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Abstract

This study aims to investigate the causality pattern between globalization and economic growth in three selected ASEAN
countries, namely Malaysia, Singapore and the Philippines based on the annual time series data for year 1970-2014. The data
analysis were carried out by using unit root test to test for stationarity, followed by cointegration test to determine the long run
relationship between variables and lastly Granger-causality test to analyze the causality pattern between selected variables. The
empirical result suggested that there is evidence of causality (Unidirectional and bi-directional) running from the overall index of
globalization towards the economic growth of Malaysia, Singapore and the Philippines. The findings are generally in line with the
previous empirical studies, with view that globalization is favorable in promoting economic growth.
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1. Introduction

Globalization is not a new occurrence and while the term is
famously known and used worldwide, the meaning and its
impact are far from clear. Globalization describes the changes
in societies and the world that are the results of increased trade
and cultural exchange. In this modern day, the world has
become more integrated than it has ever been before. Markets
that used to be strictly bordered by closed-economy practices
begin to combine together to become a sole global market. By
times, the practice of closed economy seems irrelevant. Even
though globalization has become a widely used term, equally
widespread is its related misconception. In the last two
decades, the concept of globalization received attention from
researchers because of its generally recognized importance as
an economic factor, but seemingly also due to the lack of a
generally accepted definition (Morrison and Soesastro, 1998).
Ouattara (1997) B4 also believes that globalization has
become a major topic of discussion and concern in economic
circles since the mid 1990s as it became increasingly clear that
the trend toward more integrated world markets has opened a
wide potential for greater growth, and presents an unparalleled
opportunity for developing countries to raise their living
standards. Dreher (2006) [ also supported this as he
suggested that globalization’s impact on economic efficiency
and growth outcomes conventionally had drawn most research
attention.

Globalization can be interpreted in many ways, but the certain
thing about this phenomenon is that it will always bring
changes that will affect everyone in many aspects. According
to Dreher (2006) [, the implication brought by globalization
on economic growth and development has drawn most
research attention. In this arising conflict, many come with
different interpretation regarding the implication of
globalization. Therefore, this paper studies the various impacts
of globalization according to the selected countries including
Malaysia, the Philippines and Singapore. Most studies on
globalization use single index to measure globalization and
fails to capture other dimensions of globalization (Rao et al.,

2011). In this study, synthetic globalization (KOF
Globalization Index, 2017) is used to represent a broader
dimension of globalization. The KOF globalization index
provides multiple indexes including in economic, social and
political aspect to measure globalization over the period of 45
years. This index is believed to capture more implication of
globalization from different aspects.

2. Literature Review

Concept and Definition of Globalization

Globalization often defined as a combination of four major
trends including the expansion of international trade, financial
flows, global communications (including transport) and
movement of people (immigration). These four major trends
of globalization, however, have worked differently among
different countries (Penalver, 2002). The concept of
globalization is further explored by Intriligator (2003) B4 in
which he stated that globalization is a powerful real aspect of
the new world system, and it represents one of the most
influential forces in determining the future course of the
planet.

Loots (2006) characterised globalisation as the fact that
distance and national borders no longer matter, the ease with
which business with a customer across the globe can take
place and that the nation state and geography are no longer
relevant for economic purposes. Many other studies supported
the discoveries of diverse social, political and economic
complications. They suggested that globalization is an
integration of national economies into the international
economy through trade, foreign direct investment, capital
flows, migration, and the spread of technology. (Afzal, 2010;
Lee & Hesmati, 2010; Malik et al., 2011; Ray, 2012) [0,

The Advantages and Disadvantages of Globalization

Marossi (2006) ! claimed a positive impact of globalization.
Certain changes in technological, social, Economical and,
more importantly, legal systems of individual countries can be
attributed to the increase in global economic integration.
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Through globalization, trade, investments and governance link
people together economically and socially which these links
are spurred by market liberalization and developments in
information and technology, communication and mainly
Electronic Commerce. This statement is supported by Stiglitz
(2003), Mapuva (2010) 4 and Villaverde and Maza (2011).
Among others, Rao et al. (2011) make use of Solow (1956) 7]
growth model to derive country-specific estimates for five
selected ASEAN countries. Their findings suggested that
countries with higher levels of globalization policies have
higher Steady State Growth Rate (SSGR). They classified
these countries into three groups, namely, countries where the
growth effects of globalization are highest and close, as in
Singapore and India, modest as in Malaysia and Thailand and
the lowest as in the Philippines. They concluded that an
increase in globalization seem to have different effects which
may be due to the differences in the structure of these
economies.

Although many economists believed that globalization does
promote some benefits towards the economic growth, some
other argued that globalization also harms the economy.
Norberg and Cheru (2006) BU claim that the belief of
dismantling trade barriers and reducing or removing
government interference was a panacea for poor countries was
simply wrong. Similarly, Robinson (2007) also pointed out
that the trade and financial openness are by themselves not
sufficient to promote economic growth but might as well
occasionally backfire in the absence of a wider range of
complementary institutional and government reforms. Giddens
(2000) 271 as well as Nye and Donahue (2000) B2 also
suggested that there is a possibility for the cost to exceed the
benefit through the concentration of capital flows in certain
countries, misallocation of resources, and loss of
macroeconomic stability (inflation pressure, real exchange rate
appreciation, and external imbalances) contagion and risk of
sharp reversal of capital flows. These findings are further
discussed and supported by Vadlamannati (2009) and Rincon
(2007).

3. Data and Methodology

The objective of this paper is to investigate the dynamics of
the causal relationship between globalization and economic
growth in three selected ASEAN countries, hamely Malaysia,
Singapore and the Philippines based on the annual time series

data for year 1970-2014. This study uses annual data on
variables - Economic Globalization Index (EGI), Social
Globalization Index (SGI), Political Globalization Index (PGI)
and Real GDP per capita are used to examine a variety of
methodology model and test. The model specification of this
study will be estimated empirically, which begins with the
Augmented Dickey-Fuller and Philip-Perron unit root test to
test the stationarity of the variables. In the second step, the
Johansen’s cointegration test has been performed to assess
whether a long-run equilibrium holds between the research
variables. The research furthered with error-correction models
and finally the Granger causality and Toda-Yamamoto
causality test has been applied in the vector error-correction
framework to find out the direction of causal relationship
between the cointegrated variables.

4. Empirical Results

Most macroeconomic data often appear to possess a stochastic
trend that can be removed by differencing. Guo (2008) 2
stated that, the presence of such trend influences the statistical
behaviour of alternative estimators, thus, it is important to
determine the order of integration. Ray (2012) also claimed
that when dealing with time series data, a number of
econometric issues can influence the estimation of parameters
that can reflect the problem of spurious regression. Variables
that are characterized as non-stationary in levels and become
stationary after first differencing once are integrated of order
1, or I (1). These properties can easily be identified by using a
unit root test. The ADF and Philips-Perron unit root test is
employed to investigate whether variables in the model are
integrated of the same order.

Unit Root Test Results

Based on the ADF and Philip-Perron test statistics, the results
suggest that most of the variables in Malaysia, Singapore and
Philippines are non-stationary in levels. Consequently, the
series contain unit root and do not support the rejection of the
null hypothesis at the level form. On the other hand, rejection
of the null hypothesis is possible in the first difference in
which all series for each country was found stationary. Thus,
all the variables are integrated of the order one, | (1). Given
these results, each variable satisfies the requirement to be
included in the long-run cointegration model. The results of
ADF and Philip-Perron unit root test are presented in Table 1.

Table 1: Augmented Dicker-Fuller (ADF) and Philip-Perron Unit Root Test Results

ADF | Philip-Perron
1. Malaysia

Level First Difference Level First Difference
LNGDP -2.646349 (0.2630) -5.293060 (0.0005)* -2.696882 (0.2429) -5.247856 (0.0005)*
LNEGI -3.851692 (0.0229)** -7.647138 (0.0000)* -3.890025 (0.0208)** -7.821939 (0.0000)*
LNSGI -1.758704 (0.7075) -6.177884 (0.0000)* -2.038166 (0.5647) -6.178485 (0.0000)*
LNPGI -2.006504 (0.5817) -7.133523 (0.0000)* -1.979912 (0.5958) -7.139831 (0.0000)*

2. The Philippines

Level First Difference Level First Difference
LNGDP -2.758587 (0.2199) -4.264627 (0.0082)* -2.758287 (0.2199) -4.264627 (0.0082)*
LNEGI -0.617191 (0.9729) -6.797156 (0.0000)* -0.779041 (0.9599) -6.777505 (0.0000)*
LNSGI -4.785518 (0.0020)* -5.982539 (0.0001)* -2.438482 (0.3558) -5.920788 (0.0001)*
LNPGI -1.717685 (0.7265) -6.463665 (0.0000)* -1.787647 (0.6937) -6.468435 (0.0000)*
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3. Singapore
Level First Difference Level First Difference
LNGDP -2.659596 (0.2577) -4.342491 (0.0067)* -2.274758 (0.4383) -4.267847 (0.0081)*
LNEGI -3.858675 (0.0227)** -5.324076 (0.0004)* -3.453152 (0.0574) -5.177334 (0.0007)*
LNSGI -1.948093 (0.6126) -7.023281 (0.0000)* -1.948093 (0.6126) -7.133583 (0.0000)*
LNPGI -1.249899 (0.8871) -4.283153 (0.0078)* -1.481939 (0.8209) -3.921086 (0.0195)**

Ho = series has unit root; Hi = series has no unit root
Notes: Values in the parenthesis are p-value.

Asterisk (*, **) denotes rejection at 1% and 5% significant level, respectively.

Long-run analysis: The johansen cointegration test results
In the previous test, it was found that the GDP per capita,
economic globalization, social globalization and political
globalization are in levels non-stationary 1(1) variables. The
results allow the possibility of a stationary long-run
relationship among these variable. Based on the results in
Table 2, both trace test and maximum eigenvalue test indicate
that there are three cointegrating equation at 5 per cent
significant level among GDP per capita, economic
globalization, social globalization and political globalization
in the sample of Malaysia. In the case of the Philippines, trace

test indicates the existence of two cointegrating equation
among the variables. However, this result is not supported by
maximum eigenvalue test where there is only one
cointegrating equation exists in the sample. For the sample of
Singapore, trace test detected the existence of four
cointegrating variables. Since the long-run cointegrating
relation is found among the variables of each country, this
ascertain the existence of long run equilibrium relationship
between GDP per capita, economic globalization, social
globalization and political globalization. The outcome of the
results prompted the setting up of an error-correction model.

Table 2: Johansen Cointegration Test Results

1. Malaysia
Ho Hi Trace 5%C.V. Max-Eigen 5% C.V.
r=0 r=1 80.30508** 47.85613 34.84651** 27.58434
r<1 r=2 45.45857** 29.79707 29.23938** 21.13162
) r=3 16.21919** 15.49471 14.75077** 14.26460
r<3 r=4 1.468423 3.841466 1.468423 3.841466
The Philippines
Ho Hi Trace 5% C.V. Max-Eigen 5% C.V.
r=0 r=1 65.83766** 47.85613 34.43406** 27.58434
r<1 r=2 31.40359** 29.79707 18.27972 21.13162
r<o r=3 13.12387 15.49471 9.941108 14.26460
r<3 r=4 3.182761 3.841466 3.182761 3.841466
3. Singapore
Ho Hi Trace 5% C.V. Max-Eigen 5% C.V.
r=0 r=1 68.85613** 47.85613 24.03691 27.58434
r<1 r=2 44.11885** 29.79707 20.25711 21.13162
r<o r=3 23.86175** 15.49471 18.59047** 14.26460
r<3 r=4 5.271277** 3.841466 5.271277** 3.841466

Note: Values in the parenthesis are p-value.

Asterisk (**) denotes rejection of hypothesis at 5% significant level.
Short-run analysis: Vector error correction model
(VECM)

The previous section demonstrates the presence of a
cointegrating relationship of the variables in all three
countries. Thus, this suggests that an error-correction model
exists and combines the long-run relationship with short-run
dynamics of the model. According to Guo (2008) B2, it is
meaningful to investigate whether the parameters of the error-
correction terms implied by cointegrating vectors for GDP in
the short run equations are negative and significant. This result
demonstrates that the long run equilibrium conditions holds
and that the economy responds to deviations from equilibrium

in a balancing manner. The lag length in the model has been
determined according to Akaike’s Information Criterion
(AIC). The lag length that minimizes the AIC is 1.

The result in Table 3 confirms that the GDP per capita of
Malaysia, the Philippines and Singapore has an automatic
adjustment mechanism and that the economy responds to
deviations from equilibrium in a balancing manner. The
relative value (-1.021904 for Malaysia, -0.036587 for the
Philippines and -0.216278 for Singapore) shows the speed of
adjustment of any disequilibrium towards long run equilibrium
state per year. In another word, Malaysia’s economy will
converge towards its long run equilibrium level by a fast pace
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(10.2%) after the shock or fluctuation of economic
globalization, social globalization and political globalization

while the Philippines’ and Singapore’s economy converge to
equilibrium by a slower pace (0.4% and 2.1%, respectively).

Table 3: Error Correction Model (Dependent Variable, D (LGDP)

1. Malaysia

VECM Coefficient Standard Error t- statistics
Cointegrating Eq. (EC(-1) -1.021904*** 0.21398 -4.77578
D(LNGDP(-1) 0.145672 0.15341 0.94956
D(LNEGI(-1) -0.006180 0.03786 -0.16324
D(LNSGI(-1) -0.006486 0.12348 -0.04896
D(LNPGI(-1) 0.092723 0.13114 0.70706
C -0.026679 0.01968 -1.35566

2. The Philippines

VECM Coefficient Standard Error t- statistics
Cointegrating Eq. (EC(-1) -0.036587*** 0.01567 -2.33467
D(LNGDP(-1) -0.451281*** 0.16080 -2.80655
D(LNEGI(-1) 0.015894 0.00565 2.81418
D(LNSGI(-1) -0.002538 0.01364 -0.18609
D(LNPGI(-1) -0.036414*** 0.01169 -3.11373
C -0.007487 0.01450 -0.51637

3. Singapore

VECM Coefficient Standard Error t- statistics
Cointegrating Eq. (EC(-1) -0.216278*** 0.09393 -2.30263
D(LNGDP(-1) -0.242461 0.14273 -1.69877
D(LNEGI(-1) -0.007457 0.00852 -0.87476
D(LNSGI(-1) 0.237055 0.14005 1.69263
D(LNPGI(-1) 0.076391 0.04304 1.77485
C -0.023083 0.01446 -1.59637

Note: Asterisk (***) denotes rejection of hypothesis at 10% significant level.

Short-run Analysis: VECM-Based Causality Test Result

Granger (1988) stated that causality test is basically an
analysis technique to determine whether one time series is
significant in forecasting another. The findings from
cointegration test and VECM for Malaysia, the Philippines
and Singapore suggested the presence of long run association

between variables and implies causality relationship among
variables. However, this does not reveal the directions of
causation among the variables. Thus, in order to differentiate
the causal nexus among the concerned variables, causality test
is performed. The result of causality test is presented in table
4.

Table 4: VECM Granger Causality/Block Exogeneity Wald Test Results

Dependent Variables Independent Variable (Excluded variables)
D(LNGDP) | D(LNEGI) | D(LNSGI) | D(LNPGI)
1. Malaysia
D(LNGDP) - 1.657296 (0.4366) 10.05644** (0.0066) 9.254464** (0.0098)
D(LNEGI) 0.022998 (0.9886) - 0.029190 (0.9708) 1.012117 (0.6029)
D(LNSGI) 0.120882 (0.9413) 0.384463 (0.8251) - 1.384448 (0.5005)
D(LNPGI) 0.161302 (0.9225) 0.694403 (0.7067) 1.673432 (0.4331) -
2. The Philippines

D(LNGDP) - 1.720432 (0.4231) 2.034414 (0.3616) 5.641456*** (0.0596)
D(LNEGI) 1.928722 (0.3812) - 0.046649 (0.9769) 6.113456** (0.0470)
D(LNSGI) 5.371486***(0.0682) 0.171301 (0.9179) - 0.038234 (0.9811)
D(LNPGI) 0.644662 (0.7245) 1.798654 (0.4068) 0.425707 (0.8083) -

3. Singapore
D(LNGDP) - 0.801059** (0.0123) 4.019477*** (0.1340) 0.157103 (0.9245)
D(LNEGI) 0.641295 (0.7257) - 0.668862 (0.7157) 0.373969 (0.8295)
D(LNSGI) 1.118655 (0.5716) 1.278844 (0.5276) - 0.792151 (0.6730)
D(LNPGI) 1.470987 (0.4793) 0.002512 (0.9987) 0.078717 (0.9614) -

Notes: The figures above are y? (p-value)
Asterisk (*, **, ***) denotes rejection of hypothesis at 1%, 5% and 10% significant level, respectively.

Short-run Analysis: Toda and Yamamoto Non- Causality
Test Result

Toda and Yamamoto (1995) levied criticism on VECM based
causality test that its results may not be correct because

preliminary tests biases of cointegration and first difference
stationarity can be a possible source of wrong inferences
regarding causality. Thus, to complement the causality results
from VAR-ECM and for sake of consistency check, Toda-
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Yamamoto Granger non-causality test (1995) should be
applied. This procedure as indicated earlier can be applied

regardless of whether the series are 1(0), I(1) and 1(2).

Table 5: Toda-Yamamoto Granger Causality Test Results

. Modified Wald (3 - statistics)
Dependent Variables LNGDP [ LNEGI | LNSGI [ LNPGI

1. Malaysia
LNGDP - 0.777559 (0.9784) | 16.00419** (0.0068) |  3.242711 (0.6626)
LNEGI 4.947256 (0.4224) - 1.659949 (0.8939) 2.447441 (0.7844)
LNSGI 0.660821 (0.9850) 0.501266 (0.9921) - 1.397423 (0.9246)
LNPGI 8.200294*** (0.1455) | 6.766846 (0.2386) |  6.637691 (0.2490) -

2. The Philippines

LNGDP - 0.767475 (0.6813) |  1.368644 (0.5044) | 7.324093** (0.0257)
LNEGI 0.143848 (0.9306) - 1.555848 (0.4594) 2.856728 (0.2397)
LNSGI 3.162369 (0.2057) 0.613236 (0.7359) - 0.157426 (0.9243)
LNPGI 2.473040 (0.2904) | 3.342762 (0.1880) | 0.350779 (0.8391) -

3. Singapore
LNGDP - 0.0129* (0.0129) 1.738052 (0.4194) 2.164409 (0.3388)
LNEGI 2.481568 (0.2892) - 0.674508 (0.7137) 0.033315 (0.9835)
LNSGI 1.026060 (0.5987) 0.958542 (0.6192) - 0.281394 (0.8688)
LNPGI 0.743689 (0.6895) | 2.241793 (0.3260) |  0.692933 (0.7072) -

Notes: The figures above are 2 (p-value),

Asterisk (*,**, ***) denotes rejection of hypothesis at 1%, 5% and 10% significant level, respectively.

The result in table 5 indicates a consistency with the result
obtained in VECM approach of Granger Causality test. For the
case of Malaysia, the null hypothesis that SGI does not
Granger cause GDP is rejected at 5 percent level of
significance. This also indicates unidirectional causality
running from SGI to GDP. Unidirectional causality also
detected running from GDP to PGI. On the other hand, for the
Philippines, only PGI possesses significant causal relationship
with GDP and no reverse causal linkages are recorded. In the
causal analysis of Singapore, the result is consistent as in
VECM Granger causality test. The null hypothesis of Granger

non causality is rejected at 1 percent significant level for EGI.

Based on the result obtained from the Granger-Causality Test
of both VECM approach and Toda-Yamamoto approach,
summary of causal relationship among GDP, economic
globalization, social globalization and political globalization
for Malaysia, the Philippines and Singapore can be
constructed to represent the short-run causality. For Malaysia,
the analysis has documented a significant relationship between
social globalization and political globalization towards the
economic growth per capita.

GDP per capita

\

Note: — : implies one-way causality (Unidirectional)

+— implies two-way causality (Bi-directional)

Social glohalization (SGI)

Political globalization (PGI)

Fig 1: Granger-Causality Result for Malaysia

The result provides indication that a change in social
globalization and political globalization gives favourable
impact to the economic growth. Reverse causality only
detected between PGl and GDP. This result is similar with the
findings by Dreher (2006) 21 where globalization caused a

favourable impact towards the economic growth. Dreher also
suggested that on average, countries that globalized more
experienced higher growth rates as compared to those who did
not favour globalization.
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GDP per capita

o

\

Note: —p : implies one-way causality (Unidirectional)

Economic globalization (EGI)

Social globalization

Political globalization (PGI)

Fig 2: Granger Causality Result for the Philippines

The finding for the Philippines suggests that economic
globalization and political globalization has short run impact
over the country’s economic growth. There is also a

significant impact of economic growth towards social
globalization.

GDP per capita

Note: —»
4>

/
‘\

: implies one-way causality (Unidirectional)

implies two-way causality (Bi-directional)

Economic globalization (EGI)

Social globalization (SGI)

Fig 3: Granger Causality Result for Singapore

The results of causality test on Singapore’s variables indicates
that economic globalization (EGI) and social globalization
(SGI) has a significant short-run unidirectional causality
relationship with the GDP per capita. However, the result is
not the same for political globalization as there is no
significant causality direction exists.

5. Conclusion

This paper explores empirically the linkages between
globalization measures and economic growth of three selected
ASEAN members, namely, Malaysia, the Philippines and
Singapore from the year 1970 to 2014. This study is also set to
examine the causality interplay of GDP per capita and
globalization throughout the selected period. This paper
utilizes the KOF index of globalization (2012) which captures
the three main dimensions of globalization, including
economic globalization, social globalization and political
globalization. The empirical evidence from previous studies
suggests that the more globalized a country is, the higher the
growth rate would be. This is true at a certain degree.
However, some countries also experience negative effects
over the coming of globalization. The various implications of
globalization experienced by different countries might be
influenced by the different economic policies in their response
to economic problem and external shocks. The empirical
results presented in the earlier chapter suggest that in the long
run, economic globalization carry significant positive impacts
over economic growth in both the Philippines and Singapore.

The findings match those by Moghaddam and Redzuan (2012)
49 that economic globalization, especially through foreign
direct investment (FDI) plays a major role in the economic
development, which can lead to developments in many other
sectors of the economy.
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