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PREFACE
ENGLISH

The aim of this thesis is to investigate the role of international finance and trade in
promoting sustainability in middle-income countries. This research seeks to explore the
dynamics, challenges, and opportunities in harnessing international financial mechanisms
and trade policies to foster economic, social, and environmental sustainability in these
nations. The thesis aims to provide insights and recommendations for policymakers,
businesses, and stakeholders, contributing to the achievement of sustainable development
goals in middle-income countries through effective international finance and trade
strategies. To explore the impact of international finance and trade on economic growth
and other sustainable development pillars in middle-income countries the findings of my
thesis reveals that,
a) Foreign direct investment as part of international finance has a significant positive
impact on accelerated economic growth in middle-income nations. Similarly, official
development aid appears to exhibit positive effects primarily in lower middle-income
countries and middle-income countries with sea ports. However remittance inflow as part
of internal finance does reveals any association with economic growth,
b) Similarly, international trade has a positive influence on economic growth,
particularly in upper middle-income countries, middle-income countries with sea ports,
and high-income countries.
C) Furthermore according to the empirical findings this research work also confirms,
a higher level of corruption control correlates with increased economic growth in middle-
income nations. It also highlights that, for accelerated economic growth, lower middle-
income countries benefit from an effective government role, while high-income countries
require strong regulatory quality and adherence to the rule of law.

The research also reveals that economic growth, when coupled with international
finance and trade, often has detrimental effects on the environment in middle-income
countries. According of the empirical findings,

d) Economic growth appear to harm environment in middle-income and high income
countries ; whereas Pollution-Heaven hypothesis found to be true to overall middle
income countries and lower middle income countries thus foreign direct investment as
part of internal finance harm environment. Moreover, the empirical findings indicate that
the impact of international finance as official development aid and remittance on

environmental pollution varies across different panels of middle-income countries.
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e) International trade tends to exacerbate environmental sustainability issues in
middle-income countries.

The research demonstrates that economic growth plays a pivotal role in enhancing social
sustainability by alleviating poverty and improving health outcomes and education.

f) The empirical findings of the research work indicate that economic growth
increases the income baskets of the individuals of the habitant of middle-income
countries thus decreases poverty.

9) International finance's influence on various social dimensions is subject to
governance factors, resulting in varying outcomes. Foreign aid appears to remove poverty
in upper and lower-middle income countries; whereas remittance inflow decreases
poverty in lower middle-income countries and middle-income countries with seaports.
The empirical findings also confirm that foreign direct investment appear to decrease
poverty in overall middle-income countries and middle-income countries with seaport.

h) International trade generally contributes positively to social pillar outcomes in
middle-income countries as a whole.

i) However, the extent of its impact on income inequality varies across different
panels of middle-income nations, contingent upon governance and the rule of law.
Furthermore, empirical findings also highlight the heterogeneous effects of governance
indicators in both middle-income countries as a whole and their sub-panels. These
findings emphasize the critical role of government effectiveness in enhancing the social
aspects of middle-income countries. Likewise, they underscore that the promotion of
environmental sustainability hinges on the presence of a robust rule of law. This research
highlights that achieving social and environmental sustainability isn't possible solely
through sustainable economic growth. It also finds that middle-income countries can
escape the middle-income trap through trade, provided they control corruption. Economic
growth positively impacts social sustainability in these countries but negatively affects
environmental sustainability due to governance issues.

This PhD thesis comprises six chapters that collectively address the intricate
relationship between economic growth and sustainability within middle-income countries
and their sub-groups, all in the context of international finance and trade. Chapter 1 lays
the foundation by presenting the research background, articulating research questions,
and explaining their significance. Chapter 2 delves into economic growth theories and
drivers, establishing a research framework. Chapter 3 conducts empirical investigations

into the factors influencing growth in middle-income countries and their sub-groups,

15



detailing the empirical analysis method and discussing findings. Chapter 4 focuses on the
empirical analysis of the connection between economic and environmental sustainability.
Chapter 5 explores how economic growth impacts social sustainability goals,
encompassing poverty, health, education, and income inequality. Chapter 6 concludes the
thesis by summarizing the empirical findings and their implications for macroeconomic
variables, economic, social, and sustainable development goals in middle-income
countries and sub-groups. It also provides policy recommendations, particularly
addressing the challenges faced by upper-middle-income countries grappling with the
middle-income trap. This study contributes to a nuanced understanding of how
governance indicators interact and impact social and environmental dimensions within
middle-income countries, offering valuable insights for policy formulation and decision-
making. Additionally, the thesis provides a comprehensive analysis and practical insights
into promoting economic growth and sustainability within the diverse middle-income

country context.
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POLISH

Celem niniejszej rozprawy jest zbadanie roli mi¢dzynarodowych finansow i
handlu w promowaniu zréwnowazonego rozwoju w krajach o $rednich dochodach.
Badania te majg na celu wyzwan i zbadanie dynamiki oraz mozliwosci wykorzystania
mi¢dzynarodowych mechanizméw finansowych i polityki handlowej w celu wspierania
zrbwnowazonego rozwoju gospodarczego, spolecznego i1 S$rodowiskowego w tych
krajach. Celu dostarczenia spostrzezen i zalecen dla decydentéw, przedsicbiorstw i
interesariuszy.
a) Bezposrednie inwestycje zagraniczne jako cze¢$§¢ miedzynarodowego finansowania
majg znaczacy pozytywny wpltyw na przyspieszenie wzrostu gospodarczego w krajach o
srednim dochodzie. Podobnie, oficjalna pomoc rozwojowa wydaje si¢ wykazywac
pozytywne efekty przede wszystkim w krajach o nizszym $rednim dochodzie i krajach o
srednim dochodzie, ktore dodatkowo posiadajg porty morskie Niemniej, naptyw srodkow
pienieznych w ramach finansowania wewngtrznego nie wykazuje zadnego zwiazku ze
wzrostem gospodarczym,
b) Handel miedzynarodowy ma pozytywny wptyw na wzrost gospodarczy, szczegdlnie w
krajach o wyzszym $§rednim dochodzie, krajach o $rednim dochodzie z portami morskimi
I krajach o wysokim dochodzie,
¢) Wyzszy poziom kontroli korupcji koreluje ze zwigkszonym wzrostem gospodarczym
w krajach o $rednich dochodach. W celu przyspieszenia wzrostu gospodarczego kraje o
nizszym S$rednim dochodzie korzystaja ze skutecznej roli rzadu, podczas gdy kraje o
wysokim dochodzie wymagajg silnej jakosci regulacji 1 przestrzegania rzadoéw prawa.
Badania ujawniaja rowniez, ze wzrost gospodarczy, w potaczeniu z migdzynarodowymi
finansami 1 handlem, cz¢sto ma szkodliwy wptyw na $rodowisko w krajach o $rednim
dochodzie.
d) Wzrost gospodarczy wydaje sie szkodzi¢ srodowisku naturalnemu w krajach o srednim
i wysokim dochodzie, podczas gdy hipoteza o zanieczyszczeniu (pollution heaven
hypothesis) okazata si¢ prawdziwa dla wszystkich krajow o §rednim i nizszym $rednim
dochodzie, a zatem bezposrednie inwestycje zagraniczne jako cze$¢ finansow. Co wigcej,
wyniki badan empirycznych wskazuja, ze wptyw migdzynarodowego finansowania jako
oficjalnej pomocy rozwojowej i srodkow pienieznych na zanieczyszczenie Srodowiska
jest r6zny w réznych grupach krajow o srednim dochodzie;
e) Handel migdzynarodowy ma tendencj¢ do zaostrzania kwestii zréwnowazonego

rozwoju $rodowiska w krajach o $rednim dochodzie. Badania pokazuja, ze wzrost
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gospodarczy odgrywa kluczowa rolg w zwigkszaniu zréwnowazonego rozwoju
spotecznego poprzez tagodzenie ubostwa 1 poprawe wynikow zdrowotnych i
edukacyjnych;

f) Wyniki badan empirycznych wskazujg, ze wzrost gospodarczy zwigksza zbiorczg
struktur¢ dochodow mieszkancow w krajach o $rednim dochodzie, zmniejszajac tym
samym ubostwo.

g) Wplyw finansow miedzynarodowych na roézne wymiary co skutkuje roéznymi
wynikami. Pomoc zagraniczna w krajach o wyzszym i nizszym $rednim dochodzie
podczas gdy naptyw pieni¢znych zmniejsza ubdstwo w krajach o nizszym $rednim
dochodzie i krajach o srednim dochodzie z portami morskimi. Empiryczne potwierdzaja
rowniez, ze bezposrednie inwestycje zagraniczne zmniejszaja ubostwo w Kkrajach o
srednim dochodzie i krajach o $§rednim dochodzie z portami morskimi;

h) Handel migdzynarodowy generalnie pozytywnie wpltywa na wyniki filaréw
spotecznych w krajach o srednim dochodzie jako cato$ci,

i) Zakres na nierownosci dochodowe rdézni si¢ w réznych grupach krajow o $rednim
dochodzie, w zaleznosci od rzadow i praworzadnosci.

Co wigcej, wyniki badan empirycznych podkreslaja réwniez niejednorodny
wplyw zarzadzania zard6wno w krajach o $rednim dochodzie jako catosci, jak i w ich
podgrupach. Wyniki te podkreslaja kluczowsg role skuteczno$ci rzadéw we wzmacnianiu
spotecznych aspektow krajow o $rednim dochodzie. Badania te podkreslaja, ze
osiggniecie zrownowazonego rozwoju spotecznego i1 srodowiskowego nie jest mozliwe
wylacznie poprzez zrownowazony wzrost gospodarczy. Okazuje si¢ rowniez, ze kraje o
srednim dochodzie mogg putapki $redniego dochodu poprzez pod warunkiem. Wzrost
gospodarczy pozytywnie wptywa na zrownowazony rozw0j spoteczny w tych krajach, ale
negatywnie wplywa na zrownowazony rozwdj srodowiska ze.

Niniejsza rozprawa doktorska sklada si¢ z szesciu rozdzialdw, zy wzrostem
gospodarczym a zrOwnowazonym rozwojem w krajach o $rednim dochodzie 1 ich
poszczegbélnych podgrupach. Rozdziat 1 kladzie nacisk na prezentacje kontekstu
badawczego, sformutowanie pytan badawczych i wyjasnienie ich istoty. Rozdziat 2
czynniki wzrostu gospodarczego, ustanawiajagc ramy badawcze. W rozdziale 3
przedstawiono badania empiryczne dotyczace czynnikow wplywajacych na wzrost w
krajach o $rednim dochodzie i ich podgrupach, szczegdélowo opisujac metode analizy
empirycznej i omawiajac wyniki. Rozdziat 4 koncentruje si¢ na empirycznej analizie

zwigzku migdzy zréwnowazonym rozwojem gospodarczym i $rodowiskowym. W
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rozdziale 5 zbadano, w jaki sposob wzrost gospodarczy wplywa na cele zrownowazonego
rozwoju spotecznego, obejmujace ubdstwo, zdrowie, edukacje 1 nieréwnosci dochodowe.
Niniejsze badanie przyczynia si¢ do poglebionego zrozumienia, w jaki sposob
instrumenty zarzadzania oddziatuja na wymiar spoteczny i1 srodowiskowy w krajach o
srednim dochodzie, oferujac cenne informacje na temat formulowania i podejmowania
decyzji. Ponadto rozprawa dostarcza kompleksowej analizy i1 praktycznych spostrzezen

na temat promowania wzrostu gospodarczego i zrdwnowazonego.
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CHAPTER. 1 INTRODUCTION

1.1 AN ONGOING DEBATE ABOUT ECONOMIC GROWTH IN MIDDLE-
INCOME COUNTRIES AND INTERNATIONAL COOPERATION

Economic growth describes an increase or improvement in the inflation adjusted
market value of economic goods and services that a society produces and consumes,
whereas economic development refer to the improvement in the quality of living standard
of inhabitant of any country over a certain period of time* (Brinkman,1995). Furthermore
it is true to argue that, development strongly associated with economic growth, allowing
the differences in the level of development to be conclusively explained by different in
growth rates. Nonetheless, economic growth interacts with other dimension of different
nature shaping the level of development of a country? (Heras Recuero & Pascual
Gonzélez, 2019). Middle income countries (MIC) are a diverse group by size, natural
resources, demography and income level. Furthermore, MIC represent s about one third
of the global GDP and appeared to be the major engine of global growth. Furthermore,
the global landscape and economic structure of the world is extremely volatile therefore
middle income country’s economy more vulnerable to external shocks. Nevertheless,
slow down of the global trade during any crisis, there is evidence that growth spill-overs
from the trade partners significantly determinant of a middle income country’s growth.
Likewise, Makin & Layton (2021) stated that recession at a major trading partner during

crisis situation has bigger repercussion®.

TABLE 1. ANNUAL GDP GROWTH RATE IN VARIOUS INCOME GROUPS

ANNUAL GDP GROWTH

INCOME GROUP | 2000-05 | 2006-10 | 2011-15 | 2016-19 | Average | 2020
MIDDLE INCOME | 5.89 6.82 5.34 4.67 5.68% | -1.37966
OECD MEMBERS | 2.55 1.13 1.91 2.11 1.92% | -4.46933
LOW INCOME 4.87 5.67 0.95 3.32 3.29% | 0.621414
HIGH INCOME 2.62 1.21 1.89 2.08 1.81% | -4.48779
WORLD 3.42 2.82 3.02 3.022 2.98% | -3.29368

'R.Brinkman, "“Economic growth versus economic development: Toward a conceptual
clarification.” Journal of Economic Issues 29.4, 1995,p. 1171-1188.

?L.Heras Recuero and G.P.Roberto, "Economic growth, institutional quality and financial development in
middle-income countries.”,2019.

SAJ Makin, and Allan Layton. "The global fiscal response to COVID-19: Risks and
repercussions." Economic Analysis and Policy 69,2021,p.340-349.
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Table 1 indicate growth pattern in different income group of the world. The
average annual growth in middle income countries recorded as 5.68 % although it is
highest among the above mention table however; numerous upper-middle income
countries and lower-middle income countries hold stagnant economic growth from long
time without any improvement in their economic and social structure.Furthermore,
unskilled labour force in middle-income countries usually engaged with agriculture sector
however; once the new MNC are formed due to cross border technology transfer
unskilled labour smoothly adopted and learn the new technological skills which become
an active ingredient of economic growth. Manufacturing sector also plays significant role
in empowering growth in middle-income countries. However, it has been observed that
service sector by pass manufacturing and leapfrog from agriculture directly to service
sector®.These notable sectors are information and communication technology and
tourism. Likewise, one of the key factor which contribute positively in economic growth
process of middle-income countries is contribution of total gross capital formation that’s
has risen dramatically recently. The key issue which directly impact on the economic
growth of majority of middle-income countries are fiscal budget deficits which are due to
less tax revenue and more government spending. Therefore; middle-income countries
usually depend on external borrowing for their social spending such as medical care,
health and government employees pension spending which also lower the economic

growth rate.

Middle-income countries rely heavily on international trade®. Their economic
well-being is closely tied to trade agreements, tariffs, and international economic
conditions. Trade relations with other countries can significantly affect their economic
growth and stability®. On the other hand, MICs seek FDI from other countries to fuel
economic growth and development’. The strength of their international relationships can
influence the amount and stability of FDI they receive. Furthermore, with the help of FDI
flow under the shadow of international relations among the countries, International

relationships can facilitate the transfer of technology, knowledge, and best practices,

* M. Noland,P. Donghyun, and B.E Gemma, "Developing the service sector as engine of growth for Asia:
an overview." Asian Development Bank Economics Working Paper Series 320,2012

% J-F, Arvis,[et al.], "Connecting to compete 2018: trade logistics in the global economy." 2018.

® X.Yao [ et al.]. Free trade agreements and environment for sustainable development: a gravity model
analysis. Sustainability, 11-3, 2019, p. 597.

7 X.Wang, W.Yanhua, and X.Chunxin. "The impact of natural resource abundance on green economic
growth in the belt and road countries: The role of institutional quality." Environmental Impact Assessment
Review 98, 2023,p 106977.
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which can boost the capacity and development of Middle-income countries® °. Likewise,
the ability of MICs to access international markets and resources, including energy and
raw materials, can be influenced by their relationships with other nations'°. International
relationships of middle-income countries among each other also cause financial stability
for their financial system'. International creditors and lenders can play a role in the
financial stability of MICs, and the terms of loans are influenced by international
relationships'?.Middle-income countries are often affected by global issues like climate
change, health pandemics, and migration. Collaboration with other countries is vital in
addressing these challenges™ Likewise, middle-income countries often receive
development aid from wealthier nations and international organizations. The nature and

amount of aid can be influenced by diplomatic and geopolitical relationships™*.

1.2  MIDDLE-INCOME TRAP

Numerous upper-middle-income countries have experienced stagnant economic
growth for a long time and cannot graduate as high-income countries generally that state
Is known as the middle-income trap. The concept of the middle-income trap (MIT) is
relatively new and spurred some controversy in the literature. There are two groups of
definitions of MIT exit in literature, theoretical and quantitative. Quantitative definition
later divided into sub categories absolute and relative definitions of MIT®. The absolute
definitions are based on absolute middle-income thresholds thus numeric threshold in
terms of dollar income®® 17 '8 On the other hand, under the shadow relative approach the

8A. Silverstein,[et al.], "Global community of practice: A means for capacity and community strengthening
for health professionals in low-and middle-income countries." Journal of Global Health 12,2022.

°F.H, Wandera,[et al.]"Learning from global suppliers: the diffusion of small wind in low-and middle-
income  countries.” International  Journal  of  Technological Learning, Innovation and
Development 13.1,2021,p 24-49.

10°5 Jaffee,[et al.], The safe food imperative: Accelerating progress in low-and middle-income countries.
World Bank Publications, 2018.

'K Ebire, Kolawole,[et al.], "Effect of capital flows on financial stability in middle-income
countries.” Journal of Financial Regulation and Compliance 29.5,2021,p.491-513.

12 N.Samargandi, Nahla,J. Fidrmuc, and S. Ghosh. "Is the relationship between financial development and
economic growth monotonic? Evidence from a sample of middle-income countries." World
development 68,2015,p.66-81.

13'5.Sellers, Samuel, K.L. Ebi, and J.Hess. "Climate change, human health, and social stability: addressing
interlinkages." Environmental health perspectives 127.04,2019,p.045002.

1K .Dupuy, J. Ron, and A.Prakash. "Hands off my regime! Governments’ restrictions on foreign aid to non-
governmental organizations in poor and middle-income countries." World Development 84,2016,p. 299-
311.

%31.5.Gill, and H.Kharas. "The middle-income trap turns ten." World Bank Policy Research Working
Paper 7403,2015.

16 J.Felipe,A. Abdon, and U. Kumar. "Tracking the middle-income trap: What is it, who is in it, and
why?." Levy Economics Institute, Working Paper 715 ,2012.

'S Aiyar,[ et al.], Growth slowdowns and the middle-income trap. International Monetary Fund, 2013.
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MIT definition revolve around the catch up process (failed) relatively or comparing to

other develop countries®® %°.

However, in this research work, will follow the definition
provided by Glawe & Wagner®'. According to them a middle-income trap is defined as a
group of middle-income countries that have been in a stable, steady-state in terms of their
economic growth for a long time, difficulty breaking out of it, and trapped due to self-
perpetuating or self-reinforcing mechanisms? . Self-perpetuating or self-reinforcing
mechanism refer to the conditions in which an economy suffer from persistent
underdevelopment due to vicious factor such as poverty , inequalities , human
development and other demographical factors. These factors are created by circular
causation due to the presence of some external economies or strategic
complementarities®. The reason for following Glawe & Wagner®* definition is due to the
fact that they highlighted that the cause of middle-income trap, which are due to vicious
social and economic factor. This factor such as economic growth itself, poverty,
environment, health and other social factors represent sustainable development goals and
further easy to impute in statistical models for statistical analysis and then further easy to

interpret the conclusion for policy recommendation.

1.3  SUSTAINABLE DEVELOPMENT IN MIDDLE-INCOME COUNTRIES
UNDER THE SHADOW OF INTERNATIONAL RELATIONS

International relationships between countries can be crucial in enhancing progress
towards achieving the United Nations Sustainable Development Goals (SDGs).
International relationships among countries promote regional trade, and in the long run, it
positively influences economic prosperity®. Similarly, bilateral and multilateral
agreements can encourage countries to align their policies and strategies with the SDGs.
This helps ensure national policies are consistent with the global sustainability agenda®

188, Eichengreen,D. Park, and K.Shin. Growth slowdowns redux: New evidence on the middle-income trap.

No. w18673. National Bureau of Economic Research, 2013.

¥ p_R.Agénor, O.Canuto, and M.Jelenic. "Avoiding middle-income growth traps." 2012.

%W. Woo, "The major types of middle-income trap that threaten China." WT Woo, M. Lu, JD Sachs, and Z.

Chen, A New Economic Growth Engine for China. Escaping the Middle-income Trap by Not Doing More

of the Same,2012,p 3-39.

21 L.Glawe, and H.Wagner. The People's Republic of China in the middle-income trap?. No. 749. ADBI

working paper, 2017.

2Ipid, 21.

i K.Matsuyama, "Poverty traps." Economic Growth. London: Palgrave Macmillan UK, 2008.p.215-221.
Ibid 21

% Ji, Xiuping, et al. "The influences of international trade on sustainable economic growth: An economic

policy perspective.”" Sustainability 14.5 (2022): 2781.

6 W.Yin, "Integrating Sustainable Development Goals into the Belt and Road Initiative: would it be a new

model for green and sustainable investment?." Sustainability 11.24,2019,p.,6991.
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27 Collaborative relationships between countries facilitate cooperation in areas such as
trade, development aid®®, and knowledge sharing®. Similarly, International relationships
can lead to resource sharing, including financial aid and technology transfer, to help
countries with limited resources work toward SDGs, especially in poverty reduction,
health, and education. Open and fair international trade can stimulate economic growth
and create opportunities for countries to access new markets®. International relationships
promote the exchange of best practices, research, and innovation, which can support
SDGs. Furthermore, collaborative international relationships strengthen the influence of
countries in global governance structures, enabling them to advocate for and shape global
policies and initiatives that promote sustainable development®. International cooperation
and relationship also cause the flow of labour force and human capital from one country
to another country which causes the flow of remittance and improves the socio-economic
condition of the recipient country®’. International agreements on climate change,
biodiversity, and pollution control are vital for addressing environmental sustainability,
which is a critical component of the SDGs. Therefore, it is proper to endorse that
international relationships between countries can enhance the implementation of the
SDGs by promoting cooperation, resource sharing, policy alignment, and global
governance.

However, sustainability does not represent only the environment; it is an
interrelated phenomenon representing economic activities and social outcomes. In terms
of economic sustainability, stagnant economic growth in most upper-middle-income
countries appears to be a significant issue due to upper-middle-income countries being
unable to graduate to high-income countries and caught into middle-income trap.
Stagnant economic growth induces a steady unemployment rate. In middle-income

countries, the average unemployment rate was recorded as 5.3% from 2000 to 2010 and

?).Lewis, "Green industrial policy after Paris: renewable energy policy measures and climate
goals." Global Environmental Politics 21.4,2021,p.42-63.

?E.M.Ekanayake,and D.Chatrna. "The effect of foreign aid on economic growth in developing
countries." Journal of International Business and cultural studies 3,2010.p.1.

#| Reychav, Iris, and J.Weisberg. "Good for workers, good for companies: How knowledge sharing
benefits individual employees.” Knowledge and process Management 16.4,2009.p.186-197.

%0 5 Cavusgil, P.N. Ghauri, and A.A. Akcal. Doing business in emerging markets. Sage, 2012.

31R.O'brien, Contesting global governance: Multilateral economic institutions and global social
movements. Vol. 71. Cambridge University Press, 2000.

2| Chowdhury. "Impacts of remittance on the socioeconomic condition of Bangladesh: an
analysis." Innovative Issues and Approaches in Social Sciences 7.3,2014,p.23-43.

%A, Arneth,[et al.], "Post-2020 biodiversity targets need to embrace climate change." Proceedings of the
National Academy of Sciences 117.49, 2020.p30882-30891.
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then 5.2% from 2011 to 2019; furthermore, 156 million youth in middle-income countries

are working poor.*

Stagnant economic growth and unemployment directly impact the social pillar of
sustainable development. In middle-income countries, unemployment increases poverty
incidence. Middle-income countries are home to 75% of the world’s population and 62%
of the world’s poor. On the other hand, middle-income countries represent one-third of
the global GDP. A high concentration of poor people directly impacts their well-being of
life. In terms of infant mortality rate at birth (per 1000 births), it has been well improved
in middle-income countries recently and recorded as 25.9; however, in 2000, it was 52.8.
In 2018-19 in middle-income countries, 90% of children enrolled in primary schools;
however, their learning ability is extremely poor. Furthermore, many children left school
after secondary schooling and joined the employment sector. High-level poverty, high-
pollution growing rate, and uneven health and education sector cause the increase the

income inequalities in middle-income countries.

Lastly, the high-pollution growth, urban expansion, and unsustainable use of
natural resources impact the environment and cause climate change. Climate change is
further affecting the productivity of the agriculture sector. In the case of middle-income
countries agriculture sector provides 30% of employment. Therefore, contraction in the
agriculture sector due to climate change negatively impacts the employment sector. Due
to the unsustainable consumption and production pattern, middle-income countries are
responsible for 63% of greenhouse gases, which further induces health and economic

issues.

1.4 RESEARCH PROBLEM

The majority of middle-income countries (referring to upper and lower-middle-
income countries) face issues related stagnant growth, numerous upper-middle-income
countries is caught in the middle-income trap. The issues in middle-income countries are
derived from a lack of sustained economic policies. The absence of effective and long
term economic policies along with ineffective utilization of resources further create

economic instability in middle-income countries. The major issues related to the

* Youth- the 2030 Agenda for Sustainable Development
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economic dimension are lack of financial resources®, financial instability®® %', the high
y

employment rate®, lack of technology*?, and stagnant economic growth.

The lack of sustained economic growth usually increases social issues and
regional disparities®. Social issues are related to lack of health and education facilities* ,
high inequalities®, and poverty. However, in a recent period high level of economic
growth has been recorded in middle-income countries, but on the other hand, poverty
incidence and especially inequalities have been widely observed®. Well-being can be
achieved by equal access of every individual in the society to education and health

services*,

Nevertheless, environmental issues related to the high emission of greenhouse
gases are interrelated to the social and economic problems stated before.Progressive
economic growth harms most middle-income countries' environment and natural

resources, which further induces poverty and income inequalities®.

The primary goal of the thesis is to identify and quantify factors that affect
leading indicators of sustainability in countries classified as being caught by the middle-
income trap. ldentifying these factors helps illustrate the graduation mechanism from the

middle-income group to the high-income group. Numerous studies investigated the

% V. Tangcharoensathien, [et al.], "The political economy of UHC reform in Thailand: lessons for low-and
middle-income countries." Health Systems & Reform 5.3,2019, p.195-208.

% N.Samargandi, J.Fidrmuc, and S.Ghosh. "Is the relationship between financial development and
economic growth monotonic? Evidence from a sample of middle-income countries." World
development 68,2015,p.66-81.

%7 A.Hunjra,[et al.], "Role of financial development for sustainable economic development in low middle
income countries.” Finance Research Letters 47,2022,p.102793.

%8 y.Cho, and D.Newhouse. "How did the great recession affect different types of workers? Evidence from
17 middle-income countries." World Development 41,2013,p.31-50.

% G.Quaglio,[et al.], "Information and communications technologies in low and middle-income countries:
Survey results on economic development and health." Health Policy and Technology 5.4.2016,p.318-329.
0 T Soubbotina, Beyond economic growth: An introduction to sustainable development. World Bank
Publications, 2004.

*! F Rabbani,[et al.], "Schools of public health in low and middle-income countries: an imperative
investment for improving the health of populations?." BMC public health 16.1,2016,p.1-12.

*2'\Jo, Duc Hong, et al. "What factors affect income inequality and economic growth in middle-income
countries?." Journal of Risk and Financial Management 12.1 (2019): 40.

* F.Clementi,M. Fabiani, and V. Molini. "The devil is in the detail: growth, inequality and poverty
reduction in Africa in the last two decades." Journal of African Economies 28.4,2019,p.408-434.

* T .Vavik, and M.M. Keitsch. "Exploring relationships between universal design and social sustainable
development: some methodological aspects to the debate on the sciences of sustainability.” Sustainable
development 18.5,2010,p.295-305.

* M.Destek, and A.Sinha. "Renewable, non-renewable energy consumption, economic growth, trade
openness and ecological footprint: Evidence from organisation for economic Co-operation and
development countries." Journal of cleaner production 242,2020,p.118537.
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impact of international or international finance on economic growth and development*
7. On the other hand, external finances positively stimulate social pillars and attributes
such as education, health, income inequalities, and poverty. Foreign direct investment and
remittances positively increase health outcomes*® and, likewise, foreign aid as well* *°.
Similarly, on the other hand, trade also increases health outcomes®'. However, in terms of
education, international finance also positively impacts educational outcomes; for foreign
direct investment®?; for remittance®®, and for foreign aid®*. Furthermore, other studies also
suggest that external financial inflows and trade openness reduce poverty and income

55 56

inequalities However, numerous studies also highlighted that lack of proper

governance negatively impacts social sustainability and causes poverty via corruption®’.

Nevertheless the above mentioned issues seem to be unresolved in majority of
middle income countries and more specifically in middle-income trap countries.
Therefore; in this research work | will attempt to provide partial solution of issues related
with sustainability in middle-income countries. This thesis work also road map related
with the policy recommendation for middle income countries and middle income trap

countries for achieving the sustainable development in long-run.

1.5 RESEARCH AIM AND GOAL

* G.Bird, and Y.Choi. "The effects of remittances, foreign direct investment, and foreign aid on economic
growth: An empirical analysis." Review of Development Economics 24.1,2020,p.1-30.

" A.Zardoub, and F. Sboui. "Impact of foreign direct investment, remittances and official development
assistance on economic growth: panel data approach.”" PSU Research Review 7.2,2023,p 73-89.

*8 p_Kumar,[et al.], "The nexus between air pollution, green infrastructure and human health." Environment
international 133,2019,p.105181.
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This Ph.D. thesis aims to comprehensively examine and analyze the multifaceted
relationships between international finance and international trade and their impact on
economic growth, poverty alleviation, health outcomes, income inequality, and
environmental sustainability. This research seeks a nuanced understanding of how
sustainability can be achieved via international finance and trade in middle-income

countries. The detailed aim of this research work listed below,

e To empirically analyze the impact of foreign direct investment, remittance, and
official development aid on economic growth, social sustainability, and the
environment

e To empirically analyze economic growth driven by international trade and finance
can provide additional resources for investment in healthcare, education, and
social safety nets, improving social well-being.

e To empirical analyze the role of internatial finance, trade and financial
development in the graduation mechanison of middle-income countries thus
leaving the middle-income trap.

e Furthermore, empirically analyze the impact of governance indicators on
sustainable development goals and their effectiveness under the shadow of

international financial and trade.

1.6 RESEARCH HYPOTHESIS

Based on our research problem discussed in previous section following below hypothesis

will be tested in my thesis work,

1.  Hoa,: Leaving the middle income trap; the necessary condition requires economic,
social and environmental sustainability.

2. Hop: The necessary condition for achieving sustainable social and environmental
sustainability requires economic growth.

3. Hoc: The necessary condition under the shadow of political, economic and

institutional governance; for achieving sustainable economic growth requires
external international finance, international trade and financial development.

1.7 RESEARCH QUESTION
Stagnant economic growth appears to be a significant issue in middle-income

countries. Middle-income countries require sustained economic growth and development

to meet the challenges raised by stagnant economic growth®®.Effective use of human

%8 P.Hess, Economic growth and sustainable development. Routledge, 2016.
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capital, export-led growth, stable financial sector, and increased manufacturing using
advanced technologies are beneficial for sustained economic growth in middle-income
countries®. Likewise, governance, economic policies, and strategies were critical for
sustainable growth®®.Based on the issues discussed in the preceding sections and to
explore the nexus between sustainability in middle-income countries, more specifically in

countries caught in the middle-income trap, the following research questions are raised,

1. How does economic growth via international finance, international trade, and
financial development affect environmental and social sustainability in middle-

income countries?

2. What are the main economic factors by which social sustainability can be

achieved in middle-income countries?

3. Do international finance, trade, and financial development contribute to economic

growth in middle-income countries?

4. How do political governance , economic governance, and institutional governance

affect sustainability in middle-income countries

1.8 RESEARCH METHODOLOGY

This thesis relies on the panel data technique to study the impact of economic growth
and other macro-economic variables on social and environmental pillars of sustainable
development. Panel data, sometimes referred to as longitudinal data, is data that contains
observations about different cross sections across time. The advantage of using Panel data
analysis is that it has more space (cross-section units) as well as time dimensions to study
particular theoretical issues using empirical estimations. Moreover, panel data analysis is
often used to prevent the contract of times series analysis due to a limited number of
observations. Furthermore, panel data consist of i, cross-section, and t, time-series

dimensions®’. Similarly problems related with sustainability were also tackled by panel

%%). Oreiro, K.Da Silva, and M. Déavila-Fernandez. "A New Developmentalist model of structural change,
economic growth and middle-income traps." Structural Change and Economic Dynamics 55,2020,p.26-38.
%M. Bruno, M. Ravallion, and L. Squire. "Equity and growth in developing countries: old and new
perspectives on the policy issues." ,1996).

*1D. Guijarati. "Basic econometrics 4th Edition." 2012.
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62 63 64 65 66

data analysis; for environment ,social sustainability and economic

sustainability®” ®®. Below are listed a few benefits of panel data analysis,

1. It gives us more information and variability in dataset, and also reduced co-

linearity among the explanatory variables.

2. In comparison with both time series and cross section analysis, using panel data is
statistically more efficient, as number of observations is relatively large so that the

number of the degrees of freedom in testing statistical hypotheses is high.

3. It allows us to study the adjustment dynamic, for example, economic policy

changes or economic crisis adjustments®®

4. It allows us to identify and measure effects that are not detectable in pure cross-
sections or time-series data. Furthermore, panel data also control individual

heterogeneity”® ™.

However, panel data analysis also poses some limitations as it consists of both cross-
sections and time-series dimensions. Typically, it involves ‘“Monthly, Quarterly and
Annual data” covering the short time period of each individual asymptotic arguments rely
crucially on the number of individuals tending to infinity; however, the number of time
periods remains constant’?. Furthermore, while performing analysis using panel data, the

issue of cross-sectional dependence may lead to misleading inferences”® ™. Cross-

62 X.Lin,[et al.], "Linking innovative human capital, economic growth, and CO2 emissions: an empirical
study based on Chinese provincial panel data." International journal of environmental research and public
health 18.16,2021,p. 8503.

83 K, Khaizran, M. Usman, and M.A Mehdi. "The determinants of environmental quality in the SAARC
region: a spatial heterogeneous panel data approach.” Environmental Science and Pollution
Research 28,2021,p.6422-6436.

%S, Alatag, "The role of information and communication technologies for environmental sustainability:
evidence from a large panel data analysis." Journal of environmental management 293,2021,p.112889.

% A.B.Hernandez-Lara, J.P, Gonzales-Bustos, and A.Alarcon-Alarcon. "Social sustainability on corporate
boards: The effects of female family members on R&D." Sustainability 13.4,2021,p. 1982.

% \/.L..Criséstomo, F.S. Freire, and M.R De Oliveira Freitas. "Determinants of corporate sustainability
performance—evidence from Brazilian panel data." Social Responsibility Journal 16.8,2020,p.1053-1072.

®" N.Henry,A.Yusheng, and M.K. Gyan. "Banking system stability and economic sustainability: A panel
data analysis of the effect of banking system stability on sustainability of some selected developing
countries.” Quant Financ Econ 3,2019,p. 709-38.

% E.Dewan and S. Hussein. Determinants of economic growth (Panel data approach). Suva Fiji:
Economics Department, Reserve Bank of Fiji, 2001.

% D.Cho, B.M. Kim, and D-E, Rhee. "Inequality and growth: nonlinear evidence from heterogeneous panel
data." KIEP Research Paper No. Working Papers-14-01,2014.

70 B.Baltagi, ed. Panel data econometrics: Theoretical contributions and empirical applications. Emerald
Group Publishing, 2006.

! J.Wooldridge, Econometric analysis of cross section and panel data. MIT press, 2010.
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sectional dependence refers to a situation when individual panel units are interdependent.
This research work includes static and dynamic panel data estimation, which is described

in the methodological part of the chapter, where they are utilized along with assumptions.

1.9 NOVELTY OF RESEARCH

This study initially adds value to research by explaining the impact of three
combined external financial inflows (i-e as, remittance, foreign direct investment, and
official development assistance) on sustainable economic growth for middle-income
countries, their sub-income group, and most specifically, middle-income countries with
seaports. Furthermore, this research provides a comparative analysis of how international

finance impacts economic growth in middle-income countries' sub-income groups.

Furthermore, this study also adds value to research by investigating the impact of
these external financial inflows on the vital aspect of the social pillar of sustainable
development (i-e, health, poverty, education, and income inequality). Similarly, this
research provides a comparative analysis of how these macroeconomic variables impact
different income groups of middle-income countries in contrast to high-income

(graduated countries) and middle-income countries with seaports.

Similarly, this study adds value to research by explaining the impact of these
external financial inflows on environmental degradation in different income groups of
middle-income countries. Furthermore, besides external finance, it also provides the
impact of trade and financial development on environmental sustainability for middle-
income countries, their sub-income group, middle-income countries with seaports, and

high-income countries.

Likewise, this research work incorporate the novel conditional factors along with
other macro-economic indicators such political stability index, regulatory quality Index,
Corruption Control Index and Rule of Law Index in analysis which previously not
investigated in terms of middle income countries under the shadow of detailed social ,

economic environmental sustainability pillars.

Lastly, this research explains and investigates the impact of conditional
governance indicators on sustainable development for middle-income countries and their

sub-income group. This study also adds value by recommending relevant policies related

" B.Baltagi,and M.H. Pesaran. "Heterogeneity and cross section dependence in panel data models: theory
and applications introduction.” Journal of Applied Econometrics 22.2,2007,p. 229-232.
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to middle-income countries' social, economic, and environmental sustainability by

explaining the essence of conditional governance indicators.

1.10 STRUCTURE OF THE STUDY

The thesis work consists of 6 chapters. Chapter No 1 explains the background of
research, research questions, and their relevant contribution to the research. Chapter 2
reviews different theories of economic growth and growth driver. This chapter also

provides a research framework.

Chapter 3 consist of an empirical investigation of factors that impact growth in middle-
income countries and their sub-income group. This chapter also explains the proposed
method for empirical analysis and discusses the research findings based on empirical

investigations.

Chapter 4 provide empirical analysis for investigating the impact of economic
sustainability on environmental sustainability for middle-income countries and their sub-
income group. Similarly, chapter 5 presents the empirical analysis of economic growth on

social sustainability goals such as poverty, health, education, and income inequality.

Lastly, chapter 6 provides a conclusion based on the empirical investigation according to
the formulated research questions. This chapter analyzes how different macro-economic
variables impact economic, social, and sustainable development goals in middle-income
countries and their sub-income group. The last chapter provides policy recommendations
based on the research findings for middle-income countries and their sub-income group,

especially for upper-middle countries caught in the middle-income trap.
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CHAPTER. 2 THEORETICAL REVIEW & RESEARCH
FRAMEWORK

This chapter is divided into three sections. Initially | discussed the economic
growth theories under the show of middle-income trap and then the theoretical
perspective of the factors which possible enable middle-income trapped countries to
graduate high-income countries. Furthermore this chapter also highlight concept of
sustainable development along with pillar of sustainable development. Lastly | formulate

the research framework based on research question and appropriate theoretical viewpoint.

21 THEORIES OF ECONOMIC GROWTH

Growth theories provide a theoretical opportunity to observe and interpret the
factors which effecting economic growth around the world. Given below I discuss two

major primary theories of economic growth on which research framework is based.

2.1.1 EXOGENOUS GROWTH THEORY

The exogenous growth theory, commonly known as the neoclassical growth
model or Solow-swan growth model, was presented by Solow . According to this theory,
economic growth is generated through exogenous factors of production such as stock of
capital accumulation and labor. Furthermore, this theory states that an increase in the
stock of investment accumulation will increase economic growth while the amount of
labor and the level of technology appear to be constant’. According to this theory,
economic growth is affected only in the short run by the stock of capital accumulation,
which is further determined by the rate of saving and the rate of capital depreciation.
Likewise, in the economic growth process, the exogenous factor appears to be
technological progress, which takes the form of labor augmentation in the long run’’.
Therefore economic growth depends on the stock of capital accumulation and the
augmentation of the labor force by technological progress.Similarly, once FDI flows to
the economy, technology is transferred, increasing labor capital stock productivity,

further leading to a more consistent return of investment and human capital. FDI inflow

*R. Solow, "Elements of pure economics." 1956,p.87-89.

®R.Barro, and X. Sala-i-Martin. "Empirical analysis of a cross section of countries." Economic
Growth ,1995,p. 414-459,

" Ibid, 76

33



plays a significant role in the host country's economic growth of host economics’®.
According to the exogenous growth theory, FDI positively impacts economic growth via
capital accumulation, new technology transfer, and injection of new goods. In contrast,
according to the endogenous growth theory, FDI affects economic growth by enhancing
the sock of knowledge and transferring advanced skills and ethnology. FDI plays the role
as a catalyst agent for the economic growth process; furthermore, FDI affects economic
growth in the short run through a diminishing return to capital and promotes economic

growth by raising domestic investment’®.

2.1.2 ENDOGENOUS GROWTH THEORY

The Endogenous Growth Theory known as the New Growth Theory, emerged in
the 1980’s from the works of Romer® and Lucas®; in which investment in human capital
is modeled as a driving force for growth. According to this theory growth driven by
endogenous factors thus not external factors are accountable for growth. The theory holds
that growth in human capital causes spillover effects on the economy and reduces
diminishing returns on capital accumulation®. In connection to sustainable development
and growth, endogenous growth leverages on innovation and diffusion of technological
change under which economic growth can be sustained by the resources and the
environment®. The path to sustainable growth goes back to the work of Hartwick® who
showed that intergenerational equity can be achieved by reinvesting the rents or proceeds
of resource extraction into economic capital to maintain a constant level of consumption
over time®. They further argued that proceeds used for investment purposes depends on
substitutability of natural capital by economic capital, referred to as “weak sustainability”
as opposed to “strong sustainability” where natural capital cannot be substituted for

economic capital. Similarly, other authors illustrate the nexus between endogenous

"8E.Mahembe, and N. M. Odhiambo. "Foreign direct investment and economic growth: A theoretical
framework." Journal of Governance and Regulation 3.2,2014.

®D.Herzer,and S. Klasen. "In search of FDI-led growth in developing countries: The way
forward." Economic Modelling 25.5,2008,793-810.

89P.Romer "Human capital and growth: Theory and evidence." 1989.

81R. Lucas. "On the mechanics of economic development." Journal of monetary economics 22.1,1988,p.3-
42.

82p. Mulder, H.LF De Groot, and M. W. Hofkes. "Economic growth and technological change: a
comparison of insights from a neo-classical and an evolutionary perspective." Technological Forecasting
and social change 68.2,2001,p.151-171.

835, Smulders, “Entropy, environment, and endogenous economic growth." International Tax and public
finance 2,1995,p.319-340.

8K .Hamilton,. "Sustainable development, the Hartwick rule and optimal growth." Environmental and
Resource Economics 5,1995,p.393-411.

% Ibid, 82.
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growth and human well being as health outcomes®. They conclude that a slowdown in
growth may be explained by a preference for health that is positively influenced by a
growing income per head or even due to the ageing of the population. Growth may
virtually disappear for countries with high rates of decay of health, low productivity of
the health-sector, or high rates of discount. Similarly numerous authors highlight the

essence of health for human for long-run economic growth process®’ %

Gill, & Kharas, argue in their research work while reviewing middle-income trap
under the shadow of economic growth models the ; the economic policies should drawn
by straddle endogenous and exogenous growth modes®. Considering the fact capital
investments remain efficient even after an economy transitions through the Lewis turning
point thus surplus rural labour is fully absorbed into the manufacturing sector and
increases productivity. Furthermore; transition countries must focus on the transition
from productivity growth stemming from inter-sectoral resource reallocations to intra-
sectoral catch-up technological growth (moving up the value chain). Similarly they must
manage a transition to more mature institutions®.Similarly they also highlight that
exogenous growth model are suitable for describing the problems related with low-
income countries however the exogeneity of technology appeared to be is a clear defect
in any discussion about middle-income country prospects. Gill, & Kbharas, also
highlighted six propositions or induced factors which are significant for economic growth
process for middle-income trapped countries such as trade , finance , research and
technology , governance , demographic transition , well-being and inequality and

business entrepreneurship®.

2.2 LEWIS MODEL-DUAL SECTOR MODEL (1954)

In terms of theoretical foundation of middle income trap, the pioneer work has
been done by Arthur Lewis®?, which is known as Lewis model. In his model is mentioned

that the factors that generate growth in low income countries are not effective or available

8 A.Van Zon, and J.Muysken. "Health and endogenous growth." Journal of Health economics 20.2, 2001,p.
169-185.

¥M.F.Rangongo, and C.C.Ngwakwe. "Human Capital Investment and Economic Growth: A Test of
Endogenous Growth Theory in Two Developing Countries.” Acta Universitatis Danubius:
Oeconomica 15.1,2019.

M. Funke, and H. Strulik. "On endogenous growth with physical capital, human capital and product
variety." European Economic Review 44.3,2000, 491-515.

% Ibid, 15.

% Ibid, 15,p.14

*L Ibid, 15.

% W.A.Lewis, "Economic development with unlimited supplies of labour." ,1954,p. 139-91.
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once state or country achieved middle income status. According to this model,
underdeveloped country's economies are divided into two sections, the subsistence or
traditional sector and the capitalist sector. In general, agricultural sector of the economy
is associated with subsistence, whereas the capitalist sector refers mostly to the
manufacturing sector®®. Industrialization and mining are examples of the capitalist sector,
and, on the other hand, hired labor is used to produce goods. Furthermore, he also
mentioned that it is possible for the capitalist sector to be either private or public in
nature. The agricultural industry is regarded to be labor intensive in the subsistence
sector. It does not make use of capital that can be replicated. It employs substandard
manufacturing practices and has a low productivity rate. Similarly, initially Lewis
identified that structural change is considered as the key growth driver. At the beginning
of economic development process in developing countries, he suggested that it is better to
reallocate capital and labour force from the less productive agricultural sector to the more
productive manufacturing sector as more manufacturing productivity induces trade thus
economic growth. This technique is associated with significant improvements in output
and overall gain®. The second key argument which Lewis mentioned in his work is
known as the trade/imitation argument®™. It focuses on the imitation of foreign
innovations and comparative advantage as the main drivers of growth. In early stages of
development country focuses on labor - intensive and low-wage tasks/goods (according
to its comparative advantage) and succeeds in replicating the technology of more
advanced countries, it can create (transitory) growth. Similar arguments are also

mentioned by®®.

2.3 CHENERY AND STORUT-TWO GAP MODEL (1966)

According to the two gap model theory which was proposed by Chenery and
Storut”’explain that less developing countries usually face lack of saving and export

which further cause reduction in investment and economic growth process. Similarly, it

“Ibid 92.

% P.R. Agénor, and O.Canuto. "Middle-income growth traps." Research in Economics 69.4,2015,p.641-
660.

% bid 92

%C. Mulligan, and X.Sala-i-Martin. "A labor income-based measure of the value of human capital: An
application to the states of the United States.” Japan and the World Economy 9.2,1997,p. 159-191.

% H.Chenery, and A.M. Strout. "Foreign assistance and economic development: Reply." The American
Economic Review 58.4,1968,p912-916.
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has been argued that® *, Chenery and storut'®

theory based on three approaches,
initially, the saving — investment gap approach in simplest form it can be described that,
foreign resources are required to maintain the targeted or required rate of growth, which
probably calculated by the difference between domestic saving and the rate of investment
required for economic prosperity and growth. Second approach is known as , foreign
exchange gap approach , which indicate the situation when foreign recourses are required
to gap which rises due to import expenditure and export earning , and in the last approach
is known as capital absorption approach , which indicate during the initial phase of
economic growth process ; usually developing countries unable to absorb all possible
amount of investment , and also faces shortage of skill labour and technical advancement
; therefore in such situation foreign resources and capital is requirement in order to

achieve the targeted growth by increasing the productivity after injection of capital.

24  FINANCE LED GROWTH HYPOTHESIS

Finance-led growth hypothesis emphasis on the positive role of financial
development in mobilizing domestic savings and investment through a more open and
liberalized financial system, as well as in promoting productivity through the creation of
an efficient financial market *®*. The main postulate of this theory state that, a well
developed financial sector broaden the access to finance thus which stimulate production
and enhances economic growth and development'® % 1% Financial development
promotes more efficient capital stock management, resulting in a positive relationship
between financial sector development and real per capita Gross National Product
(GNP)® However, literature suggests that growth might drive demand for financial
products (Demand-Following Hypothesis), this study focuses on the Supply-Leading
Hypothesis (Finance-Led Growth Hypothesis), which claims that the financial sector

%M.G.Quibria,, "Two-Gap Models of Foreign Aid: A Survey." Journal of Economic
Development 5.1,1980,p. 67-89.
%B.0.Kolawole, "Foreign assistance and economic growth in Nigeria: The two-gap model
I(r)oamework." American international journal of contemporary research 3.10,2013,p.153-160.

Ibid,97.
101 j.Shan, and Q.Jianhong. "Does Financial DevelopmentlLead'Economic Growth? The Case of
China." Annals of economics and finance 7.1,2006,p. 197.
102 K Neusser, and M.Kugler. "Manufacturing growth and financial development: evidence from OECD
countries." Review of economics and statistics 80.4,1998,p. 638-646.
13T Beck, R. Levine, and N.Loayza. "Finance and the Sources of Growth." Journal of financial
economics 58.1-2,2000,p.261-300.
10%King, Robert G., and Ross Levine. "Financial intermediation and economic development.” Capital
markets and financial intermediation (1993): 156-189.
105 R WGoldsmith, "Financial structure and development.” (No Title) (1969).
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generates enabling conditions for growth. A well-developed financial system is key
determinant of growth process makes it easier to embrace new products or processes,
resulting in increased productivity and increases the speed the growth process for

companies to catch up to the leading contenders®

.Likewise,financial underdevelopment
affects capital allocation between incumbents and potential creative entrants by delaying
the entry of productive but financially disadvantaged individuals, while incompetent but
wealthy entrepreneurs continue to function®®’. Furthermore, without presence of private
capital, successful growth spurts could only occur if the government became the primary

source of funding'®.

25  AOKI - FIVE PHASES (2011)

Aoki (2012) also presented five phase (or stage) development model for economic

growth process'%®

. According to him the first phase of development process is Malthusian
(M) in which more than 80% of labor force engaged in agriculture sector and per capita
income is low and stationary. Second phase is known as government-led (G), in that
particular phase government emphasis and promote on industrialization by providing
subsidiaries and furthermore moderation structural change observed in that phase. The
labor force moved from agriculture sector to industrial sector which also increase per
capita individual income. Third phase is known as Kuznets (K) phase, in which a country
usually experiences high growth per capita income, rapid structural change and
demographic shift (a gift). Furthermore that phase, demographic shift (a gift) is due to
rising fertility and declining infant mortality. According to Aoki, in this phase rapid
development occurred, which is led by construction of infrastructure such as public
primary schools, public health systems, railways, hydroelectric and irrigation projects*'°.
The fourth phase of Aoki model is known as human-development phase. In that particular
phase, per capita economic growth is sustainable, which is due to the human capital

investment and increase in productivity due to the industrialization. Furthermore the

16p Aghion, & P.Howitt. "Growth with quality-improving innovations: an integrated
framework." Handbook of economic growth 1,2005,p. 67-110.

97¢ Buera., J.P. Kaboski, and Yongseok Shin. "Finance and development: A tale of two sectors." American
economic review 101.5,2011,p.1964-2002.

108 |_G.Sandberg, “Ignorance, Poverty and Economic Backwardness in the Early Stage of European
Industrialization. Variations on Alexander Gerschenkron's Grand Theme." Journal of European Economic
History 11.3,1982.p.675.

109 M.Aoki,. "The five phases of economic development and institutional evolution in China, Japan, and
Korea." Institutions and comparative economic development. London: Palgrave Macmillan UK, 2012.p.13-
47.

101hid 107,p09.
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phase also experiences demographic change (aging and fertility rate decline). Aoki stated
that during H phase lower fertility rate and extension of life expectancy is due to the
improved health care other life comforts. In the last, the fifth phase is known as post-
demographic-transition (PD) phase. In the particular phase the growth is depended on the
technological advancement, improvement in socioeconomic factors and stable
demographic changes with stable total factor productivity growth, labor participation and
the fertility rate'!. According to Aoki a country becomes caught in the MIT if it does not
succeed in completing the transition from the K- to the H-phase. Aoki in his work neglect
the phenomenon of financial capital which is required in overall structural and
development change process. However he mentioned that after achieving PD phase (thus
developed) countries for maintaining sustainability of the social entitlement system
requires adequate public finance which is common political-economy issue across all the

developed economies*?,

26  THEORY OF INTERGENERATIONAL ALTRUISM (TIA)

This theory originates from a French philosopher, Auguste Comte in 1852. It focuses on
the total well-being of both the present and the future generations and therefore, considers
the future consequences of current decisions. Considering the fact that, today’s any
activity against environment might effect on the life of our future generation and their
well-being.It has been argued that issues of intergenerational equity is central to
economic decisions, as it bequests from present to later generations'*®. Similarly,
protecting our future generation is not responsibility of one individual or either one
community as it require collective efforts which secure well-being of our future

generation'**

.Theory of intergenerational altruism incorporates full utility (rather than
mere consumption utility) of the present and all future generations without harming the
current natural resources'*®. Furthermore it has been argued that many models exist on

intergenerational altruism but they all lack altruism towards the future generations except

1hid 107,p12

121hid 107,p11

138 D.Bernheim, A.Shleifer, and L.H. Summers. "The strategic bequest motive." Journal of labor
Economics 4.3, Part 2,1986,p. S151-5182.

14| Dogaru, "The importance of environmental protection and sustainable development." Procedia-Social
and Behavioral Sciences 93,2013,p1344-1348.

115 g Galperti,and B.Strulovici. "A theory of intergenerational altruism." Econometrica 85.4,2017,p. 1175-
1218.
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the theory of intergenerational altruism™®. Furthermore theory of intergenerational
altruism also provides weighs the current economic, social and environmental
consequences on future generation'’. Likewise, theory of intergenerational altruism
presents the relationship between social well-being and economic quality of both present
and later generation’s™'®. Theory of intergenerational altruism major emphasis on well-
beging of all future generations without jeopardizing the interest on the present
generation thus it provide mechanism of life in more sustainable way™°. Similarly, future
generation well-being depend on the sustainable consumption and production pattern
without harming the current natural resources*®. Relating this theory to this research
work, Intergenerational Altruism is seen in the perspective of sustainable development, in
which the needs and quality of life (total well-being) of both the present and future

generations are protected.

2.7  CONCEPT OF SUSTAINABLE DEVELOPMENT

The World Conference on Environment and Development (WCED-1987) defined
sustainable development as “the development that meets the needs of the present without
compromising the ability of the future generations to meet their own needs.” The
‘development’ aspect of sustainable development implies meeting human needs and
increasing quality of life, while the 'sustainability’ aspect means being able to maintain
this into the future':. The long-term perspective of sustainable development is to align
investment strategies and goals with social and environmental issues. Sustainable
development is a multidimensional phenomenon, as it promotes social and environmental
protection under the shadow of cultural, religious, and institutional values*??. The pillars

of sustainable development are three: economy, social or income distribution, and

18 Roy, and S.Ziemek. On the economics of volunteering. No. 31. ZEF Discussion Papers on
Development Policy, 2000.

YE Padilla,. "Intergenerational equity and sustainability." Ecological economics 41.1,2002,p.69-83.

118G Becker, and N. Tomes. "An equilibrium theory of the distribution of income and intergenerational
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Uncertainty 37,2008.p. 187-197.

120\M.Saez-Marti, and J.W. Weibull. "Discounting and altruism to future decision-makers." Journal of
Economic theory 122.2,2005,p.254-266.

121 p Ekins, and J. Medhurst. "The European structural funds and sustainable development: A methodology
and indicator framework for evaluation." Evaluation 12.4,2006,p.474-495.

122G Burford,[et al.], "Bringing the “missing pillar” into sustainable development goals: Towards
intersubjective values-based indicators.” Sustainability 5.7,2013,p.3035-3059.
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environmental stewardship. None of these three dimensions should receive more or less

attention than the others?,

(A) SUSTAINABLE ECONOMIC DEVELOPMENT

The first pillar of sustainable development is sustainable economic growth, a
widely used proxy in the literature as economic growth. It represents the increase in the
production of goods and services by using factors of production land, labor, capital, and
entrepreneurship. The widely used proxy for it is real gross domestic product per capita.
The real gross domestic product per capita is a primary economic growth indicator. It
measures the level and extent of the total economic output, reflects changes in total
production of goods and services, and serves as a summary indicator of economic growth
but does not account for the social and environmental cost of production and

consumption®?*

.Sustainable economic growth appears to be a key determinant of
sustainability. It requires sustainable consumption and production pattern without
harming the environment, and its outcome is directly utilized for the social well-being of

the population*?.

(B) SUSTAINABLE SOCIAL DEVELOPMENT

The second pillar of sustainable development is a social pillar. The well-being of

the population usually indicates it. Numerous factors indicate social well-being, such as

poverty'®®; health outcomes'®’; education®®; and income distribution’®. Income

distribution is measured as the Gini coefficient, and this indicator shows the extent of
inequality in income distribution within a country. The Gini index value ranges from 0 to
100, where 0 represents perfect equality and 100 perfect inequalities. The higher the Gini

130

value, the higher the inequality". Social sustainability is directly associated with

23A-M.Teodorescu,"LINKS BETWEEN THE PILLARS OF SUSTAINABLE DEVELOPMENT." Annals
of the University of Craiova, Economic Sciences Series 1,2012).

12%E Allen, [et al.] "The African financial development and financial inclusion gaps." Journal of African
economies 23.5,2014,p.614-642.

1255 Islam, M. Munasinghe, and M. Clarke. "Making long-term economic growth more sustainable:
evaluating the costs and benefits." Ecological Economics 47.2-3,2003,p.149-166.

126 M.Rogers, and W.A.Pridemore. "The effect of poverty and social protection on national homicide rates:
Direct and moderating effects.” Social Science Research 42.3,2013,p.584-595.

1273 Glasson, and G.Wood. "Urban regeneration and impact assessment for social sustainability.” Impact
Assessment and Project Appraisal 27.4,2009,p.283-290.

128y/ Kioupi, and N.Voulvoulis. "Education for sustainable development: A systemic framework for
connecting the SDGs to educational outcomes." Sustainability 11.21,2019,p.6104.

129y Bilan,[et al.], "Impact of income distribution on social and economic well-being of the
state." Sustainability 12.1,2020,p.429.

130 |pid, p.123
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economic sustainability. Any variation in economic sustainability influences human well-
being. Furthermore, human well-being cannot be achieved until the environment is not

protected™®.

(C) SUSTAINABLE ENVIRONMENTAL DEVELOPMENT

Sustainable environmental development is the third pillar of sustainable
development. Sustainability cannot be achieved without environmental protection and
safety’® 1 Greenhouse gases emission appear to be a significant threat to environmental

sustainability®3* 1% 13¢,

Carbon emission has been argued to be a major cause of more than 60% of the

greenhouse effect in the world™’ *®, It is measured as carbon emission in metric tons per

capita’®

131 3. Murphy, Governing technology for sustainability. Routledge, 2012.

132\ Lafferty, "From environmental protection to sustainable development: the challenge of decoupling
through sectoral integration.” Governance for sustainable development: The challenge of adapting form to
function,2004,p.191-220.

13%\W.E.Rees, "Economic development and environmental protection: an ecological economics
perspective." Environmental monitoring and assessment 86,2003,p. 29-45.

3% D.Flower, and J. Sanjayan. "Green house gas emissions due to concrete manufacture." The international
Journal of life cycle assessment 12,2007,p. 282-288.

135 Amlinger, S.Peyr, and C.Cuhls. "Green house gas emissions from composting and mechanical
biological treatment.” Waste Management & Research 26.1,2008,p.47-60.

136\M.Murshed, [et al.] “The nexus between environmental regulations, economic growth, and environmental
sustainability:  linking environmental patents to ecological footprint reduction in South
Asia." Environmental Science and Pollution Research 28.36,2021,p.49967-49988.

3\ .Rastogi, S.Singh, and H.Pathak. "Emission of carbon dioxide from soil." Current science 82.5,2002,p.
510-517.

%8 J.Germer, and J.Sauerborn. “Estimation of the impact of oil palm plantation establishment on
greenhouse gas balance." Environment, Development and Sustainability 10 2008,p. 697-716.

139 M. Tucker, "Carbon dioxide emissions and global GDP." Ecological Economics 15.3,1995p. 215-223.
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FIGURE 1. THEORETICAL REVIEW OF SUSTAINABLE ECONOMIC GROWTH
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28 RESEARCH FRAMEWORK

The study's main contribution is to answer the question of to what extent
economic growth impacts sustainable development's environmental and social pillars.
Furthermore, based on the theoretical framework mentioned in the previous section, the
empirical estimation will proceed by investigating the impact of macroeconomic
indicators such as external financial, trade, and financial development along with
governance conditions on economic growth. Likewise, this research also explores the
impact of certain macroeconomic variables that directly impact environmental and
social pillar, such as international financeas foreign direct investment inflow, remittance
inflow, foreign official development aid, trade, and financial development. Moreover,
this research work also covers the impact of specific conditional governance indicators,
potentially impacting economic growth, environmental and social sustainability. Social
sustainability will be analyzed by investigating the impact of economic sustainability on
four social sustainability goals poverty, infant mortality rate, secondary school
enrolment, and income inequality (Chapter 5). Likewise; environmental sustainability
will be analyzed by investigating the impact of economic sustainability on greenhouse

gas emissions proxied by carbon dioxide emission (Chapter 4)
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CHAPTER. 3 FACTORS EFFECTING ECONOMIC
SUSTAINABILITY

3.1 ECONOMIC GROWTH

Economic growth is significantly impacted by international finance and
international trade. International Finance in the form of foreign direct investment led to
job creation, technology transfer, and infrastructure development, contributing to

economic growth*

. International finance provides countries with access to external
sources of capital, which can be used for infrastructure development, business
expansion, and other growth-promoting activities. However it is true to argue that the
impact of international finance and trade on economic growth can be influenced by
various factors, including government policies, trade agreements, geopolitical
developments, and global economic conditions. Effective management of these factors
is crucial to ensure that international finance and trade positively contribute to a

country's economic growth.

Economic growth is appeared to be a significant factor in obtaining sustainable
development, reducing poverty, and improving living standards. More specifically,
growth increases prosperity and well-being, including economic profit for companies
and GDP growth for the nation'*'. Economic development must be conceived as a
multidimensional process involving significant changes in social structures, popular
attitudes, national institutions, and the acceleration in economic growth, reduction in
inequality, and eradication of poverty**2. Ensuring a sustainable future by increasing

economic growth will require massive investment*®.

Most developing countries
overcome their financial constraints in developing infrastructure to increase their
economic growth objective through international finance**. External financial resources

such as foreign direct investment, remittance inflow, and official development

140 H.0sano, and P.Koine. "Role of foreign direct investment on technology transfer and economic
growth in Kenya: a case of the energy sector." Journal of Innovation and Entrepreneurship 5,2016,p.1-
25.

1B Sternfels,[et al.], "Our future lives and livelihoods: Sustainable and inclusive and
growing." McKinsey Quarterly 26,2021.

%2M. Todaro, and Stephen C. Smith. "Economic development. Harlow, England." 2003.

3 1bid 141.

144 M.Destek, and Ilyas Okumus. "Does pollution haven hypothesis hold in newly industrialized
countries?  Evidence from ecological footprint." Environmental Science and  Pollution
Research 26,2019,p.23689-23695.
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assistance have been proved to play a significant role in boosting economic growth and

development™*.

The research work questions the growth-international financetrilemma by
presenting empirical evidence that fills the lacuna in the literature. The research work
investigates the effect of international financeas foreign direct investment, remittance
inflow, and official development assistance on economic growth or dims its impact.
Considering the fact that middle-income countries are developing nations therefore the
findings reveals existence of convergence. Likewise, foreign direct investment
positively enhances economic growth thus strong spill-over effect has been found in
middle-income countries and high-income courtiers. Furthermore, official development
assistance enhances economic growth in lower-middle income countries and middle-
income countries with seaports. However no significant impact of remittance inflow on

economic growth has found for middle-income countries and high-income countries.

External capital inflow comprising foreign direct investment, remittance inflow,
and official development assistance has grown significantly in the past 25 years.
However impact of international financeon economic growth depends on multiple
factors of countries, such as domestic business environment, quality of institutions, and
availability of local natural resources*® **” %8 Numerous studies highlight the positive
impact of foreign direct investment on economic growth by adding up capital**® and
injection of new technologies™. Similarly, official development assistance positively
impacts economic growth during the development phase by becoming part of public
finance®™. Furthermore, remittance inflow positively impacts economic growth by

145 M,Almfraji, M.K Almsafir, and L.Yao. "Economic growth and foreign direct investment inflows: The
case of Qatar." Procedia-Social and Behavioral Sciences 109,2014,p.1040-1045.

146 T Gylfason, and G.Zoega. “"Natural resources and economic growth: The role of investment." World
Economy 29.8,2006,p.1091-1115.

7 C.Brunnschweiler, "Cursing the blessings? Natural resource abundance, institutions, and economic
growth." World development 36.3,2008,p. 399-419.

148 0.zallg, "Natural resources and economic growth in Africa: The role of institutional quality and
human capital." Resources Policy 62,2019,p.616-624.

149 M.Haddad, and A.Harrison. "Are there positive spillovers from direct foreign investment?: Evidence
from panel data for Morocco." Journal of development economics 42.1,1993,p.51-74.

30| Rivera-Batiz, and P.Romer. "Economic integration and endogenous growth." The Quarterly Journal
of Economics 106.2,1991,p.531-555.

1315 Chatterjee,G.Sakoulis, and S.Turnovsky. "Unilateral capital transfers, public investment, and
economic growth." European Economic Review 47.6,2003,p.1077-1103.
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increasing saving, consumption, and investment'®%, Further remittance inflow positively

enhances well-being by becoming a source of saving for health and education™® >,

Furthermore, international finance positively improves the country's financial

155 156

development and provides credit to the domestic firms . International finance

removes domestic financial constraints; therefore, it contributes positively by increasing

productivity and trade®™’.

Most middle-income countries face stagnant economic
growth, which is a hurdle in their graduation toward the high-income group™®.
Therefore, against this background, it becomes essential to investigate the impact of
international financeon the economic growth trilemma. The study is a comparative
analysis of international financeand sustainable economic growth from the growth-
finance paradigm. It incorporates other macroeconomic factors such as external finance,
trade, financial development, labor, and technological advancement in the economic
growth process for middle-income and high-income countries. The study also
comparatively analyzes this phenomenon for upper-middle-income and lower-middle-
income countries while incorporating governance indicators. Due to stagnant economic
growth, numerous upper-middle-income countries cannot graduate to high-income
countries. This study uniquely considers the essence of external finance, human capital,
and technological advancement as a factor in sustainable economic growth, highlighting
significant factors in the graduation process. Therefore, this empirical analysis appeared
to be a timely study as most middle-income countries strives toward achieving
sustainable development goals, especially SDG 8. A panel for 56 middle-income
countries and 21 high-income-countries is used to probe the discourse from 2000 to
2019. Furthermore, the middle-income countries are further divided based on income

and geography, indicatively upper-middle-income countries as income group and

2D Meyer, and A.Shera. "The impact of remittances on economic growth: An econometric
model." EconomiA 18.2,2017,p.147-155.

1538 B.Rao, and G.M.Hassan. "Are the direct and indirect growth effects of remittances significant?." The
World Economy 35.3,2012,p.351-372.

% M.C.Zhunio,S.Vishwasrao, and E.P. Chiang. "The influence of remittances on education and health
outcomes: a cross country study." Applied Economics 44.35,2012,p.4605-4616.

155 J.Hur, M.Raj, and Y.E. Riyanto. "Finance and trade: A cross-country empirical analysis on the impact
of financial development and asset tangibility on international trade.” World Development 34.10,2006,p.
1728-1741.

1%6).Bena, and P.Ondko. "Financial development and the allocation of external finance." Journal of
Empirical Finance 19.1,2012,p.1-25.

T Beck, "Financial dependence and international  trade.” Review of international
Economics 11.2,2003,p. 296-316.

1% JKim, and J.Park. "The role of total factor productivity growth in middle-income
countries." Emerging Markets Finance and Trade 54.6,2018,p.1264-1284.
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middle-income countries with seaport as geographical division. For empirical
investigation, static and dynamic model estimations are adopted to analyze the impact
of external finance, trade, and financial development on economic growth. Furthermore,
the analysis also includes six governance indicators. This study offers a new explanation
for interpreting the impact of external finance, trade, and financial development on
economic growth in different income groups, presenting new and potential policy
options for government consideration in sample countries. The recommended policy
framework provides a road map to the upper-middle-income countries for their

graduation process, from the middle-income group to the high-income group.

To achieve the objective of this thesis, which is to investigate whether external finance,
trade, and financial development enhance economic growth or dim its impact?
Therefore, this section provides an empirical investigation of whether external finance,
trade, financial development, and governance effects sustainable economic growth. A
multidimensional approach is adopted, which estimated the nexus between economic
growth, and other macro-economic variables performed on a total sample of middle-
income countries than respective income and a geographical group division. This
methodology allows my study to reveal a holistic review of the relationship between
exogenous and endogenous variables for other income and geographical groups to
ensure a critical examination of the core argument. The rest of this section's structure is
as follows; section 3.2 presents a literature review, 3.3 highlights the research
framework based on hypothesis, 3.4 indicates data along with the model specification
and empirical estimation followed by results interpretation, 3.5 mentions discussion of

results and section 3.6 consist findings of the study.

3.2 LITERATURE REVIEW

Economic growth is the gradual expansion of society via production and
consumption possibilities through time. It entails increasing commodity output (both
products and services) and creating new commodities that are either consumed directly
or used as inputs in the production of other commodities. It manifests in rising material
standards of life, while the proportion of such advances accruing to individuals varies
widely across society. Economic growth refers to an increase in the country's real output
of goods and services. Similarly, Economic development implies changes in income,
savings, and investment along with progressive changes in the country's socioeconomic

structure (institutional and technological changes). Economic growth relates to a
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gradual increase in one of the components of Gross Domestic Product: consumption,
government spending, investment, and net exports. However, development relates to the
growth of human capital, decrease in inequality figures, and structural changes that
improve the population's quality of life. Economic growth is measured by quantitative
factors such as an increase in real GDP or per capita income. Similarly there are various
factors which directly impact on economic growth are discussed below,

FOREIGN DIRECT INVESTMENT AND ECONOMIC GROWTH

The literature suggests that FDI increases economic growth through capital
accumulation and the incorporation of new inputs and foreign technologies, resulting in

productivity and efficiency gains for domestic firms™®. FDI inflow promotes economic

k160 161

growth by growing capital stock™". It causes transfer of technology

162

. Adding new
technology increases productivity’®* and creates more jobs™® ***. Numerous studies
highlight the positive impact of FDI inflow on economic growth'®. Some specific
studies which indicate a positive association between FDI inflow and economic growth

such as for Pakistan,'®® 1", for Ghana'®®, for Turkey'®®and for South Africa'™.

For panel data analysis, several studies indicate that FDI inflow is positively

linked with growth. A study for the eurozone covering the period 2002-2012 using

1A Lasbrey,[et al.], "Foreign direct investment and economic growth: Literature from 1980 to
2018." International Journal of Economics and Financial Issues 8.5,2018,p.309-318.

160 De Mello. "Foreign direct investment in developing countries and growth: A selective survey." The
journal of development studies 34.1,1997,p.1-34.

161 Borensztein [et al.,], "How does foreign direct investment affect economic growth?.” Journal of
international Economics 45.1,1998,p.115-135.

162 R.Wooster, and D.S. Diebel. "Productivity spillovers from foreign direct investment in developing
countries: A meta-regression analysis." Review of Development Economics 14.3,2010,p. 640-655.

163 B.s.Javorcik, "Does FDI bring good jobs to host countries?.” The World Bank Research
Observer 30.1,2015,p.74-94.

1643, Berrill,M.O’Hagan-Luff, and A. Stel. "The moderating role of education in the relationship between
FDI and entrepreneurial activity." Small Business Economics 54,2020,p1041-1059.

165 5 Makki, and A Somwaru. "Impact of foreign direct investment and trade on economic growth:
Evidence from developing countries." American journal of agricultural economics 86.3,2004,p 795-801.
106 N.Ahmad [et al.], "The causal links between foreign direct investment and economic growth in
Pakistan." European Journal of Business and Economics 6,2012.

187 N.Saqgib, M. Masnoon, and N. Rafique. "Impact of foreign direct investment on economic growth of
Pakistan." Advances in Management & Applied Economics 3.1,2013,p. 35-45.

168 5 Antwi,[et al.], “Impact of foreign direct investment on economic growth: Empirical evidence from
Ghana." International Journal of Academic Research in Accounting, Finance and Management
Sciences 3.1,2013,p. 18-25.

169 v Bayar, and O.F.Ozturk. "Interaction between financial development and foreign direct investment
inflows in Turkey." Scientific Cooperation for the Future in the Social Sciences, Usak, Turkey,
September,2016,p22-23.

10T Sunde, Tafirenyika. "Foreign direct investment, exports and economic growth: ADRL and causality
analysis for South Africa." Research in International Business and Finance 41,2017,p. 434-444,
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Fully Modified OLS (FMOLS) and Dynamic OLS (DOLS) estimations confirms it'"*.
Furthermore, similar results were indicated by others, for 12 Asian countries’’? and for
24 developing countries using FE and RE static panel model for the period 1971 to
19952, Another panel data analysis, empirically investigate the impact of FDI inflow
on the economic growth of East African countries by using GMM estimation for the
period 1980 to 2013. In his analysis, he concluded that FDI inflow positively impacts
economic growth. Furthermore, he also concluded that trade openness and domestic
investment are essential determinants of economic growth in East African countries'’.
Another study reveals that FDI inflow is an essential determinant of the economy of
Sub-Saharan African countries. They used an augmented endogenous growth model
using panel data for 1975-1999. Furthermore, they also highlighted that domestic
macroeconomic policies and trade openness positively affect economic growth'’. FDI
enhances economic growth when local institutions work effectively in the host
country*™®. Furthermore, FDI plays an influential role when adequate infrastructure and
institutions are available in the host country®’’. Likewise, FDI contributes positively to

economic growth where there is a developed financial system*".

It has been argued that FDI enhances economic growth more in the coastal areas
of China'”®. However, there is weak evidence that FDI generates economic growth in

host countries*®’.

71 p Pegkas, Panagiotis. "The impact of FDI on economic growth in Eurozone countries.” The Journal of
Economic Asymmetries 12.2,2015,p.124-132.

172 c.Wang [et al.], "The impact of regional financial development on economic growth in Beijing—
Tianjin—Hebei region: A spatial econometric analysis." Physica A: Statistical Mechanics and its
Applications 521,2019,p.635-648.

173U Nair-Reichert, and D.Weinhold. "Causality tests for cross-country panels: a New look at FDI and
economic growth in developing countries." Oxford bulletin of economics and statistics 63.2 ,2001,p.153-
171.

1745, M.Zekarias, "The impact of foreign direct investment (FDI) on economic growth in Eastern Africa:
Evidence from panel data analysis." Applied Economics and Finance 3.1,2016,p.145-160.

7> A Sukar, S. Ahmed, and S.Hassan. "The effects of foreign direct investment on economic growth: The
case of Sub-Sahara Africa." Southwestern Economic Review 34,2007.p.61-73.

176 3.Yi, [et al.], "Spillover effects of foreign direct investment: how do region-specific institutions
matter?." Management International Review 55,2015,p. 539-561.

Y77 E Asiedu, "Policy reform and foreign direct investment in Africa: Absolute progress but relative
decline." Development Policy Review 22.1,2004,p. 41-48.

%8 N.Hermes, and R.Lensink. "Foreign direct investment, financial development and economic
growth." The journal of development studies 40.1,2003,p.142-163.

9 K H.Zhang, "How does foreign direct investment affect economic growth in China?." Economics of
transition 9.3,2001,p.679-693.

18\, carkovic, and R.Levine. "Does foreign direct investment accelerate economic growth." Does
foreign direct investment promote development 195,2005,p. 220.
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REMITTANCES AND ECONOMIC GROWTH

Literature suggests mixed evidence regarding the nexus between remittance
inflow and economic growth. The evidence is divided into two stands, a positive effect
and a negative effect. A conventional neo-classical growth framework for 36 African
countries from 1980 to 2004 and concluded that remittance positively impacts economic
growth by providing an alternative way to finance investment and reduce liquidity

constraints*®?,

In terms of country-specific studies, remittance inflow positively
enhances economic growth in Morocco; thus, its impact on GDP per capita and
stabilizes financial development in Morocco'®. Similarly, using time series, empirically
analyses has been done by another author for evaluating the impact of remittance inflow
on economic growth for selected African countries'®®. They reveal that Senegal and
Nigeria positively affect GDP, whereas Cape Verde and Cameroon indicate a negative
association. On the other hand, a recent studies indicating a positive relationship
between remittances inflow and gross domestic production for Bangladesh. They used
time series analysis and covered the period 1981 to 2017*%*. Other country-specific
studies which highlight the positive association between remittance inflow and growth;

185 Togo'®®, Pakistan'®’ and Srilanka'®®. In the case of lower-middle-

such as for Turkey
income countries, author concludes that remittance inflow deteriorating economic
growth. Their empirical analysis used data from 93 low and middle-income countries
and applied the system GMM estimation method*®. Other studies that indicate similar

results, the author used panel data from 12 CEE countries and covered the period

181 B Fayissa, and C.Nsiah. "The impact of remittances on economic growth and development in
Africa." The American Economist 55.2,2010.p.92-103.

182 £ Makhlouf, and A. Naamane. "The impact of remittances on economic growth: the evidence from
Morocco." 2013.

183 D.0.0layungbo, and A.Quadri. "Remittances, financial development and economic growth in sub-
Saharan African countries: evidence from a PMG-ARDL approach.” Financial Innovation 5.1,2019,p. 9.
184 5. Barua, and F.Rafig. "Macroeconomic determinants of remittances and implications for economic
growth: Evidence from Bangladesh." Bangladesh's Macroeconomic Policy: Trends, Determinants and
Impact .2020,p. 371-392.

185 A Tansel, and P. Yasar. "Macroeconomic impact of remittances on output growth: Evidence from
Turkey." Migration Letters 7.2,2010,p.132-143.

18 £ Ahmed, and M. Hakim. "The relationship between remittances and economic growth in Togo: A
vector equilibrium correction mechanism.” Global Economy and Finance Journal 10.1.2017.p. 1-11.

187 A Jaffri,M. Sana, and R. Igbal. "Workers’ Remittances Inflows And Per Capita Income: Does U-
Shaped Relationship Exist In Case Of Pakistan?." Journal of Positive School Psychology 7.6.2023.p.395-
406.

1884, Paranavithana,"Do workers’ remittances cushion economic growth in Sri Lanka." International
Journal of Business and Social Science 5.10,2014,p.44-56.

18 7 Lacheheb,and N.W.Ismail. "The impact of remittance on economic growth in low and middle
income  countries.” International  Journal of Academic Research in  Economics and
Management 9.2.2020,p.61-70.
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between 1996 and 2010. He applied fixed effect penal estimation for his empirical
analysis. On the other hand, several studies indicate mixed results regarding the nexus

19 Furthermore, remittances enhance

between economic growth and prosperity
economic growth only when invested wisely.The author also indicates that remittances
stimulate economic growth by encouraging human capital accumulation; thus, human
capital is an essential factor for economic growth in the MENA region. They used panel
data estimation for 12 MENA region countries and covered the period 1980 to 20009.
They used OLS, Random effects, and System GMM models for empirical estimation™.
In another panel data estimation covering the period 1993-2003 for 17 developing Asia-
Pacific reveals that remittances significantly positively impact poverty reduction.
However, on the other hand, it has a marginal effect on growth through human capital
and domestic investment. In his analysis, he used the Generalized Method of
Moments*®. Furthermore, another empirical study indicates that remittances have a
significant and positive impact on economic growth in the case of Latin American and
Caribbean countries. They used panel cointegration tests and Fully-modified OLS
(FOMLS) methods to estimate their models covering the period 1990 to 2005'%. On the
other hand, another study examined the effect of migration and remittance for 71 non-
developed economies. They conclude that a 10% increase in per capita international
remittances decreases people's poverty concentration. Furthermore, they also mention
that international remittances indirectly contribute to economic growth®®*. Another
empirical analysis using panel data of South Asian countries also reveals a positive and
significant association between remittance and domestic investment. The research work
also indicates uni-directional panel causality from remittances to domestic
investment'*®. By applying OLS and system GMM estimation for 100 Countries over
the period 1975 to 2002 the author concludes that remittances boost growth in countries

with less developed financial systems. They used GDP growth, trade openness,

199 A Gjini, "The role of remittances on economic growth: An empirical investigation of 12 CEE
countries.” International Business & Economics Research Journal (IBER) 12.2,2013,p.193-204.

191 5 Ben Mim, and M.S. Ben Ali. "Through which channels can remittances spur economic growth in
MENA countries?." Economics 6.1,2012,p. 20120033.

192 3 Jongwanich. Workers’ remittances, economic growth and poverty in developing Asia and the Pacific
countries. No. WP/07/01. United Nations Economic and Social Commission for Asia and the Pacific
(ESCAP), 2007.

1% M.D.Ramirez, and H.Sharma. "Remittances and growth in Latin America: A panel unit root and panel
cointegration analysis." (2008).

194 R.H.Adams Jr, and J.Page. "Do international migration and remittances reduce poverty in developing
countries?." World development 33.10,2005,p. 1645-1669.

1% R.K.Dash, “"Impact of remittances on domestic investment: a panel study of six south Asian
countries." South Asia Economic Journal 21.1,2020,p.7-30.
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government fiscal balance, year of schooling, inflation, Remittances percentage of
GDP, money supply to GDP, private loans to GDP, domestic credit to the private sector
to GDP, and foreign currency deposits to GDP®. Several other empirical studies based
on panel data methodology also highlight the positive association between remittances
inflow and economic growth. Few of the studies for 36 African countries covering the
period from 1980 to 2004, for 25 developing countries for the period 1978 to 2001,

3% and for 10 CEE countries over

for 6 European countries for the period 1999 to 201
the period 1995 to 2011°% also indicate positive association between remittances and
economic growth. However, few studies also indicated the negative impact of
remittance inflow on economic growth. Such as using time series ARDL estimation for
Bangladesh and the author conclude that remittance inflow are treated as easy money
and further cause reduction of labor through their participation in the labor market, thus
which negative impact on economic growth®". Other studies which also indicate a
negative association between remittance inflow and economic growth?? Similarly, a
recent study conducted for four South Asian countries for balanced panel data from
1977 to 2016 used the methodology of Pooled OLS, fixed effects, and random effects.
In his result, he reveals that remittances play a vital role in economic growth for
Bangladesh, Pakistan, and Sri Lanka; however positively impact economic growth in
India®®. Similarly; other studies that indicate similar results - for Nigeria®®* and for

Bangladesh®®.

1%p Giuliano, and M.Ruiz-Arranz. "Remittances, financial development, and growth.” Journal of
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OFFICIAL DEVELOPMENT AID AND ECONOMIC GROWTH

Foreign aid appeared to be a significant investment source for developing countries
economic growth®®®. Another author used panel data analysis for Botswana, Ethiopia,
India, Kenya, Sri Lanka, and Tanzania from 1974 to 1996. They used panel
cointegration to investigate the relationship between economic growth and aid. In their
concluding remarks, they mention that foreign aid positively impacts economic growth
in all sample countries in the long run®’. Similarly, another author empirically
investigated the impact of foreign aid on economic growth for 104 developing countries
and concludes that foreign aid has a positive impact on economic growth?®. Similarly,
using panel data for 85 developing countries from Asia, Latin America, and Africa from
1980 to 2007, the author concluded with mixed evidence. For African countries, foreign
aid positively impacts economic growth; however, Asian and Latin American countries

indicate a negative impact®®®

. Another author, empirically analyses the nexus between
foreign aid and economic growth for 71 aid-receiving countries developing. In his
concluding remarks, he mentions that foreign aid positively impacts economic
growth®®. Similar results were provided by other athors, as they used a panel for 25
Sub-Saharan Africans for the period 1970 to 1997 and also concluded that aid holds a
positive association with economic growth for sample countries?’. Other panel data
empirical studies which also highlight a positive association between economic growth

0212

and foreign aid for 107 countries over the period 1960 to 2000, five Asian

213 gub-Saharan African countries®**,

countries In terms of country-specific studies,
using time series ARDL estimation on annual data of Sierra Leone for the period 1970

to 2007, the author concluded that aid positively enhances economic growth in the short

206 H Njangang,[et al.], "The long-run and short-run effects of foreign direct investment, foreign aid and
remittances on economic growth in African countries.”,2018.

27 M.randoust, and A.Hatemi. "Foreign aid and economic growth: new evidence from panel
cointegration." Journal of economic development 30.1,2005,p.71-80.
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countries.” Journal of International Business and cultural studies 3,2010,p.1.
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and long run®®. Similarly, another country-specific study conducted by another author
using time series ARDL estimation for Cambodia from 1980 to 2014 also indicates that
aid positively impacts economic growth in the short; however, in the long run, foreign
aid appeared to be insignificant. Furthermore, in his empirical analysis, he mentioned
that trade openness positively impacts economic growth in the long and short run;
however, foreign direct investment impacts growth only in the long run®'®. Several other
studies also mentioned a positive association between economic growth and foreign aid,
Papua New Guinea®’, Nigeria®’®, and Ghana®’®. On the other hand, some of the
country-specific studies indicate a negative association between aid and economic
h220 EgyptZZl

numerous empirical also reveal a negative association between aid and economic

growth, Banglades , Philippines’®, and for Ethiopia®®. However,
growth. The authors investigated the nexus between aid and economic growth for 68
developing countries from 1970 to 1993. They used Fischer-Easterly estimation and
revealed that foreign aid does not impact economic growth®®. Other studies which

reveal similar conclusions for the six poorest African countries®®>.

FINANCIAL DEVELOPMENT AND ECONOMIC GROWTH

Allocating capital to the most profitable uses is a critical function of the

financial system. Other things being equal, a country with an efficient capital allocation

226

system will grow quicker than an inefficient one=. A well-developed financial system
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plays a vital role in the economic growth process. Stable financial system in boosting
intermediation efficiency by lowering transaction costs, information asymmetries, and
monitoring costs, all of which lead to increased economic growth?’. Through its
numerous roles, including channeling savings from funds, encouraging investment
through appropriate policies, and controlling risk, thus a stable and dynamic financial
system contributes to economic growth®?. Furthermore, it has been argued that the
impact of FDI on growth may be influenced by the development of the host country's

financial markets??°.

Similarly, a well-functioning and efficient financial market
minimizes the risks inherent in local enterprises' protection assets at adopting new
technology and, as a result, increases the country's absorptive capacity in terms of FDI

inflows?,

The relationship between financial organizations such as banks and the business
community is usually based on the stable financial sector. Furthermore, introducing new
technologies by financial institutions in their day-to-day operation directly impacted
economic growth®*; similarly, as another author mention that financial markets and
institutions play a critical role in the economic development process, particularly when
it comes to allocating funds to diverse, productive activities?*2. Mobilizing savings,
acquiring information about investments and allocating resources, promoting risk
enhancement, monitoring managers, and exercising corporate control are all examples

of these actions.

Country-specific studies also indicate that financial development enhances economic
growth positively. In another empirical work, author empirical analysis regarding
Pakistan using time series ARDL estimation concludes that in the short and long-run
financial development enhances economic growth in Pakistan. In his analysis, he used

domestic credit to the private sector as a proxy for financial development, and his

?2R.G. King, and R.Levine. "Finance and growth: Schumpeter might be right." The quarterly journal of
economics 108.3,1993.p.717-737.
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%2 M.Lacheheb, Peter Adamu, and Seth Akutson. "Openness, financial development and economic
growth in Algeria: An ARDL bound testing approach.” International Journal of Economics, Finance and
Management Sciences 1.6,2013,p.400-405.

57



analysis covered the period from 1961 to 2005°*%. Similarly, a time series analysis
highlights similar results for multiple countries; thus, financial development enhances
economic growth?®*. For Malaysia, author used a time series analysis to investigate the
impact of financial development and FDI impact on economic growth from 1970 to
2001 using a co-integration framework. Their result shows that financial development
interacting with FDI inflow enhances economic growth®°.Furthermore, they also
highlighted that labor, domestic investment, and government expenditure play a vital
role in the economic growth process of Malaysia. Another study also highlighted similar
results. However, he used total bank deposited liabilities to nominal GDP as a financial

development indicator?*®.

Another student based on time series analysis for Algeria using ARDL
estimation from 1980 to 2010. The author concluded in their research that openness to
trade and financial development positively enhances economic growth in Algeria®®’.
They used Broad money as a proxy for financial development. Furthermore another
author also used ARDL estimation and highlighted that financial development plays a
vital role and positively enhances growth in Saudi Arabia in the non-oil sector®®,
Another country-level study using time series analysis concluded that domestic credit
and stock market liquidity to GDP are important determinants of economic growth in the
Philippines®®®. Several other studies also mention similar results that domestic credit to the
private sector enhances economic growth, such as Cameroon®®, Tunisia®**, China®*,

Bangladesh?*® and India®**.
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In terms of panel data analysis, an author conducted an empirical analysis of ten
middle-east countries and concluded that financial development enhances economic
growth in sample countries. Furthermore, in their empirical analysis, they used domestic
credit to the private sector as an indicator of financial development®*. Similarly, an
empirical analysis of 41 countries using total bank deposits as a percentage of GDP as a
proxy for financial development for analysing its impact on economic growth; the
author also reveals that financial development is an important factor for economic
growth. For empirical analysis, she used a multivariate VAR approach®*®. Another
author applied the Generalized Method of Moment (GMM) to six ASEAN countries
from 2004 to 2017 and concluded that domestic credit to the private sector as an
indicator of financial development enhances economic growth in sample countries®*’.
Similar results referring domestic credit to the private sector, also mentioned by other
authors - for 29 Sub Saharan countries®®, for 100 countries covering developing,
emerging, and advanced economies®*® and for ECOWAS region®*°.

However, few studies also highlighted a negative association between domestic credit to

the private sector and economic growth®®! 2. Similarly, another empirical results
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confirm that in 58 countries, only seven countries' domestic credit to the private sector
positively impacts economic growth?2,

TRADE AND ECONOMIC GROWTH

Literature reveals that the potential role of trade as an engine of growth®*. David
Ricardo presented the idea of comparative advantage in international trade. According
to the comparative advantage theory, in general, each country specializes in specific
products based on the availability of natural resources; they further export to other
countries and import those products they cannot produce. In this case, both countries
received benefits and enhanced welfare by increasing productivity and creating jobs.
International trade creates employment for exporting and importing countries®>.
International trade increases employment opportunities, thus increasing per capita

256

income and further promoting well-being>".An author used panel data from 42 Sub-

Saharan African countries from 1980 to 2012 to investigate the nexus between

international trade and economic growth®’

. Applying the pool mean group estimation
technique reveals an inverted U-curve (Laffer Curve of Trade) and suggests the non-
fragility of the linkage between economic growth and trade openness for sub-Saharan
countries. They found the non-linear relationship between economic trade and economic
growth. Accordingly, SSA countries must have more effective trade openness,
particularly by productively controlling import levels, to boost their economic growth
through international trade. Numerous studies indicate a positive association between
trade and economic growth?® 2°° 20 Fyrthermore it has been argued that international
trade causes shifting of gain transfer from developing countries to developed countries

as developing countries are preliminary dependent on the production of primary goods.
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In contrast, developed countries usually hinge upon furnished products. Considering
that as the demand for primary product decreases, the prices of the products also
decrease. Therefore, free trade leads to deterioration in the term of developing

countries?®?.

HUMAN CAPITAL AND ECONOMIC GROWTH

Human development has a significant impact on economic progress. Every component
of human progress, in particular, is expected to have a different effect on economic
growth. For example, education significantly impacts labor productivity; furthermore,
labor productivity positively impacts economic growth in the long run. On the other
hand, higher education directly impacts the economic growth process via increased
productivity and creativity of local companies®®® . The education of managers and
business executives is bound to influence and impact business performance in the
effective use of business capital and policies. Besides this, the volume of domestic and
foreign investment directly impacts rates of total factor productivity, which will

264 In

undoubtedly be higher when the education level of involved labor is higher
addition to directly impacting economic growth, human capital can help obtain new and
foreign knowledge and is a critical factor in whether positive FDI spill-overs will occur.
As a result, human capital plays a vital role in facilitating international technology
transfer from innovative to copycat countries, allowing these countries to catch up to

industrialized countries.

Similarly, the health of involved labor has shown favorable implications for economic
growth. Another author endorsed in their research work that education and health may
have substantial indirect effects on economic growth due to their effects on income
distribution, with education having an even more substantial impact due to its impact on
health. Furthermore, people from developing countries are better able to seek economic

opportunities once education and health improve®.
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Adequate Human capital is considered a fundamental factor in endogenous growth
theories®®®. Furthermore, another researcher highlighted in his work that those with
more education and work experience earn more money than those with less®®’.
Furthermore, in developing countries investing in primary education generates better net
marginal social returns than spending on tertiary education. Human capital is a
significant aspect of a country's economic development and progress. Every country
seeks to produce a significant amount of skilled labor because trained labor can operate
highly developed machinery and generate new ideas and approaches in financial

operations®.

Another researcher investigated the impact of education on economic growth for 53
African countries and covered the period 1996 to 2010. In his research work, he
concluded that education, domestic investment, net ODA inflows, education,
government effectiveness, and urban population positively impact economic growth in
Africa®®.

Likewise, in another empirical research work , the author in his empirical analysis based
on 11 selected oil-exporting countries by using panel co-integration analysis for the
period 1970-2010, reveals that it is higher economic growth that leads to higher
education; however, he also mentions that in sample countries as the number of
enrolments raise, the quality of the education declines®®. Thus the formal education
systems are not market-oriented in sample countries. The countries are investing a lot in
education, but on the other hand, education is not countries in the growth process as it is
supposed to be.

Similarly, another author examined the value of both cognitive and non-cognitive
talents and how they relate to social and economic success. He further categorized the
sample into formal (academic institutions) and informal (family culture and workplace)

sources of learning as a distinct and self-contained environment for knowledge
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acquisition. He discovered that early investments in education are advantageous; thus,
countries should focus on basic education for the economic growth process®’*. The
efficiency of human capital depends not only on the aggregate number of the entire
population. However, it depends on the qualitative traits such as overall skills,
knowledge, experience, and good health. In the current world, countries with massive
populations are left behind in growth compared to countries with less population but
with strong education and health®’. Similarly, it has been argued that there is a poor
association between human capital and economic growth in developing countries due to
a lack of attention devoted to the quality of education and, as a result, a poor

association, lower cognitive skills attainment?

. In another empirical analysis, using
panel GMM estimation for lower-middle-income countries covering the period 2000-
2016, reveal that human capital development & skill, and investment have a positive
linkage with Lower middle-income country's economic growth while technology
adoption and innovation have different linkage across the Lower Middle Income
Countries regions®’*. Other country specific studies, which indicate positive nexus
between schooling as human capital and economic growth are for Zambia®’,
Pakistan?’®, Turkey?’” and Iran®’®, On the other hand, panel data studies for selected
African countries?”®, 65 developing countries?®®, 13 South African development

2

community countries®®, EU countries®® also inciatde positive associatin between
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human capital and economic growth. Likewise in another panel data analysis for 19
OECD countriesthe author argued that human capital in terms of education holds the

positive relationship with total factor productivity?®.

3.3 RESEARCH FRAMEWORK - SUSTAINABLE ECONOMIC GROWTH

This thesis work aims to explore the impact of sustainable economic growth on
social and environmental pillars of sustainable development, which could helpful for
upper-middle-income countries to leave the middle-income trap. However, initially |
investigate the determinants of economic growth such as how external finance, trade
and financial development along with the governance influencing sustainable economic
growth in upper and lower-middle income countries) for a full sample of middle-
income countries. Based on the research goals below, a relevant research framework is

mentioned in figure 3.
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FIGURE 3. RESEARCH FRAMEWORK FOR THE MODEL OF ECONOMIC
GROWTH
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3.4 DATA, MODEL SPECIFICATION & METHODOLOGY

In this section | will discuss the data, sources of data, definition of variables,
then specify the model based on literature review and according to the research
hypothesis based on research question. This section also consist estimation of model

according to relevant statistical and econometric estimation technique.

341 DATA

The present study investigates growth—finance-trade and financial development
trilemma for middle-income and high-income countries for the period covering from
2001 to 2021. On the other hand, numerous exogenous variables are used along with
governance index for determining the nexus between economic growth and
international financefor testing the formulated hypothesis in figure 3.3.1. The
GDPPCGR is used as exogenous variable whereas other endogenous variables are FDI
which is the foreign direct investment inflow percentage of GDP, REM is the
remittance inflow percentage of GDP, ODA is the official development aid percentage
of GDP, T is the total trade percentage of GDP, FD is the financial development refer to
domestic credit to private sector percentage of GDP. SS is the secondary school
enrolment used proxy for human capital, LFT is the total labour force and LTP is the
sum of patents application (residence and non-resident) use as proxy for technological
advancement. Furthermore the governance variables include, PSI-PG and VAI-PG refer
to the political stability index and voice & accountability index with dimension of
political governance. GEI-EG and RQI-EG are government effectiveness index and
regulatory quality index refer to economic governance; whereas COC-IG and ROL-IG
are control of corruption index and rule of low index refer to institutional governance.
Table 2 contains a brief account regarding the abbreviation, definition of variable and

source of the data utilized.
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TABLE 2. DATA SOURCES, ABBREVIATION & DESCRIPTION-ECONOMIC

GROWTH

VARIABLE

ABBREVIATION DESCRIPTION SOURCE TYPE

GDPPCGR GDP per Capita annual Wo_rld Bank Development Endogenous
growth rate Indicator
Foreign direct inflow (% of | International Monetary

FDI GDP) Fund Exogenous
Remittance inflow (%of | World Bank Development

REM GDP) Indicator Exogenous
Official development | World Bank Development

ODA assistance (%of GDP) Indicator Exogenous

T Trade (% of GDP) OECD Exogenous
Domestic credit to Private | World Bank Development

FD . Exogenous
sector Indicator

SS Secondary school enrolment Wo_rld Bank - Development Exogenous

Indicator
LFT Total labour force Intern_a t|o_na| labour Exogenous
organization

TP Sum of total patents (| World Bank Development EXOUENOUS
Resident and Non-resident) | Indicator g
Political Satiability Index-

PS-PG (Political Governance, [-2.5 \I/r\mlgircigtorBank Governance Exogenous
(weak) to 2.5 (strong)]
Voice and Accountability
Index-(Political World Bank Governance

VAPG Governance, [-2.5 (weak) to | Indicator Exogenous
2.5 (strong)]
Government  Effectiveness

GE-EG Index-(Economic World Bank Governance EX00ENOUS
Governance, [-2.5 (weak) to | Indicator g
2.5 (strong)]
Regulatory Quality Index-(

RQ-EG Economic Governance, [- ngiggtorBank Governance Exogenous
2.5 (weak) to 2.5 (strong)]
Corruption Control Index-

CC-IG (Institutional ~ Governance, ngiggtorBank Governance Exogenous
[-2.5 (weak) to 2.5 (strong)]
Rule of Law Index-(

RL-IG Institutional Governance, [- \I/ch(j)irclgtorBank Governance Exogenous
2.5 (weak) to 2.5 (strong)]

3.4.2 SUMMARY STATISTICS AND CORRELATION ANALYSIS

By limiting the discussion to the variable of interest, economic growth, external

finance, trade and financial development, the comparative statistics of variables are

shown in table 3 for middle-income-countries and table 4 indicate correlation analysis
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among the variables. Likewise table 5 indicate comparative statistics of variables for

high-income-countries and table 6 correlation analysis among the variables respectively.

TABLE 3. SUMMARY STATISTICS (MIC-FS, ECONOMIC GROWTH)

VARIABL | MIDDLE-INCOME-COUNTRIES, FULL SAMPLE
E OBSERVATIO | MEAN STD.DEV. | MIN MAX

N
GDPPCGR | 1,176 4.450 3.522 -15.136 34.500
INT_GDPP | 1,176 6460.881 3826.701 1369.464 | 17756.570
C
FDI 1,176 3.984 4.921 -11.625 55.076
REM 1,176 5.691 6.419 0.000 34.499
ODA 1,120 2.780 3.137 -0.616 21.437
GCF 1,176 23.948 8.105 10.860 81.021
T 1,176 78.316 32.851 20.723 220.407
FD 1,176 39.163 29.948 0.008 149.373
SS 1,176 70.000 24.793 9.465 141.364
LFT 1,176 14400000.00 | 20600000.00 | 130000.00 | 136000000.00

0 0 0 0

TP 1,176 1252.196 2648.500 0.000 18071.000
PSI 1,176 -0.460 0.742 -2.810 1.280
VAI 1,176 -0.369 0.598 -1.820 1.150
GEl 1,176 -0.366 0.506 -1.780 1.270
RQI 1,176 -0.290 0.511 -1.800 1.130
ROL 1,176 -0.497 0.490 -1.660 0.730
COoC 1,176 -0.517 0.534 -1.520 1.650

According to table 3, as per middle-income-countries the average GDPPCGR
rate is 4.450, with Ukraine having the lowest at -15.14% in 2009 and Azerbaijan
showing the highest in 2006 with 34.5%. The standard deviation appeared as 3.522. The
average foreign direct investment inflow percentage of GDP is 3.983%, with Mauritania
having the lowest at -11.624% in 2019 and Azerbaijan showing the highest in 2003 with
55.07%. The standard deviation appeared to be 4.921. Similarly, the average remittance
inflow percentage of GDP is 5.691%, with Angola having the lowest at 0.00013% in
2011 and Moldova showing the highest in 2006 with 34.49%, with a standard deviation
of 6.418. Furthermore, the average official development assistance inflow percentage of
GDP is 2.779%. Thailand had the lowest at -0.616% in 2003, and the Congo Republic
showed the highest in 2005 with 21.43%, with a standard deviation of 3.163.In terms of
trade, the average is 78.31, with Nigeria having the lowest at 20.723 in 2016 and
Malaysia showing the highest in 2000 with 220.41 and the standard deviation is 31.81.
Likewise, in terms of financial development as domestic credit to financial sector, the
average is 39.16, with Tanzania having the lowest 0.0078% in 2005 and Thailand with
highest 149.37% in 2015. The standard deviation for financial development is 29.94.
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Furthermore according to the table 4 indicate correlation analysis among the
endogenous and exogenous variable, which suggest absence of multicollinearity as it
found to be below 0.800.
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TABLE 4. CORRELATION ANALYSIS (MIC-FS, ECONOMIC GROWTH)

MIDDLE-INCOME-COUNTRIES, FULL SAMPLE

VARIABLE GDPPCGR INT_GDP | FDI REM ODA GCF T FD SS LFT TP PSI-PG VAI-PG | GEI-EG | RQI-EG | ROL-IG | COC-IG
PC
GDPPCGR | 1
INT_GDPP | -0.196 1
C
FDI 0.179 0.045 1
REM -0.019 -0.137 | 0.069 | 1
ODA 0.132 -0.457 | 0.060 | 0.159 | 1
GCF 0.160 0102 | 0.254 | - 0155 |1
0.094
T 0.106 0227 | 03420035 | -0031 |0252 |1
FD -0.120 0319 | 0023 | 0.127 | -0.210 |-0.020 | 0386 |1
SS -0.080 0460 | 0.080 | 0.103 | -0.411 |-0.011 |0.250 | 0.325 |1
LFT 0.042 20077 |- - -0.285 | -0.015 | -0.193 | 0.046 | - 1
0.151 | 0.162 0.018
TP -0.072 0471 |- - -0.319 | -0.074 | 0.092 | 0.364 | 0.282 | 0.520 | 1
0.094 | 0.188
PSI-PG 0.028 0193 | 0124 |- 0098 | 0292 | 039 | 0150 |0.223 - - 1
0.147 0.396 | 0.041
VAI-PG -0.159 0234 |- 0.070 | -0.074 | -0.163 |-0.119 | 0.094 | 0.197 | - 0108 | 0.243 |1
0.019 0.030
GEI-EG -0.047 0455 | 0.044 | - -0.195 | 0.111 | 0.302 | 0511 | 0.410 | 0.032 | 0.355 | 0.396 | 0.430 |1
0.129
RQI-EG -0.101 0433 | 0156 | 0.069 | -0.191 |-0.116 |0.199 | 0.375 | 0.369 | - 0258 | 0.293 | 0591 |0.775 |1
0.062
ROL-IG -0.056 0361 | 0.040 | - -0.072 | 0122 | 0254 | 0.425 |0.339 |- 0.141 [ 0482 | 0497 |0.807 |0703 |1
0.039 0.092
COC-IG -0.020 0309 |- - -0.004 | 0.156 | 0.180 | 0.319 | 0.324 | - 0074 | 0497 | 0492 |0.761 |0568 |0802 |1
0.053 | 0.062 0.196
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TABLE 5. SUMMARY STATISTICS (HIC, ECONOMIC GROWTH)

HIGH-INCOME-COUNTRIES
VARIABLE | OBSERVATIO | MEAN STD.DEV. | MIN MAX
GDPPCGR | 420 2257 5.078 12083 | 56.789
DT-EDPP 420 20008510 | 17211780 | %% | 856,300
FDI 420 10.146 27541 40081 | 280.132
REM 420 0.791 1.146 0000 | 6.877
ODA 420 0.556 1134 0250 | 8.305
GCF 420 23.954 6.327 7.821 53.613
T 420 112,258 71.641 19.560 | 442.620
FD 420 83.916 55.773 2149 255310
SS 420 96.745 16.791 22028 | 154.908
- 120 ©586106.00 | 1480000000 | 51107.00 | 6880000000
TP 420 27409.820 | 85429.620 | 0.000 | 439175.000
pSI 420 0.584 0.553 1630 | 1590
VAI 420 0.587 0.782 2000 | 1620
GEI 420 0.785 0.684 1700 | 1.910
ROI 420 0.787 0.726 1.680 | 2.230
ROL 420 0.759 0.645 1520 | 1.860
CoC 420 0.662 0.729 1.820 | 1.960

According to table 5 , as per high-income-countries the average GDPPCGR rate is
2.257, with Equatorial Guinea having the lowest at -12.983% in 2010 and Equatorial
Guinea showing the highest in 2001 with 56.78%. The standard deviation appeared as
5.087. The average foreign direct investment inflow percentage of GDP is 10.14%, with
Hungary having the lowest at -40.081% in 2018 and Cyprus showing the highest in
2012 with 280.131%. The standard deviation appeared to be 27.54. Similarly, the
average remittance inflow percentage of GDP is 0.971%, with Uruguay having the
lowest at 0.000028% in 2001 and Croatia showing the highest in 2019 with 6.876%,
with a standard deviation of 1.146. Furthermore, the average official development
assistance inflow percentage of GDP is 0.566%. Mauritius had the lowest at -0.249% in
2003, and the Seychelle showed the highest in 2002 with 8.305%, with a standard
deviation of 1.134.In terms of trade, the average is 112.25, with Japan having the lowest
at 19.56 in 2001 and Hongkong showing the highest in 2013 with 442.62 and the
standard deviation is 71.64. Likewise, in terms of financial development as domestic
credit to financial sector, the average is 83.91, with Equatorial Guinea having the lowest
2.148% in 2005 and Cyprus with highest 255.31% in 2013. The standard deviation for

financial development is 55.73.
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Furthermore according to the table 6 indicate correlation analysis among the
endogenous and exogenous variable, which suggest absence of multicollinearity as it
found to be below 0.800.
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TABLE 6. CORRELATION ANALYSIS (MIC-FS, ECONOMIC GROWTH)

HIGH-INCOME-COUNTRIES

GDPPCG INT_GDP PSI- VAI- GEI- RQI- ROL- )
VARIABLE R PC FDI REM | ODA GCF T FD SS LFT | TP PG PG EG EG IG COC-IG
GDPPCGR 1
::NT_GDPP -0.165 1
FDI 0.020 0.030 1
REM 0.080 -0.283 0137 |1
ODA 0.058 -0.108 0048 | 0.060 1
GCF 0.079 0.203 0106 | 0.102 0.076 1
T 0.117 0.043 0.250 | 0.048 | -0.068 0.132 1
FD -0.190 0.210 0.370 0161 -0.066 -0.174 0129 |1
SS -0.233 0.324 0055 | 0.027 -0.064 -0.318 0180 0364 |1
LFT -0.044 0.031 0146 | 0.171 0.062 0.049 0350 0.410 | 0226 | 1
TP -0.034 0.054 0104 | 0.162 0.088 0.133 0263 0.398 | 0.084 | 0810 |1
PSI-PG 0.051 0.097 0.034 | 0.107 | -0.382 0.099 0.253 | 0.014 | 0.076 | 0.088 | 0.123 |1
VAI-PG 0.040 -0.271 0.068 | 0.090 | 0.018 -0.366 6098 0.373 | 0.636 | 0.246 | 0.131 | 0.227 1
GEI-EG -0.033 0.219 0.142 6073 0.070 -0.187 0.157 | 0.634 | 0.673 | 0.319 | 0.270 | 0.213 0.738 1
RQI-EG 0.001 0.152 0.130 6063 -0.041 -0.236 0.203 | 0.577 | 0.647 | 0.217 | 0.137 | 0.204 0.743 0.806 1
ROL-I1G -0.063 0.273 0.102 6204 -0.014 -0.157 0.127 | 0.616 | 0.691 | 0.307 | 0.246 | 0.274 0.733 0.804 0.799 1
COC-IG -0.026 0.315 0.129 6234 -0.013 -0.145 0.143 | 0.534 | 0.626 | 0.260 | 0.203 | 0.282 0.630 0.792 0.805 0.7988 |1
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3.43 MODEL SPECIFICATION

According to the neoclassical Solow (1957) model?®*, economic growth is an
output of economic growth process lead by technological advancement, capital, labour
and other factor of production either directly or indirectly involve in growth process.

Therefore, growth function according of Solow model is mention below,
Y=A (K, L, §) (equation 1)

Where; Y = the total output or GDP growth, K = capital investment, L=Labour force, A
=efficient of production (constant of the model), $ = vector of additional variable.
However, Findlay’® (1978) enhance the Solow (1957) model®®® by assuming that the
growth rate of technological progress is due to an increasing function of foreign direct
investment . He further reclassifies foreign capital with domestic capital as input factor;
and argues that inject of foreign capital increases domestic capital. Furthermore,
according to the (Romer, 1986) endogenous growth model®”; FDI act as like internal
factor for the economic growth along with technological change in the production.
Therefore based on the Cobb-Douglas production function, the Solow model®® (1957)

is mention below,
Y= A*K*L*¢ (equation 2)

Where Y= GDPPCGR is used as endogenous variables, K = external capital and
domestic investment, L= labour force, ¢ = auxiliary variables such as technology, trade
and financial development. Therefore based on the research hypothesis as mentioned in
Figure 3.1, the revised form of equation 2 is mention below which will be estimated

according to the research hypothesis,

GDPPCGR“ =0p T 01 |NT_GDPPCit + 02 FDlit+ (13REMit+ a4ODAit+ 0!5GCFit+ aaTit +
07FDit + agSSit + aoLFTit + a10TPit + €jt (Equation 3)

289R.Solow,. "PRODUCTION FUNCTION." The Review of Economics and Statistics 39.3,1957.p.312-
320.

?%R.Findlay, "Some aspects of technology transfer and direct foreign investment.” The American
Economic Review 68.2,1978.p.275-279.

2% |bid,284.

287p M.Romer, "Growth based on increasing returns due to specialization.” The American Economic
Review 77.2,1987,p.56-62.

2% Ibid,284.
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Where GDPPCGR is the GDP per capita growth rate refer to economic growth,
INT_GDPPC is the initial GDPPC - PPP (constant 2017 international $)**, FDI is the
foreign direct investment inflow percentage of GDP, REM is the remittance inflow
percentage of GDP, ODA is the official development aid percentage of GDP, T is the
total trade percentage of GDP, FD is the financial development refer to domestic credit
to private sector percentage of GDP, SS is the secondary school enrolment used proxy
for human capital, LFT is the total labour force and LTP is the sum of patents
application ( residence and non-resident) use proxy for technological advancement.
Furthermore, o (where o, 1,2,3,...,7) are the parameters to be estimated , i are the
countries (1,2,3,....N) and t are the time (1,2,3,...,T) and eit refer to the error term in
above equation 1. The units of each variable and source of data are mentioned in Table
3.3.1. Similarly, all variables were measured by a natural logarithm to attain reliable

results; therefore above equation above 3 will be,

LNGDPPCGRj; = ao + a1 LNINT_GDPPCj; + a2 LNFDIj+ asLNREMj asLNODA.«
asLNGCFit+ agLNTit + a7LNFDj; + agLNSS;; + agLNLFT;; + a10LNTP;; + e (Equation
4)

In above equation 2, In refer to the natural logaithum as this logarithm form helped
interpret the coefficients, as all coefficients could be expressed as elasticities, which
provided a clear interpretation of the results. However, the primary goal of my research
work is to analyze the nexus between external finance, economic prosperity and
governance indicators. Therefore, below model will be estimated which incorporate the
impact of political governance along with economic sustainability and international
financeon infant mortality rate. By incorporating political governance index in equation

4, given below model will estimated.

LNGDPPCGR;; = ao + a1 LNINT_GDPPC;; + a2 LNFDlIj+ asLNREMijw asLNODA+
osLNGCFii+ 06LNTit + a7LNFDjt + agLLNSS;t + agLNLFTi; + a1gLNTPit + a11PSI-PG
012VAI-PG + ej;  (equation 5)

In above equation 3, PSI-PG and VAI-PG refer to the political stability index and voice
& accountability index with dimension of political governance. Both variables are in the

form of index valued between -2.5 to 2.5. -2.5 refer to weak and 2.5 refer to the strong

28 It is used for investigating the convergence for middle-income countries and its sub income group.
Initial GDP per capita is used by Borensztein et al, (1998).
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political governance dimension. Furthermore, as both governance variables are in the

index form therefore were measured by a natural logarithm.

However, by incorporating economic and institutional governance in equation 4, the

estimated equations will be written as,

LNGDPPCGR;; = ao + a1 LNINT_GDPPC;; + a2 LNFDlIjw+ asLNREMijw asLNODA+
osLNGCFii+ o6LNTit + a7LNFDjt + agLNSSjt + agLNLFTit + a1gLNTPit + a11GEI-EG+
012RQI-EG + ej; (equation 6)

And,

LNGDPPCGR;; = ao + a1 LNINT_GDPPC;; + a2 LNFDlIjw+ asLNREMijw asLNODA+
0sLNGCFii+ agLNTit + a7LNFDjt + agLNSS;t + agLNLFTit + a10LNTPjit + a11COC-1G+
012ROL-IG + e (equation 7)

In above equation 6, GEI-EG and RQI-EG are government effectiveness index and
regulatory quality index refer to economic governance; whereas in equation 7, COC-IG
and ROL-IG are control of corruption index and rule of low index refer to institutional
governance. All index variables are valued between -2.5 to +2.5. Negative sign refer to
weak governance whereas; positive sign refer to strong governance. Furthermore, to
investigate the impact of all used governance indictor along with economic growth and
international financeon poverty the below model will be estimated,

LNGDPPCGR;=a,+a1LNINT_GDPPCji+a;LNFDIii+a3LNREM;i+asLNODA;+osLNG
CFii+osLNTi+a7LNFDji+oagLNSS;i+ogLNLFTi+0a10LNTPjt+a11 PSI-PGjt+a12VAI
PGii+a13GEI-EG;; + a14RQI-EGji+ 015COC-1Gii+a16ROL-1Gj; + €j;

(equation 8)

344 ESTIMATION TECHNIQUE

My study focuses on the linkages among economic growth, external finance,
trade, financial development, governance and poverty in a panel of 56 middle-income
countries and 21 high-income countries®®. Undoubtedly, economic growth has a
significant role in poverty alleviation. So, my study links economic growth with other

factors to encourage the sustainable role for achieving the social sustainability.

2% For estimating Social Sustainable for Education N=55.
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The study uses static and dynamic models to achieve the research objectives
systematically. These estimation approaches are suitable and used by similar studies
(Fosu, 2017; Marrero & Serv'en, 2018; Adeleye et al , 2020) in addition to using a short
panel data of 56 countries (N) across 19 years (T), hence N > T. Similarly, the adoption
of these techniques serves as robustness for one another in order to observe the
consistency of the relation among the variables of interest. This research uses static
(Eixed Effect Driscoll-Karay estimation) as main estimation and dynamic model
(system-GMM) as robust estimation models to systematically achieve the research

objective and test the hypothesis.

FIXED-EFFECT DRISCOLL-KARAY (MAIN ESTIMATION)

By considering the possibility of heterogeneity, | estimate the results by applying the
fixed effect model. It incorporates the sampled country’s specific policies and practices
of the transport model and shows the effects in the intercept coefficient. “ay;”. The
intercept of one country differs from the other country but is time-invariant. The
following equation (A) captures the countries’ specific effects by takings the different
economic, geological and social characteristics. The Driscoll and Kraay (1998) robust-
standard-errors-type approach, which accounts for heteroskedasticity, autocorrelation,
and cross-sectional dependence, is used in this study®®'. The empirical strategy on
which Driscoll and Kraay (1998) estimation is based that , it take averages of the
product between independent variables and the residuals, and then to use these values in
a weighted HAC estimator to produce standard errors that are now have the added
feature of being robust against cross-sectional dependence®®?. It has been also arugued
that, advantage of fixed effects with Driscoll and Kraay standard errors is that the
problems of heteroscedasticity, autocorrelation, and cross-sectional dependence are all

corrected®®. Similar estimation methodology also used by other researchers®®* .

1D, Hoechle. "Robust standard errors for panel regressions with cross-sectional dependence.” The stata
journal 7.3,2007.p.281-312.

2%2A.A. Shah,[et al.], "Nexus of renewable energy consumption, economic growth, population growth,
FDI, and environmental degradation in south asian countries: New evidence from Driscoll-Kraay standard
error approach.” iRASD Journal of Economics 3.2,2021.p.200-211.

2%3g. Ramoutar,. "The Investment Cost of Currency Crises in Emerging Markets: An Empirical Treatment
from 1994-2015.",2017.

%3 Arogundade, B.Mduduzi, and A.Samuel Hassan. “Spatial impact of foreign direct investment on
ecological footprint in Africa."” Environmental Science and Pollution Research 29.34,2022.p.51589-
51608.

2%5). Joshi, N.N. Dalei, and P.Mehta. "Estimation of gross refining margin of Indian petroleum refineries
using Driscoll-Kraay standard error estimator." Energy Policy 150,2021.p.112148.
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Y= ayj + BuXuje + BoXoje + BaXnje + Bi Xizy Lii + (A)

In above equation, Y is the endogenous variable; whereas X refers to exogenous
variables. Therefore the estimated equation 8, as per fixed effect driscoll-karay is

mention below,

LNGDPPCGR;=a,+ta1LNINT_GDPPCiji+a;LNFDIii+a3LNREM;i+asLNODA;+asLNG
CFiitosLNTi+a7LNFDji+agLNSS;i+ogLNLFTi+a10LNTPj;+a1: PSI-PGjt+a1,VAI
PGii+a13GEI-EGj; + a14RQI-EGjt+ a15COC-1Gji+a16ROL-IGj; + Ui

(equation 9)

SYSTEM —-GMM (ROBUST ESTIMATION)

The panel data usually violates the autocorrelation and homoscedastic OLS
assumptions. So, there are the chances of serial correlation and heteroskedasticity
problems that may unbiased the estimates. The disturbance term correlates to any
variable in the model cause the serial correlation problem®®. The variations in the
variance of error terms across the observation cause the issue of heteroskedasticity®®’.
Auto-correlation and heteroskedasticity problems can be resolved by applying the

GMM models proposed by Arellano-Bond (1991)%,

Usually, heteroskedasticity, autocorrelation, and heterogeneity are the potential
problems in the dynamic panel data sets. These problems are solved by applying the
panel GMM®*®. GMM is suitable for the panel data with more significant cross-section
identifiers than periods. The following equation 3 captures the dynamic effects of the

model to test the hypotheses.

Yie = ag+ (1= B1)Yje—1 + BoXyje + BsXoje + BaXnje + BiXizq Lis + ve + &
(B)
Where v; = u; — (1- B1) U

%R Hujer,C.Zeiss, and P.Jorge Mauricio Rodrigues. Serial correlation in dynamic panel data models
with weakly exogenous regressor and fixed effects. Universitatsbibliothek Johann Christian Senckenberg,
2005.

297). Simpson,and S.Abraham. "Financial convergence or decoupling in electricity and energy markets? A
dynamic study of OECD, Latin America and Asian countries.” International Journal of Economics and
Finance 4.12,2012.p.1-14.

2%E Moral-Benito, P.Allison, and R.Williams. "Dynamic panel data modelling using maximum
likelihood: an alternative to Arellano-Bond." Applied Economics 51.20,2019.p.2221-2232.

295 Hussain, Tanveer Ahmad, and Shoaib Hassan. "Corporate Governance and Firm performance using
GMM." International Journal of Information, Business and Management 11.2,2019.p.300-316.
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As in the above equation B, we have the lag of Y as a regressor. In such cases, the OLS
strictly exogenous variables assumption is violated*®. So, heteroskedasticity,
autocorrelation, and heterogeneity problems arise. GMM performs better in the
presence of heteroskedasticity, autocorrelation, and heterogeneity problems and gives
more robust estimates®™. Therefore the estimated equation 8, as per system-GMM is

mention below,

LNGDPPCGRji=a,+(1-

P)ILNGDPPCGRii+01LNINT_GDPPCiy +a2LNFDIi+asLNREM;+
04LNODA;+asLNGCF;+agLNT;+a7LNFDj;+agLNSS;;+agLNLF Ti:+a10LNTPji+a11PSI-
PGitta2VAlI PGit+a13GEI-EGi; + a14RQI-EGjt+ a15COC-1Gji+a16ROL-1Gjt +Vvi + €
(Equation 10)

3.45 EMPIRICAL ESTIMATION

Give below sections present the empirical estimation for investigating the
factors effecting sustainable economic growth in middle-income countries, their sub-
income group and high-income countries. Below table represent static and dynamic

model of estimation for each panel as discussed previously.

0R. Blundell, and S.Bond. “Initial conditions and moment restrictions in dynamic panel data
models." Journal of econometrics 87.1,1998.p.115-143.

%M. Benli, and A. C. A. R. Yasin. "Foreign Direct Investment and Pollution in Middle Income and
OECD Member Countries." Balkan Sosyal Bilimler Dergisi 11.21,2022.p.54-62.
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TABLE 7. IMPACT OF INTERNATIONAL FINANCE, INTERNATIONAL TRADE
AND FINANCIAL DEVELOPMENT ON ECONOMIC GROWTH (MIC-FS, STATIC
MODEL ESTIMATION)

FULL SAMPLE
VARIABLE FIXED EFFECT-DRISCOLL-KRAAY
1 2 3 4 5
-0.239 -0.229 -0.273 -0.271 -0.247
LNGDP_INT | g g71yexx | 0.070)%** | (0.080)*** | (0.070)*** | (0.068)***
LNFDI 0.072 0.070 0.065 0.080 0.075
(0.025)** (0.027)** (0.033)* (0.022)*** | (0.030)**
L NREM 0.004 0.011 0.006 0.009 0.013
(0.024) (0.026) (0.026) (0.024) (0.026)
LNODA 0.055 0.059 0.058 0.059 0.064
(0.021)** (0.021)** (0.019)*** | (0.023)** (0.021)***
LNGCE 0.442 0.441 0.451 0.434 0.432
(0.038)*** | (0.040)*** | (0.058)*** | (0.039)*** | (0.054)***
LNT 0.203 0.185 0.193 0.207 0.183
(0.063)*** | (0.060)*** | (0.058)** (0.066)*** | (0.065)**
LNFD -0.180 -0.191 -0.212 -0.219 -0.220
(0.032)*** | (0.037)*** | (0.035)*** | (0.037)*** | (0.036)***
LNSS 0.045 0.020 0.024 0.001 0.003
(0.052) (0.069) (0.067) (0.067) (0.072)
UNLFT 0.040 0.052 0.068 0.049 0.063
(0.017)** (0.018)** (0.018)*** | (0.016)*** | (0.024)**
LNTP 0.058 0.060 0.068 0.074 0.072
(0.0244)** | (0.018)*** | (0.018)*** | (0.018)*** | (0.017)***
0.049 0.023
PSI-PG i (0.034) i i (0.043)
-0.005 -0.086
VAI-PG i (0.043) i i (0.044)*
0.100 -0.091
GEI-EG i i (0.124) i (0.147)
0.025 0.088
RQI-EG i i (0.149) i (0.170)
0.220 0.279
COC-1G ] ) ] (0.080)** (0.099)**
-0.058 -0.055
ROL-IG i i i (0.097) (0.100)
Constant 0.581 0.497 1.258 1.029 0.753
(0.876) (0.899) (0.969) (0.982) (0.948)
R.Sq 0.434 0.445 0.458 0.447 0.469
Observations 1029
Groups 56

Note: ***p<0.01 ,**p<0.05,*p<0.10. Driscoll-Kraay Standard error are indicated in parenthesis
and are robust to disturbances being heteroscedastic , auto correlated and cross-sectionally
dependent.

Table 7, reports the impact of external finance, trade, financial development, and other
exogenous variables under the shadow of governance indicators on economic growth,
empirically investigated by fixed-effect Driscoll-Kraay estimation. The estimated

results explore whether external finance, trade, financial development, and governance
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enhance economic growth or dim its impact. Column (1) shows that among nine
exogenous variables, besides LNFD, all other variables such as LNFDI, LNODA,
LNGCF, LNT, LNLFT, and LNTP positively impact economic growth in a full sample
of middle-income countries. Among the external financial inflows, LNFDI and LNODA
indicate a positive association with LNGDPPCR. Thus a 1 unit increase in LNFDI and
LNODA increases economic growth by 0.072% and 0.055% at a 5% significance level.
Furthermore, the estimated results also reveal that a 1 unit increase in LNGCF and LNT
increases economic growth by 0.442% and 0.203% at a 1% significance level.
Likewise, the labor force and technological advancement also increase economic
growth; thus, a 1 unit increase in LNFT and LNTP increases economic growth by
0.040% and 0.058% at a 5% significance level. On the other hand, a 1 unit increase in
LNFD decreases economic growth by 0.180% at a 1% significance level. Similarly, in
Column (2), the estimated results indicate the statistical significance and consistent
signs of LNFDI, LNODA, LNGCF, LNT, LNFD, LNLFT, and LNTP; however, the
magnitude of coefficients is slightly different. Similarly, the PSI-PG and VAI-PG
appear to be insignificant in the growth process for middle-income countries. By
incorporating economic governance in estimation, as mentioned in Column (3), the
results also indicate consistent signs of variables as mentioned in Columns (1) and (2);
however, the GEI-EG and RQI-EG do not enhance economic growth. Furthermore, by
incorporating the institutional governance indicator in Column (4), a 1 unit increase in
the COC-IG index increases economic growth by 0.220% at a 5% significance level.
Similarly, Column (5) presents the impact of nine exogenous variables and governance
index on economic growth for middle-income countries. The estimated results reveal
that LNFDI, LNODA, LNGCF, LNT, LNLFT, and LNTP positively increase economic
growth once the corruption control index is strong (COC-IG). However, LNFD does not
contribute to economic growth. According to the results, a 1 unit increase in LNFD in a
full sample of middle-income countries causes 0.220% to reduce LNGDPPCR.
Similarly, a 1 unit increase in LNFDI and LNODA increases economic growth by
0.075% and 0.064% at 5% and 1% significance levels. FDI inflow usually increases
foreign trade. The estimated results indicate that a 1 unit increase in LNGCF and LNT
increases economic growth by 0.432% and 0.183% at a 1% and 5% significance level.
On the other hand, a 1 unit increase in LNFT and LNTP increases economic growth by
0.063% and 0.072% at 5% and 1% significance levels. Likewise, the estimated results

also reveal that a 1 unit increase in COC-IG positively impacts economic growth by
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0.279% at a 5% significance level. However, a 1 unit increase in VAI-PG deteriorates
economic growth by 0.086% at a 10% significance level. Lastly, the estimated results
reveal that the initial GDPPC indicate a negative association and is statistically
significant with economic growth across all the specification indicated in columns (1) to
(5). According to the results, a 1 unit increase in initial GDP per capita leads to an
average 0.251% lower growth today. The results show the presence of catch-effect and

law of diminishing return for the middle-income countries.
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TABLE 8. IMPACT OF INTERNATIONAL FINANCE, INTERNATIONAL TRADE
AND FINANCIAL DEVELOPMENT ON ECONOMIC GROWTH (MIC-FS, DYNAMIC
MODEL ESTIMATION)

FULL SAMPLE
SYSTEM - GMM
VARIABLE 1 2 3 4 5
0.288 0.289 0.285 0.288 0.284
Lag.LNGDPPC_R | () ngmywss | (0.068)%** | (0.067)%** | (0.063)** | (0.068)***
-0.447 -0.493 -0.486 -0.410 -0.575
LNGDP_INT 0028 | (0.309)* | (0.029)* | (0.275)* | (0.040)**
| NEDI 0.040 0.041 0.054 0.044 0.055
(0.039)** (0.039)** | (0.041)* (0.038)** | (0.040)**
LNREM 0.041 0.058 0.048 0.035 0.059
(0.036)* (0.038) (0.037)* (0.038)* (0.041)*
LNODA 0.150 0.157 0.145 0.151 0.170
(0.058)** (0.066)** | (0.056)** | (0.058)*** | (0.065)***
L NGCF 0.603 0.556 0.547 0.592 0.522
(0.250)** (0.027)** | (0.255)** | (0.245)** | (0.251)**
LNT 0.086 0.029 0.085 0.090 0.009
(0.142) (0.152) (0.144) (0.139) (0.152)
LNED -0.120 -0.135 -0.106 -0.118 -0.115
(0.070) (0.076)* (0.707) (0.081) (0.083)
LNSS -0.204 -0.181 -0.196 -0.195 -0.208
(0.140) (0.137) (0.144) (0.145) (0.140)
UNLFT 0.172 0.195 0.181 0.176 0.234
(0.068)** (0.085)** | (0.067)** | (0.071)** | (0.093)**
LNTP 0.011 0.019 0.023 0.012 0.017
(0.039)* (0.040)** | (0.042)* (0.032)* (0.042)*
0.085 0.092
PSI-PG i (0.069) i i (0.067)
-0.103 -0.128
VAI-PG i (0.087) i i (0.106)
0.060 0.162
GEI-EG i i (0.166)** i (0.234)
-0.165 -0.115
RQI-EG i i (0.156) i (0.186)
0.132 0.268
COC-IG i i i (0.130)* (0.159)*
-0.105 0.017
ROL-IG j i j (0.125) (0.187)
c 6.574 6.955 6.936 6.374 8.015
onstant
(3.122)** (3.530)** | (3.217)** | (3.114)** | (3.673)**
AR(2) 0.677 0.670 0.671 0.672 0.713
Hansen 0.125 0.139 0.109 0.131 0.170
Group 56 56 56 56 56
Observation 1012 1012 1012 1012 1012
Instruments 31 33 33 33 37

Note: ***p<0.01 ,**p<0.05,*p<0.10.

Table 8 reports dynamic system-GMM results of the impact of external finance, trade

and financial development, and other exogenous variables under the shadow of
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governance indicators on economic growth. System-GMM estimation is used as a
robust model compared to fixed-effect Driscoll-Kraay estimation. The results indicate
that the lagged dependent variable coefficient lag.LNGDPPC R is significant and
positive for all estimated equations, as indicated in columns (1) to (5). The lag value has
a positive impact on the economic growth, which means that LNGDPPC_R has had a
positive and significant impact on the current value of economic growth in the past few
years. Column (1) shows that among nine exogenous variables, LNFDI, LNREM,
LNGCF, LNLFT, and LNTP appear to positively impact economic growth in a full
sample of middle-income countries. Among the external financial inflows, according to
the results, a 1 unit increase in LNLFDI, LNODA, and LNREM increases economic
growth by 0.040%, 0.150%, and 0.051% at 5% and 10% significance levels.
Furthermore, domestic investment as gross fixed capital formation also enhances
economic growth. 1 unit increase in LNGCF increases LNGDPPC_R by 0.603% at a
5% significance level. Similarly, a 1 unit increase in LNLFT and LNTP also positively
impacts economic growth by 0.172% and 0.011% at 5% and 10% significance levels.
Similarly, in Column (2), by incorporating political governance indexes, the estimated
results indicate consistent signs of LNFDI, LNODA, LNGCF, LNLFT, and LNTP;
however, the magnitude of coefficients is slightly different. However, LNREM, PSI-
PG, and VAI-PG appear to be insignificant. The estimated results indicate that a 1 unit
increase in LNFD reduces economic growth by 0.135% at a 10% significance level.
Incorporating the economic governance index in estimation, as mentioned in Column
(3), the results indicate consistent signs of LNFDI, LNODA, LNGCF, LNLFT, and
LNTP, except for political governance indexes. However, the GEI-EG index indicates a
positive association with economic growth; thus, a 1 unit increase in the GEI-EG index
increases economic growth by 0.060% at a 5% significance level. Furthermore, a 1 unit
increase in LNREM positively impacts economic growth by 0.048% at a 10
significance level. Furthermore, the nexus between institutional indicators and nine
other exogenous are mentioned in Column (4). According to outcomes, COC-IG
positively impacts economic growth. 1 unit increase in COC-IG increases economic
growth by 0.132% at a 10% significance level. Furthermore, LNFDI, LNODA, LNGCF,
LNLFT, and LNTP positively correlate with economic growth. Finally; Column (5)
presents the impact of nine exogenous variables and governance index on economic
growth. The estimated results reveal that LNFDI, LNREM, LNODA, LNGCF, LNLFT,

and LNTP positively impact economic growth. Among the external financial inflows,

83



according to the results, a 1 unit increase in LNLODA, LNFDI, and LNREM increases
economic growth by 0.170%, 0.055%, and 0.059% at 1%, 5%, and 10% significance
levels. Furthermore, domestic investment as gross fixed capital formation also enhances
economic growth. 1 unit increase in LNGCEF increases economic growth by 0.522% at a
5% significance level. Similarly, a 1 unit increase in LNLFT and LNTP also positively
impacts economic growth by 0.234% and 0.017% at 5% and 10% significance levels.
Similarly, a 1 unit increase in the COC-IG index increases economic growth by 0.268%
at a 10% significance level. In system-GMM, post estimation diagnosis shows that AR
(2) and Hansen test, the probability values are insignificant, which implies that there are
no correlations, and similarly; instruments are reliable, consistent, and suitable for
drawing inferences. Compared to the results of fixed effect Driscoll-Kraay Estimation
(main analysis), which are mentioned in table 7, with the estimated results system-
GMM (robustness analysis) in table 8, the interpretation of the results will emphasize
the consistency of the sign of the coefficient and their statistical significance if any.
Therefore, the results indicate that LNFDI, LNODA, LNGCF, LNLFT, LNTP, and
COC-IG positively impact economic growth in middle-income countries. The

coefficients are positive and have statistical significance across all the entire models.
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TABLE 9. IMPACT OF INTERNATIONAL FINANCE, INTERNATIONAL TRADE
AND FINANCIAL DEVELOPMENT ON ECONOMIC GROWTH (UPMIC, STATIC
MODEL ESTIMATION)

UPPER-MIDDLE INCOME COUNTRIES

VARIABLE FIXED EFFECT-DRISCOLL-KRAAY
1 2 3 4 5
-0.166 -0.245 -0.153 -0.191 -0.148
LNGDP_INT | 199« (0.125)* (0.115)* (0.119)* (0.125)*
LNFDI 0.147 0.139 0.090 0.153 0.108
(0.056)** (0.058)** (0.080)* (0.060)** (0.076)*
L NREM -0.019 -0.027 -0.034 -0.003 -0.035
(0.040) (0.039) (0.033) (0.043) (0.035)
0.056 0.047 0.067 0.053 0.052
LNODA (0.050) (0.065) (0.050) (0.054) (0.060)
LNGCE 0.108 0.206 0.284 0.165 0.292
(0.144)* (0.167)** (0.180)** (0.149)** (0.184)**
LNT 0.465 0.593 0.506 0.461 0.602
(0.152)*** | (0.208)** (0.184)** (0.159)*** | (0.191)***
LNFD -0.294 -0.354 -0.369 -0.363 -0.360
(0.063)*** | (0.088)*** | (0.100)*** | (0.086)*** | (0.089)***
LNSS -0.226 -0.307 -0.329 -0.369 -0.383
(0.122)* (0.142)** (0.176)* (0.148)** (0.125)***
UNLFT -0.021 -0.018 -0.044 -0.015 -0.049
(0.0563 (0.078) (0.075) (0.055) (0.100)
LNTP 0.099 0.112 0.130 0.119 0.135
(0.014)*** | (0.015)*** | (0.023)*** | (0.014)*** | (0.020)***
-0.033 -0.041
PSI-PG (0.078 i i (0.086)
0.201 0.029
VAI-PG (0.130) i i (0.106)
-0.194 -0.323
GEI-EG i (0.254) i (0.278)
0.409 0.466
RQI-EG i (0.300) i (0.318)
0.344 0.404
COC-IG i i (0.143)** (0.201)*
] ] -0.132 -0.334
ROL-IG (0.184) (0.187)*
Constant 2.069 2.400 2.162 2.842 1.900
(1.788) (2.155) (2.246) (2.136) (2.532)
R.Sq 0.338 0.358 0.360 0.354
Observations 973
Groups 56

Note: ***p<0.01 ,**p<0.05,*p<0.10. Driscoll-Kraay Standard error are indicated in parenthesis
and are robust to disturbances being heteroscedastic , auto correlated and cross-sectionally
dependent.

Table 9 reports the impact of external finance, trade, financial development, and other
exogenous variables under the shadow of governance indicators on economic growth,
empirically investigated by fixed-effect Driscoll-Kraay estimation for upper-middle-

income countries, thus middle-income-trapped countries. The estimated results explore
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whether external finance, trade, financial development, and governance enhance
economic growth and enable upper-middle-income countries to escape the middle-
income trap. Column (1) shows that among nine exogenous variables, besides LNFD
and LNSS, all other variables, including LNFDI, LNGCF, LNT, LNLFT, and LNTP,
positively impact economic growth in upper-middle-income countries. Among the
external financial inflows, only LNFDI indicates a positive association with
LNGDPPCR. Thus a 1 unit increase in LNFDI increases economic growth by 0.147% at
a 5% significance level. Furthermore, the estimated results also reveal that a 1 unit
increase in LNGCF and LNT increases economic growth by 0.108% and 0.465% at a
10% and 1% significance level. Likewise, technological advancement also increases
economic growth; thus, a 1 unit increase in LNTP increases economic growth by
0.099% at a 1% significance level. On the other hand, a 1 unit increase in LNFD and
LNSS decreases economic growth by 0.294% and 0.226% at a 1% and 10%
significance level. Similarly, in Column (2), the estimated results indicate the statistical
significance and consistent signs of LNFDI, LNGCF, LNT, LNFD, LNSS, and LNTP;
the magnitude of coefficients and statistical significance is slightly different. Similarly,
the PSI-PG and VAI-PG appear to be insignificant in the growth process for upper-
middle-income countries. By incorporating economic governance in estimation, as
mentioned in Column (3), the results also indicate consistent signs of variables as
mentioned in Columns (1) and (2); however, the GEI-EG and RQI-EG do not enhance
economic growth. Furthermore, by incorporating the institutional governance indicator
in Column (4), a 1 unit increase in the COC-IG index increases economic growth by
0.334% at a 5% significance level. Similarly, Column (5) presents the impact of nine
exogenous variables and governance index on economic growth for middle-income
countries. The estimated results reveal that LNFDI, LNGCF, LNT, LNFD, LNSS, and
LNTP positively increase economic growth once the strong corruption control index
(COC-IG). However, LNFD and LNSS do not contribute to economic growth.
According to the results, a 1 unit increase in LNFD and LNSS in upper-middle-income
countries reduces LNGDPPCR by 0.360% and 0.383% at a 1% significance level.
Similarly, a 1 unit increase in LNFDI increases economic growth by 0.108% at 10%
significance levels. FDI inflow usually increases foreign trade and also positively
impacts domestic savings. The estimated results indicate that a 1 unit increase in
LNGCF and LNT increases economic growth by 0.292% and 0.602% at a 5% and 1%

significance level. On the other hand, a 1 unit increase in LNTP increases economic
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growth by 0.135% at 1% significance levels. Likewise, a 1 unit increase in the COC-IG
index increases economic growth by 0.404%. On the other hand, a 1 unit increase in
ROL-IG decreases economic growth by 0.334% at a 10% significance level. Lastly, in a
likewise full sample of middle-income countries, the estimated results reveal that the
initial GDPPC indicate a negative association and is statistically significant with
economic growth across all the specification indicated in columns (1) to (5). According
to the results, a 1 unit increase in initial GDP per capita leads to an average 0.108%
lower growth today. The results show the presence of catch-effect and law of

diminishing return for the middle-income countries.
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TABLE 10. IMPACT OF INTERNATIONAL FINANCE, INTERNATIONAL TRADE
AND FINANCIAL DEVELOPMENT ON ECONOMIC GROWTH (UPMIC, DYNAMIC
MODEL ESTIMATION)

UPPER-MIDDLE-INCOME COUNTRIES

SYSTEM - GMM
VARIABLE 1 2 3 4 5
0.261 0.249 0.306 0.310 0.336
Lag.LNGDPPC_R | ¢ agqyex | (0.353)%* | (0.410)** | (0.403)** | (0.356)**
-2.434 -1.675 -3.043 -2.507 -2.653
LNGDP_INT (1183)%* | (1.049)y** | (L529)** | (1.583)** | (1.587)*
| NEDI 0.152 0.167 0.080 0.177 0.091
(0.147)* (0.144)* (0.158)* (0.159)* (0.138)**
0.170 0.140 0.123 0.169 0.134
LNREM (0.251) (0.205) (0.290) (0.250) (0.249)
0.215 0.136 0.260 0.207 0.193
LNODA (0.196) (0.148) (0.213) (0.198) (0.210)
LNGCF 0.612 0.529 0.891 0.585 0.906
(0.499)* (0.440)* (0.533)* (0.550)* (0.443)**
LNT 0.101 0.219 0.173 0.288 0.260
(0.537)* (0.507)* (0.509)* (0.527)* (0.579)*
LNED -0.637 -0.568 -0.654 -0.577 -0.545
(0.506)** (0.390)** | (0.619)** | (0.524)** | (0.541)**
LNSS -0.473 -0.329 -0.539 -0.458 -0.343
(1.010) (0.662) (0.900) (0.870) (0.529)
UNLFT -0.157 -0.154 -0.185 -0.151 -0.207
(0.425) (0.395) (0.456) (0.450) (0.520)
LNTP 0.135 0.155 0.150 0.167 0.180
(0.130)** (0.096)* (0.188)** | (0.165)** | (0.155)**
-0.029 0.013
PSI-PG i (0.335) i i (0.398)
0.025 -0.422
VAI-PG i (0.410) i i (0.502)
-0.898 -0.940
GEI-EG i (0.890) i (0.715)
0.813 1.158
RQI-EG i (0.837) i (0.804)
0.551 0.924
COC-IG i i (0.628)** (0.550)*
-0.675 -0.973
ROL-IG i j (0.853) (1.126)
Constant 2.326 2.468 2.830 2.923 2.157
(0.323)* (0.726)* (0.487)* (0.780)* (0.518)*
AR(2) 0.200 0.164 0.182 0.190 0.134
Hansen 0.240 0.300 0.210 0.270 0.190
Group 26 26 26 26 26
Observation 404 404 404 404 404
Instruments 19 21 21 21 25

Note: ***p<0.01 ,**p<0.05,*p<0.10.

Table 10 reports dynamic system-GMM results of the impact of external finance, trade

and financial development, and other exogenous variables under the shadow of
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governance indicators on economic growth. System-GMM estimation is used as a
robust model compared to fixed-effect Driscoll-Kraay estimation. The results indicate
that the lagged dependent variable coefficient lag.LNGDPPC R is significant and
positive for all estimated equations, as indicated in columns (1) to (5). The lag value has
a positive impact on the economic growth, which means that LNGDPPC_R has had a
positive and significant impact on the current value of economic growth in the past few
years. Column (1) shows that among nine exogenous variables, LNFDI, LNGCF, LNT,
and LNTP appear to impact economic growth in upper-middle-income countries
positively. However, LNFD negatively correlated with economic growth. Thus 1 unit
increase in LNFD decreases economic growth by 0.637% at a 5% significance level.
According to the results of the external financial inflows, a 1 unit increase in LNLFDI
increases economic growth by 0.152% at a 10% significance level. Furthermore,
domestic investment as gross fixed capital formation also enhances economic growth. 1
unit increase in LNGCF increases economic growth by 0.612% at a 10% significance
level. Similarly, a 1 unit increase in LNLT and LNTP also positively impacts economic
growth by 0.101% and 0.135% at 10% and 5% significance levels. Similarly, in Column
(2), by incorporating political governance indexes, the estimated results indicate
consistent signs of LNFDI, LNGCF, LNT, LNFD, and LNTP; however, the magnitude
of coefficients is slightly different. However, PSI-PG and VAI-PG appear to be
insignificant. By incorporating the economic governance index in estimation, as
mentioned in Column (3), the results indicate consistent signs of LNFDI, LNGCF,
LNLT, LNFD, and LNTP except for political governance indexes. However, the GEI-
EG and RQI-EG appeared to be insignificant. The nexus between institutional
indicators and other nine exogenous are mentioned in Column (4). According to
outcomes, COC-IG positively impacts economic growth. 1 unit increase in COC-IG
increases economic growth by 0.551% at a 5% significance level. Furthermore, LNFDI,
LNGCF, LNT, and LNTP indicate a positive association with economic growth,
whereas LNFD is negatively correlated with economic growth. Finally, Column (5)
presents the impact of nine exogenous variables and governance index on economic
growth. The estimated results reveal that LNFDI, LNGCF, LNT, LNTP, and COC-IG
positively impact economic growth. According to the results of the external financial
inflows, a 1 unit increase in LNFDI increases economic growth by 0.091% at a 5%
significance level. Furthermore, domestic investment in gross fixed capital formation

also enhances economic growth. 1 unit increase in LNGCF increases economic growth

89



by 0.906% at a 5% significance level. Similarly, a 1 unit increase in LNT and LNTP
also positively impacts economic growth by 0.260% and 0.180% at a 5% significance
level. Likewise, a 1 unit increase in the COC-IG index increases economic growth by
0.924% at a 10% significance level. However, a 1 unit increase in LNFD decreases
economic growth by 0.545% at a 5% significance level. In system-GMM, post
estimation diagnosis shows that AR (2) and Hansen test, the probability values are
insignificant, which implies that there are no correlations, and similarly; instruments are
reliable, consistent, and suitable for drawing inferences. Compared to the results of
fixed effect Driscoll-Kraay Estimation (main analysis), which are mentioned in table 9,
with the estimated results system-GMM (robustness analysis) in table 10, the
interpretation of the results will emphasize the consistency of the sign of the coefficient
and their statistical significance if any. Therefore, the results indicate that LNFDI,
LNGCF, LNTP, and COC-IG positively impact economic growth in upper-middle-
income-countries. The coefficients are positive and have statistical significance across
all the entire models. However, as per estimations, LNFD decreases economic growth in
upper-middle-income countries; the coefficients are negative and have statistical

significance across all the entire models.
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TABLE 11. IMPACT OF INTERNATIONAL FINANCE, INTERNATIONAL TRADE
AND FINANCIAL DEVELOPMENT ON ECONOMIC GROWTH (LMIC, STATIC
MODEL ESTIMATION)

LOWER-MIDDLE INCOME COUNTRIES

VARIABLE FIXED EFFECT-DRISCOLL-KRAAY
1 2 3 4 5
-0.327 -0.263 -0.342 -0.359 -0.318
LNGDP_INT | g 153yex | (0.158)%* | (0.162)** | (0.150)** | (0.185)*
LNFDI 0.052 0.049 0.064 0.062 0.068
(0.027)* (0.024)* (0.025)** (0.030)* (0.027)**
-0.003 -0.014 -0.007 -0.009 0.014
LNREM (0.030) (0.031) 0.037) (0.030) (0.041)
LNODA 0.068 0.065 0.069 0.072 0.071
(0.036)* (0.035)* (0.037)* (0.032)** (0.033)**
LNGCE 0.440 0.407 0.358 0.387 0.0336
(0.105)*** | (0.096)*** | (0.084)*** | (0.114)*** | (0.096)***
LNT 0.084 0.044 0.082 0.081 0.026
(0.065) (0.079) (0.075) (0.064) (0.098)
LNFD -0.124 -0.134 -0.140 -0.138 -0.160
(0.051)** (0.053)** (0.062)** (0.060)** (0.067)**
LNSS 0.196 0.193 0.167 0.194 0.219
(0.083)** (0.091)** (0.085)* (0.085)** (0.116)*
UNLFT 0.082 0.111 0.080 0.095 0.113
(0.027)*** | (0.033)*** | (0.031)** (0.019)*** | (0.036)***
LNTP 0.025 0.005 0.024 0.035 0.008
(0.028) (0.025) (0.023) (0.022) (0.024)
0.064 0.025
PSI-PG i (0.058) i i (0.061)
-0.125 -0.168
VAI-PG i (0.042)** i i (0.059)*
0.224 0.173
GEI-EG i i (0.098)** i (0.107)*
-0.174 -0.030
RQI-EG ] } (0.129) j (0.171)
0.207 0.2015
COC-IG i i i (0.107)* (0.119)*
] ] ] -0.098 -0.171
ROL-IG (0.104) (0.124)
Constant 0.505 0.101 0.108 0.820 0.640
(1.706) (1.638) (1.897) (1.620) (0.195)
R.Sq 0.364 0.373 0.372 0.370 0.386
Observations 523
Groups 30

Note: ***p<0.01 ,**p<0.05,*p<0.10. Driscoll-Kraay Standard error are indicated in parenthesis
and are robust to disturbances being heteroscedastic , auto correlated and cross-sectionally
dependent.

Table 11 reports the impact of external finance, trade, financial development, and other
exogenous variables under the shadow of governance indicators on economic growth,
empirically investigated by fixed-effect Driscoll-Kraay estimation for lower-middle-

income countries. The estimated results explore whether external finance, trade,
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financial development, and governance enhance economic growth or whether dim its
impact. Column (1) shows that among nine exogenous variables, besides LNFD, all
other variables, including LNFDI, LNODA, LNGCF, LNT, LNSS, and LNLFT,
positively impact economic growth in lower-middle-income countries. Among the
external financial inflows, LNFDI and LNODA indicate a positive association with
LNGDPPCR. Thus a 1 unit increase in LNFDI and LNODA increases economic growth
by 0.052% and 0.068% at a 10% significance level. Furthermore, the estimated results
also reveal that a 1 unit increase in LNGCF increases economic growth by 0.440% at a
1% significance level. On the other hand, a 1 unit increase in LNSS and LNLFT
increases economic growth by 0.196% and 0.082% at a 5% and 1% significance level.
However; a 1 unit increase in LNFD decreases LNGDPPCR by 0.134% at 5%
significance level. Similarly, in Column (2), the estimated results indicate the statistical
significance and consistent signs of LNFDI, LNODA, LNGCF, LNFD, LNSS, and
LNLFT; the magnitude of coefficients and statistical significance is slightly different.
Similarly, the VAI-PG appears to reduce the growth process for lower-middle-income
countries. As per results, a 1 unit 