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TRADE OPENNESS, FDI AND ECONOMIC GROWTH
A Tanel Study

AMJAD NAVEED and GHULAM SHABBIR*

Abstract. The main perpose of this paper is to investigile the impact of FD1 and
trade openness on per cupita GOF groweh. For his purpose we used the data from
T971-2000 for 23 developed countrics, The method, we used in chis paper, is
fived effect and control sct of variahle, Hesulls in both types of estimation
methads are robust. In Both tvpe of methed, we found wpenness is significant and
positively uffecting GDP per eapite growth, while FO1 appeared 1o be
msignificant. We alsn test e pranger cuwsality among these variables. Only
openness does cause OO and reverse cupsulicy docs nat hold.

I. INTRODUCTION

The role of international trade is very crucial for the development process of
countrics. The mullinalional trade serves as a transmission belt for the
translfer of benefits of industrialization and modern technology from the
developed to under developed countries. 13ehind the process of multinational
trade 15 trade liberalization and important component of liberalization is trade
openness. The proposition is that epenness affects growth positively that is
supported by Romer (1986) and Lucas (1988) in the new theories of growth.
Romer (1992}, Grossman and Helpman {19913 and Barro and Sala-i-Martin
{1993), among others, have argued that countries that are more opened to the
rest of the world have a greater ability to absorb technological advances
penerated in leading nations. So the process of trade liberalization not only
increases trade but also loreign dircet investment {FI), FDI also plays an
important rele in the process of growth, Theorctically, combination of
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Aarhus, Denmark, and Ph.D. scholar a1 Department of Eeonamics, University of he
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‘endogenous” growth models with studies on lhe diffusion of technology is
an attempt o emphasize lhe major role plaved by FIM in the econemy {see
Barrg, 1990; Lucas, 198%).

The purpose ol this paper is to examine the empirical relationship
between FDM, openness and per capita GDP growth in sclected developed
countries fior the year 1971-2000, For this purpose, we estimate a Barro type
equation with oaro methods, First is fixed ellect methed and second with set
of cantrol varigbles, The cavsality relationship among these variahles is also
investigated in this paper. The main [ndings of the paper are FDI that the
FDIL is not signilicantly contributing in the per capita (GIDP growth, while
apenness 15 significant and posidvely alTecting the growth of GDF per
capita. As concerned o granger causality, GDP per capita growth does not
cause DM and openness but only openness causing 10 GDP per capita
growth.

The rest of the paper is organiced as follows. Scction I presents a
relationship between openness, FDT and growth with some Iiterature, In
scotion 1 discussions on variables and theoretical mode] with basic results is
presented in section IV, Section ¥V includes the granger causalily test, while
conclusion is i section V1.

Il. OPENNESS AND GROWTH

Openness to Intermational trade accelerates development. This is one of the
mast widely accepied beliefs in the cconomics literature. The countries with
lower barmiers to international trade experience faster coonomic growth, this
view 15 widely been investigated in the economic literature, for example
Erucger {1998), judges that i1 is straight forward o demonstrate empirically
the superior growth performance of countries with “outer-oriented” trade
strategies. In neeclassical prowth models developed by Solow (1957) and
others, technological change 15 cxogenous that is unaftected by a country’s
openness to world trade. However, the new prowth theories piencered by
Bomer (1986} and Lucas (1988) have provided persuasive intellectual
support for the proposition that openness affects growth positively, Romer
(1992}, Grossman and Helpman (1991, 1992) and, Barro and Sala-i-Martin
(1995}, ameng others, have arened that countries thal are more open Lo the
rest of the world have o greater ability to absorb technological advances
generdled 1 leading nations. In chese models, openness 1o irade provides
access 1o imporled inpuls, which cmbody new technology; increases the
effective size of the market facing producers thal rmises the retums o
mnovation, and affects a country’s specialization in rescarch intensive
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production. Schastian (1998) finds that more open countrics experienced
faster productivity growth, So the more rapid prowth may be a transition
effvet rather than a shift to a difTerent sleady state growth rate. But clearly
the transition lakes a couple of decades or more, 5o thal it is reasonable to
speak of trade openness accelerating growth, rather than merely leading o a
sudden, one-time adjustment in real income. In this 1ype of analysis,
measures of openness play important role. For example Harrison {1996) used
seven openness measures, Only one was significant and positively allest the
economie growth when he used cross-sectional duly, three out of seven
proxics for openness reveal a posilive associztion with srowth when the data
were averaged over five-yvear periods, and six oul of seven measures were
statistically significant when he wsed annual data. Anyway openness is
statistically sigmficant in all the specifications, and openness 15 associated
with higher growth.

Another study by Homer and Jeffrey (1999 examined the correlation
between trade and income which cannot identify the direction of causation
between lhe two. Countrics geographic characteristics however, have
important effects on trade, and are reasonably uncorrelated with other
determinants of income. Therefore they construct measures of the geographic
components of counlries, trade, snd uvse those measures 1o obiain
mstrumental vartables estimates of the effect ol trade on income. They found
that affect of trade is large and robust, but moderately swacistically significant
and have positive oftect on income.

All this process of openness starts from trade liberalization. In particular
the liberalization process is expecled Lo increasc not only wade but also
foreign divect investment (FDI). In next section we also expluined the
linkage between growth and FDILL

FDI AND GROMWTH

As ubove we have explained that there is a linkage between FDI and growth,
FIN play an importanl role in growth process of develaping countries
threugh technology diffusion. Technology diffusion can take place through a
variety of channels that involve fhe trunsmission of ideas and new
technologies. Tmporls of high-technelogy products, adoption of loreizn
technolegy and acquisition of human capital through international study are
certainly important lools lor the intemational diffusion of technology,
Besides these channels, FIM by multinational corporations (MNCs) s
considered to be a major chunnel for the access to advanced technologies
{see Borensztein ef al., 1995 The rapid growlh of FDI and its overall
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magnitude has sparked numerous studies dealing with the channels of
transmission from FDI to growth. The “endogenous” growth models were
recently combined with studies on the diffusion of technology in an atempt
to emphasize the major role played by FDI in the economy (see Barro, 1990,
Lucas, 1988). Morcover, the extensions of the neoclassical models to allow
for international mobility of capital and technology have reinforced the
notion that low-income counities tend grow at higher rales (see Barrn,
1991}, Findlay (1978) explained that FDI increase the rate of technical
progress in the host country through “contagion™ effect from the more
advanced technology, management practices. cic. used by the foreign firms,

There is increasing agreement on the tvpes of benefits which are likely
@ accurse the host economy from FDI This is particularly the case for
lechnology and management expertisc, as mullinational ENLErPrises scom to
ke one of the principal vehicles for the international transfer of technology,
The link between technology and cconomic growth has been highlighted by
an QECD study of both, OECD and developing counlrics, which found a
significant eflect on cconomic growth from the innovation and diffusion of
technology (OECL, 19913, Furthermore, forcign investors can contribute to
economic growlh because they tend to be more productive than local firms.
A study by Wilmore {1986) concluded that forcign firms have a significantly
higher ratio of valug-added to oulput than domestic firms. De Gregorio
(1992} obtains similar results in twelve Lalin American countrics and by
Barensztem er al. {1995) for a sample of 69 developing countrics.

Anether mechanisi through which FDI can affect growth is by the
generation of productivity spillovers (see Blomstrom and Persson, 1983).
This affect may anse from a process of competitive interaction between
forcign and domestic firms as discussed by Kokko {1994) that spillovers are
more likely in Mexican manufacturing where foreign and domestic firms are
m direct competition and where the technological wap between them is not
too larpe.” In addition, FII can positively allect the host economy through a
variely of externalilies. For example, local firms may successfully leamn
advanced technologies by doing business with multinational firms' local
alliliates, or by hiring workers trained by them, The presence of
multinational fimis can increase local competition, pushing local fimms to
improve cfficiency. Morcover, mullinational firms may indircetly help local

"The entry ofa foreigh investor into 2 markel can pose o competilive chullenge to local firms
Or o existing investors (OLECD, 1998,
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firms to enter export in markets by spreading information about toreign
markels or improving transport infrastructure in the host country, The extent
of spillovers obvieusly depends on conditions in the local markets
(Blomstrom and Kokke, 1998; UNCTAD, 2000),

3¢ during the process of trade liberalization country lifts its barrier and
therefore, major component of liberalization becomes trade openness and
FDI. So these both variables have plaved an important role in the process of
economic growth in the liberalized counlries.

ITI. VARIABLES AND THEIR RELATIONS

The degree of associalion between FI, openness and growth will be tested
using dala from a sample of 23 OECD (Organization of Economic
Cooperation and Development) countries during the period of 1971-2000.
These countries include Auvstralia, Austria, Belgivm, Canada, Finland,
France, Germany, Grecee, Iceland, Ireland, Israel, [taly, Japan, Malta,
Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Turkey,
United Kingdom and United States. The countries in the sample are chosen
on the hasis of data availability, With one exception, all data variable
constructed from WL 2000, The one variable human capital, taken from
Barro-Lee data set 2000 from [nternel. The procedure we adopted here in this
study 1s fixed effect repression technique, allowing for differences across
countries due to omitted country specific variables. We also used control set
al vanables for comparison, The further detail of varisbles is as follows,

1. Dependent Variable

The dependent variable is the growth rate of real per capita GDP. We used
five-vear average of data period 1971-2000 to avoid the short run
carrelations. So we have 6 observations for each country,

2. Independent ¥ariahle

In fixed effect regression we have four independent variables, that is,
individual constants used in cach panel for each period, log of real GDP per
capita lag, openness ratio is, the ralio of cxports plus imports to GDP and
Foreign Durect Invesiment (FDI) ratio, is the ratio of FDI to GDP. Beside
this we alse used numbers of variables in control set. The selection of these
vuriables is also based on the availability of data, These variables are buman
capital measure as average years of school attainment for aged 25 and over at
the upper level (secondary and higher) are measured at the beginning of each
period. Giovernment expenditure ratio to GDP includes both current and
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capital cxpenditures. This data st is related to central government only.
Inflation i3 measured by the consumer price index. Life expecltancy al birth
indicates the number of years a newhorn infant would live if prevailing
patterns of mortality ar the time of 1fs birth were (o stay al the same level
throughout its lite, And total fertility race represents the number of children
that would be born to a woman il she were 1o live to the end of her
childbearing vears and bear children in accordance with prevailing age-
specific fertility rates. All this data is collected lrom WIX 2000, except
human capital which is taken from Barro-Lee data set.

3. Relation among Main Variables

The first relation between GDP per capita growth and log of real GO per
capita lag, This relation ship describes the convergence theory, As the level
of GDP per capita increases, the growth rate of GIDP per capita declines. It
means there is negative relation between these two vanables,

FIGUEE 1

Convergenee Graph

Growth Rate of GDP Per Capita
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Figure 1 shows the relationship between growth rate and level of imitial
GDP. But there is no strong evidence about convergence, OBECD countries
are already developed so, actually we are not cxpecting il here. And Figure 1
gives the same idea.
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The other rflatinnship we cdraw here is between growth mte of GDP and
openness, It should be positive because trade openness accelerates the
growth. Figure 2 shows the relationship between growth and trade openness.
There 15 a possibility of positive relationship between apenness and growih,
We draw actual data in the graph and il we control our data set then there 1s
clear picture ol positive asseciation between these two variables.

Another important relationship according 1o this paper is between FDI
and prowlh, FDI also accelerates growth like trade openness. So actual
telationship based on data is drawn in Figure 2 between FDI and GDP per
capita growth,

According o Figure 3 there is no significant relationship between FDI
and Growth. It should be positive but in the data ser of QOECD this
relationship does not hold, T means there are so many other factors, which
are explamming growth, or we can say FDI is not important determinant of
growth in OECD countries. Rl in our data sel openness seems to have
reasonably positive aflect on growth.

1¥. THE MODEL
We consider an economy where technical progress is the result of “capital
deepening” in the form of an increase in the number of varieties of capital
poods available, as in Romer (1990), Grossman and Helpman ({1941), and
Barro and Sala-i-Martin (1994).° The main production function for a single
commodity s as [ollows,

Y= AHPK (1)

Where 4 represents the exogenous state of technology, A denotes human
capital and K stands for physical capital. 2 is the share of human capital and ¢
is for time period, Then same model can be summarized in a simple growth
equation.

g0 = Flwy*) (2}

Where () 15 the growth rate of per capita output, ¥, 1s the mitial level
of per capita output and * is the long-run or target level of per capita output.
According to new classical model, an economy’s growth rate g(yv), s
mversely related to its level of development as represented by v In equation

“We follow Lhe specilications of Barre snd Salu-1-Martin {19594, Chapter 6},
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{2}, this property applics in a condilional sense, thal is, for a given value of
v*. In our main growth analysis we used two types of cstimation. Choe with
fixed effect by using dummies for dillerent countries and for different time
peried and second we used a number of variables for a control set. The
model can be wrillen as follows:

-Lg[,l'llll..l ]I: ul.r f 'll'lu'l".::.l.-' g ﬂ:l.l..l + .'!Ij.ll":.:..' 1 _“m [3}
Where,
1 imdex [or couniries,
¢ T t is index for time, T is interval length 3 to 10 years,

gy} real growth rate
ai constant, divided mnto hixed effects [or countrigs and time

b :"T..'..- rovwe veclor of & coellicients and column vector of contrals
ex effect analyzed to the varable of mterest
B o1 initial GDP level

i ; noise term

Az already we have discussed the dependent and independent variables
m previeus scction of this paper, eur main variables of inlerests are loreign
direct investment (FI31) and trade openness. In fixed effect method we have
used dummy varables for countries and times, while in other method wea
used a number of variables in control set, that are life expectancy at birth,
fertility rate, government expenditure, inflation and human capital,

IV. BASIC RESULTS
The basic regression results arc reported inthis section based on the maodel
described above, The basic purpose of our empirical investigation is to
estimate the effect of trade openness and FOI on economic growth, Basically
we estimated two types of model, one with fixed cffcet by using dummies

and other with control sets, And the equation is same as used by Barro
(1953}, In the first equation {fixed cffect), three possible determinants of

*Cirowth cquation set up 15 a copy of slides vsed in the elass “Growil theory and empirics”
by Martin Paldam.
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growth are: The first 1s log ol initial GDP per capita lor convergence and its
cocllicient is expecied to be negative. Second FDI, which is expected to be
positive, and third is trade openness, that is trade shure in GDF and should be
positive. The main regression results ol fixed effect are reported in Table 1,

TABLE 1
Girowth Fguation (Fived Effect) by Using Time and Individual Dummies
Wariables Nependent ‘-.-"::!r[:-:ul'.;iu: 15 Growth Rate ol GIP per Capita
InGOP-l | —7.0226 71728 | —7.2093 | —7.5374 76175 |
i (1.450) {1.355) i1.365) (1,449 {1.443)
Foi 00,0598 % 00154 L0170 01385
(0358  {0.0383) (00385 (0.1220)
LPEN 2 I R ALK 00577 0.057% | 00533
| (O136) | (0143) | (0.0143) | (D.0147)
HECS 2 ! 00,0140 0.00322
(00203} | (0.0217)
HOUSYDE | - - (L0052
| {0,0035)
i {60} 0.67 .67 06RO o068

Mote: Fach equation 15 estimatel by GLS (using OLS reziduals). In purentheses srandand
errors ure repored, Where GO, FDI OPEN, HCS stands for per capita growth
rate. foreign direct investment, trade apeaness % fo GUP, human eapital as sing
number of peopls in secondary school, respectively, and In GDP-1 s innial GOP
Lewel for canveraenoe,

Table 1 reports all the coeflicients but not canstant and dummics. These
resulls indicate that in every regression the coefficient of initial GDP per
vapita 15 negative, and it s interpreted as a test of the convergence
hypothesis, In all the regression of fixed effect it is sienificant. Barro (1491,
Edwards (1992), Levine and Renelt (1992), Mankiw e af. {1992), and others
cenerally melude initial GDP per capita in their cross-country  growth
regression. [n Table | there are four different regressions are reported. In
firsl regression equation, we just include FDI with initial GDP per capita.
The sign of FI3 is positive but insignificant. It means there is nol significant
effect vn yrowth of GNP per capila, In second equation, we include the other
impartant determinant of growth trade apenness along with initial GDP per
capita. It is significant and has posilive effect on G per capita growth.

In third equation, we include both FDI and openness with initial level of
GOP 1o check the combined elTeet of FDI and openness on growth. But still
FDI is insignificant and openness is signilicantly affecting the growlh of
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GRP oper capita, It 15 argued that FI3D has posilive significant affect on
growth, but this effect depends on the stock of human capital available in (he
host economy.’ 5o in fourth cquation we used human capital variable with
FDI and openness. But still there is no importance of FDI revealed in this
regression. Openness vaniable 1s appearing again significant with positive
coctficient. And in next equation we used FDI with human capital as an
interaction variable as used by Borensztein ef af. (1943), Romer {1993, and
Hameed (2000). Again FIM does not allect the growth of GDP per capita.
‘But openness vanable 15 appeared significant and positive in all the
rpTession cquation of fixed affect.

atudy by Borenszlein (1995) improved the results ol regression by
mmelusion of the interaction bepween T and human capital. Our results
related to FI3I are contradicls previous studies, which showed a sirong and
positive corrclation between prowth and foreign direct investment (see DE
Liregorio, 1992 Borenszlein ef al, 1993). The main findings of fixed elTects
have important features. FI1 does not appear 1o be a significant variable
which affect the growth o GDP. It indicates that in developed countries the
foreign direct investment does not contributing in growth, It means there are
some other factors, which are affecting the growth. The trade openness is
appeared o be positive and significantly affecting the growth, [t means
apenness plays an important role in growth,

It the second place we estimate another (vpe of repression that is
without dummies but with set of control variables. The results ol this
regression with set of control variables are reported in Table 2,

According o results reported in Table 2, the indial GDP having negative
sign but nsignificant in all the regression. The sign of this coefficient is
consistent, according (o convergence hypothesis but insignilicant, where as
m lixed coffect it was significant. OQur main other varables are FI1 and
openness with set of control variables. Table 2 reports the results of seven
repressions bul actually we run so0 many regressions, oul of which the only
seven regression’s results are reported. In the first regression we include all
variables. In this regression the sign of FID is negalive but insignificant,
means does not affecting the growth of GDP per capita. The next important

“FO and humen caprtol used by Borenspcin of ol (1993% and Romer (19931 finds a
pugilive interaetion between sccondary school enrollment and imports of machinery.
Cohen (19923} wlso tinds a positive interaclion between human copital and forcian
financimg.
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variable is openness. It s positive snd appeared (o be signilicant, having
affected on growth. In this regression the control set variables are not signi-
ficant except govemment expenditure (GEXP). Government expenditure
variahle having negative sign is significant, [t is consistent with theory.” It is
negatively related with GDP per capita growth,
TARBRLE 2

Growth Equation by Using Sct of Control Varables:
Variables of Interests are FIJ1 and Openness

Y arinkles Drependent Variable 1= Growth Eate of GLE Per Capila
In GOE-) | OTLE2 | 08286 | (L5348 (15201 0847 | 08378 | —(L5IE]
(OAYUTZY [ (8930} | (03754 | (a9 e) | (0047 [ (0000 | (0,3468)
i —L1E0E | Ol4L (LUOES L0301 OG0 003649 a6l
(01330 | ((.0396) | (0.03857) | (0.0410) | (0.0405) | (0.0409) | (0.1399) |
CREN n.0244 (k1230 04125 0134 030 00135 | 00126 I
(s | 0053y | 0052) | o) | 00045y | e | 00043
HUN CLON0E | DGLT6S - - ._ LA
(L0168} | (0051 | in.0166)
HON IILEEH ] - [ 006
{0L0039) | (00041
IAET, (LOg2s OLz4 Oz | —UDusd S0e3s | -0.0123
| ooy | qoooTy | 0007 | (0.0068) | 10.0068) | (0.0063)
LEXPAR (L0254 (LET0 (L2 ikl 2s RCIES]
[y | sy | i0.0775) | 00825 (008427 |
EXP =NOndE | =0.0652 | =0L0G665
) (RO TAa) | (O0IATY | (0 6G)
FERPH —N5127 | <4382 | 14473 | —U3UE3 -0z LN THE
(35613 | (0.3543) | (0.3552) | (0.3784) | (0.006%) | (0.3632)
# (131 0.3z .31 0.21 .21 14 0,23

Mote:  Each equation 5 estimated by GLS (using OLS residuals), In parenibesis standard
crrors are reported. Where GDP, FDI, OPES, HCS. LEXPAR, GEXP, FERTW,
IMFL., stands for per capita growdh rate, foreign direct investment, frade opsnness
%4 to G, human capital as using number of people in secondary school, life
expectaney ar hirth, government expenditure, terility rate per women, inflation
rile. respectively, and In GDP-1 i3 initial GDP level for convergence.

In the further regression cquations reported in Table 2, we drapped some
variahles and run the regressions. In all the equations the FDI 15 msignificant

*Borenselein of o), (19935) find same results for govemment expenditure in same type of

eeuidio,
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but openness is significant and positively relaled with growth of GDFP per
capita. In the set of control variables the inflation {INFL) variable is
appeared to be negative in most of the regressions and significant in last
regression reported in Table 2. Fertility rate (FERPW) and life expectancy
(LEXPAB) cocfficient are insignilicant but fertility rate is appear to be
negative, which is consistent with theory, The human capital variable (HCS)
is positive and insignificant, while the interaction variable (FDI*HCS) 15 also
positive and insignificant.

S0 the main findings of the regression wilth set of control variables
exhibiting the same Ondings as fixed affece. The FDI docs not appear 1o be
sipnificantly affecting growth, Bul openness is significantly affecting the
growth, In these selected countrics in our samples, FDI do not playing
important role in the growth. But openness 15 proved to be significant
variable for growth.

The results are similar in both cases; just ane variable is significant that
is ppenness, It is important determinant of growth, Convergence variable
mitial GDP also have consistent sign, it is significant in fixed ctfect method
but insignilicant in second case with set of other control variables. FIIL in
both cases appeared to be insignificant determinant of growth. We can also
conclude that our results are robust since estimation with conirol set and
fixed effect estimation have provided the same results.

V. GRANGER CAUSALITY

In order to sce the direction of causality, we have applied Granger causality
test, We start by defining Granger's (1969) concept ol causality. A is said to
Giranger-cause ¥ if ¥ can be predicted with greater accuracy by past values of
X rather than not using such past values, all other relevant information in the
model remaining the same. Consider the equation:

V=mtm Pt Yot Xathis T {er)
Ne=dprd Yogrdh YatmAatmAatw {5)

If i = & =0, in cquation (@), A" does not Granger causc ¥. If, on the
other hand, any of the /7 coefficients are non-zero, then X does Granger cause
¥. And same test can apply on the equation {&) where ¥ does nol Granger
cavse X can be tested. As a practical guide one can include as many lags as
are necessary to ensure non-avlocorrelated residuals.

The results of granger causality are reported in Table 3 and Table 4
respectively. In the first Table 3, the test results of granger causality between
GDP per capits growth and FID1 are reported. In the rst row of the table the
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null hypothesis is that FDI does not granger cause to GIP growth rate, and
this hypothesis is accepted. It means FDI does not causc the growth, And if
confirms vur findings in the previeus scetions, where FDI was insignificant
in all the regressions of both types of estimation methods. The test is also
applied in oppesite direction, in which null hvpothesis is growth decs not
granger cause w FDI and it 15 also accepied which is also reported in Table
35
TABLE 3

Granger Causality Test
FDI does not granger cause GDP growth
GDP growih does not granger cause FDI

| Dependent Independen.l” Wald test for exclusion s
variahle variable restriction Chi®2({2) e
GDP-pe-Gr | F131 1.8949] | L3877 | Accept
FI¥ GOP-pe-Gr 3.53557 | 0.1707 | Accept
TABLE 4

Cranger Cansality Test
Trade Openness does nol granger cause GO growth
GOP growlh does not granger cause Trade Openness

Dependent | Independent _WH]‘.l ek fm.' g ke
variahle varable n::-.n:lu.qmn_ hiy el Reak Payision
lion Chu™2{2) _
GDP-pe-Gr OPEMN 097063 [0.0068]*% | Rejeet
QOPEN GDI-pe-Gir 261245 0.132] Acuept

In Table 4 the causalily test is applicd between openness and growth of
GOP per capita, In the first row of Table 4, it is tested that openness does not
granger cause to GDP per capila growth rate. But this hypothesis is rejected.
It means trade openness does cause growth rate, And this result is also
conzislent with our findings in previous section. Openness appeared (o be
impartant determinant of growth, In the second row of Table 4, it is tested
that GOP per capita growth does nol granger cause trade openness, This
hypothesis is accepted. There is one way causation between GDP per capita
grawlh and openness, not two ways, But in case of FDI and GDI* per capita
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orowlh the causation does not hold m both directions. In resull we can say
that just trade openness is affecting to growth but not FDI. Where as the
GOP per capila growth does nol ailecting (o both FIM and openness.

VI CONCLUDING REMARKS

This paper examined the effect of FIDI and trade openness on economic
vrowlh, The teview of the literature suggests that [oreign direct imvestment
and trade openness leads to economic growth. The eftect, howewver, varics
seross reglons, time and wse of different techniques with different data
sonrces. In this paper, we used data set from 1971 o 2000 for 23 developed
countrics, The countries and time period are selected on the basis of data
avatlallity.

We apply two techniques by wvsing Barro type of cquation. In the first
place, we apply hixed allect method with tme and mdividual dumones. And
in the second place we used set of control variables with our vanables of
imterest, which are FDI and trade openness. And ar the end we did granger
causality test for the robustness of our findings in Gxed allect and contral set
variable method.

In the fixed eftect method the convergence variable, initial GDP has
consistent sign with convergence theory, FDI does nol appear 1o be
significant varable. It indicates that the zrowth rate of GDIP per capita in
these selecied developed countries 15 nol influenced by FOL There are so
many other factors which arc affecting the GDP per capita growth, 5o there
i5 no impoarlant role of FIN in growth, But trade openness is appeared to be
significant variable and becomes an mmportunt determinant of economic
growih, In the next method of control set of variables the results are similar
to fixed affect method, meaning that our results are robust.

In the last seetion of the empincal resullts, we applied granger cavsality
test, which also confirms our findings discussed in previous section. Only
openness 15 causing to growth of GDOP per capita, FDI does nol cause GOP
per capita growih, where as GDP per capita gprowth does cause both FDI and
trade openness. The result indicates that only trade openness 15 signilicantly
causing to G per capita growth, and causality nims through one direction,
S0 in this paper main finding is that trade openness is a key to improve the
arowth, and FDI docs not play imporiant role in the growth as concerned 1o
developed countries,
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