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1. Introduction

Over the last few decades, there has been an uprising trend in the levels of Foreign Direct Investment (FDI) flows into Asian countries. During this period of time, the economic growth and development in many Asian countries have shown a seemingly uprising trend. Without suggesting any causal relationship, Figure 1 shows the similar trends of both FDI inflows and GDP per capita in China over the last 30 years.
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Figure 1. GDP per capita and FDI net inflow in China
Figure 1 depicts a very simple and straightforward link between the two variables, but allthough the figure might suggest a highly positive correlation and even a causal relationship, there is enough reason to further investigate for possible lurking variables or country specific factors that might prove Figure 1 to be misleading in many ways.
These changes in China’s and other Asian countries’ economic performance are a result of the introduction of economic liberalization policie during the 1970’s and 1980’s. Theses policies led to a more open economy with the abolishment of trading barriers and restrictions as well as facilitating and welcoming different types of investments from foreign countries. The major impact of these policies where their effect on attracting FDI, which in turn boosted productivity in the host country.   
 This is the reason why over the last decades so much research has been conducted regarding the effects of the inflow of FDI on economic growth of the host economy. The question that this paper tries to answer is to what extent the increase in FDI has contributed to the economic growth witnessed in our sample of Asian countries over the last 30 years. Any similarities between countries and their trends across time will be analyzed in order to give a clear view of the role that FDI is playing in Asia. 
First of all a theoretical background will be presented to the reader, based on various academic papers. Secondly the data that will be used for this thesis will be presented and analyzed. Thirdly attention will be given to the methodology used in this paper and finally the empirical analysis will be conducted with the help of the statistical software program EViews, after which a conclusion will be drawn. 

2. Theory
Economic growth is probably the most important benchmark of economic performance for every country and the one each are most willing to improve of all. If a country has a high economic growth, it is a sign that it is improving the welfare of the entire nation, it is developing economically, which leads to an improvement in the quality of living in the country overall. This justifies the vast amount of research that has been done regarding the factors that promote and influence economic growth. Throughout the years, different models have been developed and tested in order to better explain the interaction between these factors. The best known models are the exogenous growth model and the endogenous growth model which will be further elaborated on below. 
2.1. Exogenous growth model
The exogenous growth model, which can be reconduced to Solow’s (1956) pioneering contributions, was one of the first models to successfully and accurately analyze the factors that influence economic growth. This framework predicts that in the short run an increase in inputs and productivity, or an increase in both will positively affect economic growth in GDP per capita. The model is therefore able to predict economic growth in the short run by specifying the levels of tax cuts, investments, capital accumulation, labour workforce, savings, etc. 

Regarding the long run, the model is very limited in predicting the level of economic growth. The model states that in the long run the economy will converge towards a steady state growth rate that is dependent on the exogenously given technological progress as well as the labour force growth. Because this study deals with the GDP per capita growth, a labour force growth would have no impact on this measure of growth, therefore only technological progress is relevant to this paper. In other words, by assuming that the rate of technological progress is exogenous, the Solow growth model predicts that there is nothing a country can do in terms of policy decisions that will improve its economic growth in the long run. 
This paper is analysing the effect of FDI on GDP growth, and technological progress is a key spill over effect of FDI that might have an influence on GDP growth. Hence, the fact that in this model technological progress is exogenous is a major shortcoming that had to be overcome, a more suitable model was needed.
2.2. Endogenous growth model

In the 1980’s the endogenous growth model was developed and can be regarded as an improved version of the Solow growth model. The model tries to depict the different choices made by both the public and private sector and looks at how these influence the rate of economic growth. Looking at the growth rates witnessed in Asia over the last three decades, it is clear that such high growth rates are not the result of an increasing labour force only, other changes within the economy had been responsible. Therefore, more importance was paid on to the effects of capital on economic growth and technological progress, this resulted in specifying technological progress as being endogenous. The way this technological progress was achieved within an economy was mainly by means of technology spill-overs from one firm to another and will be elaborated on further in the next section. The contagion of these technology spill-overs would in the long run not only have its effects on companies nearby but also on entire industries and economies. Having declared technological progress a by-product of FDI, it is now interesting to analyze the extent to which FDI inflows will improve the economic performance of certain industries and countries. Apart from the technology spill-overs that might occur, knowledge spill-overs
 such as new production methods or improved organizational structures are also products of the FDI inflows that will complement the technological development in an economy. 
2.3. Foreign Direct Investment

Every country has both an inward and outward flow of FDI that will result in a net flow of FDI. In this paper the focus will be on the levels of FDI inflows as only these will produce spill-over effects in the host economy that might have an effect on economic growth. There are different ways in which a certain party from country A can invest (FDI) in country B ranging from a simple capital investment to the complete acquisition of a company. The investment, apart from bringing large sums of capital into the country, will also have a permanent effect on the host economy by means of technology and know-how diffusion. This permanent ‘side effect’ of FDI is the reason we believe FDI has a positive relationship with the long term GDP per capita growth of the host country. 

The kind of sector in which the investment is made will also determine the effect it can have on the economic performance
. L Alfaro argues that FDI inflows in the primary sector have a negative effect on economic performance while inflows in the manufacturing sector have a positive effect. The reason behind this difference among sectors is that the spill-over effects and know-how contagion will be much more abundant and effective in the manufacturing sector. Foreign investments in the primary sector are generally an exploitation of the natural resources, while investments in the manufacturing sector tend to have a long term growth effect through permanent changes and developments in the sector. The evidence found of the effects of FDI inflows in the service sector was ambiguous. Within each sector, the difference in the level of technological development between the investor and the host country, better known as the technology gap, will also determine the level of economic performance. The flow of knowledge from the technology leader makes the technology grow faster in follower (host) country and income per capita will grow faster in the follower as diffusion of both know-how and technology will close the technology gap. The time it takes for the two sides to converge, in other words for the host country to improve its economic performance, will be determined by the rate at which such know-how is diffused
.
Much research has been done regarding the crowding out effect of FDI in the host country
, which would entail that an increase in FDI inflows could lead to a decrease in domestic investment. However, many Asian countries have established a policy that restricts foreign investors from holding 100 percent of their investment equity, therefore still creating investment opportunities for the domestic investors and thus ruling out the crowding out effect of FDI
. This partial ownership policy also ensured that the technology being implemented by the foreign investors was able to transfer to the rest of the economy via the local equity holders. Apart from the still ambiguous effect that FDI has on economic growth, FDI inflows will most certainly benefit the host country by increasing its levels of trade and export, diffusing technology and know-how, decreasing the level of unemployment as well as increasing the amount of taxes paid by the foreign investors to the local government. 
It is well known that Asia has become a very interesting place to invest in over the last few decades. But what are the characteristics that make Asia so attractive to investors? What factors are potential investors looking at to decide if a certain location or industry is worth investing in? This is obviously a very important decision that has to be researched and carefully analysed by the investor as these types of investments are generally concerning very large amounts of capital. The main factors that play a prominent role in deciding where and when to invest are the following:
· Wages. This factor becomes increasingly important the more mundane and simple the task of the employee. This is also why most Asian countries (with the exception of Japan) attract a lot of investments that require low skilled labour as they are still developing economies and as such do not yet offer an abundant skilled labour force. Minimum wage laws in Asia are relatively new (China introduced the Regulations on Enterprises Minimum Wages in 2004) and very different among countries and sectors, but can be considered economically attractive to the foreign investor.
· Level and area of labour specialisation. As stated previously, the kind of worker available in a country will determine the kind of FDI that will flow into the economy. The investor is interested as well in minimizing the technology gap as it will be more productive and efficient to avoid the often lengthy and costly process of reducing a technology gap. The better these two parties match, the larger are the gains for both parties. 
· Government policies. This is a very broad factor that deals with the level of liberalization, tariffs, tax allowances, bureaucracy, regulatory framework, laws protecting investors, transaction costs and ease of business entry and exit among others. This factor is likely to be the main reason for the large increase in FDI inflows in many of the Asian countries. Large tax reductions and exemptions, a decreasing trend in tariff barriers and an increasingly transparent regulatory framework are some of the policies that Asian governments have taken to welcome large amounts of FDI inflows.
· Other factors worth mentioning. Natural resource availability (this factor is decreasing in importance every year), level of economic development (regarding the technology gap), the image of the host country, exchange rates, size of the domestic market (GDP, not just population size), managerial and organizational techniques and political stability.
After reviewing some of the theory relevant for this paper’s analysis, a thorough description of the data will be given next. 
3. Data
In this paper, data
 from the following 14 Asian countries will be analyzed during the time period 1979-2008:
* China


* India

* Bangladesh


* Thailand

* Cambodia


* Vietnam

* Malaysia


* Korea, Rep.

* Philippines


* Sri Lanka

* Nepal


* Mongolia

* Indonesia


* Japan
The countries chosen for this study are different in many aspects regarding their size, population density, location, cultural background, etc. These countries were specifically chosen so as to avoid any possible bias regarding the different countries’ characteristics. Prior to running a regression with the data collected, the different variables will be looked at closely across time and country to give a clear image of what has taken place over the last 30 years.
3.1. GDP per capita growth
Growth in GDP per capita has varied considerably across countries, fluctuating between -14% to +14% with an average growth of around 4%. From the analyzed data, the Asian Financial Crisis of 1997 is clearly visible as it severely affected some of the countries relevant to this paper (especially Indonesia, Thailand, Mongolia and Rep. Korea). After the crisis, all of the countries stabilized their growth at around 5% before declining once again due to the late 2000s recession. Regarding absolute values in current US$, Japan can be regarded as the most successful and powerful country of Asia both in GDP and GDP per capita. However, there are various countries that have been experiencing fast economic developments over the last three decades and are now closing the gap that has separated Japan from the rest of Asia for so many years. China, for example, had a GDP per capita of 182 US$ in 1979 that by 2008 had grown to 18 times as much (3,266 US$), resulting in a twentyfold increase of China’s GDP from 1979 to 2008.
 Even though India has not experienced such dramatic changes in its economy, it is now showing a very steady and increasing level of growth due also to the radical policy changes implemented by the government. The interesting fact about China and India developing at an ever increasing rate and becoming powerful nations, is that we are dealing with the two most populated countries in the world which together account for more than one third of the world’s population. If these countries continue to grow the way they have done during the last 15 years, they will represent a serious threat to the western nations like Northern America or Western Europe, which have been the dominating economic powers for a very long time.
3.2. FDI

The figures regarding FDI in Asia are also very different across countries and time. Even though this paper focuses on the net inflow of FDI into a country, it is interesting to see the overall net position (inflow and outflow) of FDI in a country. From Figure B it is clear how differently the balance of payments of countries such as Japan and China’s have been affected by the different factors discussed earlier on that determine the level of FDI a country is willing and able to attract. The figure does not per se suggest that China is performing better than Japan, it suggests that these two countries have made different choices regarding their investment policies. As beneficial as FDI inflows might be for a country, the fact that Japan is able to invest very large amounts of capital somewhere else is also a sign that such a country is performing well economically. Although Figure 2 might seem like an alarming situation for Japan, the negative net FDI position of 100billion US$ only accounts for 2% of Japan’s GDP (FDI inflows are 0.5% of GDP and FDI outflows are 2.5% of GDP).
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Figure 2. Foreign direct investment, net (BoP, current US$)
Similar to China’s sudden and dramatic increase in GDP levels, the levels of FDI inflows have experienced a major upsurge at the beginning of the 1990’s and by looking at Figure 3 we see that China once again is ahead of the rest of Asia in terms of attracting and facilitating large amounts FDI inflows. 
Figure 3 also shows that Japan was the third country of our sample to attract most FDI inflows, which given the negative net position of Japan concerning FDI (Figure 2), demonstrates the enormous level of investments made outside the country by Japanese investors.  


[image: image3]
Figure 3. Foreign direct investment, net inflows (BoP, current US$)
3.3. Openness
The level of openness of a country for this study was calculated by summing up the levels of imports and exports (US$) and dividing them by the gross domestic product. The levels of openness across the countries in this study are very widespread but they all follow the same pattern, they are becoming more open to trade. One country that stands out form the rest as being very open is Malaysia, having a figure higher than 2 during many years over the last decade. This means Malaysia’s turnover just from trading is twice as large as its national GDP, which is even for standards outside our sample of countries a very high level of openness. Malaysia in this case is a perfect example of a country pursuing and outwardly oriented trade policy. Besides Malaysia’s ideal location as a trading post, the country focuses on exporting many of their abundant natural resources as well manufactured products. This meant that the import of other goods necessary to Malaysia was needed resulting in such a high level of openness. On the other hand, India is one of the countries that has been very skeptic about the benefits of trade openness for a long time, as it did not reach a level of openness higher than 0.3 before 2002. The relationship between the level of openness and economic growth has been studied widely although the results of different empirical studies show no consensus. However, endogenous growth theory predicts a significant positive relationship between the level of trade openness and economic growth. Interesting is to notice that many empirical studies have shown a negative relationship between trade restrictions and growth, which although trade liberalization is not the same as trade openness, it is the first step towards a more open economy.
Regarding the effect of openness on FDI, there is empirical evidence
 supporting the hypothesis advanced by Jagdish Bhagwati (1978) that states that the growth enhancing properties of FDI inflows are stronger in export promoting countries than in import substituting countries.
3.4. GDP - Size
GDP is used as a measure of the size of a country, market or economy.  We expect this variable to be closely and positively related to the amount of FDI a country is able to attract as the size of the host market is a key factor in such investment decisions as it will provide larger economies of scale and spill-over effects. From our sample of countries, the largest economies are Japan (being the only country with a GDP higher than 5 trillion US$ in 1995), China, the Republic of Korea and India. All the policy decisions taken by the Chinese government have led the country to almost completely close that gap in terms of total size of the economy with Japan in just over three decades as can be seen from Figure 4.

[image: image4]
Figure 4. GDP (current US$)
3.5. Initial GDP per capita 

GDP per capita is a measure of how well a country is doing. The relation between initial GDP per capita and economic growth will test the convergence hypothesis that has received much attention over the last decades in the area of endogenous growth theory. It will tell us if countries with a high GDP per capita will grow slower as the countries lagging behind will grow faster to catch up and converge with them in terms of GDP per capita.

Like in the other variables used in this study, there are huge differences in the levels of GDP per capita across countries and they all have an increasing pattern over time. Not surprisingly, as one of the most powerful nations in the world, Japan is a relative economic leader among the countries we consider, with a peak GDP per capita of over 40,000 US$ in 1995. To give an indication of how much higher this figure is relative to the other Asian countries, in that same year (1995) China had a GDP per capita of just over 600 US$, and India even less than 400 US$. 
3.6. Gross domestic savings (% of GDP)

The endogenous growth GDP can be calculated by the very familiar equation:

Y = C + I + (X – M) + G                             Equation 1


Where:  Y = GDP                          X = Exports



 C = Consumption             M = Imports



 I = Investment                  G = Government expenditures
It is clear from Equation 1 that GDP will increase by increases in both consumption and investment. A higher level of savings means that consumption will decrease and investment will increase, due to the fact that the actual capital that is being saved by some people is usually being invested by other people via intermediaries such as banks. Equation 1 shows an inconclusive prediction of the effects of saving on GDP per capita growth. Theory, however, predicts that the effect of domestic savings on economic growth will be different depending on how wealthy or poor the countries are. Also, the Harrod-Domar model explaining economic growth rate in terms of the level of savings and productivity suggests a positive relationship between savings and GDP per capita growth. It is therefore interesting to see what the effects in our sample will be of the level of savings on GDP growth.
4. Methodology
This study analyzes a balanced panel data consisting of 14 countries over 30 years. The statistical software program EViews will be used to run the following OLS equation:

Yit = λ0 + β[X]it + αi + γt + eit                                        Equation 2.

where  Y = GDP per capita growth              α = country fixed effects ( i= 1, 2,…, 14)

X = set of independent variables       γ = year fixed effects ( t= 1 ,2,…, 30)
As can be seen from Equation 1, the log has been taken for the variables FDI inflows, GDP, and initial GDP per capita to run our panel regression. The independent variable that is of most interest is log(FDI), and the variables following after in the equation will be used as control variables to test the robustness of the found relationship between FDI and GDP growth. 
The panel regression will be specified by fixed effects for both cross-section (countries) and period (year). A Hausman test will be conducted to ensure that the choice to specify both parameters as being fixed is correct. The time fixed effects model will then be used in order to control for omitted variables that vary over time, but are common across all countries in our sample. Country fixed effects will instead be used to account for country specific, time invariant unobserved heterogeneity. For this study it is particularly important to control for the specific effect of certain years (such as the 1997 Asian crisis) or country effects of certain countries (like China), as these may bias the outcome of the regression. After controlling for all the specific period and cross-country effects, the results will illustrate a more specific and reliable view of the relationship between variables.  
5. Empirical Analysis
Now that the different variables and methods have been described, the analysis of the relationships will take place. But before we start analyzing the results, it is important to remember that we will use country and year fixed effects throughout the entire analysis. A significance level of 5% will be used during the tests. 
Table 1 shows the regression output of Equation 2. The R-squared is 0.435, which suggests a reasonably good overall fit for our regression. This high R-squared is partly due to our set of control variables that were all significant. The most important result from Table 1 and also confirming the theory is the positive and significant relationship between the log of FDI inflows and GDP per capita growth. A $1 billion FDI inflow, which in log terms amounts to 6, will have a 1.65% economic growth impact on the host country
. Transforming the log FDI values back to absolute inflow values will not affect the power of the relationship in any way as is the case with log GDP and log GDP per capita income. 
In terms of the elasticity of GDP per capita growth with respect to FDI, a 1% change in the levels of FDI inflows will increase GDP per capita growth by 0.124. This represents a high elasticity considering that FDI is just one of the many variables influencing the economic growth of a country.
The theory predicted that gross domestic savings as a % of GDP would not have an effect on GDP, but with a coefficient of 0.168, it seemed to have a relatively small positive influence. The size of a country or market (log GDP) will also positively influence economic growth.

The variable Openness seems to be negatively related to economic growth as well as the variable log of GDP per capita.
To test whether our choice of using the fixed effects model is justified we conducted a redundant fixed effects likelihood shown in Table 2. All the effects tests concerning the redundancy of the different effects have very low p-values that strongly reject the null hypothesis that the effects are redundant. The fixed effects model is the correct choice. Table 2 also shows the results of analyzing the same regression only changing the specification of the effects illustrating various regressions. The first one has only the period effects fixed, another one has only the cross-country effects fixed and a last one has none of them fixed. From this process of removing fixed effects, the R-squared has decreased considerably, due to the fact that more country and time specific effects are influencing and affecting the relationship between the variables. The influence Also is it interesting to see that every time a fixed effect (whether period, cross-country or both) is discarded the coefficient of the variables change considerably and some of them are not statistically significant anymore.  
In Table 3 the cross-section fixed effects are presented. These estimates are relative to the constant term and add up to zero. Exactly half our sample of countries have a positive effect, Mongolia having the highest (28.243), and the other half of our sample had a negative effect with the lowest values being China (-24.336) and India (-24.24). These effects illustrate how hard it is for a country to increase its GDP given the set of independent variables, therefore countries like China and India are finding it harder to exploit those variables than Mongolia in order to grow economically. Reasons for these contrasting effects are country specific and therefore further research should be conducted in order to evaluate the factors causing such effects. 
In Table 4 the period effects for all 30 years are shown. The effects during the years form 1979 until 1996 are all positive and of a relative high value which is consistent with the theory. However for 1997 the effect decreases and in 1998 there is a negative effect of -4.17, which clearly illustrates the financial repercussions of the 1997 Asian crisis. The second and last negative figure present from our sample of years is in 2001, which can also be linked to the bursting of the dot-com bubble in 2000. 
6. Conclusion
The purpose of this paper was to analyze the effect of FDI on economic performance. After presenting the theory regarding the different topics that are relevant for this study, the data and variables where presented and described. 
The fixed effects model for a balanced panel data was used to estimate the results. The use of both country and time fixed effects was a necessary measure to control for omitted variables constant across countries as well as controlling for time invariant unobserved heterogeneity.
The results from the panel regression all came out significant. A good overall fit for our regression meant our variables were reasonably high correlated. Confirming the theory regarding endogenous growth, a positive relationship was found between GDP growth and the amounts of FDI inflows in a country. 
The control variables that ensured the robustness of the relationship showed different influences on economic growth. Country size and the level of domestic saving were positively correlated while the openness and GDP per capita of a country had a negative influence on GDP growth. 
Concerning the year effects, the results showed the influence of certain key years in Asian’s economic history. The effects illustrate an uprising positive trend until the 1997 Asian crisis causes the effect of the 1998 to drop dramatically into negative numbers. After that, the dot-com bubble burst clearly affects the values for 2001 and then the effects stabilize into positive numbers. 

Even though the country effects were of critical importance to our analysis, there was little information to extract from the values of each individual’s effect as it out of this study’s scope. Interestingly enough however is the fact that the countries that had a very negative effect were China and India. Being two of the most promising upcoming economies in the world, it is worth further research to find out the factors that are causing these negative effects.
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8. Appendix
Table 1.
	Dependent Variable: GDPCAPITAGROWTH
	

	Method: Panel Least Squares
	
	

	Date: 08/27/10   Time: 16:29
	
	

	Sample: 1979 2008
	
	

	Periods included: 30
	
	

	Cross-sections included: 14
	
	

	Total panel (unbalanced) observations: 372
	

	
	
	
	
	

	
	
	
	
	

	
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-153.3542
	63.74635
	-2.405694
	0.0167

	LOGFDI
	0.275221
	0.089703
	3.068125
	0.0023

	LOGGDPCURRENT
	19.28259
	7.853585
	2.455259
	0.0146

	LOGGDPPERCAPITA_CURRENT$
	-18.84869
	7.184846
	-2.623395
	0.0091

	OPENNESS
	-2.587475
	1.029108
	-2.514289
	0.0124

	GROSSDOMESSAVE_GDP
	0.168241
	0.036754
	4.577495
	0.0000

	
	
	
	
	

	
	
	
	
	

	
	Effects Specification
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section fixed (dummy variables)
	

	Period fixed (dummy variables)
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.506595
	    Mean dependent var
	3.935009

	Adjusted R-squared
	0.435021
	    S.D. dependent var
	3.724089

	S.E. of regression
	2.799214
	    Akaike info criterion
	5.016468

	Sum squared resid
	2538.733
	    Schwarz criterion
	5.522132

	Log likelihood
	-885.0631
	    Hannan-Quinn criter.
	5.217281

	F-statistic
	7.077913
	    Durbin-Watson stat
	1.301591

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	



Table 2.

	Redundant Fixed Effects Tests
	

	Equation: Untitled
	
	

	Test cross-section and period fixed effects
	

	
	
	
	
	

	
	
	
	
	

	Effects Test
	Statistic  
	d.f. 
	Prob. 

	
	
	
	
	

	
	
	
	
	

	Cross-section F
	6.896203
	(13,324)
	0.0000

	Cross-section Chi-square
	90.871503
	13
	0.0000

	Period F
	3.226209
	(29,324)
	0.0000

	Period Chi-square
	94.370767
	29
	0.0000

	Cross-Section/Period F
	4.680262
	(42,324)
	0.0000

	Cross-Section/Period Chi-square
	176.395988
	42
	0.0000

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section fixed effects test equation:
	

	Dependent Variable: GDPCAPITAGROWTH
	

	Method: Panel Least Squares
	
	

	Date: 08/24/10   Time: 19:24
	
	

	Sample: 1979 2008
	
	

	Periods included: 30
	
	

	Cross-sections included: 14
	
	

	Total panel (unbalanced) observations: 372
	

	
	
	
	
	

	
	
	
	
	

	
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	9.469467
	3.707241
	2.554317
	0.0111

	LOGFDI
	0.430813
	0.089706
	4.802491
	0.0000

	LOGGDPCURRENT
	-0.730640
	0.425497
	-1.717144
	0.0869

	LOGGDPPERCAPITA_CURRENT$
	-1.433155
	0.413845
	-3.463020
	0.0006

	OPENNESS
	-1.420966
	0.623812
	-2.277877
	0.0234

	GROSSDOMESSAVE_GDP
	0.167627
	0.024956
	6.716945
	0.0000

	
	
	
	
	

	
	
	
	
	

	
	Effects Specification
	
	

	
	
	
	
	

	
	
	
	
	

	Period fixed (dummy variables)
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.370070
	    Mean dependent var
	3.935009

	Adjusted R-squared
	0.306517
	    S.D. dependent var
	3.724089

	S.E. of regression
	3.101259
	    Akaike info criterion
	5.190854

	Sum squared resid
	3241.201
	    Schwarz criterion
	5.559567

	Log likelihood
	-930.4989
	    Hannan-Quinn criter.
	5.337280

	F-statistic
	5.822954
	    Durbin-Watson stat
	1.064912

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Period fixed effects test equation:
	

	Dependent Variable: GDPCAPITAGROWTH
	

	Method: Panel Least Squares
	
	

	Date: 08/24/10   Time: 19:24
	
	

	Sample: 1979 2008
	
	

	Periods included: 30
	
	

	Cross-sections included: 14
	
	

	Total panel (unbalanced) observations: 372
	

	
	
	
	
	

	
	
	
	
	

	
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-55.06612
	32.71276
	-1.683322
	0.0932

	LOGFDI
	0.230421
	0.094603
	2.435658
	0.0154

	LOGGDPCURRENT
	6.988565
	4.409391
	1.584928
	0.1139

	LOGGDPPERCAPITA_CURRENT$
	-7.102264
	5.008841
	-1.417946
	0.1571

	OPENNESS
	-2.762892
	1.055672
	-2.617188
	0.0092

	GROSSDOMESSAVE_GDP
	0.182274
	0.037106
	4.912201
	0.0000

	
	
	
	
	

	
	
	
	
	

	
	Effects Specification
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section fixed (dummy variables)
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.364117
	    Mean dependent var
	3.935009

	Adjusted R-squared
	0.331692
	    S.D. dependent var
	3.724089

	S.E. of regression
	3.044446
	    Akaike info criterion
	5.114239

	Sum squared resid
	3271.833
	    Schwarz criterion
	5.314398

	Log likelihood
	-932.2485
	    Hannan-Quinn criter.
	5.193728

	F-statistic
	11.22964
	    Durbin-Watson stat
	1.330112

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section and period fixed effects test equation:

	Dependent Variable: GDPCAPITAGROWTH
	

	Method: Panel Least Squares
	
	

	Date: 08/24/10   Time: 19:24
	
	

	Sample: 1979 2008
	
	

	Periods included: 30
	
	

	Cross-sections included: 14
	
	

	Total panel (unbalanced) observations: 372
	

	
	
	
	
	

	
	
	
	
	

	
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	3.973500
	3.548815
	1.119670
	0.2636

	LOGFDI
	0.428996
	0.092979
	4.613883
	0.0000

	LOGGDPCURRENT
	-0.211250
	0.420356
	-0.502550
	0.6156

	LOGGDPPERCAPITA_CURRENT$
	-1.454152
	0.441184
	-3.296026
	0.0011

	OPENNESS
	-0.544019
	0.577677
	-0.941735
	0.3469

	GROSSDOMESSAVE_GDP
	0.140456
	0.024869
	5.647839
	0.0000

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.207246
	    Mean dependent var
	3.935009

	Adjusted R-squared
	0.196416
	    S.D. dependent var
	3.724089

	S.E. of regression
	3.338378
	    Akaike info criterion
	5.264845

	Sum squared resid
	4078.986
	    Schwarz criterion
	5.328053

	Log likelihood
	-973.2612
	    Hannan-Quinn criter.
	5.289947

	F-statistic
	19.13637
	    Durbin-Watson stat
	1.107493

	Prob(F-statistic)
	0.000000
	
	
	


Table 3.
	
	COUNTRY
	Effect

	1
	Bangladesh
	-6.437155

	2
	Cambodia
	 20.00811

	3
	China
	-24.33591

	4
	India
	-24.24423

	5
	Indonesia
	-11.14270

	6
	Japan
	-10.99368

	7
	Korea, Rep.
	 1.579489

	8
	Malaysia
	 8.553312

	9
	Mongolia
	 28.24322

	10
	Nepal
	 9.056694

	11
	Philippines
	-3.000327

	12
	Sri Lanka
	 11.64697

	13
	Thailand
	-0.568405

	14
	Vietnam
	 1.634610


Table 4. 
Period effects

	
	DATEID
	Effect

	1
	1979-01-01
	 3.302678

	2
	1980-01-01
	 3.098202

	3
	1981-01-01
	 4.147685

	4
	1982-01-01
	 2.798360

	5
	1983-01-01
	 3.416534

	6
	1984-01-01
	 3.680509

	7
	1985-01-01
	 1.511917

	8
	1986-01-01
	 2.725339

	9
	1987-01-01
	 2.505550

	10
	1988-01-01
	 4.763074

	11
	1989-01-01
	 3.040727

	12
	1990-01-01
	 2.931578

	13
	1991-01-01
	 1.329629

	14
	1992-01-01
	 0.986561

	15
	1993-01-01
	 1.973962

	16
	1994-01-01
	 2.628409

	17
	1995-01-01
	 2.679201

	18
	1996-01-01
	 1.759336

	19
	1997-01-01
	 0.258624

	20
	1998-01-01
	-4.168427

	21
	1999-01-01
	 0.798112

	22
	2000-01-01
	 1.707829

	23
	2001-01-01
	-0.532150

	24
	2002-01-01
	 0.436733

	25
	2003-01-01
	 1.300728

	26
	2004-01-01
	 1.988046

	27
	2005-01-01
	 1.287338

	28
	2006-01-01
	 1.660323

	29
	2007-01-01
	 1.515408

	30
	2008-01-01
	 0.344350


� Arrow (1962)


� L Alfaro (2003)


� Barro and Sala I Martin (1992)


� K De Bakker, L Sleuwaegen (2003)


� Aaditya Mattoo and Robert M. Stern (2003)


� Data was obtained from the World Data Bank (WDI)


� V. N. Balasubramanyam, M. Salisu and David Sapsford (1996)


� LOGFDI coefficient is 0.275. Therefore 6*0.275=1.65.
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