W Globalization and Economic Growth:

Accounting for Non-linearities
AIECE Meeting

GERMAN ECONOMIC INSTITUTE Nov. 15, 2018 Brusse s Galina Kolev



Some stylized facts ()

Global GDP and World Trade; 1980=100, 2018-2023 IMF forecast

Global GDP —World Trade
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Globalization and economic growth
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Productivity growth and globalisation

AYI — ZQ t_kAyu + ZyZ_JAQM McMillan/Rodrik (2011)

Change in productivity on the sectoral Structural change via ressource

level via realocation towards more productive
sectors

- FDI

, , - Trade and comparative advantage as
- technological progress (triggered among  4ivers

others by competition from abroad)

M Globalization and Economic Growth Galina Kolev

4



Some stylized facts (I1)

Increasing openness and economic growth
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Globalization and economic growth (I)

Growth of per capita GDP over five year periods in percent and KOF Globalization Index
at the beginning of the growth period; 1980-2015; 160 countries
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Accounting for non-linearities

The effect of globalization depends on the
stage of development.
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Decreasing marginal effect of globalization
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Globalization and economic growth (lI)

Growth of per capita GDP over five year periods in percent and KOF Globalization Index
at the beginning of the growth period; 1980-2015; 160 countries

GDP pc < 20,000 USD GDP pc > 20,000 USD

50
50

° (] L
° ° °
o o ®
° °
°
o o [ ]
Lo o
T T T T T T T T T
20 40 60 80 20 40 60 80 100
KOF Globalisation Index, L KOF Globalisation Index, L
® growth Fitted values ® growth Fitted values

Source: World Bank, Dreher (2006)

M Globalization and Economic Growth Galina Kolev 8



Globalization and economic growth (ll1)

Growth of per capita GDP over five year periods in percent and KOF Globalization Index
at the beginning of the growth period; 1980-2015; 160 countries
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Empirical Analysis
Panel data over 1980-2015, 160 countries

(1) Vit = a + [19dpir + Bohcie + B3invi + Baxi + w; + €
(2) Vit = a + [19dpir + Bohcie + B3invie + Baxi + Psxicgdpir + w; + €5

(3) Vie = & + B1gdpi + Bohcye + Bainvy + Paxie + Bexfy + w; + €

With the following standard control variables:
- Initial GDP pc.
- Human capital

- Investment to GDP ratio
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Baseline regressions

Robust standard errors in parentheses; */** /*** significant at 10/5/1%;
Country and time fixed effects included

] (1) (2) (3) (4)
gdppc -47.703*** -48.601*** ~43.220*** -46.452***
(8.215) (8.167) (6.227) (6.899)

_ .286* .269* .0823 .163
(.153) (.153) (.132) (.138)

_ -.0983 -.0728 .0738 .0431
(.115) (.125) (.0807) (.0791)

(.0424)
(.740)
(.260)

Source: Own calculations, Gygli (2018), Dreher (2006), Fraser Institute (2018)
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Globalization and growth: non-linearities

Robust standard errors in parentheses; */** /*** significant at 10/5/1%;
Country and time fixed effects included

L ] (1) (2) (3) (4) (5) (6)
gdppc ~48.912%** -42.948%** -43.065%** -45,383%** “45.467*%*  -25.9p6***
(8.109) (8.444) (6.437) (9.133) (5.970) (7.027)
_ 254% 196 .0837 .0828 .0314 .0401
(.152) (.149) (.133) (.131) (.131) (.119)
- -.0648 -.0932 .0752 0772 -.0770 -.159*
(.128) (.122) (.0819) (.0797) (.0856) (.0923)
_ -.115 618*** 2.810 -.227 2.615%** 4.423%%*
(.0945) (.235) (1.930) (6.347) (.519) (.665)
_ -.000209 -.0337 -.0170%**
(.000274) (.179) (.00424)
-.0594%* .288 -.408%**
(.0237) (.706) (.0669)
86.06*** 93.17*** 76.55%** 67.89%** 85.92%** 97.37***
N 457 381 381 440 440
R2 (within)  JENER 3179 3175 3179 3183 3506

Source: Own calculations, Gygli (2018), Dreher (2006), Fraser Institute (2018)
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Empirical Analysis
Panel data over 1980-2015, 160 countries

(1) Vit = a+ p19dpie + Barhcie + B3invye + Baxie + wp + €

(2) Vit = a+ p19dpie + Ba2hcie + B3invye + Baxie + Psxigdpie + w; + €5

(3) Vit = @ + B1gdpie + Bohcy + Bainvie + Baxie + Pexfy + w; + €5

The role of institutional quality?

(4) Vit = a + p19dpie + Bahcie + Bzinvy + Baxip + Brinsty + Pginstex; + w; + €
Institutional quality and globalization in the course of economic development

(5) Vit = & + [19dpic + Bahcie + B3invye + Paxy + Brinsty + Pginstx; +

Poinsty x;rgdp;s + w; + €;¢
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Globalization and growth: the role of institutions (l1)

Detailed results available upon request; */**/*** significant at 10/5/1%;

Country and time fixed effects included

Regulation Sound Money Size of Legal System &
Government Property rights

1.610%** 1.579%** 1.244%**
(.473) (.289) (.348)
11.487*** 11.349%** 5.878%***
(3.895) (2.950) (1.947)
- 172%** -.184%** -.0908%***
(-.172) (.044) (.033)
378 379 379
3297 .3506 .3264

Source: Own calculations, Gygli (2018), Dreher (2006), Fraser Institute (2018)

W

(5)

1.172%** .908***
(.412) (.310)
5.105 2.273
(3.222) (2.217)
-.0894* -.0529
(.051) (.042)

379 375
.3090 2996
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Globalization and growth: the role of institutions (I)

Growth of per capita GDP over five year periods in percent and KOF Globalization Index
at the beginning of the growth period; 1980-2015; 160 countries

Fraser EFW < 6.4 Fraser EFW > 6.4
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Globalization and growth: institutions and stage of development (lI)

Detailed results available upon request; */**/*** significant at 10/5/1%;
Country and time fixed effects included

Government | Property rights
(2) (3)

_ -.196 569 385 402 -.568
(.579) (.526) (.362) (.415) (.375)

r -2.876 2.173 -.470 -1.768 -10.897***
(5.070) (5.237) (2.262) (3.379) (3.284)

w 553 %% .301 .290%** 381 %** .800%**
(.188) (.207) (.092) (.130) (.173)

-.049%** -.035%* -.029%%* -.038%*** -.064%* %%
(.012) (.014) (.007) (.009) (.013)
_ 378 379 379 379 375
w 3690 3767 .3605 3489 .3646

Source: Own calculations, Gygli (2018), Dreher (2006), Fraser Institute (2018)
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Concluding remarks

The effect of globalization on economic growth is far from being clear-cut.

Globalization can be growth promoting, especially at earlier stage of development and
in countries with low degree of openness.

The effect of globalization depends crucially on the institutional framework.
Globalization and institutions can occur as substitutes in the process of development;
however, it is more likely that institutional quality is inevitable for achieving growth
effects of globalization.

“Globalization [...] does increase the costs of getting the policies wrong, just as it
increases the benefits of getting them right.” (McMillan / Rodrik, 2011)
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