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Abstract

Globalization plays an important role in economic growth of developing economies through
latest technology and foreign capital. This study is a design to empirically investigate the role of
globalization on economic growth of selected SAARC countries. By utilizing data from 1995 to
2017, panel data fixed effect technique has been incorporated on the basis of Hausman test. Results
revedled that there is positive and significant relationship among globalization and economic
growth. Also it is proposed that to get more benefit from globalization, improvements are required
in audit agencies of these countries to reduce the level of corruption.

Keywords: Globalization, Economic Growth, SAARC, Houseman Test, Fixed Effect, Cor-
ruption.

Introduction

Intensification of worldwide economic and social relations among nations is referred as glo-
balization. This paper tries to evaluate the effects of globalization on economic growth of South
Asian Association for Regiona Cooperation (SAARC) countries excluding Afghanistan, Bhutan and
Maldives due to their data shortness. These three states collectively share less than one percent of
SAARC GDP in those times wherever their statistics are accessible (Khan and Daly, 2018). The
SAARC is an organization of South Asian nations founded in December 1985 and dedicated to eco-
nomic, technological, social and cultural development by emphasizing collective self-reliance. Ban-
gladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka are its founding members while
Afghanistan joined in 2005.

This study comprises five sections as, introduction, literature review, methodology and data
collection, empirical findings plus conclusion and policy recommendations respectively.

Literature Review

Our literature begins with the study of (Daly et al., 2017) that argued globalization as a mo-
tivation for economic growth and it betters restructuring policies among numerous emerging econ-
omies. Intriligator, (2004) argued globalization as one of the most powerful forces in determining
future of the planet. Globalization has adverse relationship with inequality, which means that globa-
lization and economic growth have positive relation (Maeed, 2015; Olympia and Dima, 2017).

The economies should be aware of side effects of globalization and make policiesto bear the
risk (Stiglitz, 2004). Furthermore, globalization also has some unfavorable effects like cultural
changes and environmental effects (Chaudary et al., 2011). Those countries globalized more their
economies by increasing trade and capital inflow got more benefits from globalization (Dreher,
2006; Mete et al., 2006). However, the financial development did not affect the economic growth
positively (Mete et al., 2006; Samuel, 2010).

The globalization evidenced positive effect on economic growth of Sub-Saharan Africa (Bar-
ry, 2010) using KOF index for the time period of 1995 to 2005. It suggested that sound economic
policies can lead towards the steady economic growth by promoting trade activities. Conversely,
globalization is negatively related to economic growth of Sub-Saharan Africa since 1980 (Sunda-
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ram, et al., 2011). Similarly, overall globalization has harmful effect on economic growth of devel-
oping countries like Pakistan (Afshari, at al., 2013).

Amaru et al., (2013) found that globalization positively affected some sectors of Nigerian
economy including agriculture, transport and communication, while affected negatively petroleum,
manufacturing and solid minerals. Similarly, in this contrast, globalization is useful for those coun-
tries that have the capacity to control it, while those countries having no necessary capacity to con-
trol it could not be compatible with globalization (Ibrahim, 2013).

M ethodology
Empirical Model Testing
For investigating the effects of globalization on economic growth, this study incorporates
(Sai’du, et al., 2014) with addition of globalization index and corruption perception index.
Yie = f(GLOBy + Xyt ) 1
Where, Y;; is the total output at timet, GLOB;; iseconomic globalization (variable of inter-
est). While X;; isvector of control variables.
Yie = Bo + BLGLOB;, + B,TOP; + B3FDI;y + B IMEXRSV;, + BsCORR;,
+ &t (2)
Where f’s are parameters to be estimated. ‘i’ is cross-sectional dimension and i = 1.....N
while‘t’” stands for time dimension and periodt=1.....T.
Data and Construction of Variables
For empirical testing, present study incorporated panel data set for selected SAARC coun-
tries from 1995 to 2017. The data of corruption is obtained from KOF index website. Data for rest of
variables is collected from World Development Indicators (WDI) World Bank. Variables to be esti-
mated and their sources are given in the following table 1.

Table 1: Variables and definitions

Variable Description M easurement

Yit Total output at timet Annual percent
GLOB;; Economic Globalization index Dreher globalization index
TOP; Trade openness Percentage of GDP
FDI; Foreign direct investment Percentage of GDP
INEXRSV ¢ Log of external reserves Current US dollars
CORR;; Corruption KOF Index website

Note: Literature survey from various sources

Panel Unit Root Test

Panel unit root testing emerged from time series unit root testing. The major difference to
time series testing of unit roots is that we have to consider asymptotic behaviour of time-series di-
mension T and cross-sectional dimension N.

Levin-Lin-Chu’s Test

It follows to find too many unit roots. Levin-Lin-Chu Test (LLC) suggests the following hy-
potheses,

Ho: Each time series contains a unit root.

Where lag order p is permitted to vary across individuals.

Hausman'’s Test

In panel data analysis, Hausman test is used to choose between Fixed Effect model and Ran-
dom Effects model. The hypothesis of thistest is asfollows.
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H,: Random Effects model is appropriate

H,: Fixed Effects model is appropriate

This study applied Hausman's test with 0.000 p-values so ultimately null hypothesis is re-
jected and Fixed Effectsis an appropriate statistical technique here.

Panel Fixed Effect Model

This study will estimate the relationship among globalization and economic growth through
panel fixed effect model. Generally, it is given as (Wooldridge, 2005).

Yie = Xp B+ +ey ©)

Here e;; is white noise and supposed not to be correlated to independent variables (Verardi
and Wagner, 2011). By averaging this equation over t=1...... T, fixed effects (FE) estimator can be
given as.

Yi =c+Bx; +e 4

Where, y; =Tt Y, yit,x; =Tt YI_, xit,e; =T~ Y¥I_, eit. Taking difference of
equation (3) and (4) gives FE transmuted equation:

Yie =X B+ e ®)

t=1,...,T. Here time demeaning of original equation has detached c; .

The fixed effect model estimation uses dummy variable for time invariant variables and F
test can be used to check the significance of these dummy variables. The null hypothesis which
states that except one dropped dummy (p), all others dummies are equal to zero. Test statistic for F
test isas under:

HoiM1 = P2 = M3....kUn-1= O

If null hypothesisis rejected then it provides base to use fixed effect model asit will be con-
sistent and efficient.

Testing for Cross-Sectional Dependence

Present study incorporates test for cross sectional dependence under null hypothesis that dis-
turbance term is independently and identically distributed over time and cross section (Hoyos and
Sarafidis, 2006). While for the alternative hypothesis error may be correlated remaining with the
assumption of no seria correlation. Thus the hypothesisis as follows;

Ho: Pij = pji = COI'(Uit,th) =0fori #j

Where pj; is the product-moment correlation coefficient of disturbances.

Resultsand Analysis

This section of study provides empirical results of the model. Before discussing empirical re-
sults, it is necessary to show summary statistics of concerned variables that will depict attributes,
like average and standard deviation of variables.

Summary Statistics

Summary statistics of variables are presented in table 2. Mean and corresponding standard
deviations of important variables are reported for the period of 1995-2017.

Table 2: Summary dtatistics

Variables Obs. Mean St. Dev. Min. Max.
GDP 115 29.33 1.54 26.53 32.36
GLOB 115 3.44 0.33 2.24 3.91
FDI 115 -0.50 1.31 -5.3 1.3
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Variables Obs. Mean St. Dev. Min. Max.
INEXRSV 115 20.76 1.91 14.86 25.19
CORR 115 0.82 0.65 -21 1.39
TOP 115 3.74 0.34 3.07 4.48

Source: Author’s calculation from data

Statistics in above table 2 exhibits that number of observations are 115. This can be seen in
the table 2 that variables having small value of standard deviation are near to the mean and variables
with high standard deviation demonstrate that data points are so far from the values. GDP being
main variable having vaues spanning from a minimum of 26.53 to a maximum of 32.36 with the
deviating value of 1.54 and so forth for other variables. Lower standard deviation values show that
data do not have the problem of high dispersion.

Test of Stationarity

Panel data usually have an issue of non-stationarity and due to the existence of this problem
regression generates spurious results. So, it is better to check the presence of unit root first. This
study incorporated Levin-Lin-Chu test to check the presence of a unit root. Following table 3 show
results regarding unit root testing.

Table 3: Panel Unit Root Test (Levin-Lin-Chu’s Test)

Variables Leve Conclusion 1% difference Conclusion
GDP;; -5.231 | (0)
(0.000)
GLOB;; -5.495 I (0)
(0.000)
FDI;; -3.698 I (1)
(0.000)
INnEXRSV;; -2.469 (1)
(0.006)
CORR;; -8.055 | (0)
(0.000)
TOP; -8.365 | (0)
(0.000)
Note: 1(0) denotes level while 1(1) denotes first difference.

Results reported in above table indicate that most of the variables are stationary at level ex-
cept FDI;; and INEXRSV;; that arel (1).
Corrélation Matrix
Following table 4 shows the results of correlation matrix;

Table4: Correation Matrix

GDP TOP FDI INEXRSV CORR GLOB
GDP 1.00
TOP -0.27 1.00
FDI 0.59 0.13 1.00
INEXRSV 0.57 -0.25 041 1.00
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GDP TOP FDI INEXRSV CORR GLOB
CORR 0.17 0.42 0.39 0.28 1.00
GLOB 0.53 0.40 0.52 0.42 0.59 1.00

Note: correlation coefficients of variables

Table 4 illustrates the correlation between independent variables of the model. The correla-
tion matrix suggests the absence of perfect multicollinearity.

Empirical Findings and Discussion

This section presents Fixed Effects results which have been chosen on the basis of Hausman
test results. The estimated results of constructed model are shown in table 5.

Table5: Dependent Variable GDP (Fixed Effects)

Variables Coefficients Prob. Vaues
GLOB 1.812%** 0.000
TOP -0.274** 0.056
FDI 0.058** 0.059
LNEXRSV 0.073*** 0.000
CORR -0.206** 0.021
Cons 2774 0.000
R-square 0.9738

Hausman 0.000

Note: *** ** * gshow significance at 1%, 5% and 10% respectively.

Above table 5 shows empirical results of model. The results of long run association between
economic globalization and gross domestic product in SAARC appear with the expected positive
sign and significant. The result of control variable TOP appeared with a negative sign and is statisti-
cally significant. Thisresult isin line with (Sa'idu, et al., 2014) and (Mete, et al., 2006).

FDI shows positive sign and is significant. The result isin line with the findings of (Sa'idu,et
al., 2014) found that in developing countries, there is a positive and significant effect of FDI on
growth of the economy. External reserves appear to be positive and significant while, in association
between corruption and economic growth, corruption appeared with negative sign and is significant.

Conclusion

Main purpose of this study was to investigate whether globalization contributes to economic
growth of the selected SAARC countries. Economic globalization is the main variable of our study
that showed positive and significant effect on economic growth for selected SAARC countries.
Overadl, findings of the study support the claim that economic globalization contribute positively to
economic growth of selected SAARC countries. Hence, the study concluded that SAARC countries
could gain from globalization while corruption is very harmful for an economy as it effects nega
tively and significantly to economic growth.

The analysis suggest a set of policy implications for SAARC countries first by strengthening
trade structure among these countries will lead to increased growth. Secondly, these economies need
to increase export in terms of finished goods with value addition to gain more benefits of trade
openness. Last but not least, to gain more from globalization, there is need to improve audit agencies
that ultimately reduce the level of corruption among SAARC countries.
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Future research may be done by using natural resources as a variable plus other dimensions
of globalization like ecological and integrational aspects that may shed light on new channels of
globalization which could enhance economic growth.
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