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Introduction
• The past three decades have witnessed 

dramatic capital account liberalization in many 
countries, including developing and emerging 
countries. 

• While some countries have benefited from 
financial liberalization, others have not
enjoyed higher economic growth or have even 
experienced severe financial crises and 
recessions in the years following liberalization. 



Financial Openness, Good or Bad?
• Good: Financial account openness stimulates 

capital accumulation, productivity growth and 
hence economic growth by relaxing financial 
constraints through greater access to external 
capital, by enhancing production specialization 
through improved risk-sharing, by promoting more 
disciplined macroeconomic policies under the 
international pressure, and increasing the 
functioning of domestic financial systems through 
the intensification of competition and the 
importation of financial services. (Quinn,1997; 
Edison et al. ,2002 and Henry ,2000a, 200b, 2003)



• Bad:  financial openness can actually 
retard economic growth in the presence of 
weak institutions and policies. (Boyd and 
Smith, 1992; Stiglitz, 2000; Klein, 2005)  

• financial globalization makes it easier for 
capital inflows to fuel excessive risk-
taking on the part of financial institutions 
and allows financial shocks to be 
transmitted more readily across borders
(Mishkin, 2006).



Financial Openness vs. 
Macroeconomic uncertainty 
• Financial integration may contribute to 

more output stability by providing greater 
access to capital that can help capital-poor 
countries diversify their production base. 

• However, rising financial integration may 
lead to increasing specification of 
production based on comparative 
advantage considerations, thereby making 
economies more vulnerable to industry-
specific shocks. (Razin and Rose, 1994; 
Kalemli-Ozcan, Sorensen and Yosha, 2003) 



Financial Openness vs. 
Consumption Volatility

• Theoretical models based on complete 
markets suggest that financial integration 
should reduce consumption volatility. 

• Empirically, some papers point to strongly 
positive effects of financial openness on 
consumption growth volatility (e.g. Kose, 
Prasad and Terrones, 2003), others point 
to negative effects (e.g. Bekaert, Harvey 
and Lundblad, 2006; Buch and Yener, 
2009). 



Long-run and Short-run effect

• These observations imply that the process 
of capital account liberalization is 
accompanied not only by financial 
deepening and institutional quality 
improving that have long-run impacts on 
economic growth and macroeconomic 
uncertainty, but also by financial fragility 
and crises that have short-run effects on 
business cycles 



Long-run and Short-run effect
• In other words, there may be a potential 

intertemporal tradeoff between openness 
and growth or uncertainty. Accordingly, 
distinguishing the cyclical and trend 
components of financial openness in 
determining the effects of openness on 
growth or uncertainty in the short and 
long run has important policy implications:
that how to supplement financial openness 
with policies that would improve this 
intertemporal tradeoff.



Methodology
• Autoregressive distributed lag (ARDL) model
• Mean Group (MG) estimator will provide consistent 

estimates of the average of parameters interested.  
• Pesaran, Shin and Smith (1999) Pooled mean group

(PMG) estimator which restricts the long-run 
parameters to be identical over the cross section, 
but allows the intercepts, short-run coefficients, 
and error variances to differ across groups on the 
cross section. If the long-run homogeneity 
restrictions are valid, it is known that MG estimates 
will be inefficient. 

• Dynamic fixed-effects (DFE) method which allows 
the intercepts to differ across groups, but imposes 
homogeneity of all slope coefficients and error 
variances.



• Such a country-specific ARDL structure allows 
not only for accommodating cross-country 
heterogeneity in the degree of credit market 
imperfections and policy regimes, but also 
capturing certain interesting time-series relations. 

• this methodology can be applied to the model 
regardless of whether the underlying variables 
are stationary or non-stationary. 

• instead of averaging the data per country to 
isolate trend effects, both long- and short-run 
relationships are estimated using a panel of data
pooling time-series and cross-sectional effects. 





Data Description
• period 1960-2007 
• 70 countries 
• World Development Indicators (WDI) of 

the World Bank 
• The data on external financial stocks and 

FDI stocks are taken from the IMF’s 
Balance of Payments Statistics and the 
UNCTAD homepage (http://www.unctad.org). 

http://www.unctad.org/




Empirical Results
• 1. Financial Openness and Economic 
Growth

• 2. Financial Openness and 
Macroeconomic Uncertainty



Financial Openness and 
Economic Growth

• we find evidence of an intertemporal
tradeoff between financial openness 
and economic growth. Greater 
financial openness appears to have 
short-run negative but long-run 
positive effects on output growth.











Financial Openness and 
Macroeconomic Uncertainty
• The data also reveal that financial 

globalization has no significant short-
run effect but strongly negative 
long-run impacts on output growth 
uncertainty and consumption growth 
volatility.



















Conclusions
• Using the PMG estimation procedure and 

based on a panel of countries over the 
1970-2007 period, we find coexistence of 
short-run adverse and long-run beneficial
effects of financial globalization on 
economic growth, confirming that there is 
short-run pains and long-run gains in 
the process of financial globalization. 



Conclusions (cont.)
• As an additional benefit of 

globalization, the data show that 
output growth uncertainty decreases 
with financial account liberalization in 
the long run, suggesting financial 
openness as one potential 
determinant contributing to the 
great moderation. 



Conclusions (cont.)
• We also find evidence of decreasing 

uncertainty of consumption growth 
with FDI, indicating that de-facto
financial integration allows countries 
to improve the degree of 
international consumption risk 
sharing by diversifying their income 
idiosyncratic risk. 



End, and Thanks.
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