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Abstract
Capital is money: Capital is commodities. ... Because it is value, it has acquired the occult quality of being able to add value to itself. It brings forth living offspring, or, at the least, lays golden eggs.
Karl Marx

(Capital, Volume I, 1867)
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Introduction

In view of the global world economy financial globalization is inevitable. In this paper financial globalization mainly refers to the process of opening the capital account, also stated as financial liberalization. Numerous economic theories and economic models predicted that the financial liberalization process should principally benefit the capital poor countries. The effects of financial globalization on economic growth for the industrialized economies are well known and chiefly positive, but for the developing countries the effects are not that obvious as it should be. 
Many economists have done extensively research about this topic, but still could not find a clear answer whether financial globalization leads to the same effects as it has on the industrialized economies. Especially the effects on the short and long term are mixed. The theoretical framework approach is positive and describes that when the right prerequisites have been adopted by countries they should be able to reap the direct and indirect benefits of financial liberalization. 

When it comes to empirical research the conclusions differ from the theoretical approach. Many studies are based on one uniform time pattern for every country in which often no distinction has been made between developed as well as developing economies, while not all of them liberalized their economy at the same time. This could lead to biased results. 
After analyzing the existing theoretical background and empirical research, this report tries to give a contribution for a possible answer on whether financial globalization leads to economic growth for developing countries, by carrying out two multiple regression analysis’s executed for the two country groups ‘Developing Asia’ and ‘Newly Industrialized Asian Economies.’ 

The final part of the report contains the conclusions.
1. Theoretical background for the drive of financial globalization
1.1 The fundamental determinants for the drive of financial globalization. 
In a neoclassical setting, the theory suggests that capital would flow from capital abundant countries to capital scarce countries where capital should have a higher return. In practice however research has shown that this is not the case, because capital in fact does not flow more from capital abundant to capital scarce countries (Lucas, 1990). 
There are various reasons for this. Theoretically to be able to successfully take part in the financial globalization process, several fundamental determinants are key as discussed in many papers by Prasad, Kose, Rogoff and Wei., such as Prasad et al (2003) and Kose et al (2006, 2009). They argue that it is important for every country that would like to take part in the financial globalization process to adopt these fundamentals correctly before opening their economy. In the point of view of the above mentioned economists, important fundamental determinants to obtain the desired benefits of financial globalization are an (1) open economy/openness to trade, where a liberalization of the domestic financial sector and capital account should have been introduced, (2) developed financial markets and (3) macroeconomic stability. 

Also, the process of financial globalization has to be driven by several parties such as governments, financial institutions, borrowers and investors. (Kose et al 2006, Schmukler and Lobatón 2001). 
1.1.1 Open economy 
In theory a country cannot take part in the financial globalization process if its economy is closed. In such a case it is not possible that foreign capital is able to flow into a country or could be invested abroad. Foreign investors and borrowers cannot invest in a closed economy and vice versa. Capital account liberalization has played a very large role for the economic growth in the developed countries
, especially in the 1990’s (Schmukler and Lobatón 2001). However for developing countries the impact was much smaller, but they did en still do take part in the process. The state of financial openness could be measured by the degree of capital account restrictions and realized capital flows into a country. The latter is called ‘de facto’ and the first is called ‘de jure’. According to Kose et al (2006), research has proven that the best way to measure capital account openness is on a ‘de facto’ basis, because some countries have a limited liberalized capital account on a ‘de jure’ basis, but capital still could flow into a country on a ‘de facto’ basis.
 However Obstfeld (2008) claims that none of the measures are preferable for research for determining the linkage between growth and financial openness, because countries differ in their regulations, making it difficult to formulate one ‘de jure’ measure. And ‘de facto’ measures do not directly include the actual regulations which block capital inflow. 
When a country is fully integrated into the financial globalization process, it means that a cross-country capital flow takes place, where domestic borrowers and lenders also participate in international markets. There are also side effects of capital account liberalization, which will be discussed later in this report. 
The majority of the researchers agree that the most important capital flows are FDI
, portfolio equity flows
 and debt financing. The first two are more stable, reducing the chance of volatility (where FDI is the most stable) (Kose et al 2009, Prasad et al 2003). Especially mergers and acquisitions were a major source of the FDI flows. When a country decides to become an open economy, privatization of public companies occurs. This, together with mergers and acquisitions, led to an increase in FDI. This form of capital and the use of international financial intermediaries led to important developments in financial globalization. 
An open economy also could mean openness to trade, which also is an aspect that many economists see as a determinant for economic growth. However not all of them agree with this, but according to the statistics for small countries it is of great importance for their economic growth. The majority of researchers who agree on the positive effects of trade openness argue that a more open country shows a higher productivity growth and has a better position to compete with the rest of the world. Because of the positive spillover effects, such as technological know-how, countries are able to enhance economic growth.
 Kose et al 2009 found that more financially integrated economies also show the largest increase in the degree of trade openness in the same period.  
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Trade openness can also encourage FDI flows of foreign investors into a country, because it is a sign of transparency and could mean that it is less risky to invest.  
Another argument is that financial integration and trade openness could be complementary. 
For example if a country is participating in the financial globalization process, but not open to trade, it could mean that the capital flows are allocated to inefficient domestic industries when these are protected by the home country. This could lead to inefficient resource allocation and to a lower rate of economic growth. (Kose et al 2009) 
1.1.2 Developed financial Markets and institutions
When countries open their capital account and take part in the financial globalization process, this could also lead to a lot of risks, which will be discussed later in the report. To reduce these risks and to make further successful financial integration possible, it is important that financial markets and institutions are well developed, relying as well on future perspectives. For investors it is more plausible and attractive to invest in countries where the corruption level is low and which have better developed financial markets and institutions, because it shows a better business environment and a certain degree of (macroeconomic) stability. The latter could lead to greater economic growth benefits of capital inflows.(Prasad et al 2006, Kose et al 2009) 

Risk management becomes an important aspect in financial markets and institutions, once a country has liberalized its capital account. Because of the increase in foreign and domestic capital inflows, it is more difficult to separate these two from each other and capital controls tend not to have the same effects as before the liberalization (Schmukler et al 2001, Kose et al 2009). Because of these changes it is important for a country to be flexible and adjust the former policies to the new situation, so that it will lead to a stable economic growth. 
Once the financial markets and institutions are well managed (corporate and public governance), by means of for example good risk management, it is also possible to determine which capital inflows have a positive or negative influence on the economy. In that case a country is able to structure its capital flows towards the ones which have positive growth effects, such as FDI and equity flows which according to research have the most positive spillover effects. This reduces financial crisis risks or at least makes the process less costly and helps to avoid imperfections in capital markets. Schmukler et al (2001), Prasad et al (2003) and Kose et al (2009) point out that transparency in financial and governance institutions could lead to a decrease in information asymmetries and less moral hazard and adverse selection, which leads to more efficient allocation of financial flows.
1.1.3 Macro economic stability
As described by the literature, when a country opens its capital account a solid macroeconomic basis is of great importance to avoid crisis. Theoretically an open capital account makes a country more vulnerable for external factors, because of possible dependency on foreign capital flows, exports, imports etc. 
Capital becomes mobile, when financial markets integrate. It depends on the economic structure of the country to choose the right macroeconomic policies, such as fiscal, monetary and exchange rate policies. The well-known model of Robert Mundell, the policy trilemma, suggests that countries can only choose two out of the three policies: (1) Monetary policy independence, (2) Fixed exchange rate and (3) International capital mobility. (Charles van Marrewijk, 2007)
Monetary policy independence is important for countries that have economic circumstances which differ from the rest of the world and it provides independency of other countries. To be able to fully participate, international capital mobility is important for the financial globalization process, because of the integration with the foreign financial markets. According to this theory countries that participate in the financial globalization process have two options:  International capital mobility and a fixed exchange rate or international capital mobility and monetary \policy independence (with a flexible exchange rate).

A fixed exchange rate can reduce the transaction costs and exchange rate risks which encourages investments and trade. A flexible exchange rate is better able to respond to shocks when exchange and interest rates are fluctuating. This reduces a recession. 
As suggested, in a financial globalization framework a fixed exchange rate seems to be more appropriate. However a combination of a fixed exchange rate and an open capital account has not always been positive and has even resulted in several crises (most of the Asian and Latin American crises of the 1980’s/1990’s). Evidence for the relationship between financial openness and better fiscal policies is hard to find. (Kose et al 2006). Research has proven that countries that have a high degree of financial globalization and a flexible exchange rate on a ‘de jure’ basis, tend not to have a flexible exchange rate on a ‘de facto’ basis, because of the ‘fear of floating’. Especially in countries where liabilities are in foreign currency and assets are in local currency, this fear exists. (Schmukler 2001) 
A good macroeconomic basis is one of the most important determinants for all (developing) countries that want to participate successfully in the financial globalization process. 
Without a solid macroeconomic basis, the process can result in costly crises as argued by many economists. 
A large current account deficit, increasing inflation and expansionary fiscal policies could lead to financial crisis. It is theoretically a prerequisite to choose the right necessary policies which avoid also these three aspects, for a successful financial integration. 
1.2. The advantages and disadvantages of financial globalization. 
The integration into the financial globalization process provides benefits as well as disadvantages, which could lead to disastrous scenarios/crises if the fundamental determinants are not put in process in a proper way for (developing) countries. Several economists share the view that financial openness is not as advantageous as the theory suggests and others do agree that cross-country capital flows have positive growth effects for developing countries as well as for developed countries. 
Theoretically, it is important to take the right steps in the first stages of the financial liberalization process, for achieving the economic benefits for a higher welfare and wellbeing. Especially for closed countries that decides to integrate within the world economy/trade and liberalize their capital account and domestic financial sector. Examples are countries with a former communistic/socialistic system, such as East Asian countries and the Central East European countries. Thus countries moving from state ownership to privatization, well known as the ‘Transition process’. In this transition process it also has to be determined how the resources should be allocated efficiently and by which parties. Property rights become an important aspect, because the resources are no longer state-owned. These issues have been discussed thoroughly in the concerning literature and could be solved with proper policies. Because of these new policy and social structure changes, the transition theory suggests that at the beginning of the transition process, a decline of economic growth/output will occur. After the process it depends on the adaptation of the country whether the integration into the world economy leads to economic growth or to a further decline.  (Van Marrewijk, 2007, Fabrizio et al 2009)

1.2.1 The advantages of financial globalization for developing countries. 

The majority of the economists agree that the development of the financial system resulting from the financial integration process is the main benefit for developing countries after successful integration. The development of the financial system should provide numerous improvements and advantages, such as more stable and better regulated financial markets, which then attract more foreign and domestic investors. 

Financial integration has direct and indirect benefits on economic growth. 
Direct benefits:  
The neoclassical growth theory suggests that in capital scarce countries domestic savings will increase, because of the higher return in capital. It is supposed that both foreign and domestic savers start to invest more in capital scarce countries, because they can make more profit than in the rich capital abundant countries. 
Because of increased capital inflow, risk diversification is possible, due to increasing FDI and portfolio equity flows by foreign investors. In this case it is possible that domestic and foreign investors can participate in risk sharing opportunities. The latter could lead to a higher increase of foreign investments. This makes the domestic financial sector more liquid, increasing the level of available credit and lowers the cost for new capital for new investments, which is important for economic growth. Moreover foreign capital is also a source of income for countries, because they can tax it, although this cannot be done very easily, because foreign capital can flow easily in and out the country without a fixed time schedule. (Prasad et al 2003, Schmukler 2004)
Another theoretical possibility is that financial institutions and individuals invest more in developing countries, when they expect that they will grow faster than developed countries. New and more capital makes consumption smoothening and investments financed with foreign capital possible, which in turn leads to better regulated financial markets. Examples are China and India where large capital flows enter their economy from developed countries, because of financial liberalization. A better regulated financial sector also could lead to less asymmetric information, because of a better financial infrastructure. Also, borrowers and lenders have more information about each other (increase in transparency). This reduces the possibility of adverse selection (lenders are willing to make their restrictions more flexible, lower interest rates, because they have more confidence in borrowers) and moral hazard (borrowers are less able to use the credit for risky investments, because of the sharp supervision of the lender) which is beneficial for providing more credit, increasing the possibility of economic growth (Schmukler 2004, Obstfeld 2008, Prasad et al 2003).
Once a country is more financially integrated, it attracts more FDI and portfolio equity flows. 
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Source: Prasad et al (2003).
Another direct benefit is the expansion of the banking sector, because of foreign ownership of domestic banks, or because foreign banks open subsidiaries in financially open countries. 
Both can lead to a better and more efficient banking sector in the country, because of better regulation and (risk) management. Secondly, the increase in competition between financial institutions such as in the banking sector, which leads to improved services in the banking sector. This could lead to encouragement of more investments. 
The increased competition can also lead to non-bank financial institutions which offer the same services as a bank. It can improve the efficiency of the financial infrastructure and Total Factor Productivity growth on the long term.
 See for example Levine (2001).  
Indirect benefits: 

The most important indirect benefits of financial integration are the positive spillover effects through FDI such as technological and managerial know-how and expertise. So it can be said that the human capital level also could increase once a good integration into the financial globalization process has been accomplished. (Prasad et al 2003, Schmukler 2004)
Once a country has liberalized its financial sector and has achieved the direct benefits, this could lead to improvements in the future growth perspective of the country through the indirect benefits. An important indirect benefit is the search for the right macroeconomic policies, which also are prerequisites. Because of the increase in foreign capital flows and the uncertainty of the stability, macroeconomic policies have to respond to this in such a way that the investment climate will stay positive for foreign investors. It is important to react to the new situation and adopt the right fiscal and monetary policies, e.g. tax policies in favour of foreign capital providers. A right discipline on macroeconomic policies should lead the financial sector towards a more stable financial integration, because the economy becomes more vulnerable once it is reliant and is dependent on foreign capital flows. (Kose et al 2009)  Another point indicated by Kose et al (2009) is that the relationship between growth and volatility is negative before trade liberalization and positive after liberalization and they find a same remarkable effect for financial integration, however it is a less strong result. They show evidence relying on emerging market economies that both trade and financial integration change the degree of the relationship between volatility and growth. 
. 

Solow Model and economic growth.
If we take a look at the exogenous Solow model, proposed by Robert Solow in 1956, it suggests that differences in per capita income could be explained by differences in investment and population growth rates and exogenous differences in technology levels. 
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The model suggests that more capital per worker leads to a higher per capita output, once it has arrived at the steady-state output per worker and the investment per worker is higher than needed to keep the capital per worker constant (capital deepening) and the diminishing returns to capital per worker do not exceed the investment per worker. (Jones 2002)
The model also predicts that economic growth is caused by technological process as an exogenous variable. Without technological progress, growth will stop because of the diminishing returns to capital. Technological progress could compensate this and in the long run per capita growth will be equal to the rate of the technological progress. 
According to this model, the indirect benefits of FDI, such as technological know-how are important for the long-run economic growth of a country, and this could be the reason for the differences in economic growth levels between countries. 

Lucas model

The endogenous Lucas model suggests that human capital is of great importance for the economic growth of a country. In this model a policy that leads to a higher education level, because of obtaining more skills, leads then to a permanent increase in the growth rate of output per worker. 
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Of course, these are all theoretical models, but the results have been helpful to understand the economic growth in developed countries which have high investment rates and therefore a higher output-technology ratio. (Jones 2002)
Another indirect benefit is specialization. If we take a look at the comparative advantage theory, countries trade with each other and specialize in industries with the most efficient production possibility. In case of financial integration, capital could flow to the most efficient industries making it possible to increase the output in the most efficient industry, resulting in a higher economic growth. Supposedly this theory is only applicable for economies where trade openness is an existing phenomenon. 
1.2.2 The disadvantages of financial globalization for developing countries. 
In general the theory suggests that financial liberalization has long-term positive growth effects. 
Many blame (financial) globalization for the current crisis we are facing today and have occurred in the past and consider whether this could have been avoided by a less integrated global financial market.
According to, amongst others, Schmukler et al 2001, 2004, Prasad et al 2003, Obstfeld 2008, Kose et al 2009, the most important risk of financial globalization for developing countries is the chance on financial (banking and exchange rate) crisis on the short term, when they are not or less integrated in the financial globalization process and decide to be more financially integrated and have not prepared themselves by implying the right prerequisites. Domestic financial liberalization together with capital account liberalization increases the chance of domestic banking crisis and/or exchange rate crisis, which could be accompanied by output collapses, making the economy of the country even worse than before the financial integration. 
One of the reasons for an increase of vulnerability for crises is that the financial sector becomes more dependent on foreign investors, borrowing from foreign banks or portfolio equity flows. Because of the fluctuating nature of these capital flows and the risk of sudden stops of capital flows to developing countries, the degree of vulnerability to financial crisis increases. 

Financial integration without implementing the right policies before the financial integration can be disastrous. Because in that case capital inflows occurring right after the liberalization can lead to speculative attacks and an outflow of capital from domestic and foreign investors. 
This means, once again, that the regulation and supervision of the financial markets is very important such as being underlined in Kose et al (2009). 
However Dollar and Kraay (2001), found that the right fundamental determinants of growth do not benefit (have little systematic effect on the share of income of) the poorest fifth
 in society more than the rest of the society, but as much as everyone else.
 They also claim that there is weak evidence that stabilization from high inflation and overall size of government not only increase growth but also the income share of the poorest fifth in society. 
Another disadvantage which has been investigated thoroughly by the above mentioned researchers are imperfections in international financial markets (such as information a-symmetries, moral hazard) which also can lead to crisis when countries are highly integrated and are dependent on each other, even if the macroeconomic basis of a country is good. Consequences are for example bubbles, irrational behaviour, herding and speculative attacks. This could lead to higher volatility of prices and lower liquidity. Imperfections such as moral hazard could negatively influence the macroeconomic basis (even if it is the right basis) when borrowers make use of more credit than is necessary and use this for investments which have a high risk level. If imperfections are more present in domestic markets than in international financial markets, then it will not necessarily lead to crisis, because international markets could then reduce these imperfections. 
As stated by Schmukler (2004), the integrated financial markets could be influenced very easily by investors, who also have a lot of influence on the economic situation, especially if a country is dependent on short-term capital inflows (portfolio equity flows). This is the case when a country integrates in the financial globalization process. If they expect that the exchange rate is unsustainable, they could speculate against the currency, which influences the exchange rate, making a balance of payments/liquidity crisis possible.
The effect of contagion is another disadvantage of global financial integration. It is caused by international capital and trade flows where countries heavily rely on each other.  As argued by amongst others, Prasad et al (2003), Schmukler (2004) and Obstfeld (2008), international capital flows increase when financial integration takes place. If this process is positive, investors could increase their international assets, because they are in search of higher returns and risk diversification. Furthermore, it becomes easier to invest abroad or to open subsidiaries, because of the lower information and transaction costs. 
Because of the close (financial/trade) linkages, a negative economic shock/incidence in one country (in) directly affects (un) linked countries. When for example the exchange rate of a country declines (exchange rate crisis) and another country has a lot of liabilities in this currency, it could lead to serious problems as described earlier. Foreign investors see such information as an uncertainty. Even if they do not have all the information, because of high expenses, they are discouraged and decrease their investments or even sell their current assets. Countries that do not face the crisis yet, could be affected as well, because the investor, which has a diversified portfolio in several countries, could sell the assets in the country that is not in a crisis. This can lead to a liquidity problem in this country, which will eventually be affected by the crisis. 
In the situation described above investors play a very large role. Especially the herding behaviour, together with the absence of the right information of investors, influences the contagion effect on financial globalization, which is not necessarily due to wrong macroeconomic policies. A recent example is the financial/banking/credit crisis, which started in the USA and affected nearly all the industrialized economies, due to international financial linkages. 
Because of the crisis the international financial system faced serious problems and the authorities/Central Banks had to intervene. This of course had negative impacts on the behaviour of international investors with all its consequences.
 
Another scenario is that financially connected countries have to devalue their currency, to maintain their competitive position. Trade linkages could also have contagion effects, which is also a serious threat for economic growth. For example countries which have regional trade agreements, such as the MERCOSUR and NAFTA,
 with each other, could be affected when one of the countries of the agreement faces a crisis. Consequences of decreases in exports and imports, could lead to a decrease in liquidity problems and deficits on the current account/Balance of payments. 
Unequal distribution of capital flows in developing countries as a consequence of financial liberalization could also occur. For example explained by Schmukler (2004), divergence among developing countries where a group of developing countries is benefiting more than other developing countries.
And because of a higher degree of foreign competition in the domestic financial sector, local financial institutions could not be able to compete with the foreign, more technically advanced financial institutions and consequently could disappear. Instead of the positive spillover effects of foreign capital, financial market diversion could occur, leading to domestic markets which are not liquid anymore, because of capital flows to international companies or capital outflows. 
Stulz (2005), states that when expropriation risks are significant, it is optimal for corporate ownership to be highly concentrated, which limits economic growth, risk sharing, financial development and the impact of financial globalization. 
Finally a conclusion by Dimsky (2005), about financial exclusion based on developing economies and on a microeconomic basis. In his research he found that high-income groups pay less for credit, whereas low-income groups pay high returns. And that the informal market operates with higher interest rates, lower project levels and much tighter return margins for borrowers than the formal market. He also states that financial globalization has led to global homogenization and stratification of financial practices. This weakens governments because they have to adjust their financial system to the universal financial system, otherwise they will be excluded. According to his findings, credit markets are no longer unified but instead are fragmented and diverse and financial exclusion is growing. 
2. Empirical research effects of financial globalization on developing countries. 
To find robust answers on the question whether financial globalization has led to economic growth, various economists have done extensive research into the consequences of financial liberalization and various forms of capital inflows and found similar as well as contradictory results, concerning economic growth, in comparison with the predictions of the theory. 
Maria Carkovic and Ross Levine
Carkovic Maria and Ross Levine (2002) found contradictory results, based on a cross-country research done in 72 counties over 1960-1995. According to their econometric research, micro-economic studies generally do not show positive effects of foreign capital on growth. They state that many macro-economic studies find a positive link between FDI and growth, but they do not fully control for endogeneity
, country specific effects and inclusion of lagged dependent variables in the growth regression; however in their research they do include them. They claim that FDI does not have an independent influence on economic growth, even when they only include developing countries and exclude the others. Another point is the finding that FDI does not have a robust impact on TFP; nor portfolio inflows have a positive impact on growth. Though their paper does not prove that FDI is unimportant, but cross-country analysis in combination with microeconomic evidence reduces confidence in the belief that FDI accelerates GDP growth. To conclude, they state that the results should not be viewed as suggesting that foreign capital is irrelevant for long term growth. The results do confirm that FDI is positively linked with long term growth. 
Dani Rodrik and Arvind Subramanian
Rodrik and Subramanian (2008), find that financial globalization does not have an independent influence on economic growth. They base their research on 110 countries excluding the OECD countries and 9 developing countries that have high levels of financial globalization. They conclude that capital inflows boost consumption, but their effect on investment and growth is indeterminate and could even be negative. There are some exceptions, such as China, India and Chile, because they managed exchange rate appreciation due to their reliance on capital controls. Another point is that improved access to foreign finance appreciates the real exchange rate and this in turn has negative effects on economic growth. According to their findings one of the key benefits of financial development is to augment domestic savings and that for any level of investment, the more that is financed by domestic savings, the greater is the long term growth. Also countries that have grown most rapidly have been those that have been relying less on capital inflows.  And to conclude with a range of inconsistencies, they argue that financial globalization has not led to better smoothening of consumption or reduced volatility. 
Pierre-Olivier Gourinchas and Olivier Jeanne, Robert E. Lucas Jr, Ayhan Kose et al.
Gourinchas and Jeanne (2009) mention the ‘allocation puzzle’ based on developing countries. Countries which show a high productivity growth, should according to the neoclassical growth model, invest more and attract more foreign capital. According to the findings of Gourinchas and Jeanne, (2009) capital does not flow to countries with faster productivity growth and capital seems to flow more to countries that invest and grow less. The cross-country correlation between productivity growth and net capital inflows is negative and non-OECD countries that have grown at a higher rate over 1989-2000 have tended not to import but to export more capital. They also find that the difference between savings and investment is positively correlated with productivity growth. 
Aid is also of great importance for developing countries and even after correction for aid the ‘allocation puzzle’ exists. For example Asia who grew rapidly, should have been attracting capital inflows, while it has been exporting it. 
Amongst the first economist who agreed with this and proved this earlier is Robert E. Lucas, Jr. (1990), in which he found that capital flows from rich to poor countries are low. 
Kose et al (2009), do agree with this as well. They state that capital has been flowing from developing countries to the advanced economies. Also according to their findings, average GDP growth and the change in financial openness measure show a weak positive association. In theory the degree of risk sharing should improve due to financial globalization, however Kose et al (2009) found contradictory results. It did not improve for developing countries. 
A positive result of their research is that there is little empirical evidence that financial globalization is responsible for crises and to conclude that financial globalization reduces vulnerability to crises. 

Peter Blair Henry.
In his article, Henry (2007) compares a large sum of empirical articles about the effects of capital account liberalization on developing and developed countries. The majority of these papers find no effect of capital account liberalization on economic growth on the long term. However, according to Henry, the neoclassical model makes no predictions about the correlation between capital account openness and long-run growth rates across countries. It does predict that liberalizing the capital account of a capital poor country will temporarily increase the growth rate of the GDP per capita. 

Another point is that a lot of articles analyzed in his research include both developed and developing countries in their sample, while according to the theory these two have to be surveyed separated. Besides this, developing and developed countries implemented capital account liberalization at different time periods, which also is a factor that influences the results incorrectly. 
Henry (2007) concludes in his own empirical research for a list of 18 developing countries
  that liberalized their stock markets between 1986 and 1993, that when these countries liberalize capital flows into their stock markets, the cost of capital falls and investment increases along with the growth rate of GDP per capita.
 This is consistent with the predictions of the theory.  
He also argues that the theoretical basis clearly gives a good view of what the effects are of liberalizing capital inflows for developing countries, but that the weakness of this approach is that it does not give a clear answer to the question whether financial liberalization leads to economic growth. 
Eswar S. Prasad, Ayhan Kose, Kenneth Rogoff, Shang-Jin Wei. 
Prasad et al (2003) executed an extensive research about the impacts of financial globalization on developing countries. They made a distinction between more financially integrated countries, consisting of 22 countries and less financially integrated countries consisting of 33 countries. They preferred a research on a ‘de facto’ basis based on actual capital flows. The distinction between MFI and LFI countries is static and not based on differences across countries on timing and degree of financial integration.
  According to their findings from 1970 until 1998 the majority of the private capital flows were flowing to a small group of MFI countries and were very small compared to LFI economies. In addition, the MFI economies from 1970 to 1999 grew faster than the LFI economies. The average per capita output was six times greater compared with the LFI economies and consumption and investment also was higher in MFI economies. Prasad et al conclude that countries that are financially more integrated show a higher economic growth. However, they indicate that the results should be observed cautiously, because there is ‘a possibility that there is reverse causation: countries that manage to enjoy robust economic growth may also choose to engage in financial integration even if financial globalization does not directly contribute to faster growth in a quantitatively significant way.’
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Source:: Prasad et al 2003. 

One of their conclusions about the table above is that financial integration is not a necessary condition for higher economic growth. There are some countries for example which show a limited financial integration, but still show a high growth rate, such as China and India. Also countries like Mauritius and Botswana which are relatively closed, show strong growth rates. 
Secondly they state that financial integration is not a sufficient condition for fast economic growth. For example Jordan and Peru became more financially integrated, but the Total Percentage Change in Per Capita GDP was negative. To conclude they argue that countries which show a negative growth tend to be more financially closed, but it is not clear what the direction of causality is. 
In contrast to their earlier mentioned results, Prasad et al (2003) also indicate in their paper, through a scatter plot, that there is not a significant correlation between growth rate of per capita GDP and change in capital account openness during the time period 1982-1997. Even when controlling for country specific effects such as a country’s initial income, initial schooling, average investment to GDP ratio, political instability, and regional location, they do not find a positive association between the two variables.
To conclude, they argue that the problems/risks for developing countries occur on the short term when they liberalize their economy, such as output and consumption volatility and that it depends on the ability of a country to adapt the proper preconditions such as described by the theory, to achieve the predicted theoretical positive long-run effects. 
Conclusion empirical literature. 

According to the research papers analyzed in this report, the majority concludes, according to their findings, that financial liberalization does not lead directly to economic growth, certainly not on the short term. But the results concerning the long term effects of financial globalization on developing countries are more positive. 
For instance Carkovic Maria and Ross Levine (2002), confirm that FDI is positively linked with growth on the long term. Subramanian and Rodrik (2008), conclude that long-run growth is positively correlated by domestic savings and investments financed by domestic savings. But they argue as well that one of the benefits of financial development is the increase of the domestic savings. And according to the theoretical framework, an important indirect effect of financial globalization is financial development. To augment the domestic savings, a development of the financial infrastructure is necessary.
Gourinchas and Jeanne (2009) and Kose et al (2009) agree that capital does not flow
more from advanced to developing countries, but they find a reverse effect. This is contradictory with the theory and consequently does not lead to the benefits of financial globalization when countries liberalize their capital account, because capital is flowing out of the countries instead of an inflow of capital. This does not lead to the potential direct and indirect benefits of financial globalization as described earlier in the report, for which an inflow of capital is key. In this report Peter Blair Henry (2007) is amongst one of the most positive economists concerning the effects of financial globalization on economic growth and he also gives reasons why the empirical results concerning the effects of financial globalization on economic growth often does not correspond with the theoretical framework and how this could be carried out more subtly in the future. He proves that a research based on only 18 developing countries on a limited timeline base, does confirm the prescribed potential outcomes of the neoclassical theory.
Finally, the results of Prasad et al (2003) provide a mix of affirming and opposing conclusions in comparison to the theoretical approach concerning the effects of financial globalization on economic growth. 
 3. Regression analysis 
Developing Asia and Newly Industrialized Asian Economies. 
During the research to find an answer whether financial globalization leads to economic growth in developing countries, I could not find a robust answer. As Henry (2007) quoted in his research paper that most of the research papers are based on a mix of developed and developing countries, I have decided to execute a regression analysis for the group of Developing Asia and a regression analysis for the group of Newly Industrialized Asian Economies,
 based on a current time base. The results of these two regressions will be compared and finally the question whether ‘financial globalization is a necessity for developing countries’ based on these two country groups will be answered as well as possible. 

Methodology 

In this part of the report the effect of financial globalization on two country groups has been analyzed through the statistical data programme SPSS, multiple regression. 
The World Economic Outlook Database 2009 of the IMF provided the necessary figures.
. The chosen variables are:
 
· GDP constant prices growth, annual percent change (Dependent variable) 

· Inflation, Average Consumer Prices (Annual Percent Change) (independent variable)
· Investment national account ( Percent of GDP) (Independent variable)
· Import Volume of goods and Services (Annual Percent Change) (Independent variable) 

· Export Volume of goods and Services (Annual Percent Change) (Independent variable)
· Current Account Balance (Percent of GDP)(Independent variable)
· External Debt Total ((Percent of GDP) (Only Developing Asia) (Independent variable)
The reason for choosing these variables is because in theory, also explained earlier in the report, a higher rate of investment, trade openness, capital account liberalization, should lead to economic growth (GDP), but in practice this is not always true according to the results of empirical research. Another reason is to find out whether an increase or decreases of the independent variables have an impact on economic growth. 
As a part of the SPSS programme, multiple regressions explain the influence of the independent variables on the dependent variable ‘Gross Domestic Product’. The latter is often used to measure the economic growth of a country. Furthermore the outcomes try to give an explanation of whether an increase or decrease of the independent variables have a positive or negative effect on the dependent variable (GDP growth), while the other independent variables are held fixed (Ceteris Paribus) or if the independent variables mutually influence each other (a Bivariate Correlation matrix has been executed for these findings). 
3.1 SPSS results for ‘Developing Asia.’
	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	1
	.908a
	.825
	.720
	.924
	.825
	7.855
	6
	10
	.003

	a. Predictors: (Constant), ExternalDebtTotal, Export, Inflation, Import, CurrentAccountBalance, Investment
	


In the table above we see that the model is significant, P value is 0.003 and if we look at the R Square, which has a high score, 82, 5% of the variance on GDP growth can be explained by the independent variables. 
	ANOVAb

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	40.225
	6
	6.704
	7.855
	.003a

	
	Residual
	8.534
	10
	.853
	
	

	
	Total
	48.759
	16
	
	
	

	a. Predictors: (Constant), ExternalDebtTotal, Export, Inflation, Import, CurrentAccountBalance, Investment
b. Dependent Variable: GDP 


If we test the Null hypothesis:

Ho: β1=β2=β3=β4=β5=β6 (means that none of the independent variables have an influence on GDP growth) against the

Ha: The independent variables do influence GDP growth. 

The F value is not so high, but the P value is 0.003, which makes the model significant. 
The conclusion is that the independent variables have a significant influence on the GDP growth of Developing Asia, but it does not indicate which particular variable does or does not have an influence on the dependent variable.
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-6.145
	11.945
	
	-.514
	.618

	
	Investment
	.299
	.225
	.623
	1.330
	.213

	
	Inflation
	.000
	.159
	.001
	.002
	.999

	
	Import
	.155
	.071
	.609
	2.182
	.054

	
	Export
	.021
	.071
	.064
	.290
	.778

	
	CurrentAccountBalance
	.080
	.241
	.130
	.330
	.748

	
	ExternalDebtTotal
	.058
	.192
	.205
	.305
	.766

	a. Dependent Variable: GDP
	
	
	
	


If we take a look at the coefficients table above, the conclusion is that only Import has approximately a significant influence on GDP growth, P-value ≈ 0.05 (0.054) The rest of the independent variables do not have a significant influence on GDP growth, because the P-values are all above 0.05. The reason for this result of SPSS could be because of a strong mutual cohesion/correlation between the independent variables. We can analyze this through the results of a Correlation matrix of SPSS, where for each combination of an independent and dependent variable, the correlation has been analyzed.

We can conclude according to the results of the SPSS Bivariate Correlation table that the following variables mutually have a positive significant linear correlation.

- Investment – GDP:  0.676%, P-value= 0.000;

- Import - GDP 0.685%, P-value = 0.000;

- Export – GDP 0.556%, P-value is 0.006.

When we analyze the correlation table further, the correlation between the variable ‘Import’ and ‘Export’ is high and significant. This is logical, because in general import and export have a linear cohesion, when one of them rises, the other rises as well and vice versa. An explanation for this could be the participation in a globalized world trade or regional trade agreements between countries.

The significant correlation between the following variables are negative, according to the SPSS output: 

· ‘External Debt – Investment’ + ‘External Debt – Inflation’ + ‘External Debt – GDP’ 

· ‘Current Account Balance – Inflation’ + ‘Current Account Balance – External Debt.’   

The analysis above shows that it is better to adjust the statistical model and choose the variables which show a positive correlation. In this case the following variables have been chosen to conduct a new multiple regression analysis with SPSS: 

· GDP constant prices growth, annual percent change (Dependent variable) 

· Investment national account ( Percent of GDP) (Independent variable)

· Import Volume of goods and Services (Annual Percent Change) (Independent variable) 

· Export Volume of goods and Services (Annual Percent Change) (Independent variable)

In this case the output of SPSS predicts an R square Value of 82.1%, which means that 82.1% of the variance on GDP growth can be explained by the chosen independent variables.
 
The ANOVA table output shows an F-value of 19.38 and P-value of 0.000, which makes the model significant.
 The conclusion is that here as well the chosen independent variables together have an influence on the GDP growth of the country group ‘Developing Asia’, but not which variable particularly does or perhaps does not. 
After including only the relevant variables, the ‘Coefficients’ table output result is: 

	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-3.009
	1.956
	
	-1.539
	.148

	
	Investment
	.259
	.058
	.539
	4.456
	.001

	
	Import
	.138
	.042
	.540
	3.286
	.006

	
	Export
	.034
	.053
	.105
	.638
	.534

	a. Dependent Variable: GDP
	
	
	
	


Here we see that all the independent variables are significant at the 5% significance level, except the variable ‘Export’. This is most probably due to a strong correlation between the variable ‘Import’ and ‘Export’ concluded earlier. However, in a simple linear regression, the influence of ‘Export’ on ‘GDP’ growth is significant.

According to the output of the SPSS coefficients model: 

· When Investments increases with 1%, GDP annual percent change increases with 0.259%; 

· An increase of 1% of Imports, leads to an increase of 0.138% of the GDP  annual percent change;

The influence of ‘Export’ on GDP annual percent change is according to the model not significant, thus an interpretation of this outcome cannot be made. However in the simple linear regression model, the outcome is significant and predicts that when Export rises with 1%, GDP annual percent change, increases with 0.191%. 

3.2 SPSS Results for ‘Newly Industrialized Asian Economies.’ 

	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	1
	.913a
	.833
	.787
	1.41677
	.833
	17.975
	5
	18
	.000

	a. Predictors: (Constant), CurrentAccountBalance, Import, Inflation, Export, Investment
	
	
	


In the table above we see that the model is significant after including the chosen variables, P value is 0.000 and if we look at the R Square, which has a lower score than the score for the country group of ‘Developing Asia,’ 78,7% of the variance on GDP growth can be explained by the independent variables. This could be due to a smaller number of countries in the group NIAE. 

	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	180.403
	5
	36.081
	17.975
	.000a

	
	Residual
	36.130
	18
	2.007
	
	

	
	Total
	216.533
	23
	
	
	

	a. Predictors: (Constant), CurrentAccountBalance, Import, Inflation, Export, Investment

	b. Dependent Variable: GDP
	
	
	
	


The F – value 17.975 in the ANOVA table above, is higher than the 

F- Value for ‘Developing Asia’ and the P value is 0.000, which makes the model significant. The conclusion is that the independent variables together have a significant influence on the GDP growth of Newly Industrialized Asian Economies. Because of a higher F-value the outcome that all the independent variables together have a significant influence on the GDP growth is more reliant, than the outcome for the ‘Developing Asia’ group. 

	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-19.964
	11.822
	
	-1.689
	.109

	
	Inflation
	-.592
	.309
	-.397
	-1.915
	.072

	
	Investment
	.817
	.419
	.770
	1.953
	.067

	
	Import
	.412
	.100
	.990
	4.118
	.001

	
	Export
	-.165
	.129
	-.322
	-1.283
	.216

	
	CurrentAccountBalance
	.562
	.329
	.502
	1.708
	.105

	a. Dependent Variable: GDP
	
	
	
	


The ‘Coefficients’ table above show that none of the independent variables have a significant influence on the GDP annual percent change growth, except ‘Import.’

This could be due to strong mutual correlation between the independent variables. For this reason it is better to adjust the model and choose the variables which independently have a significant influence on GDP growth. According to simple linear regression between each independent variable and GDP growth, the new multiple regression now consists of the following variables: 
· GDP constant prices growth, annual percent change (Dependent variable) 

· Investment national account ( Percent of GDP) (Independent variable)

· Import Volume of goods and Services (Annual Percent Change) (Independent variable) 

· Export Volume of goods and Services (Annual Percent Change) (Independent variable)

Now the output of SPSS predicts an R square Value of 79.6%, which means that 79.6% of the variance on GDP growth can be explained by a change in the chosen independent variables.
 The ANOVA table output shows an F-value of 26.083 and P-value of 0.000, which makes the model significant.
 The conclusion is that for this country group as well, the chosen independent variables together have a significant influence on the GDP growth of NIAE, but not which variable particularly does or perhaps does not. 

	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	1.307
	3.385
	
	.386
	.703

	
	Investment
	.044
	.118
	.041
	.370
	.716

	
	Import
	.404
	.101
	.969
	3.986
	.001

	
	Export
	-.052
	.121
	-.102
	-.433
	.670

	a. Dependent Variable: GDP
	
	
	
	


The new coefficients table shows that, even after adjusting the former model, only the variable ‘Import’ has a significant influence on GDP annual percent change growth. 
The outcome is different than the country group ‘Developing Asia.’ Especially Investment has a high non-significant P-value. This could be due to a strong mutual correlation between the independent variables. This is indeed true. In a simple regression model between each of the independent variables individually and the dependent variable ‘GDP’ separately, there is a particular significant influence between the independent variables and ‘GDP.’

According to the output of the simple linear regression models: 

· When Investments increases with 1%, GDP annual percent change increases with 0.312%; 

· An increase of 1% of Imports, leads to an increase of 0.371% of GDP  annual percent change;

· An increase of 1% of Exports leads to an increase of 0.393 % of GDP annual percent change. 
4. Conclusion

4.1 Conclusion SPSS results for ‘Developing Asia’
After analyzing the influences of the chosen variables (which should influence the economic growth rate according to the theoretical framework)  with a multiple regression to find out whether they have an influence on economic growth, the conclusion is that the variables Investment, Import and Export have a positive significant influence on the change of economic growth. This means that an increase of the three variables, leads to an increase in GDP growth, which is often being used to measure the economic growth of a country. 
Remarkable is that the variable ‘Investment’ (percent of GDP) shows the highest positive significant influence on GDP growth. According to the multiple regression method a rise in the investment as a percent of GDP leads to a higher GDP growth rate than a rise in export and import, where export has a stronger positive significant influence on the GDP growth rate than import.  According to these results it can be concluded that a further financial liberalization, leading to a higher Investment rate as a percentage of GDP for the country group of ‘Developing Asia’ could lead to economic growth, more than trade liberalization, based on a time base from 1985 till 2009. 
4.2 Conclusion SPSS results for ‘Newly Industrialized Asian Economies’
There are quite a few differences in the results of this country group compared with the former country group. In the ‘coefficients’ table, only ‘Import’ showed a positive significant influence on the GDP-growth, while the other two strongly did not. However in a simple linear regression, they showed a positive significant influence. Also an increase in the Investment, Import and Export rate, is showing a higher GDP rate compared with the former country group, where a rise in Export shows the highest influence on the GDP rate, followed by Import and finally Investment. A conclusion based on this outcome is that trade liberalization, leading to a higher export and import level, has a higher impact on economic growth for this country group, than financial liberalization (based on the Investment rate as a percent of GDP). An explanation for this outcome could be because of the industrialization of these 4 Asian Economies and as a consequence, because of their high total trade rate.

However, compared with the former group, the variable ‘Investment’ still shows a higher impact on the GDP growth. This could also mean that there is a connection between trade liberalization and financial liberalization, such as proved by Kose et al 2009, mentioned earlier in the report. 
4.3 Overall conclusion.  

Does Financial Globalization lead to economic growth in developing countries? 
As it was already known, it is difficult to give a robust answer on the question whether financial globalization does lead to economic growth in developing countries. According to the literature, financial liberalization should lead to economic growth, and should provide important indirect benefits necessary for competing with the rest of the world in the financial sector. However empirical research results do not always show evidence concerning these theoretical statements and as a consequence do not approve it.   
According to the empirical research results used in this report, there is a mixed end conclusion about this topic. The majority of the papers conclude that financial globalization does not lead to short term economic growth. As Henry (2007) concluded it also depends on what they are based on, and that the country specific effects should be considered carefully, such as the time base and the degree of financial liberalization, which differs between countries.
But it is certainly not out of the question that it does lead to economic growth on the long term. It certainly needs time for developing countries to fully have the advantages of financial globalization. But as in all ‘developing’ stages, it is important not to give up when experiencing adversity and to apply the right policies during the development stages, such that it gradually integrates properly in the global financial world to reap the benefits of it. 
Finally according to own findings and the regression analysis, based on the country groups ‘Developing Asia’ and ‘Newly Industrialized Asian Economies,’ it can be concluded that financial liberalization does lead to economic growth, based on the Investment (as a percent of GDP) rate, and trade openness as well. Where the impact on the ‘Newly Industrialized Asian Economies’ is bigger than on the  country group ‘Developing Asia.’ 
Consequently, the end conclusion of this report is that financial globalization does lead to economic growth in developing countries. 
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6. Annexes 

Table 1 Developing Asia
	Correlations

	
	
	GDP
	Investment
	Inflation
	Import
	Export
	CurrentAccountBalance
	ExternalDebtTotal

	GDP
	Pearson Correlation
	1.000
	.676**
	.118
	.685**
	.556**
	.240
	-.399

	
	Sig. (2-tailed)
	
	.003
	.583
	.000
	.006
	.259
	.053

	
	N
	
	17
	24
	23
	23
	24
	24

	Investment
	Pearson Correlation
	.676**
	1.000
	.273
	.210
	.226
	.415
	-.700**

	
	Sig. (2-tailed)
	.003
	
	.289
	.418
	.383
	.098
	.002

	
	N
	17
	17.000
	17
	17
	17
	17
	17

	Inflation
	Pearson Correlation
	.118
	.273
	1.000
	-.018
	-.047
	-.621**
	.305

	
	Sig. (2-tailed)
	.583
	.289
	
	.933
	.832
	.001
	.147

	
	N
	24
	17
	24.000
	23
	23
	24
	24

	Import
	Pearson Correlation
	.685**
	.210
	-.018
	1.000
	.690**
	.000
	-.111

	
	Sig. (2-tailed)
	.000
	.418
	.933
	
	.000
	.998
	.615

	
	N
	23
	17
	23
	23.000
	23
	23
	23

	Export
	Pearson Correlation
	.556**
	.226
	-.047
	.690**
	1.000
	.136
	-.099

	
	Sig. (2-tailed)
	.006
	.383
	.832
	.000
	
	.536
	.655

	
	N
	23
	17
	23
	23
	23.000
	23
	23

	CurrentAccountBalance
	Pearson Correlation
	.240
	.415
	-.621**
	.000
	.136
	1.000
	-.637**

	
	Sig. (2-tailed)
	.259
	.098
	.001
	.998
	.536
	
	.001

	
	N
	24
	17
	24
	23
	23
	24.000
	24

	ExternalDebtTotal
	Pearson Correlation
	-.399
	-.700**
	.305
	-.111
	-.099
	-.637**
	1.000

	
	Sig. (2-tailed)
	.053
	.002
	.147
	.615
	.655
	.001
	

	
	N
	24
	17
	24
	23
	23
	24
	24.000

	
	
	
	
	
	
	


Table 2 Developing Asia 
	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	1
	.906a
	.821
	.779
	.820
	.821
	19.838
	3
	13
	.000

	a. Predictors: (Constant), Export, Investment, Import
	
	
	
	
	


Table 3 Developing Asia
	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	40.018
	3
	13.339
	19.838
	.000a

	
	Residual
	8.741
	13
	.672
	
	

	
	Total
	48.759
	16
	
	
	

	a. Predictors: (Constant), Export, Investment, Import
b. Dependent Variable: GDP
	
	


Table 4 (Developing Asia )
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	5.188
	.830
	
	6.247
	.000

	
	Export
	.191
	.062
	.556
	3.069
	.006

	a. Dependent Variable: GDP
	
	
	
	


Table 5 (NIAE)
	Correlations

	
	
	GDP
	Inflation
	Investment
	Import
	Export
	CurrentAccountBalance

	GDP
	Pearson Correlation
	1.000
	.115
	.294
	.890**
	.765**
	.036

	
	Sig. (2-tailed)
	
	.593
	.164
	.000
	.000
	.868

	
	N
	24.000
	24
	24
	24
	24
	24

	Inflation
	Pearson Correlation
	.115
	1.000
	.739**
	.145
	-.070
	-.444*

	
	Sig. (2-tailed)
	.593
	
	.000
	.499
	.746
	.030

	
	N
	24
	24.000
	24
	24
	24
	24

	Investment
	Pearson Correlation
	.294
	.739**
	1.000
	.271
	.095
	-.838**

	
	Sig. (2-tailed)
	.164
	.000
	
	.201
	.660
	.000

	
	N
	24
	24
	24.000
	24
	24
	24

	Import
	Pearson Correlation
	.890**
	.145
	.271
	1.000
	.890**
	.070

	
	Sig. (2-tailed)
	.000
	.499
	.201
	
	.000
	.744

	
	N
	24
	24
	24
	24.000
	24
	24

	Export
	Pearson Correlation
	.765**
	-.070
	.095
	.890**
	1.000
	.209

	
	Sig. (2-tailed)
	.000
	.746
	.660
	.000
	
	.328

	
	N
	24
	24
	24
	24
	24.000
	24

	CurrentAccountBalance
	Pearson Correlation
	.036
	-.444*
	-.838**
	.070
	.209
	1.000

	
	Sig. (2-tailed)
	.868
	.030
	.000
	.744
	.328
	

	
	N
	24
	24
	24
	24
	24
	24.000

	**. Correlation is significant at the 0.01 level (2-tailed).
	
	
	
	
	


Table 6 (NIAE)
	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.892a
	.796
	.766
	1.48456

	a. Predictors: (Constant), Export, Investment, Import


Table 7 (NIAE)

	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	172.455
	3
	57.485
	26.083
	.000a

	
	Residual
	44.078
	20
	2.204
	
	

	
	Total
	216.533
	23
	
	
	

	a. Predictors: (Constant), Export, Investment, Import
b. Dependent Variable: GDP
	
	


Table 8 (NIAE) 

	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-2.745
	6.139
	
	-.447
	.659

	
	Investment
	.312
	.216
	.294
	1.441
	.164

	a. Dependent Variable: GDP
	
	
	
	


Table 9 (NIAE)

	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	2.335
	.501
	
	4.658
	.000

	
	Import
	.371
	.041
	.890
	9.139
	.000

	a. Dependent Variable: GDP
	
	
	
	


Table 10 (NIAE)
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	2.024
	.833
	
	2.431
	.024

	
	Export
	.393
	.071
	.765
	5.573
	.000
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Table 11
[image: image12.png]Table 3. Openness to Trade
(in percent of GDP)

2000 2008
Country Total Trade Exports TradeBalance  Total Trade Exports _Trade Balance
Bangladesh 32 140 52 467 193 81
Cambodia 116 498 119 1384 654 76
China 396 208 20 592 330 68
Hong Kong 2821 1433 44 4138 2123 109
India 74 132 09 543 240 63
Indonesia T4 410 105 584 298 11
Korea 743 386 29 1070 529 12
Lao 499 191 118 486 226 35
Malaysia 2204 1198 192 1837 1035 232
Pakistan 281 134 12 42 121 -100
Philippines 1089 554 19 761 380 02
Singapore 3777 1956 136 496 2343 191
Sri Lanka 886 390 -106 647 255 137
Taiwan 1053 538 22 1442 744 46
Thailand 1249 6638 86 1501 764 28
Vietnam 125 550 25 1670 768 165
Unvweighted medians
All Countries 970 454 20 95 454 07
All excl. China 1053 498 19 1070 529 12
Tntemational Comparisons;
Germany 664 335 05 867 467 67
Japan 22 113 15 362 183 04
Us. 257 109 38 305 128 49

Souce: CEIC, Asian Development Bank's Statistical Database System (SDBS). and author's caleuiations.
Note: Exports include both goods and services, otal frade refers fo the sum of exports and imports of goods and
services. Most countries' latest data available year is 2008, except that Cambodis, Lao, and Vietnam have data oaly
p 1o 2007 (thovgh Vietnany's trade balance is 2008). The umweighted medians are the cross-sectional medians of the
data in respective columns.




Source: Prasad (2009) 
� Developed countries are all high-income countries and developing countries are all low- and middle income countries as defined by the worldbank 2009. 


� ‘De Jure’ means formally and ‘de facto’ means practically.  


�‘Direct investment’ is the category of international investment that reflects the objective of a resident entity in one economy obtaining a lasting interest in an enterprise resident in another economy.  (The resident entity is the direct investor and the enterprise is the direct investment enterprise.)  The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise and a significant degree of influence by the investor on the management of the enterprise. Direct investment is recorded on a directional basis (i.e., resident direct investment abroad and non-resident  direct investment in the recording economy).   � HYPERLINK "http://www.imf.org/external/datamapper/index.php" ��http://www.imf.org/external/datamapper/index.php�


� ‘Portfolio investment’ is the category of international investment that covers investment in equity and debt securities, excluding any such instruments that are classified as direct investment or reserve assets. Portfolio investment is classified on the basis of assets and liabilities. � HYPERLINK "http://www.imf.org/external/datamapper/index.php" ��http://www.imf.org/external/datamapper/index.php�





� Fabrizio et al 2009, compare in their paper the economic achievements of Central East European countries after the transition process with a group of emerging economies in Latin America and East Asia. They find that trade openness is a key element in the growth process and that they show a strong positive correlation. 


� Total Factor Productivity is the productivity of a country’s inputs, including physical and human capital taken together. 


� Y = total production, A= multifactor productivity, K= capital, L= labor, α= a number between 0 and 1, constant returns to scale, when input doubles, output doubles with the same amount. 





� u= proportion total labour time spent working, h = human capital per person. 


� Dollar and Kraay (2001) define the poor ‘as those in the bottom fifth of the income distribution of a country.’


� Based on a empirical research in 92 countries over four decades. 





� Recent studies still cannot explain what exactly caused this crisis, besides the general known facts, such as the availability of mortgages of American banks to households who actually could not afford it etc. It is a very interesting topic but it will not be discussed further in this report because its beyond the scope of the main topic. 


� MERCOSUR stands for Mercado Común del Sur. It is a regional trade agreement between Brasil, Argentina, Paraguay, Uruguay and Venezuela for free trade, free movement of capital, goods and people. NAFTA stands for the North American Free Trade Agreement between USA, Canada and Mexico for the free movement of trade. 


� ‘In econometrics the problem of endogeneity occurs when the independent variable is correlated with the error term in a regression model. This implies that the regression coefficient in an OLS regression is biased.’ http://en.wikipedia.org/wiki/Endogeneity_(economics)


� Argentina, Brazil, Chile, Colombia, India, Indonesia, Jordan, Malaysia, Mexico, Nigeria, Pakistan, Philippines, South Korea, Taiwan, Thailand, Turkey, Venezuela, Zimbabwe.  


� See figure 3 in Henry 2007 as well. 


� (Page 8 Prasad et al 2003) 


� (Page 14, Prasad et al 2003)


� Developing Asia: Composed of 26 countries: Afghanistan, Republic of, Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Fiji, India, Indonesia, Kiribati, Lao People's Democratic Republic, Malaysia, Maldives, Myanmar, Nepal, Pakistan, Papua New Guinea, Philippines, Samoa, Solomon Islands, Sri Lanka, Thailand, Timor-Leste, Democratic Republic of, Tonga, Vanuatu, and Vietnam. 


Newly Industrialized Asian Economies: Composed of 4 countries: Hong Kong SAR, Korea, Singapore, and Taiwan Province of China.


� http://www.imf.org/external/pubs/ft/weo/2009/02/weodata/weoselagr.aspx


� based on Annual percent change and Annual  Percent of GDP rates (years 1985-2008)


� The correlation output table can be found in the annexes table 1. 


� 0% = no correlation, +1% = Perfect positive correlation, -1% = Perfect negative correlation. P-value < 0.05 means a significant correlation. 


� See Annexes table 2 for a ‘Model summary.’


� See Annexes Table 3 for the ‘Anova table’ SPSS output.


� See annexes table 4 for the output table of this simple regression. 


� See Annexes table 6 for a ‘Model summary.’


� See Annexes Table 7 for the ‘Anova table’ SPSS output.


� See Annexes table 8,9 and 10 for the simple linear regressions. 


� See Annexes table 11. Here we see a very high  total trade figure of especially  Hong Kong and Singapore, two of the four countries part of the country group, NIAE, used in this regression analysis.  
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