“A cross-country study of the direct and inverse relationship between economic

globalization and growth”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON

RECEIVED ON

ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

Oleksiy Khoroshun
Hanna Olasiuk
Vira Rokocha

Sanjeev Kumar

Oleksiy Khoroshun, Hanna Olasiuk, Vira Rokocha and Sanjeev Kumar (2023). A
cross-country study of the direct and inverse relationship between economic
globalization and growth. Investment Management and Financial Innovations,
20(1), 250-264. doi:10.21511/imfi.20(1).2023.22

http:/dx.doi.org/10.21511/imfi.20(1).2023.22
Monday, 20 March 2023

Thursday, 02 February 2023

Wednesday, 08 March 2023

[k |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Investment Management and Financial Innovations"
1810-4967

1812-9358

LLC “Consulting Publishing Company “Business Perspectives”

LLC “Consulting Publishing Company “Business Perspectives”

© The author(s) 2023. This publication is an open access article.

=//~/| BUSINESS
PERSPECTIVES

Nem—

businessperspectives.org



®®

Investment Management and Financial Innovations, Volume 20, Issue 1, 2023

<

==l

BUSINESS PERSPECTIVES

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 274 of February, 2022
Accepted on: 8t of March, 2023
Published on: 20t of March, 2023

© Oleksiy Khoroshun, Hanna Olasiuk,
Vira Rokocha, Sanjeev Kumar, 2023

Oleksiy Khoroshun, Professor of
Economics, Business School Cologne,
University of Applied Sciences
Fresenius, Germany.

Hanna Olasiuk, Ph.D. in Economics,
Associate Professor, Jindal Global
Business School, Social Sciences

and Humanities Department, O.P.
Jindal Global University, India.
(Corresponding author)

Vira Rokocha, Professor of
International Economics, Department
of International Economic Relations,
KROK University, Ukraine.

Sanjeev Kumar, Ph.D. in Finance,
Assistant Professor, Jindal Global
Business School, Department of
Finance, O.P. Jindal Global University,
India.

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution, and
reproduction in any medium, provided
the original work is properly cited.

Contflict of interest statement:
Author(s) reported no conflict of interest

250

Oleksiy Khoroshun (Germany), Hanna Olasiuk (India), Vira Rokocha (Ukraine),
Sanjeev Kumar (India)

A CROSS-COUNTRY STUDY
OF THE DIRECT AND INVERSE
RELATIONSHIP BETWEEN
ECONOMIC GLOBALIZATION
AND GROWTH

Abstract

This study aims to explore the cross-country relationship between economic globaliza-
tion and growth. It assesses the implications of globalization for the world economy and

groups of countries with different income levels. The study employed panel data from

the World Bank, the Fraser Institute, and the Swiss Federal Institute of Technology in

Zirich for 122 countries from 1970 to 2018. Two-stage fixed effect model was used to

assess the impact of globalization on growth. The reverse causality was estimated using

the method of instrumental variables. The results showed that the world economy ben-
efited from globalization. In turn, greater openness has reinforced economic growth.
The study confirms that globalization benefits are distributed unequally. A significant

positive impact of globalization on economic growth is confirmed for high and lower-
middle-income economies with coefficients of 0.02 and 0.01, respectively. Economic

growth of high-income countries is determined by financial globalization, while lower-
middle-income countries rely on trade and financial openness. Negative implications

of economic globalization took place in upper-middle-income countries with a coef-
ficient of -0.02. In these countries, correlation between trade globalization and growth

is -0.13. The effect of economic growth on globalization is found to be significantly

positive for high-income (11.08) and upper-middle-income countries (9.62) and sta-
tistically insignificant for lower-middle-income economies.

Keywords world economy, KOF index of globalization, financial
and trade openness, reverse causality, high-income
countries, developing economies

JEL Classification F43, F63, 047, 057

INTRODUCTION

Modern economic literature interprets the concept of “economic glo-
balization” mainly as a growing degree of the economic integration
of national economies, which manifests itself through international
trade in goods and services and the international movement of factors
of production. Prior studies link globalization and growth to income
convergence, technological advancement, and institutional develop-
ment. Several empirical studies also confirm a positive association
between the economic development of certain groups of countries
and their participation in the globalization process (Gurgul & Lach,
2014; Didzgalvyté-Bujauské et al., 2019). At the same time, the exist-
ing literature states that globalization can also cause certain hurdles
in the economic development of low and middle-income economies
(citation). Further, there is also evidence of the problem of reverse (Ali
& Malik, 2021; Samimi & Jenat abadi, 2014) causality when the asso-
ciation between globalization and growth occurs because fast-grow-
ing economies choose to liberalize their economies at a faster pace
(Dreher, 2006; Prasad et al., 2005).

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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Even though globalization-growth dynamics is a vastly researched area, a nuanced understanding of
the relationship between economic globalization and growth is required. The reasons for this are chang-
es in volatility and dynamics of globalization and GDP growth that occurred from the early 2000s.
The global economy has displayed moderate economic growth and experienced negative GDP growth
rates of -1.3 and -3.1% in 2009 and 2020, respectively, while maximum growth of 4.5% was recorded in
the first decade between 2000-2010. In contrast, the GDP growth had never been negative in the 20™
century. Further, KOF index of economic globalization, created by KOF Swiss Economic Institute and
introduced into analysis by Dreher (2006), increased modestly only from 54 to 59 during 2000-2018
compared to more robust changes between 1960-2000. The current literature lacks studies that explain
the changes that occurred in economic globalization and growth over the last two decades. The current
disagreements in the literature on economic globalization require further studies to get a clear under-
standing of the phenomenon.

This study provides empirical evidence for the recent developments in economic globalization and
growth nexus. An updated knowledge of globalization-growth interrelations would enable better and
more targeted policymaking, especially for the countries that resist economic globalization and argue

that protectionism of domestic markets of goods and financial services foster economic growth.

1. LITERATURE REVIEW

The extant literature elaborates on distinct forms
of globalization responsible for economic growth
and the avenues in which globalization impacted
the economic well-being of nations (Villaverde &
Maza, 2011; Ulucak, 2019; Aderemi et al., 2020;
Fang et al., 2021). Various studies analyzed differ-
ent groups of countries to capture the magnitude
of globalization. To account for heterogeneity in
country-wise data, countries are typically classi-
fied according to a predetermined set of criteria,
such as geographic location, and level of econom-
ic development. For instance, geographic areas
in Villaverde and Maza (2011) are divided into
advanced, emerging and developing economies;
Africa; developing Asia; and Western Hemisphere,
adopted from the IMF Database. Their study
showed that economic globalization started
spreading in the 1970s. Furthermore, over the last
three decades, globalization trend had been espe-
cially pronounced in developing Asia, Western
Hemisphere, and emerging and developing econo-
mies. Gunter and Wilcher (2020) define globaliza-
tion through its trade and investment openness by
measuring two parameters: exports to GDP and
net FDI to GDP ratios. According to their analysis,
high-income countries and India and China expe-
rienced a 1.69 and 3.05-fold increase in export-to-
GDP share growth between 1985-2015. Here, the
World Bank country classification was adopted by
the authors.

http://dx.doi.org/10.21511/imfi.20(1).2023.22

Multiple studies assert persistent economic growth
disparity among countries depending on their
trade and financial openness. Early cross-section-
al studies of the globalization-growth nexus con-
firmed the positive impact of trade openness and
trade volumes on growth (Dollar, 1992; Frankel
& Romer, 1999). According to Frankel and Romer
(1999) and Dollar and Kraay (2004), trade open-
ness positively affects economic growth. Calderon
et al. (2004) further prove that the positive associ-
ation between openness and growth is significant
for HIC and remains negligible for LIC countries.
Trade openness was crucial to emerging econo-
mies’ economic growth (Raghutla, 2020). Gries
and Redlin (2012) comprehensively studied the
trade openness-growth nexus of 158 countries
from 1970 to 2009. They infer a significant posi-
tive association between variables in the long run.
Interestingly, the short-run implications of open-
ness on growth are adverse for low-income coun-
tries and tend to diminish once the income lev-
el grows. The effects of financial globalization on
growth were positive for developed countries and
negative for poor ones (Durham, 2000; Chanda,
2001; Garret, 2001). According to Heimberger
(2020), financial globalization substantially im-
pacted increasing income inequality among devel-
oped and developing countries.

Arguably, not all developing countries could

quickly pick up and benefit economically from
globalization due to the differences in market in-
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stitutions. Precisely, recent empirical findings of
Hammudeh et al. (2020) stipulate linear econom-
ic growth resulting from globalization for HIC
countries and non-linear relationships for devel-
oping economies. In the latter scenario, counties
need to reach a certain threshold level of institu-
tional development (quality of governance and fi-
nancial development) to accelerate growth from
globalization. For instance, poor governance and
weak institutions, along with high transportation
costs, contribute to the slow growth of African
countries. Additionally, the inability to reap trade
liberalization benefits occurs due to exacerbated
trade protectionism along with a non-diversified
export portfolio enacted by African countries (Ng
& Yeats, 1996).

Mediating effect of economic freedom on glo-
balization and growth has been widely studied by
Heckelman (2019), Sturm and Haan, (2001), and
Lawson et al. (2020). The economic freedom index
comprehensively evaluates the overall level of rule
of law, regulatory efficiency, government size, and
market openness. The economic freedom index re-
flects the effectiveness of the market economy and
its institutions. Greater freedom allows economic
agents to allocate economic resources more profit-
ably, thus, yielding greater economic output. High
economic freedom among others is positively as-
sociated with rapid growth (Hall & Lawson, 2014;
Lawson et al., 2020). On the contrary, Santiago et al.
(2020) argue that the growth of 24 Latin American
and Caribbean countries has been negatively im-
pacted by economic freedom in the long run. At
the same time, globalization is found to correlate
positively with growth. Sturm and Haan (2001) dis-
covered a positive association between changes in
economic freedom and economic growth, although
the initial high level of economic freedom does not
ensure growth. The findings of Islam (1996) sup-
port the idea of a direct positive association between
freedom and growth in all countries irrespectively
of their income level.

A modified production function analysis of
Central and Eastern European counties during
1990-2009 exhibited the same results: as econo-
mies in the region became more open, economic
growth become prevalent (Gurgul & Lach, 2014).
Empirical findings of Ali and Malik (2021), in line
with Dreher (2006) and Samimi and Jenatabadi

252

(2014), confirm a positive effect of economic glo-
balization on economic growth in HIC and UMC
countries and the negative impact on LMC and
LIC economies. A study of the Organization of
Islamic Cooperation countries between 1980-
2008 showed almost the same results: the impact
of globalization on economic growth is highly
associated with income level, human and finan-
cial development (Samimi & Jenatabadi, 2014).
Appendix A provides a summary of variables that
affect economic growth drawn from recent em-
pirical studies. The most obvious inference from
the empirical literature on the long-run globaliza-
tion-growth interaction is that there is a clear pat-
tern for a group of countries according to income
or regional belongingness. However, this is not
evident when it comes to country-wise analysis in
the short run (Ying, et al., 2014).

Additionally, it is essential to understand the re-
verse causality between globalization and growth.
Particularly whether the countries that grow fast-
er can become more open economically. Up to
date, limited literature highlights the issue of the
reverse impact of growth on globalization. For
instance, Singh (2010) summarized a strand of
recent empirical research devoted to the reverse
interlinkages between exports and growth. He ar-
gues that some countries’ economic growth was
export-driven, whereas, in others, an increase in
exports was due to economic growth. Moreover,
to establish the impact of growth on countries’
exports, Konya (2006), Awokuse (2007), and
Awokuse and Christopoulos (2009) used a mix of
causality and cointegration tests as valid instru-
ments for testing reverse causality. A two-way rela-
tionship between economic growth and economic
globalization for ASEAN countries is established
by Ying et al. (2014), whereby authors have applied
Granger causality test.

To summarize, many researchers have success-
fully established globalization-growth patterns
across various geographical regions and groups of
countries. The impact of globalization on growth
was studied considering variance in countries’
physical and human capital, legal and economic
environment. This paper contributes to the exist-
ing body of literature in several ways. It reveals the
relationships between globalization and growth by
extending the time framework of the dataset till

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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2018. It analyzes globalization-growth nexus for
the world economy and separately for the coun-
tries with heterogeneous income levels. Finally, it
establishes the reverse causality between econom-
ic globalization and growth using the method of
instrumental variables.

2. METHODS

The empirical analysis employed panel data from
the World Bank, the Fraser Institute, and the
Swiss Federal Institute of Technology in Ziirich
(ETH Zurich) for 122 countries from 1970 to 2018.
To assess the direct relationship between econom-
ic growth and economic globalization, the authors
proceeded from the classical production function
(Equation 1).

y=[(4k), M
where y is GDP per capita, k is capital per capita,
and A is factor productivity.

The gross capital formation per capita (GCFC) was
used as an indicator of capital per capita. To meas-
ure factor productivity, the amount of spending on
R&D (RES) was taken as a proxy. R&D expendi-
tures in a concentrated form concurrently reflect
the cost of resources and the level of technology.
To capture the degree of institutional develop-
ment, the economic freedom index (FREE) was
used as a generalized indicator of countries’ in-
stitutional systems that characterize the freedom
of doing business, functioning of the trade and fi-
nancial sectors, investment activity, the guarantee
of property rights, the scope of the bureaucracy,

the degree of protection against corruption, mon-
etary and fiscal freedom, as well as freedom in the
labor market. KOF indices were taken as proxies
of globalization. To test the hypothesis, a system
of equations was modelled based on the forward
and backward relationship of the independent
variables under study (Equation 2, Figure 1).

It is presented as:

{log(gde) =f (log (gefc),res, free, kofe, year) @

kofe= f (log (gdpc) ,kofs, kofp, year)

Further, to estimate the direct impact of economic
globalization on GDP, the method of instrumental
variables was used. Variables of social and politi-
cal globalization, KOFS and KOFP, were used as
instrumental variables. When constructing the re-
gression of the feedback - the influence of the level
of GDP on economic globalization - GCFC, RES,
and FREE were used as instrumental variables.
Since GCFC and GDPC are non-stationary time
series, the variable YEAR containing the current
year was included in the regression equations.
Regression coefficients were obtained using a two-
stage least-square fixed-effect estimator. A dum-
my variable was included in the calculation of the
regressions for each country.

The calculations were made both for the totality
of countries (122 countries) and for each group of
countries ranked by income level: high-income
(HIC), upper-middle-income (UMC), middle-in-
come (MI), lower-middle-income (LMC) and
low-income (LIC) countries. When ranking coun-
tries, the 2019 World Bank classification was used.
Table 1 presents a summary of the variables.

kofs

gdpc

v

<«—— kofe

N T

gcfc free

res

Figure 1. Direct and reverse relationship between growth and economic globalization

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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Table 1. Description of variables

Variable Description Source

GDPC : GDP per labor unit (constant 2010 usg)

GCFC Private investment per labor unit (constant 2010 USS) World Bank
RES . . .
FREE Fraser Institute
KOF .

KOFE ... KOFEconomicGlobalization Index (100 —most globalized, 0 — least globalized)

KOFS — least globalized) -
"""""" ETH Zurich

KOFT — most globallzed 0 — least globalized)

KOFF —least globalized)

KOFP KOF Political Globalization Index (100 — most globalized, O least globalized)

3. RESULTS AND DISCUSSION

Table 2 provides evidence on the 5-year mean GDP
growth and KOF index of economic globalization
across countries with different income groups. The
index of economic globalization displayed steady
growth across countries and income groups be-
tween 1970-2015 with a slight decline from 2015 for
LMC and LIC. Countries with higher incomes ex-
perienced a higher level of economic globalization.
ANOVA test confirmed that the indices of econom-
ic globalization are significantly different for coun-
tries across 4 income groups. However, all countries
made a significant leap toward greater economic
globalization. Unlike economic globalization, GDP
growth does not display a particular pattern: av-
erage growth values fluctuate across years for in-
come groups. Since 1970s, economic growth slowed
down significantly for all countries. According to
ANOVA results, from 1975 to early 2000s coun-
tries were homogeneous in terms of their growth
rates, however since 2005 divergent trends started
to occur due to a relative slowdown of HIC and the
catch-up effect of the rest of the world.

Table 3 describes the patterns of economic growth
for countries with different levels of economic glo-
balization. In early 1970-80s highly globalized
countries (KOFE index of economic globalization
100-70) enjoyed higher rates of economic growth.
However, in the last 2 decades the trend has re-
versed. Currently, countries with medium (KOFE
69-51) and low (KOFE 69-0) levels of economic glo-
balization outpace highly globalized economies in
growth rates. Drastic differences in growth across
groups initially occurred between 1986-1990 and
became persistent from 2005 till 2018. Between
2015 and 2018, the average growth of the least
globalized countries was 1.13 times greater than
those with the highest level of globalization and
1.44 times higher than medium KOFE.

The ANOVA results in Table 3 show patterns sim-
ilar to those presented by Dreher (2006) after ana-
lyzing 123 countries during 1970-2000.

Predominantly, papers on the impact of globali-
zation on economic growth use the World Bank
database as the most comprehensive reflection of

Table 2. Mean 5-year values of GDP growth and KOFE across income groups

GDP growth % ANOVA KOFE ANOVA
Year HIC UMC LMC§ Lc AHo means (income) =0, ' HIC UMC LMCE Lc Ho: means (income) =0,

: P-value : : : : P-value
........ 0 s 7@ w37 00058 52003501 3161 : 2362 00000
1975 513 { 525 {375 : 394 0.2248 53.96 : 36.14 : 34.97 | 26.22 0.0000
0.1704 57.19 { 3873 : 36.15 | 28.18 0.0000

. . . . 0.2413 58.71 i 41.30 i 37.01 i 30.05 0.0000
L.1s90 342 191 143 079 0.3368 5959 4179 3878 323 00000
........ 1995 372 490 | 393 405 06954 6433 4780 4430 3531 00000

2000 3.76 4.81 4.10 4.20 0.2861 69.24 i 52.37 i 47.40 : 37.73 0.0000
o000
........ 200 236 360 514 418 0.0000 7346 56.20 49.86 4144 00000
........ 2015 275 272 | 391 326 00338 74.39 | 5732 4984 4043 00000

ANOVA : 0.000 :0.0002: 0.000 : 0.001 : 0.000 : 0.000 i 0.000 : 0.000 :

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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Table 3. Mean values of GDP growth with respect to economic globalization

GDP growth,. 1970- : 1975- : 1980- @ 1985- . 1990- : 1995— : 2000- : 2005— : 2010- @ 2015-

% . 1974 1979 1984 | 1989 | 1994 | 1999 2004 | 2009 : 2014 = 2018
KOFElOO 70 747 448 307 447 380 385 403 319 266 3.21
KOFE69-5 104, 6.05 . 3.27 . 231 . 475 . 4.30 445 4.04 347 . 253
KOFES0-0 :..5:22. 4.31 244 361 0.90 | 4.18 4.15 4.85 4.86 3.64
ANOVA ' 0.295 0.312 0.715 0.427 0.006 0.991 0.578 0.004 0.000 0.017

GDP movements, along with KOF indices of glo-
balization. This study uses WB statistics on GDP
per capita (in U.S. dollars at 2010 prices) from 1970
to 2018 for 122 countries and the Swiss Federal
Institute of Technology in Ziirich on the KOF
globalization index for the corresponding peri-
ods. For the group of countries with low GDP per
capita there is no information for 1970-1981. The
review of the panel data presented in Appendix
B confirms the presence of a long-term upward
trend of real GDP per capita and KOF globaliza-
tion indexes for all countries irrespectively of their
income level. Such observation allows us to hy-
pothesize about the dominance of a unidirectional
movement of economic growth and globalization.

The analysis of data on the relationship between
real GDP growth and KOF index of globaliza-
tion shows a clear unidirectional pattern both
for the world economy as well as separate regions.
The scatterplots display a positive correlation for
all groups of countries (Figures 2 and 3). At the
same time, in specific periods there is a tendency

for a multidirectional movement of the variables.
The global economy experienced major econom-
ic declines in 1975, 1982, 1991, and 2009, where
the growth of real GDP per capita was negative.
However, patterns of economic globalization were
different. KOF index of economic globalization
dropped only in 1991, 2009, and 2015.

Next, Appendix C features the correlation coeffi-
cient between economic globalization and GDP
per capita growth. All coefficients confirm a me-
dium-to-low degree of correlation between the
variables. At 90% of statistical significance, the
relationship between real GDP growth and KOF
indices (economic, trade, and financial globaliza-
tion) for the world is strong for the entire period
between 1970-2018. Also, a high correlation was
depicted for the three groups of countries (HIC,
LMC, and LIC), during 1970-1974 and 1990-1994.
In summary, the most significant relationships be-
tween variables are found for countries with high
average GDP per capita, and the least significant
for low-income countries.

High income Upper middle income
kof kof
log(gdpc) log(gdpc)
Lower middle income Low income
kof kof
log(gdpc) log(gdpc)

Note: Solid line shows fitted values with 95% confidence interval.

Figure 2. GDP per capita in the world and the KOF index

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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+ High income - Low income - Lower middle income - Upper middle income

Figure 3. Scatter diagram of GDP per capita and globalization indices

Further, the degree of association between globali-
zation and economic growth started to decline at
the beginning of the 2000s. For instance, in the
early 1970s, correlation was 0.63, whereas in 2015-
2018 it was only 0.47. However, the correlation be-
tween economic globalization and growth has not
changed dramatically since the 1970s. Data also
present a growing role of financial globalization
in economic growth with increased coefficients of
0.68 compared to 0.6. Financial globalization was
found to be more important to economic growth
for HIC and LIC countries, whereas trade glo-
balization, is more essential for LMC economies.
UMC nations did not demonstrate any tight corre-
lation between economic, financial globalization,
and growth while trade globalization showed a
negative relationship with growth.

Empirical findings provided in Table 4 suggest that
for all the countries in the sample of 122 countries, a
one-unit increase in the economic globalization in-
dex leads to a 3% increase in the world GDP per cap-
ita of the economically active population. For groups
of countries, the growth of real GDP per capita due
to economic globalization differs significantly. While
the impact is positive for HIC and LMC countries,
with a 2% increase in the former and a 1% increase in
the latter, it is negative for middle-income countries,
with a 2% decline due to 1% globalization expansion.
The impact of capital on economic growth is found

256

to be the most significant for all groups of countries.
The ballpark coefficient ranges from 19% for low-
er-middle-income countries to 31% for high-income
countries. Overall, the impact of gross capital per
capita on world GDP was estimated at 29%. The im-
pact of R&D expenditures is statistically significant
for HIC and MI countries, while economic freedom
is important for UMC and LMC countries.

The effect of GDP per capita growth on economic
globalization is the most pronounced for HIC and
UMC countries. Namely, a 1% increase in GDP
per capita yields 11.08 and 9.62-point growth in
the index of economic globalization for respective
groups of countries. The results are statistically
insignificant for countries with income below the
middle (Table 5).

The regression results in Tables 4 and 5 confirm the
visual findings. No statistically significant direct
and inverse relationships could be established for
low-income countries. For the rest of the countries,
growth in per capita income induces greater eco-
nomic openness and involvement in globalization.
In addition to previous studies by Dreher (2006),
Samimi and Jenatabadi (2014), and Ali and Malik
(2021) that posit a negative impact of globalization
on the growth of LMC countries, a significant pos-
itive relationship was found. Additionally, it was
discovered that UMC countries experience nega-

http://dx.doi.org/10.21511/imfi.20(1).2023.22
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Table 4. GDP and globalization: a direct link (1970-2018)

GDP (dependent variable) :

World

High

Upper Middle

Lower Middle

Middle

Low

KOFE
LOG(GCFC)
FREE

YEAR

countries

_R2 (within)

Hausman test (Prob > Chi2)

i 0.03%**

‘0.29***

o ‘0'07***
oot

H 0.01***

LA

0.02%**

(3.42)

(18.08)

(6.63)

(-2.04)
(3.68)
222
036 .
0.00

e

(-2.90)

0.30%**

(12.22)

(1.57)

0'12*‘* g

(3.60)

0.02%***

(10.75)

B

32

B S

0.00

001

(7.30)

7001

(2.76)

(1369)

30

0.00

0.01

o3

(0.70)

(-0.72)

0.19%**

0.25%**

024

(14.00)

(1.88)

0.03*

005

034

(2.47)

(166)

009"

0.02

2032

(0.62)

(0.77)

0.02%**

0.02%***

003

(12.12)

(0.92)

s

563

26

62

083

0.82

0.00

0.00

Note: t statistics in parentheses, * p <0.05, ** p <0.01, *** p < 0.001.

Table 5. GDP and globalization: feedback (1970-2018)

KOFE (dependent variable)

World High

Lower
Middle

Middle

LOG(GDPC)

833t 1108*
(5.37) (6.34)

KOFS

.-0.04

co72) o e3)

KOFP

it O
(5.03) (4.25)

YEAR

L0071 009"
(1.89) (-2.16)

Number of observations

Number of countries

R2 (With‘iun)

= S

Hausman test (Prob > Chi2)

0.00 0.00

0.29%** _

040

* :

LATE LTS3

(T;: 32)

0.60***

(5.63)

021
S0387 .
(-2:36)

30

0.00

004 o1t 008

U9 58S

023 008 022

Note: t statistics in parentheses, * p < 0.05, ** p< 0.01, *** p < 0.001.

tive effects of globalization on economic growth,
which is contrasting with earlier studies. This out-
come is important in shaping appropriate foreign
trade policies for UMC countries, which display
a negative correlation between growth and trade
globalization. They need to pursue with caution
further liberalization of goods and services mar-
kets. A higher emphasis on economic freedom
and capital accumulation will prompt greater eco-

nomic growth. LMC economies can benefit from
trade and financial liberalization, greater econom-

ic freedom and capital accumulation, thus giving

more instruments for policymakers. The results of

the current study are different due to larger panel
data covering 1970-2018. KOF index of economic

globalization was also used instead of the overall

KOF index, and a different mix of control varia-

bles and research methods.

CONCLUSIONS

The aim of this study was to clarify the relationship between globalization and growth using a two-stage
fixed effect model and method of instrumental variables. The study attempted to identify the direct and
reverse relationships for the world economy, as well as groups of countries with different income levels,
classified according to the World Bank methodology. This paper provides a scientific background for
incorporating globalization agenda into growth models of countries with respect to their income level.

http://dx.doi.org/10.21511/imfi.20(1).2023.22

257



Investment Management and Financial Innovations, Volume 20, Issue 1, 2023

The regression results show a statistically significant relationship between the level of GDP per capita
and the level of economic globalization in the aggregate for all countries of the world and high-in-
come countries both in the direct (the level of globalization has a significant effect on the level of
GDP per capita) and the opposite direction (a high level of income per capita leads to a higher degree
of globalization).

Next, the results for middle-income countries are heterogeneous: economic globalization has a negative
(contrary to the expected positive effect) effect on GDP in upper-middle-income countries and a posi-
tive effect in lower-middle-income countries. The effect of GDP on globalization is found to be positive
for high and middle-income countries and statistically insignificant for lower-middle-income countries.
Lastly, no correlation could be established for low-income countries, most likely due to insufficient
observations.

This study contributes to the theory of economic growth by uncovering the impact of economic globali-
zation (both trade and financial), gross capital formation, research expenditures, and economic free-
dom. All factors proved to be statistically significant for the growth of the world economy, particularly,
in high- and upper-middle-income countries. For poor countries, the importance of globalization dete-
riorates, confirming the inability of the economic system to reap globalization benefits. The regression
output for the inverse relationship shows that a 1% increase in GDP per capita leads to an 8.33-point
increase in the economic globalization index. The results suggest that the prolonged economic growth
of high- and middle-income counties has triggered globalization in those countries, while in lower-mid-
dle-income countries, GDP growth does not lead to greater openness.

The results of this study can be used by policymakers to decide on the necessary reforms aimed at eco-
nomic growth concerning the level of a country’s level of income. The questions include whether a more
open economy can yield desired economic growth and whether the growth will lead to more econom-
ic globalization. This study was unable to provide satisfactory results for low-income countries due to
poor quality and data availability. Furthermore, the data were aggregated into 5-year observations due
to the unavailability of annual economic freedom indexes. Going forward, the interrelation of econom-
ic globalization and growth can be studied by various economic groups, such as the European Union,
NATFA, and ASEAN, to design growth-inducing policies that cater to the needs of an individual coun-
try-member. Furthermore, extensive research on the interrelation between financial and trade globali-
zation and economic growth, as well as its reverse relationship, can be conducted to specify an adequate
policy instrument for various groups of countries.
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APPENDIX A

Table Al. Summary of variables in empirical studies on globalization-growth relationships
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APPENDIX B

Table B1. GDP per capita, growth and KOF indices of globalization by income groups

High income
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Table B1 (cont.). GDP per capita, growth and KOF indices of globalization by income groups

High income Low income Lower middle income Upper middle income
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APPENDIX C
Table C1. Correlation coefficients between real GDP growth and KOF indices of globalization
GDP growth World HIC LiC LMC umc

1970-1974

KOFGI 0,6290* 0,1961* : 0,2550* 0,5234* 0,5766*
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