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Recent studies on economic globalization have uaddus indicators, such as the ratio of trade-
to-GDP and the ratio of FDI-to-GDP, to analyze tilebalization performances of national

economies. Although each indicator is useful selft our contention is that a single composite
indicator (index) can provide more comprehensifermation and would enable policy-makers

and researchers to compare and rank the globalizgderformances of different countries,

country groups and regions in a given year (orqeirand over time. Accordingly, in this paper,

we developed the economic globalization index tasnee the extent of globalization of national
economies.

We have constructed the economic globalizationnfde the period 1975-2005. The overall
results indicate that rich countries tend to beergiobalized than poor countries. Furthermore,
rich countries have improved their globalizatioelative global integration level- from 1975 to
2005; however, many of poor countries’ relativeelevof global integration have deteriorated
during the same period. Our results seem to benewith studies that characterize the recent
situation in the world as “truncated globalizatian”simply “triadization”.

L we are grateful to Merih Celasun, Nil Demet Glndiokret Senses, Cem Somel, Aysit Tansel and Mevhibe Utku
for their comments and suggestions on the earlg@sions of this paper. We are also grateful to e@mfce
participants at the"2 Annual ConferenceGlobalization and Its DiscontentgJune 2007, SUNY Cortland, New
York) for their useful comments. Needless to sdg temaining errors and omissions are solely thboasi
responsibility.
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Introduction

“Globalization” has been the most fashionable ta@mnthe world economy during the last two

decades. Nearly all countries, willingly or unwilljly, have become a part of the globalization
process. Some policy makers and researchers fridguargue that while some group of

countries, particularly the high income countriéggve rapidly integrated into the global

economy others have fallen way back behind in glibal race. The question is, how can we

test these claims and more importantly, can we remlntries according to their level of

economic globalization?

Some researchers have attempted to shed someoliglthese questions by measuring the
performances of single or group of countries ongpecific dimensions of global integration,
such as tradeand production (see, for example, Cook & Kirkpekri1997; Hirst & Thompson,
1996; World Bank, 1998; Wade, 1996; among manyrejiieVithout any doubt these studies
provide us with useful information on the specdimensions and provide us with general, albeit
crude, information on economic globalization pariance. But, if we need precise information
for more accurate evaluation or ranking of natiom@nomies according to their globalization
performances, unfortunately these studies are fingrft. Thus, a more efficient way would be
to construct an index that could give us single @mnprehensive information on the global
economic integration. To accomplish this task itessential to have a clear definition of
economic globalization. Generally, economic glatation, or global economic integration, can
be defined as a process of integration of domestomomies into the global economy through
trade, investment (production) and finarice. other words, economic globalization has three
main pillars: trade, investment and finance.

Accordingly, in this paper, in line with the abodefinition of economic globalization, we

developed the economic globalization index to memashe relative level of global economic
integration of a particular economy through tradeestment (production) and finance; in other
words, we attempt to develop a composite indicatordetermine the extent of economic
globalization of national economies.

This paper is organized as follows. Following sattprovides information on the components
and construction of the proposed index. Next sectpplies the index to a sample of 156
countries for the period 1975-2005 and evaluatesntiain results. Finally, the last section
presents the summary and concluding remarks.

2 See, for example, Held and McGrew (2000) amongynudhers for an overview of the arguments on ecdaom
globalization.

® These studies, for example, used trade-to-GDB tatineasure the trade dimension.

* See also Held and McGrew (2000) for more studies.

® See Held and McGrew (2000) for similar as welbdser definitions of (economic) globalization.
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The Proposed Index

This study is a substantially revised version aof previous work (Ismihaet al, 1998, 20015.
Prior to Ismihanet al. (1998), World Bank (1996) attempted to developiradex to measure
speed of integration. This index, which is called tintegration index”, is based on FDI-to-GDP
ratio, trade-to-GDP ratio, institutional rating amdnufacturing exports as a share of exports. It
is computed by taking the simple average of thedstad scores of these four indicators. World
Bank (1996) measured the speed of integrationr{@asdex) by taking the simple average of the
changes in these four indicators (expressed agdathnscores) over the sample period.
Nevertheless, as we shall make it clear below tlagee methodological differences between
World Bank (1996) index and our index. As we expdal before, we have different purposes for
constructing the EGI.

In general, two broad approaches are used to meegkval economic integration (World Bank,
1998; p. 303). The first approach aims to evaldhé&barriers to integration, such as average
tariffs and indicators of capital controls, and seeond approach aims to evaluate the outcomes
of int7egration, such as trade-to-GDP ratio, FDI&DP ratio and private capital flows-to-GDP
ratio.

Many recent studies that we mentioned in the intetidn have used these (and other) indicators
to analyze the specific dimensions of the econoghabalization. Although each indicator is
useful in itself, our contention is that a singtenposite indicator (an index), which measures the
relative level of integration of a particular dorieseconomy to the global economy in a given
year and over time, can provide more comprehensii@mation and would enable policy-
makers (both at national and international levelyl aesearchers to compare and rank the
globalization performances of different countriesuntry groups and regions in a given year (or
period) and over time.

In constructing the economic globalization indexe wse outcome indicators of global
integration, namely the ratios of gross FDI-to-GDéteign trad&to-GDP and gross private

capital flows (minus gross FOo-GDP° Roughly speaking, these three indicators caphee t
three main dimensions of economic globalizationcpss: investment (production), trade and
finance, and hence fit into the above definitioreobnomic globalization.

® Quite recently, A. T. Kearney / Foreign Policy Maie developed the globalization index to meashee
integration of ideas, peoples and economies (Foreaicy, 2001). Dreher (2006) developed a simiidex. These
studies use similar (outcome-based) indicatorsmeasure economic dimension of globalization -0

"1t should be noted that the outcome indicatormfgration can also look at prices, such as pri¢gsoducts and
financial assets (World Bank, 1998; p. 304).

8 It includes exports and imports of services ad a&hoods since many countries are highly invoivettie former.
° Since the gross private capital flows figures el gross FDI values, we deducted the latter fioenformer in
order to avoid the double counting in our indexs@hote thagrossflows (e.g. gross FDI values) includes inflows
as well as outflows (see World Bank, 1998, 2007hfiore detail).

19 As we have mentioned in the introduction sectisome studies (cited there) have used these indic#to
measure the specific dimensions of economic gloatdin.
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Although all of these indicators are in same utlitsy have different ranges, i.e., they have
different minimums and maximums. So we use the Hunk@evelopment Index (HDI)
methodology* in order to get common ranges. That is, we seinimmam and a maximum bound
to each one of the three indicators (ratios) amuh tthetermine the position of each country (in
each and every year) within these boundaries;ishate obtain a number (index value) for each
observation (of these indicators) between 0 and®1®Bormally speaking, with this conversion
the three indicators become indices which we lalsethe foreign trade index (FTI), the foreign
direct investment index (FDII) and the private ¢alpflows index (PCFI). More precisely, the
following formulas (Eq. 1-3) are used to calculdte three indices for each and every country
under consideration:

x 1000 , (Eq.1)

ey = FTR, ~Min
" Maxgg — Min qq

where FT} is the foreign trade index value of the i-th coynn year t, FTR is the foreign
trade-to-GDP ratio of the i-th country in year nda Mingr (MaXerg) IS the minimum
(maximum) bound, which is determined by finding thminimum (maximum) value from all
FTR values across countries and over tithe.

FDIR, —~Min .o

FDIl, = -
' MaXepr = MiN gppe

x 1000 , (Eq.2)

where FDI}; is foreign direct investment index value of tth country in year t, FDIRIs the

gross FDI-to-GDP ratio of the i-th country in ygdaand Minpr (MaxXepr) IS the minimum

(maximum) bound, which is determined by finding tmimum (maximum) value from all
FDIR values across countries and over time.

1 The methodology of converting actual values imodralex values ranging between 0 and 1 is usedltuiate the
sub-indices in the construction of Human Developimedex (HDI), which was developed to measure coesit
performances in human development. See the Humael@®nent Reports of the United Nations Development
Programme (UNDP) for more detail (see, for examigidDP, 1992).

2 1n order to increase the interpretability of tmeléx values, they take values between 0 and 1G@rréhan
between 0 and 1. That is we only change the schltheoindex values without changing the essencéhef
methodology of calculating the index values.

13|t should be noted that, in line with UNDP (199} select a minimum and a maximum bounds frorvallies
across countries and over time, but not from tHeesin a given year for any ratio (indicator). Tl we use the
same minimum and maximum bounds in the calculatfoiie respective index values in all years. Our here is
to make the respective index values comparable hotbss countries and over time. This is neceskarany
indicator aimed at measuring globalization whiclaislynamic phenomenon. However, one may also ecamtisir
single year index (e.g. for 1996) by finding a minim and a maximum from the values specific to jfear for
making cross-country comparisons but the indexeslare not comparable with another year's (e.g6)18&lex
values constructed in similar way (by finding a miom and a maximum from the values specific to retr, e.g.
1986) since they have different bounds (minimumg er@aximums). Thus, UNDP’s (1992) methodology isfuise
for both purposes: cross-country and over time aoiapn.
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PCFR, —MiN pceq

PCFI, =
' Max perr ~ MIN peeg

x 1000 , (Eq.3)

where PCH is the private capital flows index value of thinieountry in year t, PCRRs the
gross private capital flows (minus gross foreigredi investment) -to-GDP ratio of the i-th
country in year t, and Mprr (MaxpceR) iS the minimum  (maximum) bound, which is
determined by finding the minimum (maximum) vafuem all PCFR values across countries
and over time.

Note that each sub-index determines the positioa given country in a given year relative to
the maximum bound; hence, these indices are nosumeg “absolute” but “relative” levels.
This is also true for the economic globalizatiodar, which we shall consider next.

We can easily obtain an economic globalization xn@eGl) by taking the arithmetic average of
the three sub-indices (FTI, FDII and PCE{Formally, EGI can be written as:

EGI; = (FTli + FDIly + PCFly) / 3, (Eq.4)
where EG} is the economic globalization index (EGI) valuetbg i-th country in year t.

The economic globalization index (EGI) defined ig.£is a composite of the three sub-indices
which roughly captures the three main dimensionscohomic globalization. Therefore, the EGI
shows the relative integration level of a particutauntry to the global economy. Roughly
speaking, countries with an EGI value close to @@ will have low (high) levels of global
integration. The EGI can also be used to rank camtA country with a higher EGI value can
be considered to be more integrated than a cowitiylower EGI value. Furthermore, EGI can
be used to analyze the performance of a given cponer time. If country X has a higher EGI
value in year 2 (t=2) compared to year 1 (t=1). [E&L — EGL > 0], then we may say that
country X has improved its integration. Unforturatéhis may not indicate a positive change in
the ranking (see next section).

In sum, EGI is constructed so as to analyze baiksecountry and over time performances of a
given country (or country group). This accords witie fact that globalization is an ongoing

dynamic process and must be analyzed over timeaearads countries. Ideally speaking, due to
the nature and the purpose of the EGI we shouldtoaet the EGI for all the countries and all

the years. But, in practice there are some diffieslin achieving this ideal. The most important
difficulty is data-related: Data is unavailable feome countries. Unfortunately, we can do
nothing to remedy this but to construct EGI forgbaountries with available data. Similarly,

data is available for certain years for some coesirThus we can construct EGI for the

available years for such countries.

14 We define the EGI as the simple average of theetbub-indices since, to our knowledge, there®xis a priori
information to assign different weights to differéndices. EGI could also be constructed by takimg weighted
average of the three sub-indices and the weighthefsub-indices could be calculated by using tlethod of
principal components (see, for example, AlesnRerotti, 1996). However, the problem with this hoet is that it
is a pure statistical approach.
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Another problem is that there might be some “orglieextreme values- within the data of each
indicator, due to the heterogeneity of the coustueder consideration, which will indirectly
affect the calculations of the EGI values. Sinee HGI is computed as an arithmetic average of
the three sub-indices, each sub-index naturally d@sal weight (=1/3). However, extreme
values may indirectly affect the sub-indices’ refatweights in the construction of the EGI. In
other words, FTI, FDII, PCFI and EGI will have lowealues in the presence of the extreme
values since they affect the maximum values (MaMax-pir, Maxecrr). For example, suppose
that there is only one “outlier”, in the FTR datathis case, the maximum bound (MApK) will

be extremely high; hence, FTI values will be vasw,| compared to the case with no extreme
value within the same data. This will, in turn, Ew(indirectly) the weight of the FTI in the
construction of the EGIl. Nevertheless, this problean be solved either by omitting those
“outliers” based on certain rules or making adjustid> and/or transformations based on certain
proceduresAlternatively, we may construct the EGI for certgiroup of countries, i.e. for the
members of the OECD. Technically speaking, theneoiglifference whether we construct the
EGI either for certain group of countries or for@untries. However, we must be careful while
evaluating the results.

The Application of the Index and the Overall Resul
In this study, we have constructed the EGI for peeiod 1975-2005, for which the data was

readily available for many countries in World BarfR007) (Appendix-1 illustrates the
computation of the index values as well as reltgéetinical details).

15 For example, based on a certain method and purpeseapita incomes (above the threshold), whicbnie of
the underlying indicators of the HDI, were discahbr adjusted in the construction of the inconmeisdex of the
HDI (See UNDP, 1992)
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Table 1: Overall Result$

Per Changé

Popu- Capita Economic Globalization Index (EGI) Rank EGI
Country® Lation®  Income® Period average$ Ranking (R)  75-9/ 00-5/
Name 75-05 75-05 75-9 804 859 90-4 959 00-5/5-05 75-9  00-5 00-5 75-9
Ireland 3.6 18,153 197 204 211 293 643 804 392 10 1 9 607
Netherlands  15.0 22,986 228 239 286 284 515 676 381 5 2 447
UK 57.7 21,621 161 221 292 283 409 494 316 18 3 15 333
Iceland 0.3 23,927 114 121 115 122 195 476 203 32 4 28 362
Seychelles 0.1 12,113 390 300 291 238 339 415 330 2 5 -3 25
Finland 5.0 21,038 99 128 133 201 304 412 219 39 6 33 313
Malaysia 18.2 6,072 174 230 205 348 349 400 284 15 7 8 226
Sweden 8.6 22,069 97 116 171 221 451 399 248 40 8 32 302
Swaziland 0.8 3,664 293 311 381 394 368 388 357 3 9 -6 94
Grenada 0.1 5,146 183 190 235 236 278 367 244 12 10 2 184
Denmark 5.2 23,691 106 134 168 205 231 365 213 36 11 25 259
Austria 7.8 23,052 131 165 138 150 225 363 201 26 12 14 232
Portugal 10.0 13,616 74 116 136 173 259 362 192 54 13 41 289
Jamaica 24 3,276 126 161 160 217 227 349 214 29 14 15 223
Lesotho 1.5 2,102 184 217 220 218 9. 336 .9 11 15 -4 152
Spain 39.0 17,470 51 67 84 144 202 321 150 62 16 46 269
Kuwait 1.8 20,729 205 206 211 300 267 314 252 8 17 -9 109
Trin.&Tob. 1.2 8,600 182 154 134 202 9. 298 196 13 18 -5 116
Jordan 3.5 4,179 180 197 157 282 203 287 219 14 19 -5 107
Norway 4.3 26,612 167 152 177 177 245 273 201 17 20 -3 107
Germany 80.0 20,851 73 86 114 128 207 273 151 55 21 34 200
France 56.5 21,546 96 98 113 145 187 270 155 43 22 21 174
Barbados 0.3 0 228 246 205 187 226 264 227 6 23 -17 36
Chile 13.3 6,484 100 155 155 160 244 260 182 37 24 13 160
Canada 27.7 22,859 122 130 128 140 221 251 165 31 25 6 129
Thailand 54.0 4,593 78 96 112 187 219 239 158 50 26 24 162
Israel 5.0 18,464 217 186 172 158 172 232 191 7 27 -20 15
Mali 9.2 764 60 62 77 91 137 220 104 58 28 30 160
Botswana 14 5,474 416 306 238 188 163 214 254 1 29 -28 -202
Philippines 61.7 3,802 94 86 107 138 219 211 148 46 30 16 117
Dominican R. 7.0 5,002 87 77 113 136 . 210 124 47 31 16 122
Togo 4.0 1,490 250 211 177 135 149 201 189 4 32 -28 -49
Costa Rica 3.1 6,811 144 177 107 136 182 201 160 22 33 -11 57
Greece 10.2 15,205 74 87 80 77 103 198 107 53 34 19 125
Australia 17.0 21,081 54 74 128 110 139 197 117 61 35 26 143
Honduras 5.0 2,827 137 114 94 139 180 191 144 23 36 -13 54
New Zealand 3.5 17,793 96 128 165 197 203 183 161 44 37 7 87
Nicaragua 4.0 3,613 171 g, 73 133 189 182 143 16 38 -22 12
Ecuador 10.2 3,317 97 105 104 142 9. 182 9 41 39 2 85
Paraguay 4.2 4,240 97 82 103 150 199 177 136 42 40 2 80
Tunisia 8.0 5,006 145 169 130 177 170 175 162 20 41 -21 31
El Salvador 5.3 4,175 136 90 67 68 123 171 110 25 42 -17 36
Ghana 15.7 1,756 54 29 9. 90 136 170 95 60 43 17 115
Bolivia 6.8 2,311 128 131 81 96 190 168 134 27 44 -17 40
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TABLE 1
(cont'd)
Per Changé

Popu- Capita Economic Globalization Index (EGI) Rank EGI
Country® Lation®  Income® Period average$ Ranking (R)  75-9/ 00-5/
Name 75-05 75-05 75-9 80-4 859 90-4 959 00-5/5-05 75-9  00-5 00-5 75-9
Italy 56.7 20,834 77 85 74 106 157 167 113 51 45 6 90
Cote d'lvoire  12.6 1,881 144 126 107 102 152 160 133 21 46 -25 16
Venezuela,
RB 19.7 6,224 108 86 96 179 170 156 133 35 47 -12 48
Oman 1.8 10,537 199 160 128 120 141 153 151 9 48 -39 -46
Guatemala 9.1 3,687 99 75 80 89 9. 151 9 38 49 -11 52
Korea, Rep.  42.6 10,411 113 117 113 101 169 150 128 33 50 17 6 3
Colombia 35.2 5,425 50 62 73 79 115 147 90 64 51 13 97
Argentina 325 11,006 49 75 46 80 121 147 91 65 52 13 98
Sudan 26.4 1,287 34 43 22 9, 51 143 3 70 53 17 110
Turkey 56.0 5,399 28 38 55 77 98 139 75 71 54 17 111
Morocco 23.7 3,245 85 80 83 102 93 139 98 48 55 -7 54
Sri Lanka 16.8 2,559 94 124 132 171 154 137 135 45 56 -11 43
Syria 12.9 2,929 76 61 75 179 184 129 120 52 57 -5 53
Senegal 8.1 1,408 136 149 101 104 129 128 124 24 58 -34 -7
United States 253.3 28,058 41 50 62 60 107 118 73 67 59 8 77
Egypt 55.7 2,749 147 127 111 108 93 117 115 19 60 -41 -30
Benin 54 914 123 133 94 143 124 114 122 30 61 -31 -9
Sierra Leone 4.0 770 85 86 189 99 9. 109 9 49 62 -13 25
Brazil 148.2 6,637 42 47 36 50 89 106 63 66 63 3 64
Peru 21.7 4,749 59 60 53 74 123 100 80 59 64 -5 41
Kenya 235 1,051 113 95 83 104 101 99 99 34 65 -31 -14
Japan 122.2 21,881 40 61 60 61 91 95 70 68 66 2 55
Madagascar 12.5 947 51 40 52 63 9. 76 .9 63 67 -4 25
Haiti 6.7 2,051 72 78 59 45 9. 75 65 56 68 -12 3
India 850.8 1,752 11 13 14 29 46 69 29 72 69 3 58
Niger 8.9 829 127 106 76 92 63 69 90 28 70 -42 -58
Pakistan 109.9 1,562 39 47 54 69 69 58 57 69 71 -2 19
Rwanda 6.4 1,031 69 64 46 47 41 49 52 57 72 -15 -19

a. We used the data in World Bank (2007) in our ¢ S. See World Ban or more informat@nthe definitions of the relevant

data and other informatiob. Overall (1975-2005) period average in millionsc. Overall (1975-2005) period average of Per CapR® BDP

in 2000 international &. 5-year averages (75-9, 80-4, 85-9, 90-4, 95-9,®0a8ly this is 6-year average due to the samplieg)g and overall
period average (75-05). We calculated 5-year (ged) average for a given country only if that doyhas at least 3 observations. Similarly, we
calculated the overall period (1975-2005) averageafgiven country only if that country has at te25 observationse. Countries reported in
this table are those with available data for raglnrpose. See Appendix-2 for the results of otloeintries. Note that, the countries are ranked
based on the EGI values in 2000-5 sub-perio&/e have used the formulas in equations 1-4 for cgimg the EGI valuesy. “..” means that
data are either unavailable or insufficient forcoddting the relevant period average (see Wipteh. “/” represents subtraction; therefore, “00-

5/75-9” should be read as “the change in EGI fr@W5L9 to 2000-5".

Source: Authors’ calculation.
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Table 1 and the Appendix-2 report the values fereabonomic globalization index (EGI) for the
six sub-periods (1975-9, 1980-4, 1985-9, 1990-8519 and 2000-3§ and the overall period
(1975-05), and the change (or difference) betwéeniritial sub-period (1975-9) and the final
sub-period (2000-5) for 156 countriésind country income groups. Table 1 also provithes t
EGI ranking for 72 countries, for which the reqgdiréata is available, for the initial and final
sub-period as well as the change in the rankingvden the initial and final sub-period.
Furthermore, Table 1 and the Appendix-2 providedat per capita income (real PPP GDP per
capita) and population levels for the overall perio

The main conclusion emerging from our results (Bakle 1 and the Appendix-2) is that there
are disparities in the relative level of globaleigitation across countries, across country groups,
across developing regions and over time.

As is seen from Table 1, rich countries tend tonbere globalized than poor countriés.

Furthermore, Table 2 and Figure 1 provide evidemteéhe economic globalization of country
income groups from 1975 to 2005.

Table 2: Economic Globalization of Country Income Goups, 1975-2005

Country Income EGI (Period averages) Change
Group 75-9 80-4 85-9 90-4 95-9 00-5 75-05 00-5/75-9
Low income (LI) 31 34 37 58 75 92 54 61
Middle income (MI) 69 74 72 107 141 160 108 92
High income (HI) 77 91 104 113 179 234 133 158
Gap (Hl vs LI) 45 57 67 55 104 142 97
Gap (Hl vs MI) 8 17 32 6 38 74 66

See Table 1's notesa Q)

'8 |n order to facilitate more healthy comparisonshef index values we provide the results as a 5geerage for 6
sub-periods. This is important in the sense thailithelp us to eliminate distortionary single yesfects, such as
those characterized by terms of trade shocks anfimal crises. However, the full (yearly) datasetthe EGI and
sub-indices can be obtained from the first authpmrurequest.

" There are 156 countries with some available dat&9i75-2005 period for the three indicators in WdBank
(2007).

18 However, there are some exceptions; for instab@A and Japan performed poorly in EGI rankings. igim
results -in terms of economic integration- are regmb for these countries by Foreign Policy (200 would be
useful to analyze country-specific globalizatiorpesiences (as well as providing policy implicatiphsit this is
beyond the aim and the scope of this paper.

19 Country income groups are as defined in World B@@07).
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Figure 1: Economic Globalization of Country IncomeGroups, 1975-2005
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Figure 1 reveals that the high income countriesewrore integrated than the low and middle
income countries during the period 1975-2808lso, as can be seen from the last two rows of
Table 2, the gaps between high income (HI) cousitaied low (LI) and middle (MI) income
countries have been widening since the early 1990s.

Moreover, countries do not appear to integrate theoglobal economy at the same speed over
time. Figure 2 is a scatter plot of the differeffckange) in EGI (2000-5/75%)and real per
capita income for 71 countriégcoefficient of correlation between the two vatésbis +0.548).
This figure clearly shows that rich countries, serage, have improved their integration to the
global economy from 1975 to 2005.

20 For 72 countries from 1975 to 2005, there is aitivesrelation between the average economic glahébn

performance and the average real per capita incdine.correlation coefficient between these two algdgs is

+0.239 (please note that all reported correlatiesults in this study are statistically significaait5% level of
significance unless otherwise indicated). Furtheena line with our expectations there is a nagatorrelation
between population levels and the EGI values focatitries (the coefficient of correlation betwelese variables
is —0.306) during the same period. Neverthelessidbe per capita income and population size, ddwors -such
as geographic location, membership of a regiorad Bhd natural resource endowments- also play@atnole on

globalization performance. Therefore, it shouldhientioned at the outset that there is a need fomaal empirical

analysis for estimating and testing the empiricalationships mentioned in this study. However, tise of

descriptive analysis is in line with the aim and Htope of this paper.

2L/ represents subtraction; therefore, “00-5/75s®buld be read as “the change in EGI from 1976-2000-5".

% Data availability determines the number of cowstin our analyses (see Table 1 and the Appendix-2)
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Figure 2: The Cross-Country Relation between the Céinge in EGI and Per Capita Income,
1975-2005
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Nevertheless, it should be noted here that evancbuntry has a positive difference in its EGI
over a time period, its ranking position might haleteriorated or stayed the same. For example,
Norway achieved a positive difference (107 poinitsit, lost three places in its ranking position
from 1975-9 to 2000-5. Therefore, a positive défere value indicates an “improvement” over
the earlier period, but it is not an indicator fmprovement in ranking position. As a result, we
also look at the change in the ranking value (19/2900-55° in Table 1, which indicates that
from 1975 to 2005 poor countries’ ranking positiamsre highly volatile and many of these
countries ranking positions have deteriorated. f&gi-which shows the cross-country relation
between the rank change and average real per dapdene for the period 1975-2005 for 71
countries-, provides visual evidence. The coeffitief correlation between the two variables is
+0.481. Therefore, the positive correlation betwdentwo variables shows that improvements
in the ranking position tend to be associated witihheases in real per capita income.

% Note that, in order to have valid interpretatiame subtract 2000-5 rank values from 1975-9 ranluesl
Therefore, positive rank change indicates an imgmment in the ranking position.
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Figure 3: The Cross-Country Relation between the Rek Change and Per Capita Income,

1975-2005
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There are also disparities among the developingpmegwhich comprise the low and middle
income countries (see Table 3). As of the 2000kbriod, developing countries in Europe and
Central Asia were, on average, more integrated tinéoglobal economy than the developing
countries of other regions. However, developingntoes of the South Asia were, on average,
least integrated into the global economy. Figurewhich shows the economic globalization
performances of the developing regions from 1972005- reveals the disparities among the
developing regions. Middle East and North Africgiom is the most volatile region, probably
due to the existence of the oil exporting countsieee the performances of these countries’ are
highly indexed to the oil prices (this is eviderdrh the peaks in 1975-9, 1980-4 and 1990-4 sub-
periods in Figure 5). Furthermore, Figure 5 shohat developing regions do not appear to
integrate into the global economy at the same speedtime.

Table 3: Economic Globalization in Developing Regiws, 1975-2005

Country Income EGI (Period averages)

Group 75-9 80-4 85-9 90-4 95-9 00-5
East Asia & Pacific . 57 73 130 151 165
Europe & Central Asia . . . . 159 208
L. America & Caribbean 63 80 71 89 130 136
M. East & North Africa 122 93 68 113 95 .
South Asia 17 21 22 38 53 69
Sub-Saharan Africa 87 90 96 106 159 176

See Table 1's notes- @)
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Figure 4: Economic Globalization in Developing Regins, 1975-2005
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Finally, we would like to check whether the leaktbglized countries are catching-up the most
globalized countries from 1970-5 to 2000-5. Fighrehows the cross-country relation between
the difference (change) in EGI (2000-5/1975-9) #ml initial sub-period EGI (1975-9) values
for 72 countries. The coefficient of correlatioraisnost zero (r=-0.017) -which indicates that the
two variables are not linearly related. Also, itclear from the estimatedldt) line in Figure 5
that there is no evidence of catch?ifThat is, those countries that have low values ®&f B
1975-9 period have not significantly improved threilative level of economic globalization, on
average, vis-a-vis other countries -with relativielgh values of EGI in 1975-9-, from 1970-5 to
2000-5.

Figure 5: The Cross-Country Relation Between the litial EGI and change in EGI
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% For the evidence of catch-up, the estimated ekl have a significant negative slope.
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Summary and Concluding Remarks

By developing the economic globalizaton index waexd to provide a unified and comparable
information for researchers and policy-makers, lathational and international level, to assess
the globalization performances of different cowegricountry groups and regions in a given year
(or period) and over time.

The main conclusion emerging from our study is tiedt countries tend to be more globalized
than poor countries. Furthermore, rich countriegehamproved their globalization —relative
global integration level- from 1975 to 2005; howeveany of poor countries’ relative levels of
global integration have deteriorated during theeséime period. These results seem to be in line
with the studies that characterize the recent titnan the world as “truncated globalization” or
simply “triadization”; that is, the high concenirat of the FDI, financial flows, and trade in the
Triad of North America, Western Europe and Japass pther “tigers” in East Asia. (see, for
example, Petrella, 1996, p. 69; Hi&trhompson, 1996, p.2).

Our results also underline the crucial role ofest@.g. promotion of human development and
provision of adequate infrastructure, which areepal for competing in today’s global world)
and international organizations (e.g. balanced gament of the current global economy) in
helping poor countries to cope with the challengfegiobalization.
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Appendix-1
Economic Globalization Index: Computation and Relaéd Technical Details

Firstly, we must set the minimum (Mifk, Mingpir, Minpcer and maximum bounds (Maeg,
Maxepir, Maxpcer for each indicator (ratio) (FTR, FDIR, PCFR) imder to compute the
respective sub-index values for all countries.c8iwe aim to construct the EGI for all countries
(with some available data), we suffer from the exte value/“outlier” problem mentioned in the
text. Hence we must set the minimum and maximurmbds@according to a rule.

We can refer to the Exploratory Data Analysis (ED8) detecting “outliers” and setting the
minimum and the maximum bounds. According to tippraach, a given data point {Xin a
batch of data (X) is a moderate (far) outlier X > Qu + k X IQR, where Q and IQR represent
upper/third quartile and interquartile range, resipely, and k is a parameter and equal to 1.5
(3) (see Mukherjeet al.1998; Siege& Morgan, 1996Hoaglin, 1983). Note that the right hand
side of this inequality, by definition, representaximum bound (MAX) for the batch of data
(X) under consideration. Therefore, in line withistapproach, we can also define other
alternative “outlier’/maximum bounds (MAX= Qu + k x IQR) for different values of k.

For our purpose, however, we must proceed in t@pssfor setting the maximum bounds since
we have both cross-section and time dimension mdata. First we must find the maximums
achieved by all the countries in the data (Worlahi8e2007) for each indicator, e.g. FTR, and
then set the maximum bound for the relevant indica.g. MAX-tr, by performing the above
mentioned procedure. Note that we must pre-sefectvalue of k and use the same value for
setting the maximum bounds for the three indicators

If we apply moderate-outlier definition (k=1.5) foutlier detection and set the maximum bounds
accordingly, we will have outlier countries, such $ingapore and Ireland. Even if we try for

higher values of k (e.g. k=3 or higher), we wilillshave “outliers” but less than the case of

k=1.5. Thus, as k increases, total number of fex#l decreases but also the EGI values
decrease and this affects the interpretation oEBévalues, i.e., there will be downward bias in

the EGI values.

Hence, there is a trade-off between the interpilgiabnd total number of outliers. Keeping this
in mind, we selected the value of k as 1.5. So, nf@mum and maximum bounds of the
respective indicators (ratios) are as folldWs:

MinFTR: 6.3 % Min:D|R: 0 Min,:C,:RZ 0
Maxgerr= 250.5 Maxpir= 25.9 MaXcer= 71.6

We use equation (1)-(3) to calculate the respesiieindex value& And, then we use equation
(4) to calculate the EGI values for each country.

% We used the actual minimums, i.e., minimum ofallies across countries and over time, as the mimitmounds
since we have outlier problem for the maximums.

% Maximum value (1000) is assigned to the respecsivie-index value(s) of the “outlier” countries ifven
period(s). By doing so, all countries with the italale data are included in our analysis withowstaliting the index
values.
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Appendix-2
Results for Other Countries

Per Capita Economic Globalization Index

Country Group Population Income Period Averages

Name 75-05 75-06 75-9 80-4 85-9 90-4 95-9 00-5 75-05
Aruba . . . . . 498 420 .

Angola 10.9 1,608 . . 108 237 395 441

Albania 3.0 3,298 " " . 176 108 143

Armenia 3.2 . " " . . . 189
Azerbaijan 7.1 . . . . . 342 500

Burundi 5.5 785 " " 49 59 45 63

Belgium 10.0 22,301 . 194 . . . 696

Burkina Faso 8.9 919 57 58 53 49 . .
Bangladesh 105.3 1,270 . . 19 25 45 57

Bulgaria 8.5 6,211 " " . 176 212 339
Bahamas, The 0.3 14,986 223 187 172

Bosnia and

Herzegovina 3.9 . . . . . . 279

Belarus 9.9 . " " . . 208 211

Belize 0.2 4,262 . . 216 210 227 316

Central African

Republic 3.0 1,330 112 102 76 70 . .
Switzerland 6.8 28,030 . . 268 244 453 504

China 1,124.4 2,261 . 30 56 109 125 141
Cameroon 11.8 2,055 89 142 117 99 . . .
Congo, Rep. 2.6 1,163 " 274 191 188 458 397 289
Comoros 0.5 1,845 . . 126 95 .

Cape Verde 0.4 3,686 . . 85 87 180

Cyprus 0.6 13,915 216 221 187 214 273 .

Czech Republic 10.3 . . . . . 279 330
Dominica 0.1 4,361 . 203 270 274 304 249

Algeria 24.9 5,445 140 83 52 . . .

Estonia 15 8,916 " " . 254 368 531

Ethiopia 50.9 817 . 23 19 30 .

Fiji 0.7 4,533 " 164 207 278 279 . .
Gabon 1.0 7,041 " 207 210 190 272 234 220
Georgia 5.0 3,688 " " . . 151 195

Guinea 6.5 . " " . . 81 87

Gambia, The 1.0 1,633 " 178 168 205 . .
Guinea-Bissau 11 921 " " 204 161 . 172

Guyana 0.7 3,334 223 220 . . . .

Hong Kong, China 5.8 19,182 . . . . . 914

Croatia 4.6 . . . . . 232 309

Hungary 10.4 11,290 . . 105 155 323 350
Indonesia 1775 2,250 " 72 63 91 146 126

Iran, Islamic Rep. 52.3 5,746 108 52 26 98 52
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(cont'd)

Per Capita Economic Globalization Index

Country Group Population Income Period Averages

Name 75-05 75-06 75-9 80-4 85-9 90-4 95-9 00-5 75-05
Kazakhstan 15.4 . " . . . 207 342

Kyrgyz Republic 43 . . . . . . 189
Cambodia 9.9 . " " . . . 255

St. Kitts and Nevis 0.0 7,761 " 371 395 325 336 507

Lao PDR 4.2 . " " 63 95 167 .

St. Lucia 0.1 4,614 " 395 332 312 281 271

Lithuania 35 . " " . . 235 253
Luxembourg 0.4 33,351 . . . . . 999

Latvia 25 8,019 " " . 228 293 300

Moldova 4.2 2,402 " " . . 297 302

Maldives 0.2 . . . . . 300 302 .
Mexico 82.7 7,980 . 84 84 96 146 134 108
Macedonia, FYR 1.9 . . . . . . 242

Mongolia 2.1 1,434 . . . 205 213 328
Mozambique 14.6 704 . 92 43 79 128 191
Mauritania 2.1 1,915 282 224 195 275 261 . .
Mauritius 11 7,318 . 146 194 204 221 230 200
Malawi 8.9 565 115 84 76 88

Nigeria 92.4 865 66 70 151 207 .

Nepal 19.6 1,071 33 39 45 . 86 . .
Panama 2.4 5,280 . 601 556 582 584 432 546
Papua N. Guinea 4.2 2,217 159 207 183 203 260 .

Poland 37.3 . " . . 90 128 171

Romania 22.4 6,706 . . . 84 135 183

Russia 143.9 . " " . . 136 168
Singapore 3.2 15,537 . . . . . 877

Solomon Islands 0.3 1,939 " 216 233 266 234

Sao Tome & Prin. 0.1 . " " 154 . . .

Slovak Republic 5.2 . . . . . 272 388

Slovenia 2.0 . . . . 188 186 277

Chad 6.4 879 85 49 108 90 . .
Tajikistan 5.1 . . . . . . 263

Tonga 0.1 5,893 " " 147 129 . .

Tanzania 26.7 . " . . 86 106 114

Uganda 184 . . . 36 49 74 92

Ukraine 50.2 . . . . . 175 260 .
Uruguay 3.1 7480.39 .. 99 111 88 104 247 133
St. Vincent & G. 0.1 4,096 . 246 277 . . .

Vietnam 66.0 . . . . . 223 228

Vanuatu 0.2 2,980 " 542 423 458 .

Samoa 0.2 . . . . . 145 ..

Yemen, Rep. 12.9 . . . . . . 120 .
South Africa 355 9,242 . 82 81 76 153 148 109
Zambia 8.4 981 " 144 239 . 159

Zimbabwe 10.1 2,526 54 71 69 90

Source: See Table 1...Note: See Table 1's nategyj
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