV and growttr. The prvious shrdies find that some important

determinants of economic growttr like trade and investment have been negatively

affected by ERV. Too much volatility in the ER may cause a delay in invesfine,lrt in

that case when therc is an irreversible investnent decision and a higher cost of

adjustment to ERV (Goldberg & Kolstad, 1994; IGtusiime et al., 2016). The mixed

results of the effect ERV on growttr attributed due to rnany factors, such as FD,

institutional settings, physical, and human capital, and (Frankel & Romer, 1999;

Husain et a1.,2005; Katusiime aal.,20l6; Schnabl,2003).

Combes et al. (2019) examine the impact of financial flows on the real ER and the

economic growth for middle and lower-inoome counties for ttre period l980-2012 by

using the GMM method for the dynamic panel. Their findings suggest that financial

flows have both effects direct as well as indircct. The dirwt effect of these flows is

seen through the appreciation of real ER which sparks economic growth irrespective

ofthe development of the country.

Morcover, the indirect cffect of financial flows ttrrough remittance is if real ER

appreciated then the effect of remittance on growth is morc relative to the effect of

foreign aid and FDI. However, aid docs not prompt appreciation for the ER,

specifically in moderately all-around oversaw economies. Likewise, aid beneficiaries

need to spend thesc money-related assets carefully on the quallty of an institution for

transparency and accountability (Elbadawi a al., 2012).
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Growth is positively affected by capital marlrct efficiency which is gained through

efficient allocation of capital, lower cost of the transaction, and price transparency

(McKinnon,1973). The lower volatility in the ER leads to higher grcwth if there is an

irreversible investrnent or credit consfraint. Moreover, a fixed ER guarantees the

stability of the ER and no chance of potential risk of the ER which leads to a rise in

overinvestnent and moral hazards in the domestic economy (Schnabl, 2009). But a

fixed ER regime leads to inefficient allocation of rcsources by promoting protectionist

behavior (Obstreld & Rogofr, I995).

Empirical lircrature does not show the direct linkages benueen ERV and eoonomic

growth. However, the discussion is in the context of the outcomes of economic

growth and different regimes of the ER (Ifutusiime et a1.,2016). Many empirical

studies analyzed the ERV impact on economic growttr through different factors and

perspectives like as intemational fade, investment, masoeconomic stability,

employment human capital, FD, productivity, and institutional settings in addition to

direct effect and causality (Morina eta1.,2020; Schnabl, 2008).

Trade has a great role in explaining the relationship among ERV and growttr. The

studies on the association among ERV on tade (Alper, 2017; Batrmani-Oskooee &

Gelan, 2018; Bostan & FirtescU 2018; Clarh 1973; Cushman, 1986; Doyle, 2001;

Franke, l99l; Perde & Srcinherr, 1989; Pino et al., 2016; Senadza & Diaba, 2017;

Sercu & Vanhulle, 1992; Vieira & MacDonald, 2016). In this regatd, Vieira and

IVIacDonald Q0l6) emphasis on the impact of REER volatility on export flows for

106 developcd and developing economies between 2000 and 20ll and come to the

conclusion that thelp is an inverce association among the two variables. According to

Pino et al. (201Q, elrports in six Asian economies between 1974 and 20ll were

affected by ERV. Their empirical study demonstrates that ERV negatively affects



exports over the long term, especially. Investments can affect economic grcwttr

through a second channel crcated by ERV. The literature does not give a rmique rcsult

regarding the linkages between ERV and trade (McKenzie, 1999).

Theoretically, the ERV has a negative effect on tade supported by the studies

(Cushman, 1986; Per6e & Steinherr, 1989). fui incrpase in ERV may decrease the

nade by encouraging the market participant to invest in less risky projects due to ERV

so tcsources are diverted to less risky activities which may reduce the tadc (Cladq

1973). Per€e and Srcinherr (1989), ernphasize that the ERV lcads to a decrpase the

Eade, especially in industialized economies.

Vieira and MacDonald (2016) analyze the relationstrip between rcal effective ER and

export for the 106 emerging and developed counhies frrom 2000-2011 and frnd the

negative linloges betrueen these two variables. Batrmani-Oskooee and Gclan (2018)

focus on the long-term and short-tcrm impact of ERV on fiade by using the ARDL

approach for African economies from l97l-2015 using quarterly data. For forecasting

ARDL is better than other approaches of cointegration results supports the ERV has

morc strcng impact dominant in the short-run (Senadza & Diaba, 2017). As well

Alper Q0l7) analysis ttre impact of ERV on the fiade of Turkey to 15 Europcan

counfiies. Thc outcomcs support that in the short-term reduction of export is obscrved

due to ERV. However, in the long tenn, both positivc and negative is obsened for

imports. In addition, the ERV has not atrec'ted the trade of Turkey with European

counfries.

Bostan and FirGscu (2018) examine the ER impact on the competitiveness of

international commercial trade in Romania. They discover that although the impacts

of volatility on import and cxport arc differsnt, the ER is thought to be a key factor in
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determining trzde competitiveness. The volatility for imports is weaker. However,

Cla* (1973), Franke (1991), Sercu and Vantrulle (1992), and Doyle (2001)

empirically found that higher volatility positive impact on trade their findings are

opposirc from the theoretical view.

The relationship betryeen ERV and growttr is not straight forward investme,lrt has a

role in explaining this above relationship. The empirical lit€ratur€ on ERV and

investment like as Carnpa and Goldberg (1995), Bleaney and Greenaway (2001),

Byme and Philip Davis (2005), Aghion a al. (2009), Arratibel et al. (2011), trkndilov

and Leblebiciollu (2011), Chowdhury and Wheeler (2015) Cavallari and d'Addona

(2013).

Furthennore, empirical studies on the effect of ERV and investnent give mixed

results. Bleaney and Greenaway (1998) find that higher ERV reduces tade because

the economic agents invested in economic activities which arp less risky. However,

the highcr ERV incrpases trade by providing new opportunities to economic agents.

Moreover, Bleaney and Greenaway (2001) analyzs the ERV for sub-saharan African

(hereafter SSA) counnies over the sample of 14 developing counfies and found that

there is no impact on growth but have to impact on investnent.

However, other studies find an inverce impact of ERV on investment (Aghion d,al.,

2009; Aratibel d d.,20ll). Campa and Goldberg (1995) obsenre the adverse effect

of ERV on invesfinent in developed counties like thc US because those industies

which have high markup absorb the volatility of the ER by declining real investnent.

Morcover, Darby et al. (1999) also find an adverce impact of ERV on investment in 5

developed countries like the US, UK, Germany, F mce, and Italy.
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Byrne and Philip Davis (2005) empirical analysis of the ERV on investnent for G-7

counties finds a negative relationship between variables. Cavallari and d'Addona

(2013) disclose the adverse linkages behtreen ERV and FDI for OECD countries for

the period 1985-2007.

Sharifi Q0l2) finds the same results fon kan. Ikndilov and Leblebicio[lu (201l)

conclude that ER fluctuation had a deuimental influence on indusfiial investment in

Colombia. MotEover, Aghion et al. (2009) suggest that in a country that has less

developed financial markets if ttre FD of a county is less tlran a certain threshold

level then the productivity growttr is negatively associated with real ERV. The

advantage of this study is the use of panel rather than cross-sectional data, their

identification stategy assumes that the volatility of rpal effective ER and intsraction

of FD is not correlarcd with the enor term of future realization.

Some empirical studies conclude that the volatility in the ER causes uncertainty and

rcduces investment. canrpa and croldberg (1995) oramine the impact of ERV

invesfnent in tlre US and Canada. They observe the negative impact of ERV on the

investment of the US manufacturing scctor because volatility bnings uncertainty in

investment and in the US, rpal invesfinent is refused by the indushies with high

markups that absorb the ERV.

Arratibel et al. (201l) suggest that ERV has an inverce relationship with growth and

other macrceconomic variables like the stock of FDI, and current account deficit.

Higher volatility in the ER may lead to decrcase invesfinent specifically foreign

investment as a rcsult of higher risk premia and intclpst rates. Consumption and

investment decisions are also affeoted by higher ERv. It may incnrase

macroeconomic volatility. Dal Bianco and Loan QOIT) conclude the negative impact
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on FDI of ERV for l0 Latin American and Caribbean countries and volatility in prices

are considered to be imelevant for the sarnple counhies. Moreover, Kandilov and

Leblebicioplu (2011) find the negative impact of ERV on the investment of the

manufacturing sector in Colombia. However, Chowdhury and Wheeler (2015) find no

significant relationship between ERV and investnent in developed countries like the

US, UK, Canada, and Germany. Several studies in empirical literahre orplain the

negative relationship between ERV and employment.

Demir (2010) investigate the above relationship for Turkey, Feldmann (2011)

examine the 17 industrial counfiies, and Belke and Kaas QOO4) for Eastern European

emerging economies. Investrnent decisions are affected by ERV (Arratibel et al.,

201l). The empirical lircraturc on ERV on county-spocific factors, like human

capital, FD, and institution setting (Husain et al., 2005; Schnabl, 2008). Likenise, aid

beneficiaries need to spend these money-rplated assets carefully on the quality of an

institution for tansparency and accountability @lbadawi et al., 2ol2).

The rccent literature has morp focused on ERV in international finance because it has

a prcminent impact on developing counties. Due to financial liberalization policies,

most dweloping countries faced ERV. Moreover, developing counties have morc

impact on ERV because of deficiencies in financial and fiscal stucturp. Developing

counEies observed negative effects of ERV on growth due to the poor structure of

financial markets.

I-ater, Mundell's triangle of incompatibility was revisited and empirically analyzed by

Aizenman d, al. Q0l2) for Asian economies for the period lgl}-2007. The results

suggest that East Asian countries hold foreign exchange rEseryes for the stability of

their currencies on average 20 percent of their GDP. Compar€d to Asian counties
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non-Asian counEies face more volatility in ER. Al-Abri Q0l3) analyzed the

interaction of financial GLOB, ERV, and term of nade for exporting primary products

in 53 developing countries. The analysis confims that the reducing shock on the ER

in terms of trade stabilizes the ER affected by financial GLOB. This eftect of

stabilizing is stuonger when FDI consider as financial GLOB which was earlier stated

by Cufrado et al. (2006).

This effect is vulnerable bccause the fiansaction and contract use double currencies,

which leads to dollarization. Hausmann et al. (2006) highlight that ERV is higher in

dweloping economies relative to dweloped economies because the developing

countries are primary goods enpofters, and the primary goods constitute a significant

share of exports. Primary goods prices are widely fluctuating in the intemational

markets (Cashin eta1.,2004: Gregorio & Wolf, lg94).

The volatility is linked with the unplanned volatility of prices in an economy. Hencc,

one of the main factor that affect stablc economic grcwth is the stability of thc ER,

other factor includes stability of prices and FDI which are required for economic

growth (Ajao & Igbekoyi,2013; Umanr et al.,20lE). Empirically few studies found

the welfare effect of ERV on grourth by Pallage and Robe (2003) analyzed the

welfare gain in developing countries and found that ttre welfare gain is greater by

wiping out volatility comparc to an incrpase in growth by a percentage point. Straub

and Tchakarov Q0M) also in the view that the minimum volatility has a larger effect

on welfare.

Gaies * al. Q020) arprlyzn the influence of financial GLOB on economic growttr

through the spillover effect of ERV. Therc use two indicators of financial GLOB

which ane invesfinent GLOB which includes FDI and porfolio invesfinent, and

37



indebtedness GLOB which include foreign debt. The rpsults predict that ERV in

developing economies r€prcsses growth. Moreover, the nominal ERV soems to be a

sevelE hurdle for the developing countries growttr in thc context of financial GLOB.

Because developing counties suffer a lot from ERV.

To sum up, the above literature there is not given a unique oonsensus on the influence

of ERV on economic grourth. In other words, thc lircrature on the influence of ERV

on growth is inconclusive. The above lircranue in general agrees with the fact that

lower ERV is beneficial for economic growth. Many factors affect the economy like

as trade, inflation interest rate, and other county-specific factors like human capital,

FD, and institutional settings. Investigating the effect of GLOB on economic growth

through ERV. Based on the above literature, ERV slowdown gowth in developing

countries. On a theoretical basis, this happened due to lessderreloped financial

systems. As a result, these systems cannot hedge the risk which arises due to ERV.

The outcome is a decrease in invesfinent, fiade, and production.

Morcover, lit€rature orplains ttre linkages betrueen ERV, and dcterminants of grourth

which effect affept ERV. To fill the gap in the literaturp, therp is still no study on the

impact GLOB on economic growth through the channel of ERV. According to the

best of our knowledge, therp is only one study by Craies *al. Q020) that checks the

association among financial GLOB on economic growth spillover effect with ERV.

2.3 Trade Openness and Economic Growth

This section briefly explains the TO and economic growttr relationship. Eoonomists

have recognized the beneficial impact of TO on Goonomic growth ever positive link

between TO and gowth is not strong. For example, Rodrik Q002) show that the

direct impact of TO on @onomic growth in Alcala and Ciccone (2002) and Dollar and



Kraoy (2003) derives from their selection to measue operuless by using "rcal

openness" rather than the conventional measurps of openness, which always rcsults in

positively biased estimations of openness on growth. Additionally, it's feasible that

variables left out could result in a favorable link among openness and grourttr (tlallak

& Lerrinsohn,20M;Rodriguz & Rodrih 2000).

The openness effect on growth is moderated and becomes less substantial if one takes

into account a geography metic or a measurE of institutional quality. Another body of

literature al3ues that TO can effectively promote economic growth, but only when

specific policies and sectots are improved, as well as when certain preconditions are

met. Rodrik (1998) suggested building up infrastructure, human caplta,

macroeconomic stability, development of private sector, and the rule of law for the

benefrts of open tade to be felt most strcngly in emerging nations.

Abramovitz (1986) and Howiu (2000) support the idea tlrat host economies should

have a high enough level of "social capability" to succcssfully deploy technologies

crpated in morc dweloped economies.Iack of investment in human capial and R&D

limits productivity growth by prwenting less develo@ nations from fully utilizing

technolory fiansfers. This is ncoessary to Foperly apply technology created in more

dweloped economies.

Numerous sfirdies suggest that TO has a detrimental influence on economic growth,

wen though technolory spillovers, global knowledge tansfer, and allocative

efficiency are easier to attain under an open tade regime. Trade liberalization places

exogenous limits on oconomic growttr claims by @e Matteis, 2OO4). This is

particularly hannful to dweloping ooonomies bccause it increascs their reliance on

global demand and makes them morp susceptiblc to changes in tfiose markets.
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In addition, Rodrik (1992) notes ttrat increased openness may result in

macn)economic insability by boosting inflation, depreciating ER, and triggering

balance-of-payments crises, while kvine and Renelt (1992) assert that increased

openness has a negative impact on domestic investnents. Finally, free tade has been

implicated as a major cause of economic decline. Morcover, lower ariffs rcsulting

from trade liberalization make imports more desirable than indigenous manufactures.

The home economy could lose out in this scenario (Batra & Slottje, 1993; Leamer,

lee5).

Overall, it can be said that no certain consensulr has been reached on the impact of TO

on e@nomic growth in light of the studies in the litsature. The literature frequently

fails to consistently present the same image, despite the stong theoretical support for

the idea that tIlade growth leads to ongoing economic growttr. The flawed way in

which tade, as defined in terms of T0, is measurpd is one of the explanations for this

lack of conclusive data. Studies that have aheady bcen conducted have received

criticism for the quality of their data and mahodologies.

Verifiable evidence of the positive impact of tade liberalization on coonomic growth

was established through studies carried out between 1990 and 2000. To start, Dollar

(1992) infioduced the two indices (real ER distortion index and rcal ER variability)

for assessing frade liberalization and discovered that open economies expanded

noticeably fastcr than the closed economies between 1976 and 19E5.

From the perspective of economic growth, the author advises developing nations

should quicken the pace of trade liberalization. Furthermorc, Sachs et al. (1995)

pEsent convincing evidence of the trade-growttr nexus and show that open emerging

economies havc orpandcd at a pace of 4.49 pcrccnt per ycar wheneas opcn advanced
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economies have gown at a rate of 2.29 percent per year. Closed emerging and

doreloped economies, have inqpased at 0.69 and 0.74 perceirt per year, respectively.

Edwards (1998) aims to identifr different mettrods via which decision-malrers may

keep national economies from foreign competition. He dernonstrat€s that open

economies orperience higher total factor productivity growttr. According to his

analysis, the results are unaffected by functional form, metrics of TO, estimation

method, or time frame. Frankel and Romer (1999) principally concenfiate on the

endogeneity problem related to the trade-volume measuE of openness by utilizing the

data fiom the well-knov,rn gravrty model of globat tade. They discover a favorable

association among economic growth and both real and instnrmented TO. According to

these rcsults, economic dwelopment and TO are not mutually exclusive (Back et al.,

2000).

The key finding of the empirical research from 1990 to 2000 is that TO and economic

gtowth do indeed have a positivc relationship. According to Edwards (199E), ttris

positive association between TO and growth was also ncsilient to firnctional form,

estimate methods, and time in addition to the opcnness measues. Additionally, by

relying on data from the famous gavity model of global hade, Frankel and Romer

(1999) groundbreaking work solved the endogeneity problem related to the trade-

volume measulE of openness. As a result of these advancements in the litcrafure,

policymakers and scholars now believe that TO and economic growttr are positively

correlated.

The literature was heading towards a broad conclusion and was commonly

acknowledged that there was a direct association among TO and economic growth

r€port€d between 1990 and 2000. The publishing of a completc rcview titled "Trade
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Policy and Economic Growth: A Skeptic's Guide to the Cross-National Evidence" by

Rodriguez and Rodrik (2000), however, raised doubt on the field of research.

Dollar (1992) and Sachs et al. (1995) have used openness measures which was

criticized for many neasons. They have also questioned about the applied approach

adopted by Edwads (1998) and the instnrmentation methods used by Frankel and

Romer (1999). Accordingly, the direct association among TO and economic

development shovm betrueen 1990 and 2000 was either a rcsult of improper

econometric methodologies or improper econometric methodologies or a result of

frulty openness measur€s applied in the earlier studies.

Following the strong analysis of Rodrigus and Rodrik (2000), the prior daa (1990-

2000) in favor of a direct association among TO and economic growttr started to be

questioned. Consequently, it appears that no universal ageement has been reached on

ttre trade-growth linh and it is still unclear if TO has any effect on oconomic growttr.

To respond to the review of the positive trade-growttr link found in Rodriguez and

Rodrik (2000) study, support€rs of fiBe hade have attempted to analyze the criticism.

Rodriguez and Rodrik (2000) sriticism of the association betrreen TO and growth has

been put aside by (Warner, 2003). He conteirds that they have disregarded important

resealch showing ttrat there is a link among tradc barriers and economic growttr.

Similarly, Jones (2000) stated that restrictions on tade have detimental to long-term

incomes.

Panagariya Q004) examines the objection raiscd by Rodriguw urd Rodrik (2000)

conclude that thelp is sufticient support for outward-looking policies based on qoss-

county growttt regression. The rcseatrher further contends that disagreements rcsult

fnom our inability to gauge ttre protective efhcts of a certain sa of rade resEictions.
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The criticism of Rodriguez and Rodrik (2000) has also been examined and claim that

it is unpersu"sive by @hagrrati & Srinivasan,2002).

According to Fiestas (2005), despite mettrodological problems, therc is no proof that

trade liberalization is bad for economic growth. After frade liberalization, Wacziarg

(2001) find that the yearly growth rates werre 1.5 percentage points higher for nations

with liberalized trade policies throughout the period 1950-1998. These subsequent

studies have made an effort to clear up the misunderstanding that was brought about

by the criticism of Rodriguez and Rodrik (2000) among rcsearcherc and policymalrcrs

on the beneficial effects of TO on economic growttr.

Confroversies never go away, as Edwards (1998) correctly points out. The literature

was produced in reaction on the criticism on Rodriguezand Rodrik (2000) first is

criticized by @odrfguez,2007). Traditional nade policy indicators anc not correlated

with economic growttr, according to Rodrlgue Q0}7),which critically examines the

research papers written larcr by @ollar & Kraay, 2002;Warner, 2003).

However, that although there may be a connection between TO and growth, either a

positive or negative linh it cannot be determined from the daa alone. This suggests

that the issue is not whetlrer trade and growth have a positivc or negative connection.

Instead, it involves using advanced methods that can exfiact information from data,

even if that information is not exfiemely stong. According to llallak and Levinsohn

Q004) the basic rcgression model is inadequatc for capturing the connection among

trade policy and economic growth.

Berg and Krueger Q003) analysis of the tade-grcwth literanre emphasize on the

researph that has been conducted at qoss-county, panel regnissions, and industry-

and firm-lwel. Trade has a significant impact on economic growth, acconding to their



analysis. By stating that TO promotes economic growth, at least over the medium

term, Winters Q004) also supports this claim. Howwer, therp are some p,roblems.

After conducting a literaturc rcview, L6pez (2005) concludes the empirical rcsearch

using plant-lwel data explains how trade liberalization can incrcase economic growttr

and productivity for dweloping nations.

In a similar vein, fuiderson and Babula (2008) recently concluded that there is

probably a direct relationship among worldwide trade and economic growttr.

However, they have rcservdions about how well developing nations can inqpase

productivity through trade libemalization and how endoge,neity and measurcrnerf

concerns are handled in empirical literature. According to Brtlckner and Lederman

Q0l2), a loZ increase in openness has a 0.5 percent and 0.8 percent per year impact

on short- and long-term economic growth, respectively.

Mendoza (2010) states that there is conflicting evidence linking TO with economic

grolvth.According to Brooks and Stone (2010), trade is a significant driver of growth

and infrastructure that is essential for nade. Therrcfore, to fully benefit ftom the

liberalization pr)cess, it is necessary to devclop excellent policies toward other

economio sectors. According to Chang et al. (2009), incrcased openness will have a

higher impact on oconomic growttr if it is accompanied by higher human capital

investment, deeper markets, and the infrastructurc availability. Both financial and

commercial liberalization wer€ taken into account as signs of openness.

Consequently, it is necessary to adopt prcpcr policies for FDI (Cuadros et al., 2004).

In order to get the benefits of nade liberalization, it is imperative to concentrate on

complementary measurEs. This is clearly representing a dirpct association among TO

and economic growth, according to tlre main theme of the recent literature. TO

promotes economic growttr (Andenon & Babula, 2008; Berg & Krueger, 2003).



However, collectively identified ceftain contcntious problems related to the cun€nt

empirical literature. In the section that follorvs, we go over a feur well-known

problems with the literature that must be properly rpsolved before we can offer a

oonsensus regarding the relationship betrreen TO and economic growttr. These

problems resulted from the observed discrepancies among the rcsearchers regiarding

the trade-growttr connection.

The endogenous growth tr*.y, which is based on growttr of technology and

accumulation of capital. This theory holds th* due to a number of channels,

including aceess to high-tech imports and leaming by doing in the export of goods,

economies with an outwald orientation will grow more quickly and have greater

economic well-being than ttrose with an inward orientation (protectionist trade

economies).

As a result of being orposed to so many cutting-edge and innovative products, local

manufacturers may use novel strategies, improving the quatity of home goods.

Because of the vast cotpus of knowledge previously accumulatcd in the indusnialized

world, TO essentially advantages emerging ndion which contends that dweloping

counties will gain morc fiom tade with morc developed countries than with less

developed ones (Grossman & Helpman, l99l; Yani[*aya,2fi)3).

Constucting arguments against is not too diflicult. For insance, rcciprocal orport

dumplings or countries with a substantial comparative advantage in the production of

commodities rnay exist in markets wittr flaws @rander & Spenccr, 1985). A decrease

in the barter terms of trade may also affect dweloping economies, who are mostly the

primary producers and exporters. This could carse rcgional divergence and a shift of

r€sourpes from the poorEst to the richest countries (Prebisch, 1950).
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The existence of significant differeirces betrueen developed and developing nations

provides a framework for understanding the observed divergence in economic growttr

betrueen trading partrcrc, which implies that each economy's initial circumstances

will determine whether it heads for an underdwelopment trap or for prosperity

(Darity & Davis, 2005). In addition, Multinational Corporation (Ivt{C) practiccs

including subsidiaries and the ttrreat of denying market access rpsult in a hegemonic

influence from wealthy countries over wealrer states @hagwati & Srinivasm,2002).

Thercfore, it is essential for dweloping counties to incrpase their rcchnological

capabilities, diversi& their exports into manufactured items, and make investnents in

their people @rebisch, 1950).

However, there is still a clear power and economic gap between dweloped and

underdeveloped countries. Complementary reforms will also have an impact on how

TO affects economic grourttr (Lipsey & Lancaster, 1956). For instance, in highly

controlled nations, TO would not stimulate growth since rcsources cannot flow to

productive scctorc. Basically, trade grows in the cr€ation of incorrect items under

rigid economies, which hurts growth (Bolalry & Freund, z0f/|.

Have a look at the Harris-Todaro model Chang et al. (2009) contends that greater

gains from TO would be produced by enhanced education, incrpased public

infrasructurp, flexible labor markets, and incrpased aocess to financing. However,

growing inflation and comrytion will offset some of the benefis of openness. If labor

market distortions are minimal enough, TO will boost per capia income. The

underlying assumpion is that in order to obtain the benefits of global trade,

complementing policies arc n@essary. The effect of tade liberalization on the

unemployment rate will depend on how many workers are matched and employed,
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which suggcsts the most productive agcnts will be able to profit from orports

(Itskhoki, 2009).

Further, trade liberalization can rcduce or raise pay inequality. The success of

international trade agreements for developing nations is curreirtly a hot topic in

academia and politics due to a variety of problerns, including outsourcing, the

physical location of businesses, employee skills, and the macnoeconomic and political

envircnments.

To sum up, there is massive lircrature on the nexus of TO and economic growth for

both developed and developing counties especially for CEE counties and African

countries respectively. However, the results are still inconclusive, literature show mix

results. On the best of our knowledge there is no sfirdy on the impact of GLOB on

economic growttr with the interaction of TO. To fill this gap, we take the GLOB, its

dimeirsions and its both aspects on oconomic growth with the moderating role of TO

for developing countries.

2.4 Financial Development and Economic Growth

The linkages between FD and economic gronnh have been shrdies in the liteiature by

many rcsearcher like Robinson (1953), Patrick (1966), McKinnon (1973), shaw

(1973), King and Levine (1993), kvine et al. (2000), Rousseau and Sylla (2003), and

Bordo and Rousseau Q0l2) but still remain ambiguous and consider as a vital matter

in literature.

The literature on FD and economic growttr has attain much attention in empirical

level. Generally, most empirical studies highlight that the well-organized finanoial

systcm enhances the resoute allocation efticicntly through several way to enhance

economic growttt in the long run. The first enrpiricel study which document the
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positive relationship of FD and economic growttr by Croldsmith (1969) covering 35

countries for long horizon time period 1860-1963.

The most of literature use either single or both measues of FD which captre its

impact on growth either credit markets or stock markets. King and Levine (1993) and

in addition to work of Croldsmith analysis the sample of 77 counties fiom 1960-1989.

Thus, these studies not only oover the large time span and large sample of countries

but also inhoduce the innovation in variables selection choice and conhol of other

factors.

In addition, to the measur€ of credit market measurE King and Levine (1993) and

Berth6lemy and Varoudakis (1996) find that the development of banking sector is a

vital determinants of economic growttr. The second measurc which is stock market

development, therc arp number of studies like as (A$e & Jovanovic, 1993;

Bencivenga et al., 1996; Cooray,2010; Levine & zeruos,l99s). Andersen and Tarp

(2003) support the view that stock market development is positive linlced with

economic growth. Morcover, these empirical works develop wide mnge of

economefric techniques and models.

Therc arc number of study in literaturp ttrat check simultaneously boilr measurcs of

FD to investigate on growth. Levinc and Zervos (1998) and Beck and Levine QOO4)

find that both measurcs such as stock and credit both have direct impact on economic

growth. Morcover, Arestis et al. (2@l) find ttr* bottr measuc have positive effect on

growth but morc powerful impact is observe of banking system. Studies which prrfer

to include both measurcs (Cheng, 2012; Wu et a1.,2010).

However, there is also many studies which support the insignifioant influence of

financial marlrets on economic growttr, especially for developing countries (Kar et al.,



20ll; Naceur et a1.,2008; Narayan & Narayan,2013: Nili & Rastad, 2007; Singh,

1997). Narayan and Narayan (2013) no evidencc find about the financial and banlcing

sector that contributes to economic growttr in Middle Eastern economies. Some

rcsearchers categories countries into grouping by income level in finance growttr

nexus due to evidence of heterogeneity (Andini & fuidini, 2014; Henderson d d.,

2013; Rioja & Valev, 20M).

Rioja and Valev Q004) suggest no contibution of stock market in economic growttr

from the countries gtoup of low-income, howeyer, banks have positive impact on

rising the accumulation of capital. Several empirical studies highlights that this

relationship exist in accordance to the FD level (Federici & Caprioli, 2009).

The earlier studies on the association among FD and economic growth are significant

(McKinnon, 1973; Patich 1966). McKinnon (1973) examine the FD raises the

economic growth of South Korea since 1964 and concluded that banking scctor

refotms increased interest rate range befif,een 15-30 percent and decline inflUion

which enhance rcturn on time deposits. The period of financial ncforms which carried

from 1965-69 incrcased export by l0 percent which brought to increased gowttr by

90 percent. Hence, FD leads to growth.

Moreover, Pafiick (1966) also support the view that more FD lead to enhance growttr.

Financial system generated a lot of financial senrices in form of assets, primary

securities, maturity and other services. The well-organized financial system led to

morp efficient invesfinent opportunity which effect the economic growttr positively.

Morcover, McKinnon (1973) Shaw (1973) emphasis the prccess of saving and

investment facilitating through furancial liberalization. Both studies are in view for
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the adaption of financial system liberalization for the growttr of developing

economies.

King and Levine (1993) analyzed 57 developing and dweloped counties and orplore

the two channels which FD effect economic glowth. These two channels of growttr

are capital accumulation rate and economic efficiency improvement which considered

as indicators of growth. They found the positive association betrreen FD and two

indicators of grourttr for both features of current and future growth of the countries.

Moreover, Rousseau and Sylla (2003) explain that channels of FD which lead to

growth. To enhance the economic activity which lead to incrpase demand and need of

financial services may be helpful in the later stage of economy's development but the

other channels like total factor productivity and debt accumulation is helpful in the

early stage of development. They examine the finance growth nexus for Atlantic

economies and 6 dweloping counfiies including (US, England, Germany, France,

Japan and Dutch republic) for two centuries. Their findings suggest that development

of domestic financial sector atfiact capital inflow ftrom ottrer counfiies that are linked

with the capital marlcet GLOB which incrcase the country long run growttr.

The international flow of capital considers as an important facilitator for the

development of the domestic financial market. Moreover, this market includes the

equlty market and the size of the banking sector. The comprehensive concept of these

markets includes regulation and supervision @rasad et al., 2009). The litenatrre

support that a well-organized financial systcm is ncccssary for economic growttr. The

developed financial system allocates the ncsourpes in the efficie,nt way and lines up

the bomowers and lenders. As t resulq investment generat€s employment

opportunities and advances public finances and growttr (Law et a1.,2014).
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The quality of institutions can play a significant rcle in attaining the benefit of

financial GLOB for an economy. The determinants of the quality of an institution

such as qusltty of the financial system, qualrty of bureaucratic, property rights,

comrption control, rule of law, political stability, and democratic system (Iladhek &

Mmd, 2015:' Ju & Wei, 2010; Manasseh et al., 2017; Mishkin, 20W; Roe & Siegel,

201l). MoIeover, comrption has an inverse linkages with the financial market

development but a positive link with the efliciency of the accountability of

governance, rule, and law (Chinn & Ito, 2006; Manasseh etal.,20l7).

Manasseh et al. Q0l7) find that the quality of institutions has a significant impact on

the development of financial sector by analyzing the institutional reforms. MorEover,

the important determinant of the stock market is the institutions quality. But they

captur€d the quality of institutions just wittr a legal franrework. Nwaolisa et al. (2013)

perceived ttrat the share index and capitalization of the total market have positive

effects on growth.

Bordo and Rousseau Q0l2) analyzndthe l7 countries data for 125 years (1880-2004)

and found that FD enhances economic grourttr through the channel of tradc. FD and

nade rpinforce each other till 1929 but this relationship disappeared after 1945 the

rcason behind this vanished was the incrcase of trade barriers, new wave of economic

activity which taken the economies fiom lower level of growttr e,nvircnment to high

grcwttt environment. However, FD has a positive and significant impact on growth

through the whole sample. But the impact of nade on economic growttr werc effective

after 1945.

The fundamental association betrueen FD and growttr on both panel as well as on

qoss sectional daa are analyzed in lircrature and suggest that FD affects grcwth
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@ekaert et al., 2005; Grcgorio & Guidoti, 1995; Prasad et al., 2009). Bekaert a al.

(2005) analysis the linloges betneen FD and economic growttr for the large sample of

countries. They analysis the linkages betrnreen equtty market liberalization and

economic growth and suggest that liberalization of equity market has positive impact

on grourttr. Mor@ver, the intemational flow of capital considers as an important

facilitator for the development of domestic financial market. MorEover, these markets

include equlty market and size of banking sector. fire comprehensive concept of these

market includes regulation and superrrision @rasad et al., 2009).

Hassan etal. Q0ll) analysis the role of FD on oconomic growth in differpnt income

grcup countries i.e., lowcr- and middle-income. They identify the proxy of FD and

factor which consider as an important for economic grourth across different income

group region and time through panel regression and variance decomposition of

grcwttt ratc of GDP per capia and support ttre positive relationship betrueen FD and

economic growttt. The results support bi-direction causality in the middle-income

countries like as Middle East and North Africa but uni-directional causality in low-

income countries like Sub Saharan Africa

Furthermorp, the variable ftom rcal sector which orplain the economic growttr is

govemment expenditure and trade. Thus, well developed financial system is consider

necessary condition for economic dwelopment but no sufficient condition. The

similar result supported by (Calder6n & Liu, 2003; Enisan & olufisayo, 2009).

Calderon and Liu (2003) examine the pooled data from 1960-1994 for 109 industrial

and developing counnies. Thrpe main findings arE as follow: first, the effeot FD is

morc prcminent in underdeveloped economies compare to indusEial counfiies,

second, the larger the sample size the impact of FD is morc on eoonomic growth, and
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third the FD increase the productivity and capital accumulation, and obserue the

channel of productivity growttr is more shong compare to capital accumulation.

Levine et al. (2000) analysis ctoss country data set and support the view that the direct

association among financial intermediary development and economic growtlr. This is

in line with the rpsult of Rioja and Valev (2004) they also find that in the intermediate

FD country the effect is lager and positive on gowth, but the low level of FD,

improvement in financial markets lead to uncertainty. Moneover, the well

development financial system had small effect.

Narayan (2015) investigates the 43 developing and developed counties and suggests

that the direct influence of FD on economic growth as long as countries is above their

averages of crcss sections. These are consistent with Maten et al., (2008) and

Calder6n and Liu (2003) who show that the FD has higher impact on the growttr of

developing counties then developed ones. The well-functioning financial sector hclp

to rcduce the rpal shocks on business cycle (brahim & Alagidede, 2017).

FD enhance the growth effeot in contrast to this argument like as (Kaminsky &

Reinhart, 1999) is in view that it is not neoessary that FD enhance growth but on the

other way it mislead sustained development path. Ang (2008) investigate the linloges

among FD and economic growttr for Ivlalaysia and find the boosting effect of FD on

growtlt that leads to higher growttr in output, capital formation and saving which have

long run enhance growttr.

The literature supports the idea that the well-organized financial system is necessary

for the economic growth. The well functional system allocates the rcsourrces to most

efficient way and line up the bonowers and lenders. As a rpsult investnent genqate
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opportunities for employment, advances public finances and growttr (Law et al.,

20r3).

Most of the studies have been examined on the relationship between FD and

economic growttt for different income g6oup countries and time span. At the same

time there is ambiguity forthe conclusion of the FD and economic growttr, especially

for the group of lower- and middle-income economies. Few rcsearcher support that

the FD stimulate the economic for certain lwel, additionally FD cannot encourage the

economic growth (Arcand d d., 2015; Law & singh, 2014). Thus, the lircrature

regading the relationship among FD and economic growth is inconclusive. So, it

required to make clear the nature of link between FD and economic grouttr for

developing countries.

Hammudeh et al. (2020) examines the overall impact of GLOB on economic grourttr

for the panel of developing economies. By decomposing the countries in to different

income grcup, they find that in the low- and middle-income countries effect of GLOB

on grorvth is an 'u shape' no linear but in high-income countries the effect is

significantly positive. In addition, the effect of GLOB on economic grourttr is morc

profound in thc counhies wtrich have developed FD and quallty of institution.

There is no study according to best of our knowledge that examine the influence of

GLOB on e@nomic growttr through the role of FD for developing countics. For

GLOB we will use KOF index of GLOB 2018.

2.5 Summary

Our motivation is to measuring the impact of overall GLOB and its three dimensions

@onomic, social and political and its two aspects de-facto and de-jure on economic
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growth through three channels; ERV, TO (which will consider as input variable), FD

is inspired by a few aspects of opinion.

First, the liteiature on the nexus of GLOB and growttr is contrasting. The first strand

of literature supports the direct impact of GLOB on oconomic growttr tlrrough trade

liberalization, technology diffusion, prcmoting competition, rnacroeoonomic stability

and economies of scale. The potential factor for GLOB is globat capital mar{<et

liberalization which have positive impact in developing counfies' economic growttr

(Obstfeld & Rogoff, l99S).

In this contex! we discuss many studies related to trade liberalization (EGLOB) and

financial integration (financial GLOB). Since late 1999, the developed countries

(European counnies) trursitional counties getting more gains fiom economic and

financial GLOB ilren dweloping countries. So, ttris is motivation to take the analysis

of developing economies. According to best of our knowledge, yet no sfirdy have

investigated the impact of GLOB on ooonomic growttr through KOF index of GLOB

2018 which differentiate the de-facto and de-jure aspects orpectation of one Bataka

Q0l9) for African economies.

The GLOB impact on oconomic growttr is conditional on the counties willingness to

attain the benefit from GLOB (Stiglitz, 2002). In this respect therp arp many studies

who support the views that to foster effect of GLOB on economic growth dependent

on many thresholds level like as qualrty of institrtions, well-functioning of financial

markets and desire composition of capital (Arestis et al., 2005; Hammudeh et al.,

2020; StigliE, 2000; wei, 2006). Howwer, the lack of empirical work validating

those above-merntioned propositions in these important works motivatcs us to consider
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the interaction through three channels (ERV, TO and FD) which effect the developing

countries grcurttr.

Second, the impact of GLOB on EG is different according to country specific

characteristics which leads to absorbing capacity of countries. Example of different

countries acnoss the globe like as several economies of Latin America experience

significant incrpase in the inequality during 1980-1990 of trade liberalization period.

same experience for china,India and Hong Kong (wei & wu,2002; wood & Ridao,

1999). In contast the South East Asian economies such as Singapore, South Korea

and Taiwan experience the higher economic growttr in the period of trade

liberalization fnom 1960-1970 and its effect on lateras well (Wood & Ridao, 1999).

Conversely, the focus of literature on the adverce impact of financial crises on the

rcal sectols, inequality worcening the effect of GLOB by raising the amount of debts,

and disfiibutional conflicting provoking factor (Aryeetey & Ackatr, 21ll;Cornwall &

cornwall, 2001: Feenstra, t99E; Milanovic,2003; singh, 2003; wood, l99g). This

backdrop shows that the GLOB effect on country specific or hetercgeneity nature.

Thus, we rcsolve the discussion by pointing out that the nexus betrreen GLOB and

grcwttr depends on categories of counry on the basis of income grcup, which is

experienced by many countries.

Third, above literature explains the linloges betrveen ERV, det€rminants of growttr

which effect affect ERV. To fill the gap in the litenature, there is still no study on the

impact of GLOB economic growttr through the channel of ERV. To the best of our

knowledge, there is only one study Craies et al. QO2O) which checls the relationship

between financial GLOB on economic growth spillover effect with ERV.
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Fourth, we check the phenomenon of GLOB economic grcwth for developing

countries in the context of TO. We discuss the cunrent tnend of TO with emphasis on

their geographic location and countries are categories on the basis of income group. In

the literature TO consider as a main driver of EGLOB. So, we will take TO as an

input variable to check the nexus of GLOB and economic growth through the

interaction of TO.

Finally, literature also emphasis that the FD is conditional on the GLOB and

economic growttr relationship. The opportmities of new market crcatcd by the GLOB

in many counties. To utilize these market opportunities, the country has to require

some capital invesfinent; thus, FD play a moderating vital role in nexus of GLOB

economic growttr. The clearer meaning is ttrat through which the gain from GLOB

oan extend. Only one study in ttre literature (Hammudeh et al., 2020) which explain

the role of FD and governance in GLOB-growttr relationship for dweloped and

developing counfiies. Hence, we investigate the GLOB and economic growttt nexus

through the moderating effect of FD specifically for developing countries.
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CIIAPTER 3

METHODOLOGY AI\D DATA

In this chaptcr, we have used methods to achieve the rcsearch goals mentioned in the

introduction. The next step involves developing a theoretical fnamework that explains

the connections befiveen different variables. We will then design an empirical

framework to draw conclusions using real data to help us achieve our goals and test

our hypotheses.

Section 3.1 explains the theoretical framework, which focuses on the impact of GLOB

and the roles of ERV, TO, and FD on economic growth. Section 3.2 discusses the

methodolory specification, while Section 3.3 presents the empirical franrework. In

Section 3.4, we provide desuiptions of the variables, data, and data sourpes used in

the study. Finally, Section 3.5 offers a summary of the entire chapter.

3.1 Theorctical Framen ork

To analyze the impact of GLOB on @onomic growth by explicitly incorporating ttre

role of ERV, TO, and FD. We link the ilreoretical framework with eoonomic growttr

from the above-mentioned variables.

The theoretical underpinnings of GATT are to comprhend how GLOB benefits

growttr. There arc two ways to urdyre the growth prcoess: one is based on the

historical experiences of Westcrn European nations, and the other is based on

histories of East Asian Ncwly Industrialized Counties (NICs), such as Taiwan, South

Koreq Hong Kong, and Singapore (Mundial, 1993).

Standard growttr theories, such as the neoclassical growttr model and endogenous

growth theory, posit that globalization can significantly impact economio growttr. The



neoclassical growttr model, which emphasizes the role of capital accumulation, labor,

and technological prcgrcss, suggests that globalization facilitarcs the flow of capital

and rcchnolory, leading to higher productivity and growttr. Endogenous growth

tr*ry, which focuses on factorc like human capital, innovation, and knowledge

spillovers, argues that globalization enhances economic growth by increasing access

to new markets, ideas, and technologies. Empirical widence generally supports these

theories, indicating that counties integrated into the global economy tcnd to

experience higher growth rates. However, the effects of globalization can vary based

on a country's level of development, instinrtions, and policies(Grossman & Helpman,

r99r).

According to the "Vent-for-surplus" theory, any fading nation can sell it's encess

rEsouces and goods on the global market, which has a morc extensive consumer base

and purchasing power than the home market. They can use their labour, money, and

natural resoupes to qrate morc goods and services relative to their own consumption

in a developing economy. The extra production can be sold in foreign markets to

increase the surplus over time. As a resulf production incrcases which may lead to

more jobs, higher incomes, and significant ndional savings.

A globalized nation enters a competitive market, whene effectiveness beoomes orucial

for profrtability. Increasing productivity and competition promotes the development

of technical innovation and labour skill enhancement. As a rcsult, an ongoing cycle of

innovation, instruction, and taining supports economic dynamism. This dynamic

envircnment may rpsult in further invesfrnent innovation, efliciency, and

productivity.
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Instead of relying on government supporf, participating in GLOB creat€s

opportunities and competition, prcmoting these significant effects. When a nation

e,ngages in globalization, it is forced to compete, emcouraging it to become morc

effective and innovative, spurring economic growttr and raising living standards.

Government assistance is not the main force behind these advancements.

Import substitution was oommon for developing nations to start industrialization

programmes @alassa, 1980). The first step of import substitution aims to replace

imported non-durable coruumer goods, including apparel, footwear, prccessed foods,

home items, and raw materials like textile fibers, leather, and primary goods, with

domestically produced equivalents. In the second stage of import substitution, imports

of producer and consumer durables and intermediary items are replaced. These

include manufacturing domestically p,roduced machinery, equipment, and home

appliances ratherthan relying on imports from outside.

Howeyer, in the second stage of import substitution, the indusg becomes capital-

intensive and sensitive to economies of scale. A developing economy's domestic

demand can be higher than the size of an efficient facility. At low production lwels,

costs per unit of output in this stage overgrow and may climb further due to

organizational and technological ineffroiencies; that is frequenfly the case due to poor

infrastucture, a lack of cutting-edge technolog5r, and a lack of suppliers for parts and

components. Because it contains simple pr,oduction prccedures, low prices, and only a

few technological needs, the first stage is knovm as ttre "easy" stage.

However, the second stage is refened to the "difficult" stage due to the dfficulties

brought on by increased oapital needs, economies of scale, and potential

ineffrciencies. To support the first Sge, a certain degree of uriff and non-tariff
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barriers on imported rrplacements can be justified. In addition to assisting domestic

prcducers, this protection pomotes the growth of a trained labour forpe, encourages

enfrepreneurship, and speeds up technolory diffirsion @alassa 1980). Simply, it

makes logical to implernent some import resfiictions during the initial stage of import

substitution to safeguard local businesses, encourage the expansion of skilled labour,

and fosrcr knowledge tansfer.

Economies of scale are essential during import substitution's second and most

challenging stage, which calls for emphasizing horizontal and vertical specialization

dwelopment. The reduced product variety is achieved by horizontal specialization.

Thus, longer production runs are made possible, reducing costs by boosting efficiency

so that costs associarcd with switching between sweral production prcoesses arc kept

to a minimum when product diversity is minimal. A furttrer cost-saving measure is

employing machinery explicitly designed for a given task.

In developing nations, the limircd scale of domestic marketplaces make it diffioult for

Orem to achieve both horizontal and vertical specialization. Additionally, they

frequenfly do not have access to qualified labour and cutting-edge technologt

necessary for creating precise and excellent pffis, components, and accessories. A

change to an outwad-focused policy is required to ove,rcome these challengcs and

effectively complae the second stage of industrialization. These nations must look

beyond their borders and take a morp active role in GLOB rather than merely

concentrating on home markets. With an erftrnal focus, they can access bigger

markets, draw in foreign capital, and acquire cutting-edge technolory necessary for

their indusnial development.
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Specifically, considering the role of GLOB, innovative theories suggest that FDI and

trade integration play the most integral part in EGLOB. Trade integration is furttrer

supported as a soulte of economic pogress by optimistic theories in this domain. It

improves the diffusion of technolory and knowledge through the import of highly

technical commodities, which leads to higher economic growttr (Almeida &

Fernandes, 2008; Baldwin et al., 2005; Barro & Martin, 1997; Batak* 2019;

Clossman & Helpman, 1993). MotEover, economies of scale and the potential

advantages of specialization firom openness to international trade stimulaE economic

growth and productivity (Alesina et al., 2000).

According to the neo-classical gowttr model, capital moves from developed to

dweloping counties due to differential capital rpturn. Capital inflows from developed

counhies can add to the inadequate savings of developing counties and lower

investment costs; thus, prcmoting investment and economic growth. fire flow of FDI,

managerial and orgianizational know-how, technology hansfer and rpsearph on

development becomes a source of financial GLOB @orensaein et al., 1998). In turn,

this might boost the productivity of domestic firms and promote growttr.

However, some studies of the endogenous growttr model support the view that GLOB

is a threat to grorvttr instead of a stimulator. If a country specializes in industries with

low potential for productivity growth or little technical innovation, openncss to trade
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could be detrimental to long-term prosperity (Redding, 19991' Young, l99l).

\
Globalizalion

Polilical
Globalization

. 
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Figurc 3.1: Conceptual Framework of Globalization and Eonomic Growth.

PGLOB offers opportunities to fom powerful democratic institutions which are

essential for development. It also allows organizations to disseminate the stnrctures

and policies of national governments. PGLOB can also faciliate the knowledge

exchange on issues related to maintaining international peace and human rights,

which anc crucial for long-term gronrttr. However, on the other hand, the ernergence of

egotistic leaderc, special interest groups, and conflicts can arise due to PGLOB

(Nalravandian & Ghanbari, 2004). PGLOB is observed in this light as hurting

economic orpansion.

However, SGLOB could be a foundation for advancing social status and developing

citizenship rights, resulting in economic participation, volunteerism, public service,
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and other activities to enhance the living standard of all citizens, which affects the

country's economic growttr (Majidi, 2017).

Theoretically, the supporters of rigid ER regimes have demonstrated that ERV

decrcases growttr. Franlcel and Rose (2002) found ttrat ttre volatility in ER is

associated with high uncertainty. MorEover, they pointed out this uncertainty could

raise transaction costs, hurting production and international frade. While, also

contributing to macroeconomic instability, in this regard, De Grauwe (2005) asserts

that ambiguity reduces the transparency of prices and the effectiveness of their

adjustrnent mechanisms. According to Rios (2009), nominal ER stability is essential

in developing economies to reduce the risk of financial crises and high ERV because

these counties'banking sector is still underdeveloped.

Prior studies, including cla* (1973), cushman (19E3), cotc (1994), McKinnon and

ohno (1997), obstftld and Rogoff (1998) and Deverprx and Engel (2003),

investigate the relationship among ERV and the rate of economic grourttr. These

studies seek to identif, the factors that most significantly affects economic growth.

The nesearch will start with an example from McKinnon and Ohno (lgg7) study to

demonsfiate this rplationship. This study determines how excessive ERV will hinder

economic growth by causing trade uncertainty, slrewing investnent decisions, and

lowering productivity.

Additionally, cote (1994), senren Qoo2), cheong (2004), and Arize et al. (200E)

reach similar findings as McKinnon and Ohno (1997).Most results indicah that a rise

in ERV will directly impact trade through a dcterioration in fiading activity, the

unemployment rate, and company cost and profit. Due to incrpased costs associated
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with risk prcmium, this unpredictability will force the company to increase the price

of its products.

The "old" and "new'trade and growth theories, which explain why nations trade with

one another, have been used to describe international tade and economic growth.

Neoclassical tnade theories explain the origins of trade by using Heckscher-Ohlin

Samuelson and comparative advantage. According to the Ricardian model, as tade

becomes morE liberalized, each nation focuses on producing goods with a

comparative productivity advantage. This advantage results from variations in

tcchnologies or natural lesouttes, not factor e,ndowments, increasing the welfare gains

and benefits oftrade for that nation.

The Heckscher-Ohlin Samuels e:ramines the welfare gains in a two-country, two-

component model in which each nation orports the good that morp extcnsively

utilizes its abundant factor (capital or labor). Since thcir relative costs and terms of

trade are different, both countries gain morc from intemationaltrade than ilrey would

from autarlry.

Trade and the pace of economic growttr are not correlated in economic growttr

models. A tnade liberalization episode has favorable growttr impacts in early growth

models, such as the tlarrod-Domar model, whenr capital is the only factor of

production (Srinivasan & Bhagrrati, 2A0l). It is achievable if we assume that a

positive value consfi:ains the marginal product of capital G\mK). opening up the

economy to trade only temporarily affects the ouQut growttr rate if MPK falls to zero

(Solow model). Growth is exogenously determined in neoclassical models for closed

economies like the model of Solow (1956). The striking aspect of the Solow model is
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that it allows dweloping nations to conveqge on a steady state level of per capita GDp

(gross domestic product) under the assumption of declining returns to scale.

This suggests that two nations with comparable rates of population growth,

depreciation, and saving may eventually converge to comparable living standards

(Ray, 1998). Harrison (1994) furttrer argues in favour of the Solow model's claim that

inqeased TO brings in capial goods and technolory, boosting manufacturing tade,

industrial activity, and economic growttr.

A more comprehensive range of factors is now being incorporated into new trade

theory to cope with some tade realities morc complicatedly. Models of endogenous

technology development serve as the foundation for theories linking TO to long-term

gpwtlt. These models suggest that developing nations may achieve long-term

economic growttr that is now determined endogenously rather than exogenously, as

neoclassical growttr theory predics under tlre prcsumption of rising rcturns to scale.

According to Crrossman and Helpman (1990), who dweloped the endogenous growth

hlpothesis, grourttr is boosted by openness and FDI inflows. Technolory diftrsion

brings about technological progress, which spurs dwelopment. Howcver, Baldwin a

al. (2005) present a conflisting theory regarding the effects of endogenous growtl on

economic growttr. They demonsfiate that North industrializes arc develops morc

quickly than the South because of marka liberalization that leads to global

diveqgence. The standard neoclassical ideas hold that hadc is the source of growth.

The endogenous theory demonstrates how nations can collaborate with the proccss of

GLOB through open channels to identify complementary activities like education or

job fiaining that aid in their survival and development. Overall, it is clear that while
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neoclassical and modern tade theories have many points of agreement, they also have

numenous areas of disagreement.

The flow of FD[, capital, goods, and serrrices to host countries or regions is facilitated

by openness to intemational trade. These offer potential souces of economic growttr

for developing countries. The association bctween TO and economic growttr has been

debated and investigated in recent yeanl among academics and researchers.

According to the theory of neoclassical, TO will rcsult in static gains. Gains will

result from countries specializing in the manufacture of commodities with lower

relative costs comparcd to the rest of the world and frrom countries importing iems

with lower levels of efficiency. Free hade enables nations to allocatc economically

most productive and efficient labour, increasing overall benefits urd output. Land

scarcity and declining malginal productivity will cause prices to rise and profit rates

to decline in isolated nations, slowing eoonomic progr€ss @icardo, lslz).

However, the reallocation of rcsources requires full-factor mobility across eaded and

non-hade industries inside each country as a result of trade. This suggests that, among

countries with the same technolory, trade between nations Gan occur simply because

of ttre disparity in rcsource endowments. To make up for any distributional

imbalances, international trade in goods can be used instcad of nade in factors, which

will result in economic convergence between nations (Stolper & Samuelson ,lg4l).
There arc a number of difficulties while implementing the New Trade Theory (NTT),

including: the introduction of scale economies in production, which are correlated

with company size and market stucture. Imperfect markcts and product

differentiation arp two furorer factors. losses incurrcd by small prcducers who ar,re

unable to reach economies of scale may be offset by an increasc in wellbeing brought

on by a largervariety of consumption options @tuttacharj ea,20M).



Small nations can benefit from global economic growttr following trade liberalization

(Helpman, 1984). To gives devcloping countries the opportunity to grcw

economically, ovelcome barriers on their home markets, and sell surplus goods on

international markets (MyinL 1958). Because of the size of the global economy, thele

arE mone opportunities for economies of scale and a higher chance that invesfinents in

R&D will be profitable (Grossman & Helpman, l99l; Krueger, l97g). when

communication acrcss borders is morc accessible and effective ar a rpsult counties

can gain (Krueger, 1978).

It is interesting to note that tade theories, both conventional and new, are unable to

contol the dynamic effects of uade on growth and development, especially for

developing nations. Both models are incapable of taking into account changes in

consumer tastes, technological improvements, and income distribution @hattacharjea,

2004). Endogenous models based on the growttr of technolory and the accumulation

of knowledge must therefore be taken into account.

In this section, a conceptual framework for how FD might affect economic growttr is

developed. First, there arp two channels via which FD might affect growtfr: the

channel for capital accumulation and the channel for total factor productivity CfFp).

The capital accumulation channel, commonly referred to the quantiative channel,

which is derived firom Gurley and Shaw (1955) "debt-accumulation,' theory.

Particularly, growth oocurs when pcople set aside money fiom their discretionary

income and use it to build up capital.

The TFP channel places a stnong emphasis on the qualitative side of FD in order to

efficienfly allocate financial rEsoutes and manage investnent projects. The

importanoe of firuncial rcchnolory innovation in reducing information asymmetry is

highlighted. New technologies that boost cfficienoy can be used with the help of a
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stable financial system. The linkages betrreen financial innovation and economic

grcwth is a topic which economists frequently explore. McKinnon (1973),

Schumpeter (1934), Shaw (1973), King and Levine (1993) laid the framework for the

tlreory of the association among FD and economic growttr.

Schumpeter (1934) emphasized the significance of financial institutions embracing

new technologies to pomote economic development. He emphasizes that a sound

financial system fosters technical advancements, which in turn stimulate economic

growth. Then, McKinnon (1973) and Shaw (19?3) claim that capital markets free

from the restrictions imposed by excessive regulation would promote savings,

enhancing the quality and amount of investmen! which in tum rpsults in shonger

economic growth. According to Crpane ct al. (2003) the cunrnt financial system

encourage investnent and risk management while also depleting funds from unspent

units. These a^re only a few examples of how the flexible, modern financial system

promotes economic growttr.

The association among financial prcgr€ss and economic grouttr was first empirically

studied by (Goldsmith, 1969). He gives the impression that their deep and satisfiing

connection comes naturally. Robinson (1953) prcsents a critical perspective on the

linkages among FD and economic growth. He argues that FD follows economic

orpansion and states that "wherc enterprise leads, finance follows,' to illustrate this

causation assertion. Since there are always going to be market inefficiencies like

transaction costs and information costs, the market is not perfect The theorctical

framework regarding the association among finance and economic growttr is best

illushated in Figurc 3.2 below (Levine, lggl).
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Figurc 3.2: Functional appruach for Finance and Economic Grcwth.

The neoclassical grouth model fails to predict one of ttre factors that led to netrr

gtowth theory dwelopment. It is an endogenous growth model that was primarily

developed by Romer (1986), with focus on the theory that economic growth is

primarily produced by long-run creativity rather than capital accumulation theory as

indicated by earlier theories. According to the endogenous growttr theory, capital

incrcases because higher rates of saving foster growttr. However, an e@nomy needs

constant technical advancement in order to achieve higher long-ternr growttr.

According to the endogenous growttr ft*.y, institutions and human capital promote

technical advancements and naise standards of living.

Lucas (1988) pioneering work aided in the advancement of this concep. As was

previously mentiond a sound financial system can prcmote economic growttr

ttrrough the development of technolory, wherc the established financial system

pomotes the adoption of crpative ideas. Because technical innovation is vicwed as an

exogenous factor in the neoclassical paradigm, FD is invalid in the contcxt of long-



run growth. While in endogenous growttr models, long-term growth is an endogenous

variable. These models offer a theoretical foundation for the claim tht financial

intermediation can have effects on both levels and growth.

Pagano (1993) qftended the endogenous grcwttr theory by emphasizing the function

of the financial sector during economic growth. In a simple endogenous growth

setting, Pagano applies the Rebelo (1991) AK model. It is assumed that the production

function extribits constant retums to scale and that the manufacturing process only

requires capital (Kt). The capital formation function is defined as follows since the

Pagano model also assumes that there is no population Sowth and that capital

depreciates d. a ratpK*r=Ir+(1 -d)ft.Additionally, it is believed that a

percentage of savings, equd to (l-0), is lost during the financial internrediation

prccess. The amount ($) of total savings, however, is directed towards invesfinent.

Savings that are lost during financial intermediation are viewed as a financial system

inefficiency. Thus, the stcady statc growth rdc (g) is reprcsentcd as and the saving-

investment relationship is expressed as Ij = f,Sr.

_ _kt*t- kt L+ (t- 6)4- h astg=T=T=T-6 =AQss-6

Wheres*=9=g" tt AtG

Three potential ways in which FD may impact growth are illushded by the

aforementioned equation :

o Incrpasing capital's marginal output (A)

o Increasing the percentage of savings going towards invesfinents (Q)

o A factor that affecb the savings rate(s)

This ovelview of the fundamental theoretical foundation for the link between FD and

economic growth.
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3.2 The Empirical Model

The main aim of this research is to empirically analyze the role of ERV, TO, and FD,

in the GLOB and economic growth relationship, rcspectively. It depicts that not only

explore the direct impact of ERV, TO, and FD on the economic growth. We arp also

interested to find the conditions effects of these above-mentioned variables on

economic growttr. In ttris perspective, we ty to give ansrf,ers to these questions.

Whether' the GLOB has any significant impact on growth or not. Further, the GLOB

impact on economic growttr is conditionar on ERV, To, and FD respectively and

separately. c-renerally, whether cLoB and ERV magnify the effect on economic

growth (vice versa). Also, whaher the GLOB and TO amplify the effect on economic

growth or other way around. similarly, whaher, the GLOB and FD have

sfrengthen/wealaress the effect on economic growth.

As, starting with the first objective of our research, we analyze the impact of GLoB,

its dimensions and ib aspects on e@nomic growth. Thereforc, based on the study of

Dreher (2006) and Crygli et al. (2019) the empirical model of this first objective is as

follow

Growths = f (G LO B, inf latio4 G F C F, G G F C E, F R, LE)

Growthp = aisGLOBlr# rtXir* Fr* @s* Eig

(3.1)

Q.2)

WhelE, initial is calculating for ttre conditional convergence. GLoB is overall GLoB

on rpal GDP per capita. X is the vector of conhol variables, such inflation, goss fixed

capitrl formation (GFCF), general government fxed capital expenditgrc (GGFCE),

fertility rate (FR) and life expectancy (LE). pr and al, rcprcsent country effect and

time-specific effect. while, 811 is the enor term. trn subscripts i and r show the

number of counties and time period respectively.



Using instrumental variables that are correlated wtth GLOBisbut not with the errcr

term in the regression model can help to address endogeneity. These instnrments

satis$ the rplevance and exogeneity conditions to provide consistent estimates. These

instruments include lagged values of GLOB6, and lagged values of other relevant

variables, that alfect GLOBiI but are not directly influenced by it. Implementing

appropriate econometric techniques, we enhance the credibility and validity of our

empirical analysis. If the endogeneity arises due to the conplation with past growttr

employing dynamic panel data models such as the Arellano-Bond or GMM estimaorc

can help address this issue by contnolling for lagged endogenous variables.

By addressing ttre potential endogeneity of GLOB6 we considered to employ

appropriate economefric techniques such as employing advanced panel data methods

like the Sys.GMM estimator. This rcchnique allows us to account for endogenerty by

using instruments or orploiting the panel structure of the data to confrol for

unobserved heterogenerfl and potential omitted variable bias.

To confiol endogeneity, we have used lagged one period. For all continuous variables

and also expressed in logarittrms. Additionally, all data has been used as 5 years non-

overlapping averages in order to control the problems of measupment enrors and

autocotrelation. FurthermotE, we estimate the same gronth equation through GMM.It

is especially suitable when model considering with predetermined or endogemous

regression based on short time period and large cnoss-sectional panel (Arellano &

Bond, I99l; Arellano & Bover, 1995; Blundell & Bond, l99S).

To eliminarc country-specific effects, we take first differences of equation (3.2)

Growths - Growthig-1 = a,p(GLOBrt - GLOB6_) + l6u - Xit_r)+ trr - Eir_l (3.3)

Levine et al. (2000) suggest the use of instuments for two rcasons: to deal with ttre

likely endogeneity of the economic growth and because by constnrction the ngw enor



term (Eit - Ert-r) in (3.3) is correlated with the lagged dependent variable,

(Growthi, - Growthlt-r). The GMM panel estimator uses the following moment

conditions:

ElGrowthlt -" (Ert - Ert-r) ] = 0 fors 2 2; t = 3,..., T

EIGLOB1 -, (Eir - tit-r) ] = 0 for s> 2;t = 3,..., T

under the assumpions that the emor tem, E, is not serially correlated and that ttre

explanatory variables, GLOB, are weakly exogenous that we are refer to use this as

the difference estimator.

There are, though, statistical shortcomings wittr this estimator. Alonso-Bonego and

Arellano (1999) and Blundell and Bond (1998) strow that when the explanatory

variables are persistent over time, lagged levels of these variables ap weak

instruments for the regression equation in differences. To reduce the potential biases

associated with the differpnce estimator, we use a ngw estimator that combines in a

system the regression in differences with the rcgression in levels. We use a GMM

estimator that uses lagged differences of Growthigas instuments for the equation in

levels in addition to lagged levels of Growthrl as instruments for equtions in first

differences. Blundell and Bond (1993) suggest that Monte Carlo simulations and

asymptotic variance calculations show that this extended GMM estimator offers

efliciency gains where the firstdifference GMM estimatorpcrforms poorly.

The instruments mentioned are appropriate under the following assumption: although

there may be conelation between tlre levels of the right-hand side variables and the

country specific effect in the level equation, there is no comelation betrneen the

differences of these variables and tlre country specific effect. The additional moment

conditions for tlre second part of the system which is the regression in levels are:



Ef(Growths-"- Growthrt-"-J( pr * trt)] = 0 fors =1

El(GLOBft-s-GLOBp-r-"-rXE +ErJ] = 0fors = 1

Given that the lagged levels are used as instnrments in the differcnces specification,

only the most rccent difference is used as instrument in the levels specification. Using

other lagged differences will result in rodundant moment conditions [see Arellano and

Bover (1995)]. We use the moment conditions above and employ a GMM procedure

to generate consistent and efficient parameter estimates.

Therefore, our base line model is as follow

Growth, = oto * alinitiar t apGLoBp * aTsINF' * a^GFCF1l t asGGFCFp *
a1;fRls* aylEp a Fr+ @1* ey 0.4)
Eq (3.4) is to check the impact of overall GLOB on economic growttr. In the next

equations, we intnoduce the dimensions of GLOB. Eq (3.5) shows the impact of

economic dimension of GLOB on economic growth.

Grovrthi' = o2o * a'2linitiol * a,22EGLoBp * a2srNFls * a2aGFCFig r a2sGGFCFlz *a25FRi1* a27LE6+ pa+ a1l eis -- " ' -'r- 
(3.5)

E4 (3.6) analyzes the impact of the social dimension of GLOB on oconomic growttr.

Growthp = a3o * aslinitial + a,s2sGLo&p r asslUFls t asqGFCFls * assGGFCFls *
as5FR6 * a37LEh + pr+ @s * €i1 (3.6)

Similarly, F4 Q.7) examincs the role of the political dimension of GLOB on

economic growttr.

Growthp = ,,4o* a*tnitial+ a42pGLoBpr aa3INFls* a44GFCFpr aasGGFCFp*
aa5FRig* aaTlEisl lL1* tos* eis e.7)

Similarly, we also analyze thc aspects (de-frcto and de-jure) of GLoB on economic

grcwttt for overall GLOB and its three dimensions. The baseline model of our

estimation is given in Eq (3.4).
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Further, our second objective related to the impact of GLOB on eoonomic growth by

considering the role of ERV.

Growthp = Fn * p1.;1initial + P2GLOB7 * psERVls * pyINFis * \6GFCF6 *
PrcccFCFft* pyFRil* p$LEh* Fi* @s* eis (3.8)

In this objective, we also analyzn the influence of ERV in the GloB-Gmowth

relationship. The said relationship is oramined by extending the model which is given

in Eq (3.8).

Glowtla = 0zo * p2linitial + Pz2GLOBts * p2sERVlt + P1+(GLOB7 * ERVit) *
p2sINF6 + Pz1GFCFtt + P2?GGFCFi1 * FzaFRu * p2slEu* lli* @s * ei1 (3.9)

wherc, ERfis is exchange rate volatility for county i in period t. GL1BE* ERlrt is the

GLOB interaction with ERV. The conditional analysis of GLOB on growth are

calculated by taking the partial derivative of Eq (3.9) as follow

W= Fzz* p2aERVp (3.10)

E4 G.l0) explains the effect of ERV in the overall GLOB and growttr relationship.

The signs of the coeflicients of Fzz nd Fz+ show whether the relationship betrueen

ERV with overall GLOB and growth is substitute or complementary. If bottr

coefficients have same signs which show the complenrentry effcct, indicating ttrat the

role of ERV plays a complementary role to explain the relationship between overall

GLOB and growttr. While, the subsitutue effect shows ttrat bottr coeflicient have

oppoiste signs, it shows that the role of ERV plays a substitution role in explaining the

overalll CLOB and growth relationship.

In tlre next equation, vve ualyzn the relationship between dimensions of GLOB, and

it's both aspects on economic growttr by considering the role of ERV. The equation of

economic dimension of GLOB is as follows
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qrow!\tq = 9zg + p3linitial * Qsz EGLOBft * pssERV1 * psaINF1 * ps5GFCFft *
Ps6cGFCFft* psTFRil* pssLEft* lli+. @s* ep (i.ttl
Similarly, to capture the impact of ERV on the relationship betrreen EGLOB and

economic gtowttt. The baseline model of the EGLOB (equation 3.ll) extendcd in the

following way.

Growthil = 9+o * palinitial + PgEGLOBiI * pasERV6 + p$(EGLOBy * ERV6) *
pasINFi2 + F$GFCF1I + PnGGFCFft * p+aFR6 * paelEis + p,+ @s * eis Q.l2)

EGLOBft* ERVrt is the inteiaction term of economic globalization and orchange rate

volatility. For conditional effect we take the partial derivative of eq (3.12) with

respectto EGLOB.

W= o+z+ p44ERVit

The equation (3.13) captures the role of ERV in the EGLOB and growth relationship.

The sign of coeflicient of F+z md 0++ rpflect whether ERV plays a substitutive or

complunentary role in explaining the rplationship betrveen EGLOB and growth.

Similarly, we analyze the impact of the SGLOB and ERV on oconomic gronrth.

Qro\\t = Frg * p5linitial + P12SGLOB7 + P$ERVis t psaINF* + F11GFCF1 *
Ps1GGFCFit * p57FR6 * p5slEh r. lri+ @2 * Eis -if 

.f +)

Next, to analyre tlre role of ERV in the nexus of SGLOB and economic growttr.

?oy!\, = _Frg* p5rinitial + PGzScLOBh + B6sERVtu + P61(SGLOBig * ERV1) *
p5slNF6+ F66GFCF1I+ P67GGFCF6* FcaFRut p5slEp+ t,+ @stiis -- 

(3.15)

For conditional effect we take ttre partial derivative of eq (3.15) with respect to

SGLOB.

ffi= gez* p5aERVt

The role of ERV is complemenatry or substitutitve betrveen the SGLOB and growttr

relationship depends on the sign of Fsz nd Fo+.lf both coffrcient have same signs

(3.13)

(3.r6)
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then ttre role of ERV plays is complemenhay in explaining the relationship betrreen

SGLOB and growttr.

In this way, we malyznthe last dimension of GLoB which is political.

Growthis = (to * pTjnitial + PT2PGLOB7 + !.a,ERV1 * pTaINF1 * pTsGFCFy *
P?6GGFCF|f- + P|?FR? * pTsLEis + lri* @s * tp (3.17)

In next equation we analyze the role of ERV in the nexus of PGLOB and economic
growttr.

Growthis = Feo t pslinitiol + FezpGLoBt t p$ERVl_ * pga(pGloBi, * ERVi) *
psslNFis + go6GFCFtt + BaTGGFCFy * FeaF&t + FasLEh+ f.,+ @s I eis (3.1g)

To find the conditional effect of ERV on economic growttr. We talce the partial

derivative of Eq (3.1S) with respecfto PGLOB.

W= Faz* PsaERVig (3.1e)

The signs of 4ez and psaexplain that thcre is complementary or substitutitvc role of

ERV in explaining the relationship betryeen PGLOB and growth. Similarly, we also

do tlre same analysis for the both aspects (de-facto and de-jure) of GLOB for overall

and its three dimensions GLOB separately.

Similarly, for thc ttrird objectives which is related to considering the role of TO on the

nsxus of GLOB and economic growth.

The base line equation (3.20) shows ttre impact of overall GLOB and To on

economic growth.

9roy!!y_= 0n * f,l,Jlinitial llncloBu * %sTOs + OMINFiI + e$cFCFtt +
06GGFCF6* 0eFR6t@g,LEisa Fi+ as+ eis -' 

(3.20)

MotEover, in next equation we atnlyza the role of TO in the relationship of GLOB

and economic grourttr. This relationship is examined by extending tfre baseline model

ofgrowttr Eq (3.20).

G:oY\tt= 0_zo+ e2lllitlalt 022GLOB1s* LpTois+ ezt(cL\Btt*TOt) * 025tN1,s*0z6cFcFt+ ezTccFcFtt+ e2oFR; + ez;Lnx-ilrri rri;;;-- e.2t)



In Eq (3.21), GLoBu show the overall GLOB for country i and period r. The

GLOBu*TOit shows the GLOB intemction term with TO. We take the partial

derivative of Eq (3.21) with respect to overall GLOB.

W = ozz * o2aTop e.22)

The condition effect of GLOB on economic growth through the channel of TO is

shovm inFa Q.22) which depicts the magnitude and direction of the relationship of

TO with overall GLOB and growttr. The signs of coeflicients of 022 and g2a show

that there is complemenfray or substitute effect between To and GLOB.

Next, we amlyzn the both dimensions of GLOB (social and political)r on economic

gxowth. The l$ dimension is social dimension, the Eq Q.23) slroun the impact of

SGLOB and TO on economic growth.

G:oy!!y_= 03st flslinitiat + 1y2SGLOB1t 0ssT0i2+ esiNF1-t fusGFCFy *e?6GGFCFft+f37FRft*0ssLEfi*t,+ @2*tis e.23)

Similarly, we analyze the conditional impact of SGLOB and To on economic growttr.

Growth| = 0+o * f,{irinitial + ,WSGLOB| t 1asToil * ila(SGLOBig * TOt) +

Similarly, the Eq Q.25) capturc ttre conditional impact of SGLoB on economic

gfowttr.

W=o+ztoaaTols (3.2s)

The conditional effect is obtained by taking the partial derivatives of Eq (3.25) wittr

respect to sGLoB. The signs of 0a2 and gaa implies the complementarity or

substitutability effect of To in explaning the relationship with sGoB and growth.

I For the channet of To we jrut tatrc two dimcnsions of GLoB and exclude thc economic dimension

m.to 
rcfers to cconomic integration, import export and hriff. nrre, rc hrre To;id;--'
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Next, we orplore the impact of second dimension of GLOB and TO on economic

growttt.

Growthg = flso * 9slinitial + gs2PGLOBts * flssTois I 0salNF6 * 0ssGFCF6 t
0s5GGFCFis* 0s7FR11. 9ssLEh a Fr+ o)s* E6 -(3.26)

Further, we analyze the role of interactive impact of pGLoB and ro.

Growthil = qso * a5linitial + e62pGLOBts * o$Tois + O$(qGLOB| * TOr) *
055lNFt + e66GFCFtt + q6TGGFCF| + ,5sFRu I 06sLE6 + h+ @s * e6 Q.27)

The above Eq (3.27) shows the impact of PGLOB and TO for country i and time

period , on e@nomic growth. In this equation is (pGLOBu*TOu) show the

intemction of PGLOB and TO.

ilGrowtht,

ffi = 0oz + 06+TOE (3.28)

The above equation captures the conditional impact of PGLOB on $owth, we tal(e

the partial derivative of Eq (3.27) with respect to pGLoB. The signs of 052 and

05a coefficients in F4 €.28) show that there is complementarity or substitutability

role of ro in explaining the relationship betrnreen pGLoB and growttr.

Similarly, we also repeat the same analysis for both aspects of GLOB for overall and

the two dimensions of GLOB on economic grouttr separately.

Further, we move to the last objective of our rescarch to explore the role of FD in thc

rclationship betrveen GLOB and economic growth. Eq (3.29) shows t1e effect of

over:all GLOB and FD on e@nomic growttr.

G_rowthlg = ln * lllinit-ial + l\zGLOBu I lsFDis + ll!.INFfi * ll5GFCFis *
l15GGFCFft* 1.17FRis* l$LEft+ pi+ @s* tis (3.2g)

In Eq (3.29) we intnoduce the FD on the base line model of equation (3.4). From this

equation we analyze the impact of overall GLOB and FD on growh nexus. Furttrer,

in next equation we infroduce the interactive term of GLOB and FD.
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Growthb = lzo * l2linitial * l22GLoBis * l4FD6 + lz+(GloBtt * FDit) * l25INFil *
L25GFCFft+ lzTGcFCF16* 12sFR1y-* l2slf'16+ h+ @s* tp (3.30)

The interactive term is (GLOBil * FDr) show the interaction of ovelall globalization

and financial dwelopment for country i and period t The conditional effect is caprture

through given in eq (3.31) by hking the partial derivative of Eq (3.30).

W= lzz* A.2aFDs (3.3r)

Eq (3.31) shows the role of FD in explaining the relationship betrueen overall GLOB

and economic growttr. The signs of 122 urd 1,2a depicts the there is complementary or

substitutitve role of FD in explaining the relationship betrueen overall GLOB and

economic growth.

Next, we examine the dimensions of GLOB and FD on economic growttr. First Eq

Q.32) captuEs the impact of economic dimension of GLOB and FD for country i and

period r.

GloY\U: 13s + l3rinitial + ly2EcLOBu + Ls?FDil + ls4INFft t \yGFCF6 *
Ts5GGFCFis* LsTFRis* l3slEis1[r+ @s* E6 (3.32)

Further, we analyze the interaction of economic globalization on growth.

Growth1 = 7+o * l4aiaitial + L42EGLOB6 t l,asFD1t + 1$(EGLOB1 t FDi) *
UsINFr6+ l46GFCFtt+ l,lzGGFCFist lasFRlst laol4is+ pi+ @1t Eu (3.33)

The conditional effect of EGLOB on economic growttr is capture through Eq (3.34).

ffi= \z* l++FDr (3.34)

The sign of coefficients of ln nd Lq+ show the complementary or substitrubility role

ofFD in orplaining the relationship between EGLOB with growth.

Similarly, we examine the remaining two dimensions of GLOB on economic growttr.

For social dimension of GLOB is as follow
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Growthis = lso * lslinitial+ TszSGLOBig* lssFDls* trsalNFis* l,ssGFCFis*
l.s5GGFCFp* lsTFRis+ lEoLEft 4 Fr+ @s* Eis (3.35)

In Eq (3.36) we examine the interactive impact of SGLOB and FD on economic

grcwth.

Growthis = 4o * l5linitial + l6zSGLOBts * 76FDi1+ 1.6+(SGLOB7 * FDi) *
755lNF6 + ].66cFCFrt + 167GGFCF6 * /6eFRr + fusl[6 + h+ @1* e1s (3.36)

To find the condition effect of SGLOB on economic grouth, we take the partial

derivative of above equation with respect to SGLOB.

W= 4z* T5aFDis (3.37)

Similarly, the last dimension of GLOB is political by considering the role of FD. Eq

(3.3E) arnalyzo the impact of PGLOB and FD on oconomic growttr.

Growtl4, = 7zo * lTjnitial + lTzPGLOB,s * 77FD6 * lTalN\s + lLzsGFCFh +

L75GGFCFy* 177FR1o* lTsLEis+ 1r,+ @s* th €.3t)

To find the conditional effect of PGLOB on eoonomic growttr by considering the role

of FD.

Growthp = ho * Lsrinitial + hzpcloBtt + hsFDu + Lt,+(pcloBu * FDu) *
ls5lNFu+ h6GFCFtt+ lLsTGGFCFis*lffiFRss * lsslEfi + pi+ @s* €i1 (3.39)

(PGLOBI * FDt) is the interaction term of PGLOB and FD of courfiy i in period t

That captures tlre conditional effect PGLOB on oconomic growth by talcing the partial

derivatives of Eq (3.39) with rcspect of PGLOB.

?GLOBU _ 7 _r_,= i.oz't lsaFDfi (3.40)

The signs of Ls2and l6a show that therp is complernentary (same signs of both

coeflicients) or subsutite (opposite signs of both coefficients) effect of FD in

explaining the relationship betryeen PGLOB and growttr. We also do the same
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analysis for both aspects of GLOB for overall and three dimensions of GLOB for the

role FD.

3.3 Estimation Methods

This study is based on panel analysis. The advantages of panel data arc ttrat we can

have more observations and hence, more degrces of fneedom that can result in any

worthwhile conclusion. Motteover, Bdtagi and Raj (1992) mention that it improves

the accumcy of estimations and gives the rcsearcher chance to handle heterogeneities

acn)ss time and qoss sections. Furthermore, Hsiao Q022) highlights a number of

benefits, including the ability to manage the impact of omitted variables and the

investigation of dynamic conelations. We included physical capital as human capital

instead of labor, taking into consideration the Solow (1956) growth hlpothesis.

Our main independent variables may bc influenced by factors within the model,

which can lead to potential problems of endogeneity. This issue makes traditional

estimation methods like ordinary least squares (OLS) and fixed effects (FE) biased

and unreliable. Specifrcally, when tlrere ar€ unobservable differences among

individuals or groups that remain constant over time, OLS estimates can be

misleading. Opoku and Yan (2019) suggest using the FEM or within estimator as an

alternative approach to address this weakness of OLS. However, it's important to notc

that the fixed effects estimator rclies on certain assumptions. In particular, for

consistcnt estimates, it assumes that the cun:ent values of the independent variables

are not influenced by past values of the dependent variable (Wintoki g.al.,20l2).

Opoku and Yan Q0l9) and Bollnrann et al. Q0l9) suggest that tlre instrumental

variable (hereafter IV) technique is commonly used to address the issue of

endogeneity. They state that when the insfiuments used in the analysis do not directly

affect the outcome variable (such as Sowth), but instead influence it indirectly



through the endogenous variable, the IV approach can be helpful in identifying the

causes of the outcome variable. Howwer, they also acknowledge that this approach

has limitations. One limitation is that the selected instruments may not effectively

influence the endogenous variables. As a result, regression estimates relying on such

instruments may be unreliable and inconsistent.

33.1 Generalized Method of Moments

In recent decades, researchers have addressed the issues of endogenerty and

unobserved heterogeneity bV employing the Generalized Mettrod of Moments (GMM)

technique. This approach utilizes the lagged values of the endogenous variable as

instnrme,nts to account for endogeneity (Roodman, 2009). The use of GMM was first

formalized by Holtz-Eakin et al. (l9SS) and subsequently expanded upon by Arellano

and Bover (1995) Blundell and Bond (1998). Therefore, in thc current study, we

utilize the GMM estimator to perform our estimation. This choice aligns with similar

research conducted by other scholars in studies such as Teixeira and Queirds (2016)

and Opoku and Yan (2019) who also utilized GMM estimation.

Accoding to Arellano and Bond (1991), the use of the GMM estimate rcchnique is

best for data of panel studies (Alam & Shah, 2Ol3). The GMM is used to control for

measurcment enlots, autoconelation and omitted biases variables in panel data set

(Hillier et al., 201l). Additionally, the GMM technique presents the best estimation

rcsults and controls endogeneity bias, which rpfers to the tendency of independent

variables and enor tetms to interfere with the optrmal outcome (Ullah d d., 20lS).

Furthermorp, Hansen-test is used to determine if the instnrment is appropriatc for the

model (Jara et d.,2019; Nekhili et al., 2020). A demonstation of the GMM method

for addressing endogeneity issues that are ordinarily @mmon in the analysis of

globalization and economic growth.



In the literature, two common types of GMM estimators are discussed: Difference

GMM and Sys.GMM. Difference GMM involves converting the equation into first

differences, which helps to rEmove country-fixed effects. The lagged values of the

endogenous variables are then used as instnrments for these differences. Moreover,

Sys.GMM combines ttre first difference equation with a second equation, creating a

system of trro equations. The first equation in differences, is instrumented with lagged

levels, while the second equation in levels, is instnrme,nted with lagged differences.

Howeyer, accoding to Bond et al. (2001), there may be a potential issue with the

reliability of difference GMM estimates, espeoially when dealing with small-time

series data. This is known as the weak instnrmemts problem, wherp the instruments

used in the analysis may not be shongly correlated with the endogenous variables. To

address this concern, for the empirical analysis in our cunrent worlq we have chosen to

use Sys.GMM insrcad of Difference GMM.

In simpler tenns, difference GMM fiansforms the equation to look at changes over

time, while Sys.GMM uses a combination of difference and level equtions. We have

used Sys.GMM due to ooncerns about the reliability of Difference GMM when

dealing with limited time series data. Morcover, AR(l) and AR(2) are the first and

second order serial conplation tests asymptotically disnibuted as N(0,1) with the Ho

of no (lst and 2nd order serial conelation), wenc employed to assess instnrment

reliability. These tests are based on the null hypothesis "the Instuments are valid" and

the hypothesis that there is no serial correlation present in the error term. Morcoyer,

the GMM model tErnoves endogeneity by "internally tansforming the daa

ffansformation rpfers to a statistical process wherc a variable's past value is subtrarted

from its prcsent value (Roodman, 2009).

85



In this way, the number of observations is reduced and this prcoess (inrcmal

transformation) enhances the efficiency of the GMM model (Wooldridge, 2Ol2).

Furthermore, two kinds of transformation methods, known as first difference

fransformation (one-step GMM) and second-order transformation (two-step GMM),

can also be used as GMM estimatorc. However, the first-differ€nce transformation

(one-step GMM) has some limitations.

For instance, if a variable's rccent value is missing, then the first-difference

fansformation (where a variable's past value is deducted from its current value) could

result in the loss of too many observations (Roodman, 2OOg). In order to avoid

potentid data loss owing to the internal transformation poblem with the first-step

GMM, Arellano and Bover (1995) recommended the use of a second order

transformation (two-step GMM).

The second-order tansformation (two-step GMM) applies 'forwad orthogonal

deviations which means that insrcad of subfracting tlre previous observations of a

variable from its current value, the two-step GMM model subtracts the average of all

future available observations of a particular variable (Roodman, 2OOg). Using a two-

stcp GMM model, rcsearchers can prcvent unnecessary data loss.

Theltfore, in the case of a balanced panel dataseq a Mo-step GMM model provides

molp efficient and consistent estimates for the involved coefficients (Arellano &

Bover, 1995) these methods werp combined with a generalized estimation modelling,

two-step Sys.GMM. In dynamic panel data models, GMM is frequently chosen over

3SLS because of its versatitity in managing endogeneity, dynamic stgctues, and a

wide range of instnrments. In order to assurE insfrument validity, handle higherorder

serial correlation, and bettercaphre the lagged dynamics ofthe data, AR(2) is utilized

in place of AR(l). This study also uses the two-steps Sys.GMM estimation technique
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considering prcvious researrh to unlyzn the nexus betwecn GLOB and economic

growth for developing countries.

3.4 Data Description

The main purpose of this study is to understand how GLOB, ERv, To, and FD affect

growth. However, one of the biggest difficulties rcsearcher faces, especially in panel

studies, is getting high-quality data. In the following section, we provide a descripion

of our data set. We discuss the chosen variables, how they were cncated, and the

information available about ttreir availability.

3.4.1 Seloction of Sample countries and Data period

In this sdy, we recognizetlnthaving a longer time period and morc countries in t1e

sample is usually beneficial for econometric analysis. However, due to data

limitations, we have used an unbalanced panel dataset consisting of 46 counnies over

ttre period frrom 1980 to 2018. The specific list of counfiies included in our analysis

provided in the appendix. The decision to select this time period and number of

counfiies was primarily driven by ttre availability of data.

Instead of using yearly data, we have chosen to use non-overrapping S-year averages

to crcate 8 time periods in our analysis2. This decision was made in order to minimize

the influence of business cycle effects on error terms and reduce serial co,plation

compared to using annual data (Islam, 1995). Additionally, using a larger sample size

than the time period is necessary for GMM estimator (opoku & yan, 2019). By

employing these 5-year averages, we aim to addrpss these considerations and improve

the robustness of our rcsults.

2 Thc s'ycars non overlapping cight tinre periods arc l9t0-td l9t5-t9, lgfr-%,lggs-gg,2000-04, 200j{8.2010-14' 20ls-r8. ThE rast peru onuins +years-adbeca.se fl";;:;;;iliiity ora"a



3.4.2 Selection of Variables, Definition and Construction

In this sub-section, we prcvide an explanation for selection of certain variables for our

study. We have one dependent variable, which is the variable, and several

independent variables. Among the independent variables, there are four corp variables

that are of primary interest in our analysis. Additionally, we have included six contnol

variables to account for other factors that may influence the relationship between the

corc variables and the dependent variable.

3.4.2.1 Dependent Varieble

The dependent variable in our study is economic growth, which is measured as the

logarittrmic difference of real per capita GDP. We follow the approach used in

previous lircraarrp to capturc changes in economic growth over time. The per capita

GDP is measurpd in constant prices of $2017, and the daa for this variable

@hanumurthy & Kumawat, 2020;Dreher, 2006;Gaies eta1.,2020; crygli etal.,20l9;

Hassan 2019; Iamsiraroj, 2016; Xu et al.,2o2l). By using this measurp, we aim to

analyznthe changes in economic growttr acrcss countries and time penods.

3.4.2.2 Erplanetory Varhbtes

Our explanatory variables consist of a set of core variables and confiol variables. In

the following section, we provide a detailed discussion of these variables. The main

variables use forthis study are GLOB, ERV, TO, and FD.

88



Globalization

The literature suggest that ttre dimensions of GLOB is important (Keohane & Nye,

2000). In light of this, lheher (2006) inhoduced a new GLOB indicator called the

KOF Indcx of GLOB, that incorporates its economic, social, and political dimensions

and employs the main components approaoh to integrate them into an overall scone.

Cunently, the KOF Index of GLOB is thought to be the most accumte way to

measurt GLOB (Dreher et al., 2008; Gygli etal.,20l9; Potraflce, 2015).

One of the most comprehensive way is to measurc globalization is the KOF Index of

Globalization, which encompasses economic, social and political aspects. It can be

used for a long time because it offers time scries data, thus maldng its findings more

shong. The KOF index mettrodolory is standardized and transparent so that all

measurcments arc uniform in terms of reliability acrcss different counties globally..

The most rpcent liteiature has used this indor to support this claim (Lee et a1.,2015;

Maj idi, 2017 ; Samimi & Jenatabadi, 2014).

Exchange Rate Volatility

Forthe ERV we take real effective ER frrom international financial statistics. Different

scholars have included the Generalized Autoregressive Conditional

Heteroskedasticity (GARCH) into the ARCH family since Bollerslw (1986) proposed

it as a method to estimaE ERV (Barguellil et al., 2018; Ehigiamusoe & Lean, 2019;

Janus & Riera, 2015; Olamide eta1.,2022).

The method of conditions variance has the capacity to capture clustering volatility and

unconditional rpturn disfiibution with large tails by permitting changes over time due

to past erons (Ehigiamusoe & Lean, 2019; olamide et al., 2022).GARCH as a model



is helpful for modelling the fluctuation in the ER relative to conventional time series

and econometric models that work under the assumption of consturt variance

(Alagidede & Ibrahim, 2017; olamide d d., 2022). Additionally, the challenge of

estimating negative variance parameters in an empirical application for ARCH

prompted the development of an ARCH model extension with flexible tag stnrcture.

(Bol lerslev, I 986; Ifutusiime et al., 2016; Olamide d, al., 2022).

The conditional variance of the ER is descriH by the GARCH (1, l) as follows.

EXl - Bo +E?=rFtEXr_1* es (3.41)

(3.42)ol = 6o +El=tote?-r+ El=, gtor2_,

In equation (3.41) EXirepresent the cunent period ER and EXt+ rcpesent the one

period lag ER. or2 (volatility) shows the one period forward forecast of ER variance

on the basis of past information. or1. pervious volatility GARCH term and er1,

rplated to the previous information concerning the ARCH term. Hence, the eq (3.42)

is stated to the equation of conditional variance.

Trade Openness

TO is a measulE of how much a county is involved in inrcrnational trade, which

includes both exports and imporb of goods and senrices. It is calculated as a

percentage of ttre counfry's GDP. This measurpment helps us understand how much

the economy relies on globaltrade.

Importantly, this measurE does not specifically indicate whether a county has

lib€ralized trade policies or not. Instead, it focuses on the actual lwel of trade

happening and how opcn the economy is to international exchanges. The main aim of

using this measue is to understand how globalization affects a county's economic
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grcwth, rather than oramining the speoific trade policies in place. The measup of TO

is import plus orport as a percentage of GDP @reher, 2006; Iamsiraroj, 2016;

Zahonogo,20l8).

Intercst rate disparities, political constancy, economic pcrformance and monetary

policy ane factors that affect foreign ER. The level of TO wilt be dependent on the

country's trade policies, tariffs imposed, rrcgulations and trade agreements. If a

country has free trade ageements and low tariffs, they will have high levels of TO

even when their ER is unstable.

Countries may adop strategies aimed at incrcasing their TO through reduoing tariffs

as well as entering into international agreements without aiming at ensuring stability

in terms of the ER. In rplation to Intemational Market sentiments as well as

speculation that drive short term volatility in E& TO is generatly a long-term policy

outcome where changes take place slowly over time due to policy reforms and

international negotiations. So ERV and TO do not overlapped.

Financial Development

Numercus studies in literature use either single or both measurcs of FD which captur€

its impact on gowth either credit markets or stock markets. The measure of credit

market measure King and Levine (1993) and Berttrdlemy and Varoudakis (1996) find

that the banking sector development is a vital determinants of economic growttr. The

proxy of FD is DCTPSB (domestic credit to private sector by banks). This means it

measurcs how much money is lent by banks within a country compared to the overall

economic output of that country. When the domestic qedit levels are higho, it means

that people and business€s arc borrowing morc money frrom banks. This suggests that

there is a grcater dependence on the banking scctor for obaining funds and financial



support. Hence, we use the proxy of FD is DCTPSB (Chang et al., 2013; Grugul &

l,*rch,2014).

Control Variables

To generat€ precise estimation findings, we select the contnol variables in accordance

with the economic growth lircrature @ano, l99l; Barro, 1996; Lcvine & Renelt

1992). In their regression analysis, Levine and Renelt (1992) examined around 50

control variables to understand their relationship with economic growttr. They found

that certain variables wele closely connected to economic growth. These variables

include the initial income level of a county, domestic investnen! government

consumption, inflation, fertility rate, and life expectancy. These factors werp

identified as important indicators that affect the economic growttr of a counfiy.

In this sdy, we have included some taditional factors that are commonly associated

with economic growth. These factors include the logarithm of initial GDP per capita,

govemment invesfinent, government expenditure, and inflation.

The first confiol variable is ttre logarithm of initial GDP per capita, which is measurcd

il'$2017 prices. This variable serves multiple purposes in our analysis. Firstly, it adds

a dynamic element to our model, allowing us to examine any convergenoe or

divergence in tlre grourttr prooesses of the countries included in our sample. Secondly,

it provides insights into the initial economic conditions of the counties, which can

influence their subsequent growth pattcrns.

The second control variable we consider is physical capital, which is measured using

gross fixed capital formation as a percentage of GDP. The role of physical capital in

economic grcwth is emphasizd in various growttr models. Gross fixed capital

formation (GFCF) as a percentage of GDP is a proxy of domestic investnent as

92



higher domestic investnent stimularcs economic growth @anro, l99l; Mankiw et al.,

1992; Njindan Iyke,20l8).Including this variable allows us to capturc the importance

of physical capital accumulation in the economic growttr processes of the sampled

countries.

The third variable Genenal Government final consumption expenditur€ (GGFCE) as

perre,ntage of GDP as a poxy of govemment consumption although, the effect of

government consumption on growth is not wident in the liteiature. On the one hand,

the increase in government consumption leads to a crowding out and inefficiencies.

While, on the other hand, investnent in infras;nucturc and the legal framcwork

facilitates the pocess and stimulates growth @e llaan & Sturm,2000).

The fourth variable is life expectancy (LE) is the proxy of human capital and fifttr

variable is fertility rate (FR) is the proxy of population growth. Higher population has

inverse relationship with growth @reher,2006). Most of empirical studies considered

LE and FR not considering ageing issue so we follow the literature for considering

variables that's why we arp not adding ageing variable . All variables are converted to

logarithm tansformation. Macrceconomic variable extracted from the Penn World

Tables 10. By incorporating these confiol variables, we aim to gain a better

understanding of the factors that contiburc to economic growttr in our study.

3.5 Summary

This chaprter focuses on the methodological framenork used in our study. It includes

the theoretical connection betrueen the variables we are examining, the model we

were used to malyza them using suitable statistical techniques, and the description of

the data we have collected. We also explored the theonetical background related to our

93



main variables, which are ERV, TO, and FD, with a specific focus on their impact on

economic gfowttt.

We have created a basic gfowttr model that considers various factors that contribute to

economic growttr, such as investnent government consumption expenditue,

inflation, fertility rate, and life expectancy. In addition to these factors, we have also

included our main variables of interest: ERV, TO, and FD as independent variables.

We collected most of the data from the same source, but for some variables, we had to

use different sources depending on their availability and suitability. To estimate the

model accuately and address issues of endogeneity and ruerce causality, we adopted

a technique called Two-Srcp Sys.GMM, which is effective in handling these

problems.
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CIIAPTER 4

RESULTS AI\D DISCUSSION

This chapter is divided into four sections to address the main objectives of the study

and summarizes the key findings. First section of this chapter describes the

relationship between GLOB and economic growth. Second section ptsent the

channel of ERV in explaining the rclationship betrueen GLOB and economic growth.

Third section depicts the role of TO in oplaining linloges between GLOB and

economic gowth. The last section shows the impact of FD in explaining the

relationship between GLOB and economic growttr for developing countries.

4.1 Summary Statistics and Conrelation Analysir

From the summaty statistics Table 4.1 (panel A), it can be seen that over the period of

1980-2018, tlre descripion of the data contains the mean, standard deviation,

minimum and maximum value of each variable. All variables' data are average of 5-

year non-overlapping window. Average is considered as a meaurement of cenfial

tendency of whole set of the values of variable. As a measure of dispersion, standard

deviation demonstrates how each value varies from the variable's mean value. The

smallest and largest values in a data set are known as the minimum and manimum,

which provide insight into the range of data.

The mean value of GLOB is approximately 3.852 and the mean value of initial is

10.544. The averages of grourttr Q.220), ERV (2.125), TO (4.151), FD (0.570),
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inflation (-1.087), GFCF (-1.781), GGFCE (-1.760), fertility rare (l .245), life

expectancy (4.138). The standard deviation of initial is Q.2/2), GLOB (0.264), ERV

(l1.332), TO (0.503), FD (1.454), inflation (0.363), GFCF (0.494), ccFCE (0.525),

fertility rate (0.487) and life expectancy (0.16t).

The results of the correlation matrix are given in Table 4.1 (panel B). The rcsults

Ieport the coeflicient of explanatory variables. The conelation coefticient asscsses

whether there is a linear relationship between two variables. GLOB is positively

related to TO, FD, inflation, goyemment investnen! and life expectancy. While,

adversely conplated wiilr ftrtility rate. The Growth is positively correlated with most

of variables like as initial, GLOB, To, FD, GFCF, and negatively correlated wittr

ERV and GGFCE, ttre coeffrcient of corelation is small in case of initial.

The initial is negatively correlated with TO, FD, GGFCE, fertility rate and positively

correlated with GLOB and GFCF. The values of conelation coefficient of GLOB are

positively correlated to To, FD, inflation, GFCF, life expectancy and negatively

conelated with fertility rate. The ERV is positively correlated with GFCF and fertility

rate. While, negatively cotrelated with TO and FD. The TO variable is positively

correlated with FD, inflation, GGFCE, life expectancy are inversely associated with

fertility rarc.

FD is positively correlated to inflation, GFCF, life expectancy and inversely

conelated wittr fertility rate. Inflation is positively related wittr GFCF and wittr life

expectanry. Howwer, negatively conelated wittr fertility rat€. GFCF and GGFCE

both are positively corelated wi0r life expectancy and negatively correlated wittl

fertility rate.



In order to analyze the GLOB impact and its dimensions on eoonomic growth, two

models have been dwelo@ and employed for panel estimation techniques such as

Pooled OLS, Fixed-Effects (FE) have been used while to address the endogeneity

Sys.GMM models have been applied to each model3. The results of FEM given in

appendix. While, Sys.GMM results arc rcported in the main text as it is the most

appropriate estimation technique in or analysis.

4.20verull Globalization and Eonomic Grcwth

Table 4.2 illustratcs the relationship of GLOB and its different dimensions with

economic grolvth. The first column shows that ttre overall GLOB impact on economic

growttr. The second column show the impact of EGLOB, 3d and 4m columns show

the impact of SGLOB and PGLOB on economic growttr respectively.

The cocfficient of initial of GDP per capits is negative and significant which shows

the conditional convergence. Conditional convergence means that counfiies with

lower incomes have the potential to grow faster and catch up with higher income

countries. However, it does not mean that dl counties will become equally rich or

that the income gap will disappear completely. The speed and extent of convergenoe

can differ betrveen counties and depend on factors like the economic, social and

political (Cho et al., 2002; Mathur, 2005).

3 The fint modcl analyzcs the impact of ovenll GLOB on economic growth through FEM.
lhusman tcst suggcst that FEM model is appropriale in all models (GLOB and its all three
dimensions).



Table 4.2: Impact of Globalization and its Dimensions on Economic Gnowth by
using Tlvo step Sys.GMM

Variables Model
(1)

Ilflodel

Q)
Model

(3)
Model

(4)

Initial -l.gl6**
r0-013)

{.633**
(0-()47)

-5.130***
(0-000)

-2.074***
(0-000)

GLOB 0.015**
(0.01s)

EGLOB 0.022**
(0.()48)

SGLOB -0.033**
(0.013)

FGLOB 0.019+r*
(0.000)

INT -0.049r**
(0-005)

_0.077*++
(0.009)

-0.012
(0.718)

-0.010***
(0.001)

GX'CX' 0.034**
(0.052)

0.028***
(0.001)

0.(H9**
(0.025)

0.025**
(0.021)

GGX'CE -0.015rr
rc.0271

-0.010*+
(0.033)

_0.063*+*
(0.001)

0.051
(0.910)

rR. -0.026
(0-893)

-0.016
(0.892)

-0.013**r
(0.00s)

0.047
(0.889)

LE -0.023
(0.606)

0.010
(0-539)

0.030
(0.161)

0.030
(0.583)

Constant -E.E9l
(0.739)

3.465
rc.827f

66.429***
(0.007)

20.424**
(0.015)

X'-Strt 9l.82rr*
(0.000)

58.61r**
(0-000)

40.81r**
(0.000)

81.94r+*
(0.000)

Instruments 42 35 l3 39
AR(2)

P-value
-1.61

(0.107)
-1.31

(0.190)
-1.25

rc.2121
-1.14

rc.2521
Ifansen
P-value

4t.77
(0.169)

26.73
(o.479r

6.66
rc.2471

38.43
(0.168)

Obs 350 305 3s0 350
Countries 46 46 46 46

Note: Same as mentioned in hble 4.1, except GLOB is overall globalization, EGLOB is
economic elobalization. SGLOB is social clobalization and PGLOB is oolitical dobalization-

The coefficient associated with GLOB in column I is positive and significant which

indicates that GLOB pomotes economic growttr such as access to international

capial, emergence of ngw opportunities, transfer of technolory, improved

communication, enerry, the working envircnment, and quality of work. This finding

is in line with the following studies @ataka, 2019;Dreher, 2006;Gygli et al., 2019).
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In all four of the models the initial coefficient is negative and significant

demonstrating conditional convergence @amo, l99l; Chowdhary et al.,20ll; Levine

et al., 2000; Mankiw et al., 1992). The convergence is observed in GLOB and its all

dimensions (Villaverde &Mq,a,20ll). GLOB has a positive and significant impact

on economic growth in overall and its different dimensions except SGLOB.

Inflation in general has a significant and negative coefficient which means that it

hinders economic gowth. Inflation rpduces the purchasing power of money which

has a detrimental effect on oconomic expansion (Bataka 2019; Dreher, 2006;Gurgul

& Lach,20l4).In addition, the inflation ratc also encourages spending rather than

saving. When expenses are rising, people arc morc likely to acquire more products

before they become mor€ expensive because money placed aside for future usage will

be worth less, this discourages people fiom saving. Savings arc neoessary to increase

the quantity of money in the financial market @arro & Martin, 2OM).

According to important studies by Barro (1991) and Rahman et al. (2019), it is

anticipated that the variable GFCF would have a positive and significant impact on

economic growttt. firis means that it is predicted that the amount of money invested

in long-term assets, such as buildings and machinery, would have a beneficial effect.

The results of this study support those p,revious findings which arp the provision of

infrastuctural facilities and subsidies results in a positive effect for increased in

government spending.

The literaturrc indicates ambiguous, inconsistent about the association among

government consumption and economic growttr @rcher, 2006;Nyasha & odhiambo,

2019). Some studies contend that it creates an environment for economic actors to
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flourish and as a rcsult has crowding-in effects. Having a good infrastnrcture and a

fair legal system can help promote economic growth (flansson,2000).

However, some rEscarches claim that it has a defiimental influence on economic

gpwth because it crcates ineffrciencies, imbalances, and most importantly ctowd-out

private investment. Our rpsults support that higher government consumption

expenditure has a detrimental effect on economic growttr because the requirernent of

huge financing is generally fulfilled through heary taxes, internal and externd debts

in developing countries. This indicates that increase in the size of government leads to

inefficiencies.

Fertility rate is insignificant in all model except SGLOB that indicates a negative and

significant relationship betnreen fertility rate and economic growth. The rcason

behind this negative relationship is that it is difficult for developing counties to

afford the incrpase in per capita public orpenditure that is requircd to eliminarc

hunger, malnutition and poverty to ensurc essential seryices like health carc and

education.

Morcover, column 2and 4 of Table 4.2 respectively show that economic and PGLOB

have a beneficial effect on growth (Chang et al., 2013; Chang & L*,2010).

Howeyer, in column 3, SGLOB has a negative and significant impact on growth. Our

findings are in line with Kilic (2015) vicw that in comparison to SGLOB, economic

and PGLOB is morc beneficial fordeveloping countries.

4.2.1 lle-Facto Aspect of Overall Globalization and Economic Growth

Table 4.3 presents the findings of the de-frcto aspect of GLOB. The first column

indicates the influence of overall de-facto GLOB, while, the second, third, and fourttr
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columns display the effects of economic, social, and political de-facto aspect on

economic growth.

Table 43: Impact of De-facto Aspect of Globalization on Economic Growth by
using ltvo step Sys.GMM

Variables Model
(1)

Model
ol

Model
(3)

Model
GI

Initial -1.992**
(0.025)

-2.598***
(0.000)

-4.065**r
(0.001)

-2.355***
(0.000)

GLOB 0.013*
(0.051)

EGLOB -0.014**
(0.M2)

SGLOB -0.059*
(0.085)

PGLOB 0.015***
(0-00s)

INT' -0.01l**
(0.018)

-0.036*+
(0.029)

-0.M7
rc.232r

-0.012+**
(0.001)

GFCT' 0.031**
(0.049)

0.048***
(0.000)

0.050***
(0.009)

0.015*
(0.065)

GGFCE -0.025+r
(0.014)

-0.029**+
(0.001)

-'0.052***
(0.001)

-0.086**
rc.02

XR -0.020
(0.315)

-0.046+*
(0.023)

-0.094*r
(0.014)

-0.015
rc.6291

LE -0.003
(0.963)

0.03E
rc-ugl

0.012
(0.235)

0.088
rc.1221

Constant 26.356i
(0.095)

26.896
rc.27t}

21.623
(0.585)

18.291*r*
(0.002)

F-Stat 2.99+++
(0.000)

33.35***
(0.000)

4.05**f
(0-002)

5.38***
(0.000)

fnstnrments 39 l3 l5 4l
AR(2)
P-value

-1.35
(0.178)

-t.25
rc.212r

-0.67
(0.5M)

-0.93
(0.353)

Hanren
P-value

37.27
(0.203)

9.65
(0.140)

9.25
0.23sr

35.57
(0.348)

Obs 350 309 302 309
Countries 46 46 45 46
NoE: Same as mentioned in table 4.1 and table 42.

Overall de-facto and PGLOB have a positive and direct impact on eoonomic growttr,

but negative effects are observed for the de-facto aspects of economic and social

dimensions of GLOB.
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However, the political de-facto GLOB has a large magnitude and significant

coefficient rclative to the remaining dimensions and overall GLOB. Thus, our

findings validate that political de-facto GLOB holds greater importance in developing

countries.

4.2.2De'Jule Aspect of Overall Globalization and Economic Growth

Incrcased political de-facto GLOB conEibutes to enhanced economic growttr.

Inflation, government consumption, and fertility raG have a detrimental effect on

economic growttr, aligning with existing lit€ratur€ @arro & Martin, 2004; Bataka,

2019; Villaverde & lr/laza,, 2011). Economic growth is influe,nced positively and

significanfly by investnent and life expectancy.

The Table 4.4 strows the results of de-jure aspoot of GLOB on economic growth. De-

jure GLOB and its dimensions have a positive and significant impact on growth

except SGLOB which has negative effect. Thus, the magnitude of EGLOB among all

dimensions is highest. However, political de-jure is also highly significant to enhance

economic growttt. It shows that when developing countries have political stability

and implenrent suitable policies, it leads to an incrpase in economic growttr. The

conholvariables in de-jure analysis are significant and in line with the literature.
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Table 4.4: Impact of DeJune Aspect of Globalization on Economic Grcwth by
using Tlvo step Sys.GMM

Variables Model
(1)

Model
al

Model
(:!)

Model
(4)

Initial -1.972**
(o-0221

_9.474t**
(0.003)

4.661***
(0.000)

-1.540r*
(0.012)

GLOB 0.039**
(0.040)

EGLOB 0.059*r
(0.028)

SGLOB -0.069**
(0.023)

FGLOB 0.010***
(0.005)

INX' -0.042tt
(0.014)

_0.031***
(0.010)

-0.053
(0.107)

-0.038**
(0.013)

GFCX' 0.030**
(0.047)

0.014**
rc.027]-

0.069++*
(0.00r)

0.0171**
(0.02t)

GGFCE -0.022**
(o.o22r

-0.099**
(0.031)

_0.059***
(0.000)

-0.095r**
(0.005)

xR -0.018
rc3231

-0.014
(0.r46)

-0.012***
(0.00r)

-0.023
(0.544)

LE -0.023
(0.9s7)

-0.0t2
(0.600)

0.056
(0.601)

0.030
(0.6r l)

Constant 0.340
(0.988)

I l8.l8l
(0.357)

66.576
(0.145)

7.0?t
(0.250)

F-Stat 3.39**r
(0.000)

25.17***
(0.000)

34.67***
(0.000)

27.95***
(0.000)

Instruments 42 t5 l0 4t
AR(2)
P-value

-1.49
(0.137)

-1.58
(0.1l5)

-1.60
(0.109)

-t.34
(0.179)

Hansen
P-value

37.53
(0.3r r)

6.82
(0.448)

0.09
(0.955)

38.77
rc-22sr

Obs 350 263 309 309
Countries 46 46 46 46
Nob: Same as mentioned in table 4.1 and table 4.2.
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4.3 Globalization, its Dimensions, Exchange Rate Volatility and Economic
Growth

GLOB and ERV are related as stated in the introduction and in the literature rcview

section. Hence both reinforce each ottrer in orplaining the effect on economic growttr.

In this subsection, we use our baseline model that are equations 3.7,3.10,3.13, and

3.16 to describe and explain the direct empirical linloges among the variables. Two

estimators FEM and two-step Sys.GMM are employed in this cont€xt. In comparison

to FEM and two-step Sys.GMM estimates, the latter are normally considered to be

more reliable and robust. While, the estimates of FE are utilized as a benchmadC, our

main focus is on the anplanation of the two-step Sys.GMM estimates. Additionally, it

is crucial to note that while utilizing both estimatom, we use rcbust standard enors to

address the issues of heteroscedasticity and autocorelation, following (Newey &

West, l9E7).

Table 4.5 presents the results of analyzing the GLOB impact on economic growttr

using the two-step Sys.GMM method, with the focus on the channel of ERV. In first

column, the results of baseline arp shovm by adding ERV for overall GLoB. The

second column shows the results of the moderating role of GLOB and ERV in

explaining their impaets on growth. The third, fourth, and fifth columns show similar

results for the interactive effect of each of EGLOB, sGLoB, pGLoB and ERV

respectively.

I The rcsults of FEM arc given in the appendix. Whcre appemdix I repors the baseline resulb of eftct
of GLOB and its dimensions or oconomic gron{h. lVhile, appendix 2 r€pofts the rcsults relating of
GLOB_utd eonomic growttr with moderating rolc of ERV. Appendix 3, 4 and 5 prescnt similar rcsults
about TO and FD rcspcctively.
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After incorporating the variable of ERV in the model, initial is negative and

significant which shows the conditional converge,nces. The coeffrcients of GLOB are

positive and significant in the all dimensions of GLOB.
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It means that CLOB encourage economic growth. The ERV has a negative and

significant impact on economic growttr in case of GLOB and all its dimensions.

ERV refers to the fluctuations in a country's currency value in concerning its imports

and orports. When a country's currency is weaker, it becomes morc expensive to

import goods but cheaper for foreign buyers to purchase its exports, thus stimulating

etryort activity. Over time, the strength or weakness of a counfiy's currency can affect

its tade deficit. ERV may cause the delay in investnent in that case when there is an

ineversible invesfinent decision and higher cost of adjusfinent to ERV (Goldberg &

Kolstad, 1994; Ifutusiime et al., 2016). ERV may hinder the effect of economic

growt[ as there is an underdeveloped capial market and high macroeconomic

instability (Schnabl,2008). ERV impacts both the supply and demand sides of the

economy and has a harmfirl effect on long-term economic growttr (lbratrim et al.,

2016).

To assess how GLOB and its various dimensions affect economic growth while

considering the influence of ERV, we inhoduce interaction terms bctween GLOB, its

dimensions, and ERV. These interaction terms are r€prcsented by equations (3.E,

3.11,3.14, 3.17). we estimate it though two steps sys.GMM and the results are

given in Table 4.5. We use two spocifications; first specification includes main

variables like initial, GLOB, ERV and confiol variables. The second specification

includes the interaction term of GLOB, its dimensions and ERV. Both models meet

the AR(2) and Hansen J-test r€quircments, which are crucial for the validity of the

GMM results.

1(x,



4.3.1 Conditional Analysis of OveraII Globalization on Economic Gnowth at
Varying Lcvel of Exchange Rate Volatility

In order to ercmine the impact of overall GLOB on oconomic growttr through ttre

channel of ERV, we have taken the partial derivative of Eq (3.S) wittr respoct to

GLOB.

W= 0.899 -o.4osflRvtt (4.1)

It is evident fnom equation (4.1), both coefficients have the opposite signs. This

indicates that the ERV play a substituting role in explaining the GLOB relationship

with economic growth. The negative sign of an interactive term indicates that the role

of ERV weakens the GLOB and economic growth rclationships.

Table 4.6: Conditional Effect of Globalization on Economic Growth at Varying
Level of Exchange Rate volatility

Perccntllcs
ofERV

Model (1) Modcl @) Model @) Modcl (4)

P2S(Iow) 8.974t
(0-Origl

-0.304*
(0.083)

2.205|*
(0.0-18)

0.0585***
(0-00il

Pli0(Mcdium) 8.951r
(o_069)

-0.316f
(0.02r)

2.206.*
(o-ort)

0.0586fir
(0.00t)

P7s(Hlgh) 8.860r
(0_070)

-0361.*
(0.042)

2.207*.
(0.018)

0.05t7il*
(0_o0r)

Note: Same as mentioned in table 4.1.

At varying level of percentiles (25ttt,500t,75*) tt r coefficients of interactive term are

positive and significant in most of the models (overall, social and political GLOB) but

5 We have donc a similar analysis for dre dimcnsions of GLOB, including economic, social, and
lgLoB. For EGLOB, the coefficient of thc interaction tcrm is n.guirg indiding that ttr; presilce of
ERV wealcens the rclationship between GLOB and economic g;wft. itowever,-in ttre case of social
anj fclorr the sign ofthe inEraction Enn is positive, revcaliig that the rote oiBnv st"r,gtf,*. tn
relationship betwecn GLOB and economic gro*th



their magnitude is decreasing over the percentile6. This means that as ERV increases,

this leads to decrease the overall GLOB impact on eoonomic growttr.

Higher volatility in the ER may lead to decrcase in investment specifically foreign

investment as a result of higher risk premium and inteirst rates. Consumption and

invesfrnent decisions are also affected by higher ERV. It may inqease

macroeconomic volatility (Arratibel et al., 201l). Hence, we can conclude that the

impact of ERV weakens the linloges betrreen GLOB and economic growttr. In

second column, at varying level of ERV ttre sign of coefficients is negative but their

magnitude is decreasing over the percentile. Whereas, in 3d and 4s columns, at

varying level of ERV the signs of all coeflicients are positive.

4.3.2 DeFacto Aspect of Globalization, it Dimensions, Exchange Rate Volatility
and Economic Growth

Table 4.7 reprl the results of the impact of de-facto measuEs of GLOB, its

dimensions on economic growth. Initial is negative and significant in all cases which

shows the convergence which is consistent with pervious rcsult. De-facto measup of

overall GLOB and its dimensions have positive and significant impact except SGLOB

on eoonomic growth. ERV is negative and significant in all cases that show it hinder

the economic growth because ERV makes the economic condition unclear and

discourages investnent. Fluctuation in cunency rates has an impact on global

competitiveness.

The inflation rate, which is a measurc of macrceconomic instability, affects the

investor's decision to make an investnent. The investment decline has a detrimental

effect on the economic growth. Developing oounties have underdeveloped capital

6 The role of ERV weakens the rcluionship betrveen GLOB and economic growttr. Howwer, in the
case of SGLOB and PGLOB the sign of interactive tenn is positive which rweals that the role of ERV
sfengthen the relationship between GLOB and cconornic growth.
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market and high macrloeconomic instability. These results are consistent with the

literature (Barguellil a al., 2018; Dollar & Kraay, 2003; Janus & Riera, 2015;Morina

et al., 2020; Schnabl, 2008; Vieira 2013).

In order to examine the impact of de-facto aspect of GLOB on economic growttr

through the role of ERV, we have taken the derivative with respect to DFGLOBT.

ffi= 0.028 +o.oz3ERVt (4.2)

It is evident from equation (4.2), both coefficients have the same signs, this implying

that at higho ERV, the de-facto aspect of GLOB impact on economic growth become

stronger. The ERV moderating effects show that its plays a complementary role in

orplaining the de-facto relationship with economic growtht.

Table 4.t: Conditional Effects of De-Facto Aspect of Globalization on Economic
Gruwth at Varying Level of Exchange Rate volatility

Petcentile
ofERV

Model (l) Modcl (2) Modcl (3) Model (4)

ElS(Low) 2.t50+*
(0.0rE)

1.593r*
(0.0u)

1.t643*
(0.0%)

0.0302rt
(0.032)

P5l{Mcdium) 2.t51++
(0.0rE)

1.595r+
(0.023)

t.1649+
(0.0e3)

0.0307+.
(0.030)

P75(Htsh) 2.856*r
(0.0t8)

l.603rr
(0.023)

t.t675]
(0.0e3)

0.0329+r
(0.025)

Notc: Same as mentioned in tablc 4.1.

At varying level of percentiles (25t', 50rt, &75\ the coeffrcients of interactive tsrm

are positive and significant. Moreover, their magnitude is increasing over the

percentile. This implies that as ERV increases, it enhances the impact of the de-facto

aspect of GLoB on eoonomic growth. In other words, the influence of ERV

7 In chaper 3 we mentioned ttrat rve do similarly analysis for both aspccts of GLOB (de-facto and de-
jure). We did not mention their equations in the thesis that's why we don't mentioned equations
number ofboth aspects of GLOB.
t We have done same analysis for 0re all dimensions of GI,oB for de-fac.to aspects. Atl dimensions
also have similar resulB which show the ERV sfienglhen the rclationship betrveen de-frc.to aspect of
GLOB and economic growttr.



sfiengthens the connections betrreen GLOB and economic growttr. We also observed

similar results when examining different dimensions of GLOB in relationship with

economic growth.

4.3.3 De.Iurrc Arpect of Globalization, its Dimensions and Economic Grcwth:
Role of Exelange Rate Volatility

Table 4.9 presents the findings regarding the impact of the de-jure aspect of GLOB on

economic growth through ERV. The findings show that GLOB has a direct and

significant influe'nce on economic growttr, except for SGLOB when considering the

baseline models. However, GLOB is significant in all interaction models. Interactive

coefficient is significant in all models but in overall de-jure GLOB is negative.

However, all dimensions the coefficients are positive.

The inflation coeffrcient is negative and significant in all cases except EGLOB with

its interactive term. This shows that inflation has hindered the GLOB and economic

growth linkages. The coeffrcients of GFCF are positive and significant in most of the

models which show that government investnent boost the dc-jurc aspect of GLOB

and economic grourth linkages.
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To examine the conditional effect of de-jure aspect of GLOB and ERV on economic

gowth. We have taken the partialderivative with respect to de-jure GLOB which is

given below

P**"n=o'o3l{'ll3ERVig (4.3)

It is evident from equation (4.3), both coefficients have the opposite signs. This

shows ttnt ERV play a substitution role in explaining the of relationship the de-jure

aspect of GLOB with economic growth. The negative sign of an interactive term

indicetes that the role of ERV weakcns the de-jure aspect of GLOB and economic

growttr relationshipe.

Table 4.10: Conditional Analpis for DeJurc Aspect of Globalization at
Varying Level of Exchange Rete Volatility

Pcrccntilc of ERV Model(l) Model (2) Modcl(3) Modet (4)

El5(low) 3.157.*+
(0.002)

0.058rr
(0.035)

2.036t+
(0.025)

0.051li+r
(0.007)

P50(Medlum) 3.151++r
(0.002)

0.063**
(0.022)

2.038*+
(0.025)

0.0517fir
(0.000)

rr5(Hlgh) 3J26*ri
(0.003)

0.085ffi
(0.007)

2.044ri
(0.025)

0.0539fir
(0.00E)

Note: Same as mentioned in table 4.1

Table 4.10 presents the results of percentile analysis for de-jure aspects of GLOB

and ERV on eoonomic growth. At varying level of percentile, the overall de-jure

GLOB and is dimensions are positive and significant but in overall GLOB

magnitude decrcases over the percentile. Unlike overall de-jure GLOB, the

dimensions of de-jure GLOB magnitude increase over the percentile.

e We have donc same analysis for all dimcnsions of GLOB for de-jure aspect. But in all dimensions,
we found the same sign of cocfficients which shows the role of ERV sficngthen the de-jure GLOB
and economic gowth.



Eo
EES/l
a, !t
gn
-!

'

t3q=
o=
I

I

TF6c{t\co -,ror

rfi('t: I HEoo

*
*=
(\|C
9eo\

I

+(ta.<co -.,r
o!

is
E:o=

f.t (o\a
oc

otto-
oo

tsg

a
a)to
E

I
ra!
3Eqci

a

I I
+Nc art
FOoi
o!

!^A
=c a I

t
IC

-oqci
I

r=
SEo: gs

O\E6l \lie
oc

hF tc
aF

e=

E

OE

EE
=E

'

ts
3E EEoc

a

i=E=
B:o=

le
3e

I

+

+E
\-CO-i
o!

I

l=r-
tf=
ec
d-

T

KEqi
o!I

rrf,
q\o
?g

FUt
E\E
oo

l=
BE
N=

(,t

a)tto

=

i,e
B:
?=

I
ia\o=o-oe
d-

t -CioCcic
I t I

+
+E
-€9c
o!

I

t;*-
6t ilocd-

gc
qci
o!

NFNCtOroc H3?e
(noO\t
FO0
oe

c
c):
oat
gir
2E

.E

'

t\ crt

qE
oc

1-
A!rob
OE

I

t t

*

iEo;
?-

ie
-!io-oc
d-

I

roG
q,a
o;

(ntq v'l
oe

afiq:i
?e

€\ao\ c{qoqoe
O\C
u'l t
O('oc

$8v)-
odg

GI

atEo

=

IEttl c?-

lar-
a-oo
d-

I I

l

r.Ei\cqci
I

I I I

I

I.Ebeqd
I

l=r-
tf=N-ocd-

c0q;

"e
t1 \Eococ

o6
a"t !qt'l
oc

!^
8EOY

=e
Ec

rEvI
a, a)

l:r2Eti
'

SE
ct ci

iecn=
ocd-

I I

l-
t(rlu't coi
ev

ic
EIo=

a I

+
+66eioqc
ov

I

Iraro a.
-Co-l
o!

8fiqN
?g

T\Eoa.
FCo -,,1

9!

orCtt€q'1oc

Q-

EE
SE

a)€o
=

*
* lr.1
oC
6Cv! ci
O!

I

\aoqd
ov

I

se
a I I

*
*CECa\cqd
O!I

ic
3e

ha
E5?s

too
o arl
eo

tcri lrl
O..
oc

s6ioc

,
aa

lla
L
a

a E
oJ(,

E
oJ(,
H

E
oJ(,o

E
o
tI(,
!.

p

a
tr.I
tr
o
rI(,

a
FI
EI
o
r1I
EI

o
FIn
orI(,
a

o
H{
tr
3Ig Iz

h
(J
E()

Ho
ts(,
(, I

H
HtI

I
O

oo

E
Ha
(J
d
a
ELq)
IO
o
B
Fi
EO
A
o

EI
tI
E
I
6)ro
!)
EcL
H
lH
o
6)
-
I
6E(J
€)E-E
!D

e!.F
!I

'e(,
TJ

Eo
Ao
C'
f.t
E
o
eo
Ic
N

=c!o
(,
lai
o
-taca
-Il.{
Ji
F{

!i
6)
EIc
H



o
N

ie
Us

o
c.l

GlE
-.o?d

t('t<taNO

o*
N

tat
t

letd
l.cln
IE
IHt>
IEI!
IElo
IE
laIEto
l0
IEto
I.EIE
lpIE
lg
l.a
lElo
l3
l(,
l.c

l'oF
-9
e
o

o
vl

0g
a,

E
Bg
.9rtl
at
ol

El
8txlot
6ll
rl
ol

3lslEIdt
-ltll
ol

EI
.sl
EIEIot
EIot
EI
sl
ol
EI
arrl..t
sl

l=*=\O=O\Y
-to

o\N
Cir
€F

+E
g\ 9!

:E;-g c.,l
(f

l'I
tl

i=
bE
-:o
=

t qF
oci

rtr I.r! E(nci
ra
FN

la.i
!l

ia
N=
6-

he
avl SG

":

or!nuN -l

v'l
E
C.l

lr1
t

l=*-cr=

ee
t
arl

€t
.O

€ at\

ci'1f.l o

rr'lF
c',1

u'l$

ie
Se

otf i$'g
t"t I\€-
vtC
a.t O

*
N

lat

qE
Se

t
\o€
rO

to
t lat
ciedto

cEN
rr.lt

i=+)<\o=
Se

tvl
9F:Ci
rC

t\Ftra
Yi ''l.ag

ra
F

\at

c
aIE

g
E
!)

E
0

oAl
s]?
411<t

Eg
E?
ET

o
!

.gL3
a
6



4.4 Overall Globalization, its dimensions and Economic Growth: Role
of Trade Openness

Table 4.1I present the impact of GLOB on ooonomic growth by through the channel

of TO. Table column includes the rcsults of baseline and interactive models for

overall GLOB and its dimensions. The results of two step Sys.GMM suggest that the

coefficient of initial level of GDP per capital is negative and significant which

means that the all models show convergence. The coefficients of GLOB are

significant in all models but in most of the models it is positive and, in few models,

it is negative like as inteiactive term of EGLOB and SGLOB.

Our estimation findings indicate that tade may be detrimenal to growttr when a

nation has a focus on low-quality goods but once a nation has an emphasis on high-

quality goods and their export portfolio meets a certain standard of quality, trade has

benefits for growth (Huchet-Bourdon et al., 2018).

The 2d column of table shows ttrat the results of interactive term of GLOB and TO

model. The results suggest that GLOB and TO are positively and significantly

associated with growth. Like u lo/o incrcase in GLOB and TO leads to an incrpase

growth by 1.9 and 5.4 percent respectively. In comparison to both, TO has more

impact on oconomic growttr as compared to GLOB. These results are consistent with

(Kim & Lee,20l2; Yucel, 2009). The remaining variables sign are consistent with

literature. The same analysis has been done for the dimensions of GLOB. The

results of base line model for all dimensions arp consistent with overall GLOB

except SGLOB. TO in casc of SGLOB boost up the economic growth.

LzL



4.4.1 Conditional Analysis of Overall Globalization on Economic Growth at
Varying Lerrel of Trade Openness

In order to investigate the influence of overall GLOB on economic growth through

the channel of TO, we analyzed the derivative of Eq (3.20) with rcspect to overall

GLOB.

W= o.o1e - o.ool?oit (4.4)

It is wident fiom equation (4.4) bottr coefficients have the opposirc signs. These

findings reveals that a partial increase in Eade openness crcales an overall GLOB

inverce relationship wittr economic growth.

Table 4.12: Conditionel Effects of Overall Globatization on Economic Grcwth

atVarying Level of Trede OPenness

In other words, ttrey can partially replace each ottrer in their impact on economic

growttr. The negative sign of an interactive term indicates that the role of TO

weakens the de-jure aspect of GLOB and economic growth relationshipto.

In Table 4.12 presented thc results of pocentile analysis for overall GLOB and TO

on oconomic growth. At varyrng level of pe,lrentile, the overall GLOB and its

dimensions are positive and significant but in overall and in PGLOB its magnitude

o We have done same analysis for all dimensions of GLOB for the analysis of overall GLOB. But

in alt dimensions, we found the opposite sign of coeflicients for overall GLOB and its all
dimensions which shows the role of TO weaken the relationship between GLOB and economic
growth.

Percentlle Model(l) Model (2) Model (3) Model (4)

HlS(Inw) 0.137**.
(0.005)

-0.0r3
(0.683)

0.006
(0.773)

0.057t*
(0.026)

P50(Mcdium) 0.112*+
(0.0r4)

0.025
(0.404)

0.038
(0.r25)

0.04t**
(0.036)

P7s(Hish) 0.0t3*
(0.073)

0.073*r
(0.042)

0.077i*
(0.01e)

0.036.
(0.0t4)

Note: Same as mentioned in hble 4.1.



and significance decrcase over the percentile. However, in EGLOB and SGLOB the

magnitude incrpases over the percentile. Both are significant at a higher level which

is at 75ft percentile.

4.4.2 De-X'acto Aspect Gtobalization, Trade Openness and Economic Growth

The rpsults presented in Table 4.13 show the impact of de-facto aspect of overall

GLOB on esonomic growttr. The coefricient of GLOB in all models (base line and

interaction) are positive and significant which shows that it leads to an incrcase the

economic growttr in overall and its nnro dimensions. The coeffrcient of TO is

negative and significant which is in line with the overall GLOB. Inflation is negative

and significant in all models. Morcover, the government invesment is positive and

significant in all models. Govemment consumption is negative and signifioant in all

cases except SGLOB.

We have taken the derivative of equation with r€spect to overall de-facto GLOB, in

order to examine the impact of de-facto aspect of GLOB on economic growth

through the role of TO.

Y***= 0.067'o'oo5Toit (4.5)
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It is evident frrom equation (4.5), both coefficients have the opposite signs. This

shows that partial increase in trade openness leads to inverse effect of de-facto

aspect of GLOB on eoonomic growth, TO play a substitution rcle in explaining the

relationship of de-facto GLOB and with economic growth. The negative sign of an

interactive term indicates that the role of TO weakens the de-frcto aspect of GLOB

and economic growth relationshipl l.

Table 4.14: Conditional Elfects of De-Facto Aspect of Globatization on
Eoonomic Grcwth at Varying Level of Trade Openness

Perccntilc
ofTO

Modcl (1) Model @) Modcl (4)

EZ5(Iow) 0.043+*
(0.047)

0.051+*
(0.0r5)

0.03E*r
(0.0r3)

P50(Mcdiun) 0.033
(0.r 12)

0.036*
(0.073)

0.031**
(0.02e)

P7s(Hish) 0.020
(0.338)

0.018
(0.438)

0.0221
(0.r00)

Notc: Same as mentioncd in table 4.1.

In Table 4.14 presented the results of percentile analysis for de-facto aspect of

GLOB and TO on economic growtlr. At varying level of percentile, the overall

GLOB is going to insignificant and magnitude is decreasing over the percentiles.

However, in the case of PGLOB in its dimensions the coeffioients are positive and

significant and in case of SGLOB its magnitude and significance decrease over the

percentile.

11 We have done a similar analysis for the two dimcnsions of GLOB, namely social and political.
InErestingly, we discovered thd the cocfficicnts for overall GLOB and its dimensions had opposirc
signs. This 

-suggcsB 
thd TO wcakens the relationship bctwccn GLOB and economic hwthspecifically for dweloping counEies.

L26



4.4.3 DqIure Aspect of Overall Globalization, Trade Openness and Economic
Growth

The rpsults for De-Jure aspect of GLOB on economic growttr forthe channel of TO.

GLOB have a direct and significant impact on economic growth for overall GLOB

and its dimensions in all base line. However, in interaction models the impact of

interaction term is positive and significant except EGLOB. It indicates that the

rcstrictions and trafric have a negative impact on economic growttr. The coefficients

of TO have a negative impact on economic growttr which is consistent with the

overall CLOB model. Inflation has a negative and significant impact on the

economic growth, and this is similar wittr the prior studies. Government invesfnent

has a direct and significant impact on economic growttr.
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In order to eromine the impact of de-jure aspect of GLOB on oconomic growttr by

considering the role of TO, we have taken the derivative with respect to de-jure

GLOB.

ffi= 0.061 -o.oo6Toh (4.6)

It is evidcnt from equation (4.6), both coefficients have the opposite signs. This

shows that the TO plays a substitution rcle in explaining the relationship of de-jure

GLOB with economic growth. The negative sign of an interactive term indicates tlrat

the role of To weakens the de-jure aspect of GLoB and economic growth

relationshipl2.

Table 4.16: conditional Effects of DeJure Aspect of Gtobalization on
Economic Grcwth at Level of Trade

Pcrcentllc of T0 Modcl (l) Modcl @) Model B) Model (4)

P25(I.ow) 6.144**t
(0.000)

-0.005
(0.7n)

1.4ilr
(0.084)

0.091*++
(0.000)

P5l(Medlum) 6.132t]+
(0.000)

0.0t9
(0.2n)

l.4ggr
(0.082)

0.069+*+
(0.000)

P7s(High) 6.116.il
(0.000)

o.(Ng*r
(0.020)

l.4g7r
(0.080)

0.043+**
(0.007)

Notc: Sarne as mentioned in table 4.1

In Table 4.16 presentcd the results of percentile analysis for dc jure aspect of

GLOB and TO on eoonomic growttr. At varying level of percentile, ttre de-jure

overall GLOB and de-jure PGLOB have a significant impact but its magniurde is

I_Y: 0g same ualysis for thc dimensions of GLOB for de-jure aspect. In overall GLOB urd
plQe lave opposiE sign which show that TO weaken the relitionshii U*ween De-jure aspect of
GLOB. HowcYer, in thc case of cconomic and PCILOB have same sign which indiiatcs Ur"t fO
shcngthm the li*age bctwccn dc-jurc GLOB and economic growth.



decreasing over the percentiles. However, de-jure sGLoB significance

constant over the percentiles. While, EGLOB is significant over the percentile.

4.5 overall Globalization, its dimensions, Financial Development and
Economic Growth

In the last objective we have analyzed the GLOB and economic growth linkages

through the channel of FD. For this purpose, we introduce the interaction of GLOB

with FD. Table 4.18 presented the results of linloges betneen GLOB and economic

gtowth by adding the variable of FD.

In first column of the table shows the impact of overall GLOB, FD and control

variables on eoonomic growth. 2d column of the table shows the results of the

interactive model of ovelall GLOB with FD. 3d column of the table shows the

impact of EGLOB, FD and conhol variables on economic growth. The 4h column

shows the interaction of EGLOB with FD. The 5m and 6tr columns of the table show

the impact of SGLOB with interaction of GLOB and FD respectively. 7h and 8h

column show the results of the impact of PGLOB and interaction wittr FD

respectively.

The coefficient of initial is negative and significant in all models which show the

conditional convergence. The coefficient of overall GLOB is positive and significant

which shows tlrat overall GLOB enhances the economic growth. The findings show

that GLOB significantly influences eeonomic growth. The estimatcd GLOB

coefficient has apositive sign, as would be predicted.
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This outcome is in line with the arguments made by Stiglitz Q004) and Mishkin

(2009), who contend that GLOB can be a significant driver of economic growttr.

The results indicate that FD has a significant influence on economic growttr. The

coeffrcient of FD is also positive and significant which shows that well dweloped

FD boost the economic growth.

The coeffrcients of FD in all base line models are positive and significant which

depicts the developed financial system enhance the economic growth, by

increasing the saving rat€, mobilizing and pooling nesources, producing

investment information, facilit*ing and encouraging the inflows of foreign

capital, and opimizing capial allocation, it promotes economic growth through

technological advancement and capital accumulation.

According to economic theory, the grouttr of the financial sector is faciliated by a

well-organized financial system. In order to encourage economic growth, the

accumulation of physical capital, economic effrciency, and financial rcsources ane

distributed to manufactuing sectors in an organized financial system (Abbas et al.,

2022).

Inflation negative and have a significant influence on economic growttr which

depicts that inflation hinder economic grouth. The government invesfinent

coefficient has a significant impact on economic growth, which indicates

investnent boost the economic growthl3. To ensurc the accuracy of the GMM

rpsults, all estimated models meet the requirements of AR (2), and Hansen J-test.

a Wc have done the samc analysis for thc three dimensions of GLOB.
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4.5.1 Conditional Analysis of Overall Globalization on Economic Grcwth at
Varying Lcnel of Financial Development

In order to analyze the impact of overall GLOB on economic growttr through the

channel of FD, we have taken the derivative of equation (3.32) with respect to

overall GLOB.

W= 0.065 -o.t66FDt

It is evident frrom equation (4.7), both coeflicients have the opposite signs. This

shows that that a partial incrcase in FD explains a GLOB inverse relationship with

economic Sowth. FD play a substitution rcle in explaining the relationship of GLOB

with economic grounh. The negative sign of an interactive term indicates that the role

ofFD wealcens the overall GLOB and economic growttr relationshipta.

Overall, ttre findings of conditional effects show that GLOB has a boosting impact

on economic growttr at different levels of FD. FD promotes growttr in developing

counties. FD has an impact on growth via productivity growttr and capital

accumulation (Beck & Levine, 2004;Calder6n & Liu, 2003; Masten et al., 2008).

Table4.lt: Conditional Effec{s of Globalization on Economic Gnowth at
Varying Lerrel of Financial Development

Pcrccntilcs of
FD

Modcl(l) Modcl (2) Model @) Model (4)

P2sfl.ow) 6.522i1r
(0.002)

0.090.+r
(0.000)

2.33trr
(0.036)

-2J33rl
(0.025)

P50(Medium) 6.513r+r
(0.002)

0.077i1r
(0.000)

2.327**
(0.037)

-2.llg*|
(0.025)

P7s(Hish) 6.499]]]
(0.002)

0.059il*
(0.000)

2.310]t
(0.037)

-2.09t**
o.0271

Note: Same as mentioned in table 4.1.

il We do same analysis for the dimensions of GLOB. In overall GLOB and PGLOB have
opposiE sign which show that TO weaken thc relationship bewcen Dc-jure aspoct of GLOB.
HowEver, in the case of cconomic and FGLOB have samc sign which indicates that TO
strengthen thc linkage betryeen de-jurc GLOB and economic gfowth.

(4.7)



The conditional impact of FD is shown in above table at the 25th, 50ttr, and

75th percentiles. At varying level of percentile, in the overall GLOB, EGLOB

and SGLOB the coeflicients of percentile arre positive and significant but

magnitude decrpase over the percentile. However, the coeffrcient of pGLoB

has a significant and inverse impact but its magnitude is incrpasing over the

percentiles.

4.52 rleFacto Aspect of Globalization on Economic Growth at varying
Level of X'inancial Development

To assess the de-facto aspect of GLoB on economic growttr by including the

FD variable, and the rpsults are reported in Table 4.20. Acqrding to

sys.GMM, initial is negative and significant which show convergence. The

coeflicient of de-facto aspcct of GLOB is direct and significant which show

that the actual flow of GLOB inqpases cconomic growttr. FD is also positive

and significant which show that it plays an important role in boosting economic

growth. The inflation coefficient is inverse and significant which show the

negative relationship between GLOB and economic grourttr. However, the

govemment investment has direct and significant influence on growthls.

t5We have done the same analysis for de frc'to aspect for the dimensions of GLOB and find the
same results like overall dc-fasto aspects of GLOB except PCILOB because its show that de-
frctor PGLOB hinders economic growth.
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To examine the impact of de-frc"to GLOB on economic growth through the channel

of FD, we take the partial derivative of equation with respect to de-facto GLOB.

ffi= 0.119 - O.O18FD,t (4.E)

It is evident frrom equation (4.8), both coefficients have the opposite signs. This

shows that the FD play a substitution rcle in explaining the relationship of de-frcto

aspect of GLOB with economic growth. The negative sign of an interactive term

indicates that the role of FD weakens the overall de-facto GLOB and economic

growttr rclationship 16.

Table 4.20: Conditional Efrects of DeFacto Aspect of Globalization on
Eoonomic Gnowth at Varying Level of Financial Dwelopment

Percentlles of FII Model(l) Model (2) Model (3) Model (4)

EZ5(I.ow) 0.102fi*
(0.0u1)

0.053r
(0.065)

1.865r*
(0.044)

4.23lrri
(0.007)

P50(Mcdium) 0.092il*
(0_002)

0.042f
(0.080)

1.859**
(0.0'14)

4.203lri
(0.007)

P7s(HigD) 0.076r++
(0.003)

0.026
o.t77l

1.t50+r
(0.044)

d4.15t*+.
(0.007)

Note: Same as mcntioned in table 4.1.

In Table 4.20 presented the rcsults of percentile analysis for overall de-facto

measune of GLOB and FD on economic growttr. At varying level of percentile, in

the overall GLOB, EGLOB and SGLOB the coeffrcients of percentile are positive

and significant but magnitude decrease over the percentile.

s Samc analysis has done with thc dimcnsions of GLOB for dc-fas'to aspocts. Thc resulc also follow
thc same pattcrn as overall de-facto GLOB. Sq all dimensions of GLOB and FD play substitution
role in clglaining the relationship with cconomic gtowth.
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However, the coefficient of PGLOB has a negative and significant impact but its

magnitude is incleasing overthe percentiles.

4.5.3 DeFacto fupect of Globalization, and Financial Dwelopment

on Economic Growth

To examine the impact of de-jure GLOB on eoonomic growttr. The results of this

aspect are presented in Table 4.21. Ttre coeffrcient of initial is negative and

significant which shows the conditional convergence. The coeffrcient of GLOB

shows that the overall de-jure GLOB increases economic growth. Moreover, the

coefficient of FD is also positive and significant.

To analyze the impact of de-jure aspect of GLOB on economic growttr through the

role of FD. We take the partial derivative of equation with respectto de-jure GLOB.

ffi= 0.019 -o.z4sqDtt (a.9)

It is evident from equation (4.9), both coefficients have the opposite siglrs. This

shows that the FD play a substituting role in explaining the relationship of overall

de-jure aspect of GLOB and with economic growttr. The negative sign of an

interactive term indicates ttrat the role of FD weakens the overall de-jure aspect of

GLOB and economic growttr relationship.
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Table 4.222 Conilitional Effec8 of DeJure Aspect of Globalization on
Economic Gnowth at Varying Lerrel of Financial Dwelopment

Pcrccntlle of
FI)

Model (l) Model (2) Modet (3) Model (4)

825(Iow) 0.096*r*
(0-o(nt

0.215ilr
/o-o(n)

2.l2l.l
too))l

1.639**r
(0.008)

P50(Mcdium) 0.083***
(0-0m)

0204il+
(0_000)

2.1 l0*r
(o_0221

1.633+++
(o oon)

P7s(Hlsh) 0.052+rr
(o_oo7)

0.187+.*
(0-000)

2.094..
(0.023)

1.624*tr
(0-0001

Note: Same as mentioned in table 4.1

To access the results percentile analysis for overall de-jure aspect of GLOB

and FD on economic growth presented in Table 4.22. At varying level of

percentile, in the overall de-jure aspoct GLOB and its three dimensions the

coefficients of percentile are positive but its magnitude decreases over the

percentile.

4.6 Summary of the Chapter

To sum up, this chapter comprehends the empirical results and discussion. First, it

shows the summary statistics and correlation analysis which indicates the

relationship among the variables. Next, we examined the impact of GLQB, its

dimensions and its aspects on growth through FEM and Sys.GMM. We just r€port

the results of Sys.GMM in main text and ttre results of FEM is given in appendix.

First, the rpsults support the view that GLOB and its dimension boost growth but de-

facto sGLoB, de-jure sGLoB and de-facto EGLOB hinders the growttr.

second, the impact of ERV in explaining the association among GLoB and

economic growttr depicts that ERV have inverse and significant influence on growth

due to many neasons such as uncertainty which leads to risks, reduce

competitiveness, ttduction in FDI, and inefficient allocation of resources. Further,



the results of first moderating term show that it weake,ns the linkages between

overall GLOB and growth. However, the results of both aspect of GLOB show that

ERV as moderating effect strengthen the relationship betrneen GLOB and growttr.

Moreover, this impact is stnonger in de-frcto aspect of GLOB. However, the impact

of ERV on real flows tends to more immediate and visible, as it directly affects the

prices, competitiveness, and risk perception of intemational trade and investnent.

Similarly, the impact of TO on economic growttr has also been analyzed.

Additionally, the results indicates that overall GLOB, its all dimensions, and both

the aspects show that TO has a negative and significant impact on economic growtlr

for developing counties except the overall political dimension and de-jur€ PGLOB.

The adverse effect of TO on economic growttr is due to different r€asons developing

counties often rely on the export of raw materials and agricultural products,

unfavorable tetms of trade, and face challenges in competing with more advanced

and technologically sophisticated economies. The tesults show that TO weakens the

relationship between GLOB and economic growth in all dimensions and both

aspects.

Further, we examine the impact of FD on economic growttr. The results show that

FD has a direct influence on oconomic grourttr in all dimensions and both aspects of

CLOB. A welldweloped financial system is important for growth because it

channels money for individuals and businesses, manages risk, and effrciently uses

Itsoupes. However, the results suggest that the role of FD weakens the relationship

between overall GLOB and economic growth. Moreover, similar results have been

found for its all dimensions and in bottr aspects.
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CIIAPTER 5

CONCLUSION AI\ID POLICY
RECOMMEI\DATIONS

This chapter summarizes the study's main findings and suggests policies based on

those findings. The first section pr€sents the conclusion drawn from the study, while

the second scction outlines the policy recommendations that arise from our analysis.

5.1Main Findings

This study examines how GLOB and its dimensions affect the economic growth in

the selected developing countries by differentiating betrveen GLOB's de-jure and

de-facto aspects for the ERV To, and FD channels through dynamic panel

Sys.CMM. Our analysis results align with the lircrature, which shows that GLOB

pomotes economic growth. Our first objective's rpsults depict that economic and

political dimensions positively and significantly impact economic growttr, but the

social dimension negatively impacts economic growttr.

In confrast to the literaturc, we have distinguished both GLOB's aspects for

developing countries. The analysis of the de-facto aspect rcveals that GLOB and its

political dimension boost grourlh, whercas the economic and social dimensions of

GLOB hinder economic growttr. In de-facto terms, tlre positive rcsults are morc

ponounced for GLOB and PGLOB. It indicates that as actual international flows

incrcase in EGLOB and SGLOB, they restrain growttr. The de-jure aspect of GL9B,

consisting ofpolicies and conditions, reycals ttrat GLOB positively and significantly

impacts grourttr except for de-jure SGLOB. The results of de-jure measurEs arE morc

ponounced in overall GLOB, EGLOB, and PGLOB. Politically connected counties
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have fewer institutional barriers to trade in products, services, and financial flows,

and on ayerage, they build their economies rapidly.

The second objective of our study was to analyze how GLOB, its dimensions and

its aspects affect economic growth through the ERV channel. The findings indicate

that ERV hurts economic growth for various rcasons. These rEasons include

incrcased uncertainty which leads to rish rcduced international competitiveness, a

rcduction in FDI, and higho ERV leads to inefficient allocation of resources.

Further, the rpsults show that the role of ERV weakens the relationship betwee,n

overall GLOB and economic growttr.

The resulb of both aspects of GLOB also show that ERV has a negative impact on

economic growttt for overall GLOB as well as for all dimensions of GLOB.

However, the role of ERV in both aspects shows that ERV strengthens the

relationship betrreen GLOB and growth. Morpover, the impact of ERV on the said

relationship is sfionger in the de-facto aspect of GLOB. ERV can have significant

impacts on rcal flows. Restrictions or controls on capital flows can also influence

the movement of capial acrcss borders. However, the impact of ERV on rcal flows

tends to be monc immediate and visible, as it directly affects the prices,

competitiveness, and risk perceptions of international trade and invesfinent.

Our third objective of the study focused on the second channel, TO. The results

show that overall GLOB, all its dimensions, rrd both aspects show that To

negatively and significantly impacts economic growth for developing countries

orcept for the overall, political dimension and de-jure aspect of pGLoB. The

advelse effect of TO on economic growttr is due to several rcasons. Developing

counties often face challenges in competing with morc advanced and
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technologically sophisticated economies. Dweloping countries rely heavily on the

export of primary commodities like raw materials and agricultural products. TO can

result in dweloping countries facing unfavorable terms of trade, where the prices of

ttreir exports decline relative to the prices of their imports. This can lead to a

deterioration of their trade balance and reduced income from orports, which can

negatively affect economic growttr. Furttrer, the rcsults suggest the role of TO in

explaining the relationship betrreen GLOB and economic growth. The rcsults

support that ttre role of TO weakens the relationship between GLOB and economic

growth in all dimensions and both aspects.

Our last objective is the analysis of the impact of GLOB on economic growth

through the channel of FD. The impact of FD is positive and significant for overall

GLOB, in all dimensions and both aspects of GLOB. Having a shong financial

system is very important for making the economy grow. Because it helps people and

businesses get money more easily, use rcsounoes effrciently, invest in new ideas,

manage risks, and saye money. Additionally, ttrc percentile analysis shows the role

of FD in the relationship betrreen GLOB and economic growth. The rpsults suggest

that the role of FD weakens the rplationship between overall GLOB and economic

growth. Morcover, similar rpsults were found for all dimensions and in both aspecs.

5.2 Policy Implications

According to t6e findings of this study, this research gives these recommendations

based on rcsearch findings and can help individuals, investors, lenders, and

policymakers in their decision-making Prccesses.

This study supports the view that GLOB clcates a conducive environment for

growth in developing countries. Dweloping counties need to improve their



participation in trade and FDI. PGLOB improves through participation in the

political decision-making prooess in the context of the international arena. This

study also rcveals the rigidity of the institutions and policies in developing countries

that govern GLOB. The orientation of the economic policies of emerging counEies

towards GLOB, particularly in terms of social and PGLOB, must be rpassessed to

pomote gtrowth. Mor€over, for de-facto GLOB actions to miror de-jure GLOB

efforts, these countries must closely monitor GLOB policy implementation.

Developing countries should focus on polioies that contnol and keep their ER less

volatile, which means avoiding sudden and unpredictable changes in the value of

their currency compar€d to other curencies. Governments should also focus on

improving their economy by keeping inflation low, managing money efficiently, and

making changes to shengthen their country's economy. These steps can make

developing countries less vulnerable to sudden changes in ER. It is also important

for countries to expand theirtading partners and support industies within their own

counties. By selling more goods to different counfiies and not relying too much on

one country or cutrency, in this way, developing counnies can reduce the negative

effects of ER changes. ovcrall, a combination of stable ER, a stnong economy, and

diverse trading can help developing counffies deal with problems caused by changes

in ER and have steady economic growttr.

Developing countries that heavily rely on a small number of primary products or

low-value goods ane generally expected to be morp vulnerable to the negative effects

of T0. The policymakers should prioritize diversifring their economies by

encouraging the growttr of new industries and sectors, which in turn rcquires

investment in education and training, improving infrastructurp, md promoting

innovation and technological progrcss.



Developing countries should focus on increasing productivity, investing in research

and development" upgrading infrastructure, ffid creating a business-friendly

envircnment to make their domestic industries more competitive. They should also

address market failures, such as limited access to credit for small businesses or lack

of information, by implementing policies that provide credit and financial services

to small businesses, promoting transparency, and supporting institutions that protect

property rights and enforce contmcts.

The policymakers should make an appropriate policy that improves the financial

institutions to promote transparcncy, accountability, and good governance. The

government should enforce stict supervision and risk management pmctices to

maintain the financial system's stability. Investing in secure payment systems to

reduce transaction oosts and enooumge economio activity is also essential.

Govemments can promote a culturp of saving and investment by offering ta.r

incentives, establishing pansion schunes, and introducing investment-friendly

regulations. Developing capital markets, embracing financial innovation and

technology, and tlreir effective regulation can athact investors and boost economic

activrty. Esablishing regulatory fiameworks that align with international standards

and conducting regular assessments to ensurc effectiveness is neoessary.
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12.57]i+
(0_000)

11.79*i*
(0_0m)

Hrusmrn 31.28fir
(o ofn)

27.56***
ro-ofl)t

51.59rlr
(o-om)

9A32i|*
(o-000)

Brrsuch prgen 259.86r+.
(o-o00)

273.14i.r
(o_0001

248.49r.]
ro-om)

226.A*.
(0-(m0)

Obc 2U 2il 3o!) 2il
Countricr 46 6 46 46

Note: Same as mentioned in table 4.1 and table 4.2.

Table A,3: Impact of De-Iurp aspect of Globalization on Economic Gnowth by using
Fixd Effect Model
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Table A5: Conditional Elfects of Globalization on Economic Growth at Varying Level
of Exchanse Rate V
Pcroentllc Model (l) Model(2) Modcl (3) Modcl (4)
Hl5(Iow) 0.250*r+

(o oool
6.495*+*
ro ofxl)

0.150r++
(0.000)

0.1256ll*
(0_000)

P5ll(Mcdium) 0.251r*.
ro_ofit)

6.489il+
(o ooo)

0.15Irrr
(0.0m)

0.12571*]
(0-000)

HIs(High) 0.253r**
(0_000)

6.464].]
(o-orm)

0.152+*r
(o-otn)

0.1258***
(0_0m)

No&: Same mentioned in able 4.1.

172



an
I\

!lto
E
3
ta

€
ts]
E
a)x
tr

E

^.9
9Eg6
EE

!

+
ret/r c(\tc
c'l <i\ov

I

I t
*\a
f.! (,']
\1, co -]o!

a3
\a) ;e:o=

t

I

rct
Ndl
-oo -jo!

FO\qqeo
O-
FO\
-€ncrt O

hG
N-
-:g

+
rO
hOaicFld
\o!

I

Ia.$i
t
TCooco
\<i

!'

a)Eo

=

T

1t
\E' O
\d

t

I t

*C
8Eo-

t*
€=o=

I I E$$e
ONi\crE -i

+Av)F\I' F
Gid

xsG!-
$e

I

LEt-NOd-

*
HOoo
ch -:
N

tF
o

,!
E

tt,
ttl\
e

E
ct
Cg
E
E
€
a
E
€
a
Eo
E
E
g
E
E
6
Eo

Ia
N

aEc
I
h.o

c
t)tE
6
A
=tlL
a)

o
hro

-6

^.99E
-catLEtl
EEE

'

*
*e
hObo('! €j
6v

I

I ic
-odv

!

+
rt
REo: ci
o!

I

I I icNO
ct' !

O-toO\-
tvt C

r.6lr't tGlq
to

seYt-ie

T

I8tcFl ci
I

r-l tFOoFr
ei c,

+
TOcoFOol ciov€

m
rt)
o

o
atEo
E

+
rOoo
hC9ci

I

I I b8io
a

\tt c
Eqoo

I I
FCN€ochoc

ch e.r

-o|OF
tc

5t
ie

I
rNrO€caci

I

r.,l
Ftt\gc
o!

I
lctc
u1 CE-l
$-

c.l\0

o

Eo

EE

EE
E.c'3

E

l
rOrnOFOno
9v!

I
ttaCN
NC\ci

t lsq:
OY

a

+F
IN
-Ooi
ov

!

or3
F!t
?g Ie€o

N.-

.o6
q-1
-C

+

It
O\Cu! ci\ov

I

I

Tfi
E=NY\oo

I
}N
rat Ooo
-c;
N

o
o\
art
o

N

a)to
E

+
rC
8EN-i

I

ia
FC
t'i-

t I BAoc
I I

r.it.tu
-c

"€

T

iE
oo
r.i -

$5
a? i'i.?€

orG
ESie

T
I6cnoloo
\do!

c!\ arEi:
rt€
o

iEvs'E

€E E
II2E

*
ao
crr cOA
\o!

I

iete I 8Dcte
ct <i

+(\
rvt alrCoi
o!

I I $a?g
* (vl
(v) C.,l\0e
-ci

oc6\a
rat (f
oc

I
+ c',{
NO
a'i e9d

t

*gFg
qil
E-i

arl
CNco

a)!o

=

+
re6Ooc
EJ

I

i=,+-
c.r =rC
oi-

I I I

EE
I I

FI
eq
hC

te
att O
c,;v

O c.tto\ci
\OC
!ft
-ooc

hi
O\=

E6cji c.t. a"l
NO

lttq
o

I
IlI
La

a

E

tr
orII

E
oJ(,
H

E
o
-l(,o

EoJIt e,
EI

&
H
I
E
o
rI()

4
frl
I
E
oJIg

I
EI
I
EI
arl(,o

a
HI
tr
orl
7l

t tuz
I 2

I

o
E

6
.t
c(, Ih H

-I

a,
Eo
(J

Et
*,

!)
Il6
H



rf
F{

l=r=
tf=

.dS

T
rCoct\c
rC

+
IOcho(vl o
\OO
rf

t \ori

\rt
o
I!l
sl
EI
rrlaI
EI
ot
EI
lil
EI
HI
ol
EI
?.1.)l

EI

roIOc'l0
\Et !

i=r-o\=
O-

=

T
ocNCnc
-Crt

o \ot

chco€
\t-
-cl

l=*=rft 
=c)-

11V
FI

+
*Chcqc
l,,lC
v,

Fo
c{

v
!

+c+Co\co -,,r
\t!

Ic\I' Y
se

*
*C
a.t cqe(ac
\t)

N vl!t

l=+-
c.r =
F=

+
+c$cNCcii

*
a8?qFO\ov('I

to €ti

IE$c
o\

i=
T-
N=
GIY

Se

+
+c\OCcc
FCeo!N

h
l'1

\Etl

la+-r=6Y
t-=

T
+C
NClac
oii

T
rCHC..:c
o\€
('I

+o
a.t

\CItl

*orO
C'\ Oo-i
C'\ Y

7=+-
tf=
N i'i

Re

T
*o
-Coo
6C
avl

tl
\a
N

\crt

t
I
aD

a

lL

a
E0
aI

I

o
a0a
EL
!t)
,
e
E

2
o

I
E
E

6



Table A7: Conditional Eflecb of De -Facto Aspect of Globalization on Economic
Grcwth atY Lerrel of Rrte V
Pcrccntilc of ERV Model (l) Modcl @) Model @) Model (4)

P5G.ow) 7.44llri
(o_001)

2.720|j
(o 024)

0.l2zttt
(0.001)

0.063*i
(0-034)

P5l(Mcdlum) 7.442.*.
(0.00r)

2.721.r
(o-o241

0.138+++
ro_o(n)

0.064**
(o o?r)

rrs(High) 7.443+*]
fo ool)

2.724fi
(0.024)

0.203il+
(0-0fft)

0.067++
(o 025'l

Note: Same as mentioned in table 4.1.
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Table A9: Conditional Elfects of DeJure Aspect of Globalization on Economic
Growth at Varying Level of Exchange Rate Volatility
Pcrccntile Model (1) Modcl O) Modct6) Model (4)
P25(Low) I1.090r**

(o orn)
2.n30*
(o_0m'l

0.011*r*
(o-oot)

0.186+++
(0.000)

P50(Medium) I l.0gl r*+
(o_ofl))

2.2238+
(0.0m)

0.127**t
(0_000)

0.187+*+
(o-orn)

P75(High) I1.093ilr
(0.(m)

2.2272.
(o_o8s)

0.172*lr
(0.000)

0.190***
r0-0m)

Note: Same as mentioned in table 4.1.
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Table A11: Conditional Elfects of Globalization on Eoonomic Growth at Varying Level
of Trade Openness

Pcrcentilc of TO
Modcl (1) Model (2) Modcl (3) Model(4)

El5(law) 0.265r.t
(0.000)

0.078*
(0.06s)

0.293it*
(0.000)

0.192fi*
(0.000)

P5l{Mcdium) 0.241*lt
(0.000)

0.06s
(0.r34)

0.275+**
(0.000)

0.16,8r**
(0.000)

P75(Hish) 0.212]+*
(0.000)

0.048
(o-2051

0.252]r*
(0_000r

0.137ilr
(0.001)

Note: Same as mentioned in table 4.1.
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Note: Same as mcntioned in table 4.1.
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Table A15: Conditional Effects of DeJurc Globalization on Economic Grcwth at
Level of Trade

Pcrccntilc
Modd(r) Modet@) Model (3) Model (4)

El5(low) 0.273r*]
(0.0m)

0.134***
(0.001)

0.238+rr
(o_ofnl

0.188***
to ofxt)

P50(Mcdlum) 0.249r*r
(o-otn)

0.1 I lrr.
IO OO2l

0.206*rr
(0-0m)

0.167il*
(0_0m)

P7s(High) 0.220++*
(0.000)

0.082**
(o-o24r

0.167r**
(o_o(n)

0.141llr
(o ofl))

Note: Same as mentioned in table 4.1.
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Table A17: Conditional Effects of Globalization on Eoonomic Growth at Varying Level
of Financial
Perccntilc Modcl (l) Model(2) Modcl6) Modcl (4)

El5(Iow) 0.26llt*
ro ofio)

5366+r+
(0.006)

6.802++r
(0_000)

5.170*+
(0.011)

PSO(Medium) 0.237*r*
(0_oml

5375r*t
(o_006)

6.814.**
ro ooo)

5.184.*r
(0.010)

P7s(Hlsh) 0.200r++
IO O00)

5.389*r*
(0.offi)

6.932*r.
(o-orn)

5.207++.
ro olo)

Note: Same as mentioncd in table 4.1-
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Pcrcentlle Modcl (1) Modcl(2) Model (3) Model (4)
PlS(Iaw) 4.il7]

(0.051)
2.696.
(0-054)

E.t75*+i
(0.000)

0.079**
(0-o2lt

P5l{Mcdlum) 4.ffis.*
(o_o-50)

2.705i
(0.053)

g.gg3il+
(o_om)

0.063+
(0.052)

P7s(Htsh) 4.692+*
(o_M8)

2.720r
,o 05t)

8.895**.
(0_000)

0.040
to-2421

Note: Same as mentioncd in table 4.1.

Table A19: Conditional Etfects of De-Facto Aspcct of Globalization on Economic
Growth at Varying Level of Financial Ilwelopment
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Percentllcs Model (l) ModclO) Modcl (3) Model (4)

825(Iow) 7.220..'
(0.00t)

0.069rir
(0.000)

0.215++*
(0.000)

0.178+*+
(0.0m)

P5l{Mcdlum) 7.235]l*
(0.001)

0.059*rr
(0.000)

0.204***
(0.0m)

0.167***
(0.000)

P7s(High) 7.258i11
(0.00r)

0.042t*.
(0.000)

0.187++*
(0.000)

0.150+*+
(0.000)

Note: Same as mentioned in table 4.1.

Table A21: Conditional Elfec'ts of De.Iune Aspect of Globalization on Economic
Growth at Varying Lerrel of Financial Development
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Table A22z List of Countries

Scrig Couatry R:rior Scricr Country Rcclon Scrlcr Colntty Rcgion

I Algcna MlodIE EAt 
'ENorth Afirca

t5 Equdonsl
Gurnca

SubSaluran
Afnca

32 North
Maccdonn

Europc
&Ccntral Asa

2 Amcnla Enropc
rtCatnl Asre

t7 Fur East Asn &
Drarfia

33 Paktstan South Asn

3 Bchzp latrn Amenca
md thc
Canbbcan

It Gabon SubSaharan
Afnca

v Papua Nan,
Gurnea

East Asa l[
Pacrfic

I Bohvn Ldn Amcnct
8nd thc
l^rnhhran

l9 Gambn, JUrJanfiur
Aftca

35 htlagury ldrn Amenca
.nd ttc
Crnlfian

5 Brazl I,[n Amcnca
and hc
Cenhhran

20 CreO,rg,n Enropc
itCcntral Asta

x Phrhppurcs tsaln Asa c
Prcrfic

6 Bulgrn Etuopc
Dlrrnml Acr

2t Gham SuESalnrat
Afnca

t7 Romann Europe &
Cmtnl Aqrn

7 Burundr SubSalunn
Afnca

22 Grcnada [.drn Amcnca
rrd thc

3t Rusgan
Fedcrafion

Eumpe A,

Ccnrrl Asa

t Camermn Sub-Saharan
Aftca

2:t Guyana lann Amcrir:r
and thc

llnhhem

39 Slena lrorrc SubSaharur
Afnca

I Central
Aftcan
Pmrrhhn

SubSahror
Aftca

21 Iran,
Islamrc
Rm

Mddlc East &
North Aftca

a0 South Afirca suD.JanaEn
Afnca

l0 Chrna EGt Asa &
hcrfic

25 Lcsoho SubSahanur
AArca

1t St Vrpcnt and
the Grenadrrcs

Latrn Amcnca
and thc
l^lrrhhan

ll Colombia latln Amenca
ad thc
Cenlrlran

25 Malaw Snbsaharan
Afrca

42 Togo Sub'Saluran
Afrrca

t2 Congq lhm
Ren

SubSahaflt
Afnca

n Malaysn East Asa &
Decrfic

at Tunrsra Middlc East &
North Afira

t3 Costa Rrca latn Amcnca
and hc
Crnhhern

2t Mcxrco latrn Amcnca
and lhc

4 Uganda Sub-.Saharzr
Afnca

la f,lommrca Ldin Amcnca
ad drc
frrrhhann

29 Morocco Mrddlc Eart &
North Afnca

{5 Ukraurc Europc
&Centsal Asn

l5 f,)omlnrcln
Rcpubhc

ldn Amcnca
and ftc
Cerrhhan

30 Nrcaragu latm Amcnca
ald ftc
Carbbcan

16 Zambta SuESaharan
Afrrca

31 Nlgcna Sub-Salunn
Afrrca
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Table A23: Variables Definition and Data Sources

IVoes of Variables Variables Name Definition Data Source
Dependent Variable Growth Log differences of

real per capita
GDP. Real GDP at
constant 2017
national orices.

PWT, l0

Explanatory
Variables

Core
Variables

Globalization The index meanune

economic, social
and political
dimensions of
slobalization.

KOF index of
Globalization
2018.

Exchange Rate Volatility Volatility
measurcd by Garch
(l,l) Real effective
Exchange Rate.

IFS

Trade Openness
Export plus
imports (as % of
GDP).

WDI

Financial Development Domestic credit to
private sector (as

% of GDP).

WDI

Contnol
Variables

Inflation Inflation as

measured by the
consumer price
index reflects the
annual percentage
change in the cost
to the average
consumer of
acquiring a basket
ofgoods and
services that may
be fixed or
changed at
specified intervals,
such as yearly.

WDI

flomestic Investnent
(GFcF)

Gross fixed capital
formation (as % of
GDP).

WDI

Crovernment Erpenditure
(GGFcE)

General
government final
consumption
expenditure (aso/o

of GDP).

WDI

Life Expectancy (LE) LE as a proxy of
Human capital.
Human caoital

PWT, IO
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index, based on
years of schooling
and returns to
education

Fertility Rate (FR) FRused as aprcxy
ofpopulation
Crovvth.
Population in
millions

WDI

Table A24:Components of Globalization

A. Data on Economic inteeration
fi) Comoonents of De Facto (Actual Flows)

Trade (in oercentase of GDP)
Foreien direct investnent fin oercentase of GDP)
Portfolio investnent fin percentase ofGDP)
Income Dayments to foreim nationals (in percentage of GDP)

fii) Comoonents of De Jure (Restrictions)

Hidden imports barriers
Tariffrate
Taxes on intemational orsani zation
Capital account restrictions

B. Data on oolitical enqagement
Embassies in countrv
Mernbershio in international orsanizations
Particioation in LJN Securitv Council missions

C. Data on social elobalization
fi) Data on personal contact

Outsoins teleohone traffrc
Transfer fin oercentase of GDP)
International tourism
Telephone averase costs of call to USA
Foreien oooulation fin oerpentaee of total population)

fiil Data on information flows
Telephones mainlines (per 1000 people)

Internet hosts (oer caoita)
Int€rnet userc (as a share ofpopulation)
Cable television (per 1000 people)

Dailv newsoaoerc (oer 1000 oeoole)
Radios (oer 1000 oeoole)

fiiil Data on cultural proximity
Number of McDonald's restaurants (per caoitra)
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