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The conventional theory suggests that financial globalization encourages growth. The
empirical literature, however, does not give convincing support for the theoretical ben-
efits of financial globalization. This paper investigates the relationship between finan-
cial globalization and growth in a sample of 33 emerging market economies during the
1995-2019 period by considering both de facto and de jure measures of financial glob-
alization. We first study the direct effect of financial globalization on growth. Then,
we focus on whether the growth impact of financial globalization is conditional on the
level of financial development and governance. Our two-step system GMDM estima-
tion results suggest that both financial globalization measures tend to lower growth,
albeit this negative relationship mitigates after the global financial crisis. Our empir-
ical findings also indicate that the negative growth impact of financial globalization
diminishes with the high levels of financial development and governance. The results
indicate that investing and upgrading the collateral environment cause higher growth
and mitigate the negative growth impact of financial globalization.
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1 Introduction

The conventional theory maintains that financial globalization (FG) encourages economic
growth by providing gains like efficient capital allocation and risk sharing, development of fi-
nancial markets, enhancement in the institutional environment and implementation of better
macroeconomic policies (K&se et al., 2010). The empirical literature (e.g., Schmukler, 2004;
Obstfeld, 2009), on the other hand, finds that FG is associated with some pains like higher
susceptibility to external shocks and sudden stops, which may impede growth. A recent pol-
icy report by the International Monetary Fund (IMF) (Pasricha & Nier, 2022) emphasizes
the crucial importance of pre-emptive capital flow management measures containing capital
controls to mitigate the macroeconomic and financial stability risks emanating from FG. In
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this context, investigating FG-growth relations has become much more important in open
€conomy macroeconomics.

The studies examining the FG-growth relationship focus on either the direct or condi-
tional effect of FG on growth. The direct effect of FG is to increase growth is shown by
Martin & Rey (2006), who finds that the growth effect is related to higher investment, whilst
Levine (2001) suggests that it is due to the improvement in financial development and pro-
ductivity. Some other studies (e.g., Edison et al., 2002; Schularick & Steger, 2010; Prasad
et al., 2007) indicate that the effect of FG on growth is not robust. Rodrik & Subramanian
(2009) finds that FG appreciates the real exchange rates which, in turn, diminishes invest-
ment and growth. Bortz & Kaltenbrunner (2018) reports that FG leads to the movement of
resources from productive sectors like manufacturing to unproductive ones, e.g., construc-
tion, and concludes that FG may lead to premature de-industrialization. De la Torre et al.
(2002) and Agénor (2003) note that developing economies may gain from FG only in good
times while they expose to adverse effects in bad times.

A large number of studies maintain that a favorable collateral environment is a necessary
condition to obtain the benefits of FG. In this context, Lane (2013) remarks that better
macroeconomic policies and favorable institutions may prevent the painful effects of FG.
Some empirical studies (e.g., De Nicold & Juvenal, 2014; Wei, 2006; Kose et al., 2010; Chen
& Quang, 2014; Yolcu Karadam & Ocal, 2022) suggest that financial development and better
macroeconomic fundamentals are necessary conditions to obtain the growth effect of FG.

This study, first, aims to investigate the direct impact of FG on economic growth. Then,
we consider whether the impact of FG on growth is conditional on the level of financial
development and governance. To study these important issues, contrary to the literature,
which often employs conventional estimation methods like panel fixed effects, we prefer to
use the generalized method of moments (GMM) estimation procedure by following Arellano
& Bond (1991) and Arellano & Bover (1995).

To study the direct and conditional effects of FG on growth, we take into account both
de facto and de jure measures of FG. Our de facto measure of FG is international financial
integration (IFI) introduced by Lane & Milesi-Ferretti (2018). The de jure measure of
FG is represented with the Chinn-Ito index of Chinn & Ito (2008). The higher IFI and
Chinn-Ito index values correspond to higher FG. To examine the FG-growth relationship,
we incorporated human capital, governance, financial development and trade openness into
the main growth regression. Also, our growth regression contains lagged income per capita
to investigate the validity of income convergence. In this context, we aim to contribute to
the literature by analyzing the direct and conditional effects of FG on growth in 33 emerging
market economies (EME) during the 1995-2019 period.

This paper has three contributions. The first contribution is to investigate the relation-
ship between growth and FG based on both de facto and de jure measures. The second
contribution is to examine this relationship during the pre- and post-crisis periods. The
last contribution is to consider the impact of the collateral environment, including financial
development and governance, on the sensitivity of growth to FG.

Our GMM estimation results indicate that both de facto and de jure measures of FG
lower growth. However, the negative growth effect of FG diminishes not only in economies
with financial development but also with better financial governance. The empirical findings
in this paper indicate that financial development and governance, e.g., favorable collateral
environment, lessens the growth-decelerating effect of FG. The results in this paper imply
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that upgrading an investible environment, including financial development and governance,
diminishes the sensitivity of the countries to the detrimental effects of FG.

The structure of this paper is as follows. We briefly summarize the literature in Section
2. Our data is introduced in Section 3. Section 4.1 reports the empirical methodology, and
Sections 4.2 and 4.3 focus on the direct and conditional effects of FG, respectively. We
summarize our findings and propose some policy implications in Section 5.

2 Financial Globalization and Growth: Literature Review

The theoretical benefits of FG are briefly summarized by Prasad et al. (2007). Accord-
ingly, the direct and indirect effects of FG are to enhance growth. The direct effect of FG
is to increase growth by raising savings, mitigating capital costs, and enhancing financial
markets and technology levels. The indirect effect of FG also raises growth by providing
efficient risk management and improving macroeconomic policies and institutions. Prasad
et al. (2007, p. 462) maintains that indirect effects of FG are more crucial than the direct
ones because the former constitutes discipline effect in macroeconomic policies.

The investigation of Broner & Ventura (2016) via a theoretical model suggests that
FG can lead to three different outcomes. The first outcome suggests that FG can lead
to capital outflow, while its impact on investment and growth remains inconclusive. The
second outcome implies that FG can lead to capital inflows and increase investment and
growth. The third outcome points out that FG can increase the volatility of capital flows
and lead to unstable financial markets. The occurrence of these diverse outcomes may vary
based on the level of development, domestic savings, and institutional quality.

The results of Gaies et al. (2020) suggest that FG increases growth by promoting capital
accumulation and diminishing exchange rate volatility. Growth inducing effect of FG is due
to the enhancement in factor productivity than capital accumulation (Bonfiglioli, 2008).
Schularick & Steger (2010) states that FG is associated with higher investment and growth
before the First World War, whilst these relationships have been dispersed today. Aluko &
Opoku (2022) finds that FG leads to an improvement in financial development. Rousseau
& Sylla (2003) remarks that financial development has crucial importance for the evolution
of capital inflows and FG. Bordo & Meissner (2015) maintains that FG encourages financial
stability and growth in politically stable and institutionally developed countries. Faria
et al. (2011) finds that human capital and institutional quality are among the important
drivers of FG. De Nicold & Juvenal (2014) considers that FG increases growth, diminishes
growth volatility, and promotes macroeconomic stability. Law et al. (2015) indicates that
FG improves institutional quality and governance in East Asian economies.

The relationship between FG and innovation is also examined in the literature. Ghosh
(2017) finds that FG tends to mitigate the allocation of financial resources for innovative
firms. Owen & Pereira (2018) points out that FG appears to lower innovative activities.
Zheng et al. (2023), on the other hand, reports that FG leads to higher innovation, especially
in non-OECD economies.

Wei (2018) notes that FG may prevent the theoretical growth gains because of the
inefficiencies in international capital, domestic financial and labor markets, and domestic
public governance. Joyce (2011) points out that FG driven by debt flows may lead the
countries to experience adverse effects, especially under a fixed exchange rate regime and
debt-financed current account deficit. Ffrench-Davis & Griffith-Jones (2019) remarks that
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capital account management policies may enhance the potential benefits of FG. However, the
theoretical analysis of Boucekkine et al. (2018) suggests that FG tends to enhance welfare
by relaxing borrowing constraints. FG appears to increase growth almost by 1.8 percentage
points per year, compared to the financial autarky (Epaulard & Pommeret, 2016).

Inekwe & Valenzuela (2020) finds that the incidence of a financial crisis is much higher in
financially integrated economies, but the probability of crisis may decrease in economies with
a floating exchange rate regime (Tobin, 2000). Meller (2013) investigates the relationship
between FG and output volatility. Accordingly, FG mitigates output volatility in financially
less risky economies whilst accelerating in financially more risky countries. Batuo et al.
(2018) reports that FG is associated with financial instability and lowers growth in Africa.

Mishkin (2009) notes that better governance and financial development enable the move-
ment of capital to the most efficient sectors. Hammudeh et al. (2020) finds a u-shaped
relation between globalization and growth in middle-income countries with low financial de-
velopment. Kimakova (2009) reports that risk-sharing and consumption smoothing benefits
of FG appear only in more financially developed economies. However, the empirical results
of Nasreen et al. (2020) suggest that FG tends to impede financial development in European
economies. Saidi et al. (2017) points out that the effect of FG on growth is sensitive to the
level of governance such that it enhances growth in economies with better governance.

3 Data

To investigate the impact of FG on growth, we consider conventional growth determi-
nants. These are financial development, human capital, governance and trade openness. We
also incorporated lagged income per capita into the main growth regression to check the
validity of conditional income convergence. We investigate the FG-growth relationship in
33 emerging market economies (EME) during the 1995-2019 period.!

In this study, growth is the logarithmic difference of real GDP per capita, and the data
are from World Development Indicators of the World Bank (WDI-WB). The data for hu-
man capital are from the Penn World Table database (Feenstra et al., 2015). Feenstra et
al. (2015) measures human capital as the schooling years and educational returns. Our
financial development measure is the financial development index reported by IMF (Sviry-
dzenka & Brooks, 2016). We obtain the data for governance from WDI-WB, which measures
institutional quality and governance based on the six elements containing voice and account-
ability, political stability and violence, government effectiveness, regulatory quality, rule of
law and control of corruption. This paper considers the first principal component of these
six elements as the measure of governance. Our trade openness data are from WDI-WB.
We consider both de facto and de jure measures of FG. International financial integration
(IFT), which is de facto FG, is proposed by Lane & Milesi-Ferretti (2018). IFI is the sum of
gross stocks of financial assets and liabilities as a % of GDP. We obtain IFI data from the
External Wealth of Nations database (Lane & Milesi-Ferretti, 2018). The Chinn-Ito index
(KAOPEN), which is de jure measure of FG, is proposed by Chinn & Ito (2008). This
index is constructed based on annual reports on Exchange Arrangements and Exchange

1 The sample includes Argentina, Brazil, Bulgaria, Chile, China, Colombia, Croatia, Czech R., Egypt,
Estonia, Hungary, India, Indonesia, Israel, Kenya, Korea, Lithuania, Malaysia, Mexico, Morocco, Nigeria,
Pakistan, Peru, Philippines, Poland, Romania, Russia, Slovakia, Slovenia, South Africa, Thailand, Turkey
and Venezuela.
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Restrictions (AREAER). The standardized Chinn-Ito index varies within the range of zero
and one. An increase in both de facto and de jure measures implies higher FG.

Table 1: Levin, Lin and Chu Panel Unit Root Test Results

Variables Levels
‘ -1.888%*

Yit [0.030]
-4.526%**

HC [0.000]
-2.78THHH

TRADE;; 10.000]
-1.895%*

IF L [0.029]
-2.785%**

GOVt [0.000]
-1.894%*

FDi [0.03]
-2.628%**

KAOPEN;; 10.000]

Note: The numbers in brackets are the p-values. *, **
and *** denote the rejection of the unit root null at the
10%, 5% and 1% significance levels, respectively.

Table 1 reports the results of the panel unit root test as proposed by Levin et al. (2002),
of which the null hypothesis is the variable is non-stationary. The unit root test equations
include constant and trend terms. Akaike Information Criteria determine the lag lengths.
The results suggest all variables are stationary in levels, i.e., I(0).

4 Empirical Methodology and Estimation Results
4.1 Empirical Methodology

To examine the direct (or unconditional) effect of FG on growth, we consider the following
regression by considering the conventional growth determinants:

Ay = a; + a1yi -1 + e HCy + a3 F Dy + ay GOV + 1)
Oé5TRADEZ't + agFGit —+ Uit
where ¢ and ¢ denote country and year, respectively, and A is the difference operator, y is
the logarithm of per capita real GDP, HC is the human capital index, F'D is the financial
development index, GOV is the first principal component of governance variables, TRADE
is the trade openness and F'G is the FG represented with either de facto IFI or de jure
Chinn-Ito index (KAOPEN). We incorporated lagged income per capita to investigate the
validity of conditional income convergence.
To study the conditional effect of FG on growth, we incorporated the interaction of FG
with domestic conditions (DC), including financial development and governance, into the
main growth regression. To this end, our estimated equation is:

Ayir = a; + a1yip—1 + e HCjy + a3F Dy + a0y GOV +

2
a5TRADEit + OZGFG“ + OZ7FG” * DCZt + u2it ( )
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The estimation of the growth equation, including a lagged level of income per capita?
and fixed effects, may lead to endogeneity concerns, but the difference GMM estimation
method overcomes the endogeneity and provides consistent parameter estimates (Caselli et
al., 1996). Bond et al. (2001), on the other hand, maintains that the difference GMM proce-
dure provides biased parameter estimates in the case of weak instrument sets and suggests
the system GMM method of Arellano & Bover (1995). By considering the endogeneity and
simultaneity, the system GMM estimation method provides consistent parameter estimates.

We estimate equations (1) and (2) by employing the two-step system GMM procedure
with Windmeijer-adjusted standard errors. We maintain that conventional growth determi-
nants, including human capital, financial development, institutional quality and governance,
trade openness and FG, are potentially endogenous for growth. Our instrument set consists
of the first three lags of the endogenous variables. Considering the remarks of Bond (2002),
we consider the same lag structure for our dependent variable. We also use the “collapse”
command suggested by Roodman (2009).

4.2 The Effect of Financial Globalization on Growth: Empirical Results

This section examines the direct effect of FG on growth. Table 2 reports the estimation
results of eq. (1). We consider de facto IFI and de jure Chinn-Ito index (KAOPEN) as
the FG measures in specifications (1.1) and (1.2), respectively. Considering that our sample
includes the 2008-2009 global financial crisis, we estimate these specifications for the pre-
crisis (1995-2007) and post-crisis (2010-2019) periods. All the estimated equations reported
in Table 2 pass the residual diagnostics, including autocorrelation and instrument validity.
This implies that our estimated equations satisfy the necessary condition for consistent
GMM parameter estimates.

The lagged income per capita is negative and significantly associated with growth in
all specifications. This suggests the validity of conditional income convergence, indicating
that the income per capita of relatively poorer EMEs increases at a higher rate than that
of the relatively richer ones. There is a positive and significant association between human
capital (HC') and growth. The impact of financial development (F'D) is to increase growth
as it may provide funds for financially constrained firms, leading to higher investment and
growth. The effect of governance (GOV') on growth is positive and significant in all spec-
ifications. Considering better GOV is closely associated with the improvement in legal
infrastructure, property rights, transparency and accountability, and this may imply that
an enhancement in GOV encourages growth by strengthening the investible environment.
The impact of trade openness (TTRADE) on growth is positively significant, suggesting that
higher openness to international trade is associated with better growth episodes. According
to the results of Eq. (1), de facto measure of FG, which is IFI tends to mitigate growth.
This also appears to be the case for de jure KAOPEN in Eq. (2). The results suggest that
the impact of FG is to lower growth. The negative growth impact of FG appears to be the
case both in the pre- and post-crisis periods. However, the growth mitigation impact of FG
appears to be much higher during the pre-crisis period. This may not be surprising because
the global financial crisis has led to a decline in capital flows (McQuade & Schmitz, 2017)
and FG. The empirical findings indicate that EMEs experience the side effects of FG both

2 Islam (1995) notes that prevailed differences in production functions are captured by including country-
specific fixed effects.
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Table 2: The Direct Effect of Financial Globalization on Growth

(1.1) (1.1.a) (1.1.b) (1.2) (1.2.a) (1.2.b)
Whole Period  Pre-Crisis  Post-Crisis | Whole Period  Pre-Crisis  Post-Crisis
-0.155%* S0.199%*%  -0.101%** -0.182%* S0.167FF%  _0.180%**
Yit—1 (0.054) (0.030) (0.018) (0.068) (0.027) (0.015)
HO. 0.194** 0.121%* 0.063%* 0.148%* 0.054* 0.140%**
i (0.062) (0.046) (0.020) (0.065) (0.030) (0.016)
D 0.284** 0.576%*%%  (.199%** 0.378%* 0.560%** 0.260%**
i (0.115) (0.080) (0.040) (0.167) (0.070) (0.062)
COV: 0.037* 0.022%* 0.021%** 0.068** 0.039%** 0.075%**
it (0.022) (0.010) (0.003) (0.031) (0.009) (0.010)
0.183%** 0.094** 0.033* 0.165%** 0.062%* 0.027**
TRADE: (0.052) (0.036) (0.016) (0.045) (0.022) (0.013)
I -0.085%** -0.036%F%  _0.012%**
i (0.013) (0.008) (0.003)
-0.130%* -0.058** -0.033*
KAOPEN (0.045) (0.027) (0.017)
0.716%** 0.183%*%  (,82]%** 1.068** 1.086%** 1.337%%*
Constant
(0.347) (0.200) (0.130) (0.410) (0.174) (0.112)
# of Obs. 755 396 293 755 396 293
X3 g[p-value] 0.061 0.270 0.117 0.136 0.508 0.225
AR1[p-value] 0.001 0.001 0.000 0.001 0.001 0.001
AR2[p-value] 0.159 0.337 0.084 0.261 0.295 0.128
X3y [p-value] 0.00 0.00 0.00 0.00 0.00 0.00

Note: *, ** and *** denote the 1%, 5% and 10% significance levels, respectively. The numbers in parentheses are the
standard errors. X%—I—S is the Hansen-Sargan test for instrument validity. AR1 and AR2 are the first and second-order
autocorrelation tests.

during the pre- and post-crisis periods. This may be due to the inefficiencies in domestic
financial markets (Wei, 2018) and the low level of governance (Saidi et al., 2017).

4.3 The Conditional Effect of Financial Globalization on Growth: Empirical
Results

We now study whether the impact of FG on growth depends on the level of GOV and
FD. Kose et al. (2011) shows that F'D tends to augment the growth benefits of FG. In
this context, Kimakova (2009) indicates that the theoretical benefits of FG, including risk
sharing and consumption smoothing, appear to be the case in economies with high levels of
FD. Mishkin (2009) notes that F'D plays a key leading role in allocating resources to the
most efficient sectors. The level of GOV is also an important factor affecting the allocation
of resources amongst the sectors. Poor economies with weak GOV have a tendency to
distribute the resources into less profitable projects like infrastructure (Rajan & Zingales,
1998). The GOV is crucial for financially open economies (Kose et al., 2011).

To consider the conditional effect of FG on growth, we include the interaction of FG
with GOV and F D into the estimated equations. We also incorporate the interaction of FG
with GOV and F'D jointly. All specifications in 3 are the extended versions of the model
presented in equation (1). These specifications are briefly reported in equation (2). All the
estimated equations in Table 3 pass the autocorrelation and instrument validity tests.

According to specification (3.1), the direct effect of de facto FG is to diminish growth.
The interaction of FG with governance is positively associated with growth, albeit smaller in
magnitude. This indicates that the effect of FG on growth is negative for the economies with
low levels of GOV, and this negative impact is slightly lower in economies with better insti-
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tutional environments. This appears almost the same when we consider de jure FG measure
(specification 3.2). Consequently, better GOV tends to mitigate the negative growth impact
of FG. This is consistent with the conventional argument that better GOV enhances legal
infrastructure, property rights, transparency, accountability and the investible environment.

Table 3: The Conditional Effect of Financial Globalization on Growth

Eq.(3.1) Eq.(4.1) Eq.(5.1) Eq.(3.2) Eq.(4.2) Eq.(5.2)
SO.TTTFF% Z0.100%%%  -0.088%%%  _0.218%%%  _0.341%%*  _0.301%**
Yit-1 (0.028) (0.025) (0.016) (0.016) (0.030) (0.024)
"o 0.134%%%  0.106%%%  0.096%%*  (.181%FF  (.257%F* 0.198%*
it (0.036) (0.028) (0.022) (0.027) (0.033) (0.027)
D, 0.157%%%  0.136*%*  0.167*F  0.142%%  (.205%* 0.178%*
it (0.045) (0.013) (0.017) (0.070) (0.081) (0.073)
cov: 0.043%%*  0.038%* 0.009* 0.066%**  0.109%* 0.063%*
it (0.010) (0.013) (0.004)  (0.007) (0.019) (0.020)
0.030% 0.040%%*  0.026* 0.080%**  0.063***  0.058***
TRADEq 0.017)  (0.010) 0015 (0.023)  (0.017) (0.014)
TR -0.038%F*  _0.0TT¥F  -0.073%%*
it (0.008) (0.021) (0.011)
0.008* 0.016%**
IFIig x GOV (0.005) (0.004)
0.073* 0.030%*

IFLi = FDu (0.047)  (0.014)

-0.104%¥*  _0.280%%F  -0.153%*
KAOPEN: (0.013) (0.070) (0.058)
0.035%** 0.008***
KAOPENit * GOV;t (0'010) (0.002)
0.725%%* 0.355%*
KAOPEN;; » FDit (0.161) (0.157)
0.617%%%  0.584%*%  (.516%*  1.358%Fk  2.27%k* 2.002%*
Constant
(0.166) (0.152) (0.094) (0.102) (0.210) (0.188)
# of Obs. 755 755 755 755 755 755
X% glp-value] 0.266 0.376 0.582 0.608 0.504 0.566
ARI1[p-value] 0.000 0.000 0.000 0.001 0.004 0.001
AR2[p-value] 0.121 0.212 0.124 0.290 0.562 0.410
X3 [p-value] 0.00 0.00 0.00 0.00 0.00 0.00

Note: *, ** and *** denote the 1%, 5% and 10% significance levels, respectively. The numbers in parentheses
are the standard errors. x7;_ g is the Hansen-Sargan test for instrument validity. AR1 and AR2 are the first and

second-order autocorrelation tests.

The results of specification (4.1) suggest that FG and growth are negatively associated.
When we interact FG with F' D, the estimated coefficient for the interaction term is strongly
positive and almost the same in magnitude as the negative coefficient on de facto FG indi-
cator itself. This may imply that FG tends to lower growth in economies with low levels of
FD and slightly increase growth in countries with high levels of F'D. This is much higher
when we consider de jure measure of FG (specification 4.2). This is consistent with the
argument that F'D provides efficient allocation of funds for resource-constrained firms and
thus increases economic growth. Including an interaction term of FG with GOV and F'D
(specifications 5.1 and 5.2) provides similar results presented in Section 4.2.
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5 Conclusion

Financial globalization (FG) provides many benefits, including efficient capital alloca-
tion, financial development, better governance and macroeconomic policies. The empirical
literature often fails to provide convincing support for the theoretical benefits. This study
focuses on FG and growth relationships in 33 emerging market economies during the 1995-
2019 period.

Our empirical results indicate that the direct effect of FG is to lower growth. However,
the negative growth effect of FG diminishes not only in economies with financial devel-
opment but also with better financial governance. These empirical findings hold when we
consider both de facto international financial integration and de jure Chinn-Ito index. These
may imply that the detrimental growth effect of FG lowers with the high level of financial
development and governance.

Our findings suggest that emerging market economies may enhance domestic conditions,
including financial development and governance, to lessen the negative growth effects of FG.
Our results are compatible with the remarks of Prasad et al. (2007, p. 462) maintaining the
conditional effect of FG is more important than direct effects because the former provides
the “discipline effect” in macroeconomic policies. Considering the remarks of Joyce (2011),
FG driven by foreign direct investment (FDI) flows may also lead EMEs to reap the growth
benefits of FG. In this context, capital controls may play a key leading role in altering
the composition of FG from non-FDI integration to FDI integration. The employment of a
selective capital control policy may also be considered an important policy toolkit to procure
the theoretical gains of FG. Agénor (2003) points to the importance of macroeconomic
policies to obtain the beneficial effects of FG. These policies should aim to enhance financial
development and strengthen the institutional environment. All these may contribute to
obtaining the beneficial effects of FG.

References

Agénor, P.-R. (2003). Benefits and Costs of International Financial Integration: Theory
and Facts. World Economy, 26(8), 1089-1118. doi:10.1111/1467-9701.00564

Aluko, O. A.; & Opoku, E. E. O. (2022). The financial development impact of financial
globalization revisited: A focus on OECD countries. International Economics, 169, 13-29.
d0i:10.1016/j.inteco.2021.11.001

Arellano, M., & Bond, S. (1991). Some tests of specification for panel data: Monte Carlo
evidence and an application to employment equations. The Review of Economic Studies,
58(2), 277-297. doi:10.2307/2297968

Arellano, M., & Bover, O. (1995). Another look at the instrumental variable estimation
of error-components models. Journal of Econometrics, 68(1), 29-51. doi:10.1016/0304-
4076(94)01642-D

Batuo, M., Mlambo, K., & Asongu, S. (2018). Linkages between financial development,
financial instability, financial liberalisation and economic growth in Africa. Research in
International Business and Finance, 45, 168-179. doi:10.1016/j.ribaf.2017.07.148

Bond, S. R. (2002). Dynamic panel data models: a guide to micro data methods and
practice. Portuguese Economic Journal, 1(2), 141-162. doi:10.1007/s10258-002-0009-9

107


https://doi.org/10.1111/1467-9701.00564
https://doi.org/10.1016/j.inteco.2021.11.001
https://doi.org/10.2307/2297968
https://doi.org/10.1016/0304-4076(94)01642-D
https://doi.org/10.1016/0304-4076(94)01642-D
https://doi.org/10.1016/j.ribaf.2017.07.148
https://doi.org/10.1007/s10258-002-0009-9

Financial Globalization and Growth

Bond, S. R., Hoeffler, A., & Temple, J. (2001). GMM Estimation of Empirical Growth
Models (Discussion Papers No. 3048). CEPR.

Bonfiglioli, A. (2008). Financial integration, productivity and capital accumulation. Journal
of International Economics, 76(2), 337-355. doi:10.1016/j.jinteco.2008.08.001

Bordo, M. D., & Meissner, C. M. (2015). Growing up to stability? Financial globalization,
financial development and financial crises (Working Paper No. 21287). National Bureau
of Economic Research. doi:10.3386/w21287

Bortz, P. G., & Kaltenbrunner, A. (2018). The International Dimension of Financializa-
tion in Developing and Emerging Economies. Development and Change, 49(2), 375-393.
doi:10.1111/dech.12371

Boucekkine, R., Fabbri, G., & Pintus, P. A. (2018). Short-run pain, long-run gain: the con-
ditional welfare gains from international financial integration. Economic Theory, 65(2),
329-360. doi:10.1007/s00199-016-1019-7

Broner, F., & Ventura, J. (2016). Rethinking the effects of financial globalization. The
Quarterly Journal of Economics, 131(3), 1497-1542. doi:10.1093/qje/qjw010

Caselli, F., Esquivel, G., & Lefort, F. (1996). Reopening the convergence debate: a new
look at cross-country growth empirics. Journal of Economic Growth, 1(3), 363-389.
doi:10.1007/BF00141044

Chen, J., & Quang, T. (2014). The impact of international financial integration on eco-
nomic growth: New evidence on threshold effects. Economic Modelling, 42, 475-489.
d0i:10.1016/j.econmod.2014.06.011

Chinn, M. D., & Tto, H. (2008). A new measure of financial openness. Journal of Comparative
Policy Analysis, 10(3), 309-322. doi:10.1080/13876980802231123

De la Torre, A., Yeyati, E. L., & Schmukler, S. L. (2002). Financial Globalization: Unequal
Blessings. International Finance, 5(3), 335-357. doi:10.1111/1468-2362.00100

De Nicolo, G., & Juvenal, L. (2014). Financial integration, globalization, and real activity.
Journal of Financial Stability, 10, 65-75. doi:10.1016/.jfs.2013.04.004

Edison, H. J., Levine, R., Ricci, L., & Slgk, T. (2002). International financial integration
and economic growth. Journal of International Money and Finance, 21(6), 749-776.
doi:10.1016/S0261-5606(02)00021-9

Epaulard, A., & Pommeret, A. (2016). Financial integration, growth and volatility. Pacific
Economic Review, 21(3), 330-357. doi:10.1111/1468-0106.12177

Faria, A., Mauro, P., & Zaklan, A. (2011). The external financing of emerging mar-
kets—evidence from two waves of financial globalization. Review of Finance, 15(1), 207-
243. d0i:10.1093/rof /rfq016

Feenstra, R. C., Inklaar, R., & Timmer, M. P. (2015). The next generation of the Penn
World Table. American Economic Review, 105(10), 3150-82. doi:10.1257/aer.20130954

Ffrench-Davis, R., & Griffith-Jones, S. (2019). Financial Globalization and Its Implica-
tions for Development. In M. Nissanke & J. Ocampo (Eds.), The Palgrave Handbook of
Development Economics (p. 697-726). Palgrave Macmillan, Cham. doi:10.1007/978-3-
030-14000-7_20

108


https://doi.org/10.1016/j.jinteco.2008.08.001
https://doi.org/10.3386/w21287
https://doi.org/10.1111/dech.12371
https://doi.org/10.1007/s00199-016-1019-7
https://doi.org/10.1093/qje/qjw010
https://doi.org/10.1007/BF00141044
https://doi.org/10.1016/j.econmod.2014.06.011
https://doi.org/10.1080/13876980802231123
https://doi.org/10.1111/1468-2362.00100
https://doi.org/10.1016/j.jfs.2013.04.004
https://doi.org/10.1016/S0261-5606(02)00021-9
https://doi.org/10.1111/1468-0106.12177
https://doi.org/10.1093/rof/rfq016
https://doi.org/10.1257/aer.20130954
https://doi.org/10.1007/978-3-030-14000-7_20
https://doi.org/10.1007/978-3-030-14000-7_20

World Journal of Applied Economics 2023(1)

Gaies, B., Goutte, S., & Guesmi, K. (2020). Does financial globalization still spur growth
in emerging and developing countries? Considering exchange rates. Research in Interna-
tional Business and Finance, 52, 101113. doi:10.1016/j.ribaf.2019.101113

Ghosh, A. (2017). How does banking sector globalization affect economic growth? Inter-
national Review of Economics & Finance, 48, 83-97. d0i:10.1016/j.iref.2016.11.011

Hammudeh, S., Sohag, K., Husain, S., Husain, H., & Said, J. (2020). Nonlinear rela-
tionship between economic growth and nuances of globalisation with income stratifica-
tion: Roles of financial development and governance. Economic Systems, 44 (3), 100761.
doi:10.1016/j.ecosys.2020.100761

Inekwe, J. N.; & Valenzuela, M. R. (2020). Financial integration and banking crisis. A
critical analysis of restrictions on capital flows. The World Economy, 43(2), 506-527.
doi:10.1111/twec.12855

Islam, N. (1995). Growth empirics: a panel data approach. The Quarterly Journal of
Economics, 110(4), 1127-1170. doi:10.2307/2946651

Joyce, J. P. (2011). Financial globalization and banking crises in emerging markets. Open
Economies Review, 22(5), 875-895. doi:10.1007/s11079-010-9179-8

Kimakova, A. (2009). Government size and openness revisited: the case of financial global-
ization. Kyklos, 62(3), 394-406. doi:10.1111/;.1467-6435.2009.00442.x

Kose, M. A., Prasad, E., Rogoff, K., & Wei, S.-J. (2010). Financial Globalization and
Economic Policies. In D. Rodrik & M. Rosenzweig (Eds.), Handbook of Development
Economics (Vol. 5, p. 4283-4359). Elsevier. doi:10.1016/B978-0-444-52944-2.00003-3

Kose, M. A., Prasad, E. S., & Taylor, A. D. (2011). Thresholds in the process of interna-
tional financial integration. Journal of International Money and Finance, 30(1), 147-179.
doi:10.1016/j.jimonfin.2010.08.005

Lane, P. R. (2013). Financial globalisation and the crisis. Open Economies Review, 24(3),
555-580. doi:10.1007/s11079-012-9266-0

Lane, P. R., & Milesi-Ferretti, G. M. (2018). The External Wealth of Nations Revisited:
International Financial Integration in the Aftermath of the Global Financial Crisis. IMF
Economic Review, 66(1), 189-222. doi:10.1057/s41308-017-0048-y

Law, S. H., Tan, H. B., & Azman-Saini, W. (2015). Globalisation, institutional reforms and
financial development in East Asian economies. The World Economy, 38(2), 379-398.
doi:10.1111/twec.12168

Levin, A., Lin, C.-F., & Chu, C.-S. J. (2002). Unit root tests in panel data: asymptotic
and finite-sample properties. Journal of Econometrics, 108(1), 1-24. do0i:10.1016,/S0304-
4076(01)00098-7

Levine, R. (2001). International financial liberalization and economic growth. Review of
International Economics, 9(4), 688-702. doi:10.1111/1467-9396.00307

Martin, P., & Rey, H. (2006). Financial globalization and emerging markets:
With or without crash? The American Economic Review, 96(5), 1631-1651.
doi:10.1257 /aer.96.5.1631

McQuade, P., & Schmitz, M. (2017). The great moderation in international capital flows: A
global phenomenon? Journal of International Money and Finance, 73(Part A), 188-212.
doi:10.1016/j.jimonfin.2017.02.027

109


https://doi.org/10.1016/j.ribaf.2019.101113
https://doi.org/10.1016/j.iref.2016.11.011
https://doi.org/10.1016/j.ecosys.2020.100761
https://doi.org/10.1111/twec.12855
https://doi.org/10.2307/2946651
https://doi.org/10.1007/s11079-010-9179-8
https://doi.org/10.1111/j.1467-6435.2009.00442.x
https://doi.org/10.1016/B978-0-444-52944-2.00003-3
https://doi.org/10.1016/j.jimonfin.2010.08.005
https://doi.org/10.1007/s11079-012-9266-0
https://doi.org/10.1057/s41308-017-0048-y
https://doi.org/10.1111/twec.12168
https://doi.org/10.1016/S0304-4076(01)00098-7
https://doi.org/10.1016/S0304-4076(01)00098-7
https://doi.org/10.1111/1467-9396.00307
https://doi.org/10.1257/aer.96.5.1631
https://doi.org/10.1016/j.jimonfin.2017.02.027

Financial Globalization and Growth

Meller, B. (2013). The two-sided effect of financial globalization on output volatility. Review
of World Economics, 149(3), 477-504. doi:10.1007/s10290-013-0156-3

Mishkin, F. S. (2009). Why we shouldn’t turn our backs on financial globalization. IMF
Staff Papers, 56(1), 139-170. doi:10.5089/9781589067943.024

Nasreen, S., Mahalik, M. K., Shahbaz, M., & Abbas, Q. (2020). How do financial
globalization, institutions and economic growth impact financial sector development in
FEuropean countries?  Research in International Business and Finance, 54, 101247.
doi:10.1016/j.ribaf.2020.101247

Obstfeld, M. (2009). International finance and growth in developing countries: what have
we learned? IMF Staff Papers, 56(1), 63-111. doi:10.5089/9781589067943.024

Owen, A. L., & Pereira, J. M. (2018). Bank concentration, competition, and financial
inclusion. Review of Development Finance, 8(1), 1-17. doi:10.1016/j.rdf.2018.05.001

Pasricha, G. K., & Nier, E. (2022). Review of The Institutional View on The Liberalization
and Management of Capital Flows—Background Note on Capital Flows and Capital Flow
Management Measures—Benefits and Costs (Policy Papers No. 2022/009). International
Monetary Fund.

Prasad, E. S., Rogoff, K., Wei, S.-J., & Kose, M. A. (2007). Financial Globalization, Growth
and Volatility in Developing Countries. In A. Harrison (Ed.), Globalization and Poverty
(p. 457-516). University of Chicago Press.

Rajan, R., & Zingales, L. (1998). Financial Dependence and Growth. American Economic
Review, 88(3), 559-86.

Rodrik, D., & Subramanian, A. (2009). Why did financial globalization disappoint? IMF
Staff Papers, 56(1), 112-138. doi:10.1057/imfsp.2008.29

Roodman, D. (2009). A Note on the Theme of Too Many Instruments. Ozford Bulletin of
Economics and Statistics, 71(1), 135-158. doi:10.1111/j.1468-0084.2008.00542.x

Rousseau, P. L., & Sylla, R. (2003). Financial systems, economic growth, and globalization.
In M. D. Bordo, A. M. Taylor, & J. G. Williamson (Eds.), Globalization in Historical
Perspective (p. 373-416). University of Chicago Press.

Saidi, H., Rachdi, H., & Mgadmi, N. (2017). Revisiting the role of governance and institu-
tions in the impact of financial liberalization on economic growth using the PSTR model.
Panoeconomicus, 64(3), 315-336. doi:10.2298/PAN141016013S

Schmukler, S. L. (2004). Financial Globalization: Gain and Pain for Developing Countries.
Federal Reserve Bank of Atlanta Economic Review, 89(2), 39-66.

Schularick, M., & Steger, T. M. (2010). Financial integration, investment, and economic
growth: evidence from two eras of financial globalization. The Review of Economics and
Statistics, 92(4), 756-768. doi:10.1162/REST_a_00027

Svirydzenka, K., & Brooks, P. K. (2016). Introducing a New Broad-based Index of Financial
Development (Working Paper No. WP/16/5). International Monetary Fund.

Tobin, J. (2000). Financial globalization. ~World Development, 28(6), 1101-1104.
d0i:10.1016/S0305-750X (00)00008-5

Wei, S.-J. (2006). Connecting two views on financial globalization: Can we make fur-
ther progress? Journal of the Japanese and International Economies, 20(4), 459-481.
doi:10.1016/j.jjie.2006.06.003

110


https://doi.org/10.1007/s10290-013-0156-3
https://doi.org/10.5089/9781589067943.024
https://doi.org/10.1016/j.ribaf.2020.101247
https://doi.org/10.5089/9781589067943.024
https://doi.org/10.1016/j.rdf.2018.05.001
https://doi.org/10.1057/imfsp.2008.29
https://doi.org/10.1111/j.1468-0084.2008.00542.x
https://doi.org/10.2298/PAN141016013S
https://doi.org/10.1162/REST_a_00027
https://doi.org/10.1016/S0305-750X(00)00008-5
https://doi.org/10.1016/j.jjie.2006.06.003

World Journal of Applied Economics 2023(1)

Wei, S.-J. (2018). Managing financial globalization: Insights from the recent lit-
erature (Working Paper No. 24330). National Bureau of Economic Research.
d0i:10.3386/w24330

Yoleu Karadam, D., & Ocal, N. (2022). Analysis of distinct asymmetries in financial
integration-growth nexus for industrial, emerging and developing countries. International
Journal of Finance & Economics, 27(2), 2326-2344. doi:10.1002/ijfe.2275

Zheng, M., Feng, G.-F., Wang, Q.-J., & Chang, C.-P. (2023). Financial globalization
and technological innovation: International evidence. Economic Systems, 47(1), 101048.
d0i:10.1016/j.ecosys.2022.101048

111


https://doi.org/10.3386/w24330
https://doi.org/10.1002/ijfe.2275
https://doi.org/10.1016/j.ecosys.2022.101048

	Introduction
	Financial Globalization and Growth: Literature Review
	Data
	Empirical Methodology and Estimation Results
	Empirical Methodology
	The Effect of Financial Globalization on Growth: Empirical Results
	The Conditional Effect of Financial Globalization on Growth: Empirical Results

	Conclusion

