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This article investigates the social impact of glatation as measured by economic liberalization.
This study attempts to answer four questions usings-section of countries: Does globalization
spur human development? Is globalization relategetaler related economic development? Does
globalization exacerbate income inequality? Finalllyat is the impact of globalization on different
income group? Regression analysis for cross-sectiabout 150 countries indicates that there is a
strong relation between globalization and humareldgment and gender related development
indexes for entire counties. However, only higheme countries show a significant relation. One
impression emerges from the study is that the kegideration in determining a country's position
in human development ranking is not related to aiahtion for developing countries at low or
low-middle income groups. Globalization perhapsriportant for human development only after
certain level of income growth. Also, the resulidicate that globalization exacerbates income
inequality is for the all income groups, but théatien does not hold when testing for different
income levels.
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Introduction

One of the essential national policy decisions adtpgwo decades has been globalization. Policy
makers all around the world as part of adjustmesgrams promoted by the International Monetary
Fund and the World Bank have pushed for liberabpnadf their economic policies as a means for
globalization and economic growth. Thus, the refeghip between globalization and economic
growth has received considerable attention in tegears. At the theoretical level, Mckinnon
(1973), and Shaw (1973) established that finangiabalization has positive impact on the
development of the real sector with possible caursdtom financial globalization to economic
development and growth. At the empirical level,niatudies have shown positive correlation
between financial globalization and economic groygbe, for example, World Development
Report 1989, King and Levine 1993, and Odedokur6l9Bekaert et al. al (2001) find that a
financial globalization leads to a one percentdéase in annual real per capita GDP growth over
five year period, and find this increase statidificaignificant (Bekaert: 34). Using recently
developed time series causality test techniquediest have provided little support for the viewttha
financial globalization leads the process of ecdnodevelopment (Demetriades and Hussein,
1996).

Many empirical studies have concentrated on tretiogiship between financial globalization (as
opposed to broader issue of economic globalizatm economic growth. In recent years, the
focus of empirical studies has been on the relglipbetween globalization and income inequality.
The experiences of many countries with financiaéralization as a subset of globalization have
been mixed -- some succeeded while others failed.ekample, the financial liberalization in
Argentina, Brazil, Mexico, and Uruguay ended irafigial failure, which precipitated imposition of
regulation. In contrast to the financial liberaliaa spree in Latin America, the financial sectofs
most Asian developing countries remained relativetyulated in 1980s. Many of these countries
have shown rapid GNP per capita growth in 1990 Varying experiences with financial
liberalization around the world indicate that fingh liberalization is not a remedy for all econami
ills. In fact, current policy recommendations oteimational organizations reconsider various
aspects of financial liberalization including breadssues.

The ultimate goal of economic activities is impnment in quality of life and the primary objective
of economic growth is to benefit people. Most caestemphasize social well-being of people as
the fundamental goal. Consequently, the probleredfdry the policy makers is to increase social
benefits. However, it is not clear whether the ¢atbrs of economic progress and measures of
wealth such as growth in GNP per capita are thagrgi determinant of social and economic well
being of the masses. Growth in GNP per capita neainsufficient for human development and
increasing social benefits. In fact, Mazumdar ()996mined the causal relation between social
development and economic growth and concludedttiea¢ is no uniform relation. The quality of
people lives can be poor even with rapid economoeth. In fact, the transformation of economic
growth to human development depends on severar§adfosu (2002) concluded that political
instability adversely affected the transformatidgrowth in Sub-Saharan Africa.

Although there are many studies investigating timk Ibetween financial liberalization or

globalization and economic growth, the relationwssin economic liberalization and quality of
people's lives has not been examined rigorouslg. durpose of this article is to investigate the
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social impact of globalization as measured by eswvadiberalization. This study attempts to
answer the following questions:

a) Does financial globalization spur human developrment

b) Is financial globalization related to gender redadeonomic development?
c) Does financial globalization exacerbate income uiadity?

d) What is the impact of financial globalization offelient income groups?

This paper is different from previous attempt irotwespects: (a) using a broader measure of
globalization, which reflects current recommendadstment policies, (b) examining the impact of
the globalization on social indicators in general ¢he needs of women in particular as opposed to
GNP per capita exclusively.

The organization of this paper is as follows: Sectwo describes proxies employed for financial
globalization and human development, section threeides results, and conclusion is explained in
the last section.

M easur ements and data

The indicators for human development and globabmatare complex as both are
multidimensional and to some degree qualitativetdad of creating new indices for measuring
globalization and human development, for the puepafsthis paper, already constructed indices
are used.

Globalization

Globalization is an extremely complex phenomenod isnmeasured by its various indicators.
To some people globalization insinuates spreadilbiie and ideas, impoverish workers in poor
countries, damaging the environment or faster spodadisease. Globalization for some non-
economists is equivalent of the extension of thelrarisms of capitalism at the world level. On
the other hand, many economists view globalizatierincrease in international trade of both
financial assets and goods that comes from a dezrgatransaction costs. In the empirical
literature, several variables tend to serve ascatdrs of globalization, for example: Capital
flows measured by relative size of FDI; Trade meadiy ratio of total trade to GDP, which is
perhaps the most extensively used measure of egonghobalization; Flows of Labor
(movement of workers between countries over longpgs); policy restrictions on international
capital movements, and even tax policies. SincetHer purpose of this study a quantitative
measurement is needed, the Economic Freedom InHEX) developed by the Heritage
Foundation is employed is employed (Kane et. aQ620The Index of Economic Freedom,
which started in 1995, is an average of 10 freeddias is considered important to the
development of personal and national prosperitanyivariables included in this index are very
good proxies for globalization. Countries with higegree of economic freedom are indeed
pioneer of globalization.

Briefly the ten indicators of economic freedom are:

1. Business: the ability to create, operate, and close an priger quickly and easily. The
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variables included in the business indicator inelutme and cost of starting new business,
and ease of starting and closing a business.

Trade: a composite measure of the absence of tariff antariff barriers that affect
imports and exports of goods and services.

Fiscal: a measure of the burden of government from tliemege side. The variables included
are mainly individual and corporate tax rates.

Government: includes all government expenditures as a pergentd GDP and revenues
generated by state-owned enterprises as a pereenitémtal government revenue.

Monetary: this indicator combines a measure of price stgbiith an assessment of price
controls. Both inflation and price controls distoniarket activity. Price stability without
microeconomic intervention is the ideal state far tree market and financial globalization.

Investment: an assessment of the free flow of capital, egigdioreign capital. Degree of
government, measured by degree of government eamgennent of foreign investment. Scale
of 0 to 100 (qualitative measurement).

Financial Sector: the relative openness of each country’s bankind financial system
Government control of financial sector (Banks, Ca&nBank, etc.). Scale of 0 to 100
(qualitative measurement)

Property Rights: An assessment of laws that permit property rigBtsale of 0 to 100
(qualitative measurement).

Corruption: based on quantitative data that assess the pemcept corruption in the
business environment, including levels of governtaelegal, judicial, and administrative
corruption.

Labor: is a composite measure of the ability of workerd hBusinesses to interact without
restriction by the state. It includes variableshsace minimum wage, rigidity of hours, and
difficulty of firing redundant employees.

10 factors are equally weighted and are gradsihg a scale from 0 to 100, where 100

represent the maximum freedom. The advantage ofi€Hclusion wide range of variables
related to economic liberalization and globalizatia addition to the coverage. The index is
available for large group of countries. For thery2@06, one hundred sixty seven countries are
rated according to the above economic and policiabkes in scale of 0 to 100 and then ranked
according to five categories of economic liberdl@a Countries receiving a score between 80-
100 are considered free, countries scoring betwdei9.9 are ranked mostly free, countries
with score of 60 to 69.9 are ranked moderately, feerintries with score of 50 to 59.9 are
considered mostly unfree, and economies that olstare of 0 to 49.9 are considered repressed
(Kane 2006).
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The ranking according to EFI indicates that Hongélas the freest country (score of 89.3) and
North Korea with score of 3 is the most represgedchart 1, following page, shows most of
world's freest economies are in North America angrope, while most of the world's
economically repressed countries are in Africa Biddle East. Asia has a mixture of free and
unfree economies. As a whole, sub-Saharan Afriez@momically unfree and by far the poorest
area in the world.

Human Development Dimension

It has been argued that GNP pre capita, the stndaasure of economic growth, is a poor
measure of human development. Consequently, savetilimensional indicators such as Index
of Well Being, Index of Quality of Life, and Socilevelopment Index have been constructed (see
Pillarisetti 1997 for details). Among all these nawlicators, Human Development Index (HDI)
developed by the United Nation Development Progha® been most successful and received
acceptability among development economists. Ferpirpose of this paper, 3 variables from
Human Development Report are taken into account: Human Development IndeRIYHFactors
related to gender development known as Gender fitisdadex (GDI), and Gini Index (GlI).
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Chart 1
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HDI considers 3 dimensions of longevity, knowledaed standard of living. Since HDI excludes

many important factors, such as political freedouaftural values, and environmental factors, it has
also received some criticisms. For example, C&0I05) argues that longevity and knowledge adds
relatively small amount of information about hundevelopment. Although other studies provide

additional factors for measuring human and so@aktbpment, they are limited in their coverage

of countries and years. HDI has much broader stiwgoe GNP per capita per se. The following

variables measure magnitude of human development:

1. Longevity
» Life expectancy
2. Knowledge
e Adult literacy (two-thirds weight)
* Mean years of schooling (one-third weight)
3. Standard of Living
» Real GDP per capita adjusted for purchasing powagtyp(PPP)

The HDI sets a minimum and a maximum for each dsienand then shows where each
country stands in relation to these scales -- esgai@ as a value between 0 and 1. For example,
the minimum adult literacy rate is 0% and the maximis 100%, the literacy component of
knowledge for a country where the literacy rat&38 would be 0.75. Similarly, the minimum
for life expectancy is 25 years and the maximuny@&ars, so the longevity components for a
country where life expectancy is 55 years woul®ib. For income the minimum is $100 and
the maximum is $40,000 (PPPYhe scores for the three dimensions are then gedrm an
overall index between 0 and 1, with 1 as maximumduu development recofd.

The Human Development Report also estimates HOKimgnfor gender disparities, expressing
the female value of each component as a perceofatiee male value. These percentages are
calculated separately for income, educationalrattant, and life expectancy, and then averaged to
give an overall index. Multiplying this overall iad by the country's HDI result is gender disparity
index (GDI).

Finally, Gini Index measures inequality over thdérerdistribution of income and consumption. A
value of zero represents perfect equality and A@i@ates perfect inequality.

For HDI, the 2006 Human Development Report provigidsrmation for 177 countries. After
matching with Economic Freedom Index (EFI) theee 55 countries for this study. The number of
observations drops to 130 for GDI, and 125 for AQmilex after matching with EFl. The
geographical coverage EFI and HDI permits the ematmn of the effects of economic
globalization for countries at different incomedés/

! One of the criticisms of HDI is the fixed referengoint (maximum and minimum vector), which make3l idnly
intertemporally comparable.
For more detail, refer to UNDP (2007).
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Empirical Results
Descriptive Satistics

For the purpose of this study economies are divamirding to 2005 GNI per capita, calculated
using the World Bank Atlas method. The groups lane:income, $875 or less; lower middle
income, $876 - $3,465; upper middle income, $3,4§30,725; and high income, $10,726 or
more. As Tablel exhibits, most of world's econonaies still unfree. Of the 155 countries, 29
are free or mostly free while 78 are unfree oresped, and 48 are moderately free. The majority
of free and most free countries are in high andeuppiddle-income group. All the Free
countries are high-income countries. Except, Clitgtpnia, Lithuania, Trinidad& Tobago, and
Barbados, all the mostly free countries are algh hihcome group. Also, Saudi Arabia and
Greece are the only high income economies cladsififeler mostly unfree. Chart 2, following
page, shows income classification and economicsdémn index, which depicts relationship
between income group and economic freedom. In fackex of Economic Freedom annual
editions consistently report a strong correlatietween economic freedom index and degree of
economic growth, as displayed with a scatter diagrachart 3.
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Table 1: Economic Freedom and GNP per capita Classifications

Levels of Economic Freedom

Income levels

Free Mostly Free | Moderately Mostly Repressed Total

Free Unfree

High Income 7 16 11 > 0 36
- Number 19% 44% 31% 6% 0% 100%
- Percentage
Upper-Middle Income 0 5 16 7 2 30
- Number 0% 17% 53% 23% 7% 100%
- Percentage
Low Middle Income

0 1 18 22 7 48
- Number 0% 2% 37% 46% 15% 100%
- Percentage
Low Income

0 0 3 29 9 41
- Number 0% 0% 7% 71% 22% 100%
- Percentage
Total

7 22 48 60 18 155
- Number 4% 14% 31% 39% 12% 100%
- Percentage
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Chart 2: Economic Freedom and Income Classifications
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According t02006 Human Devel opment Report, Norway with score of 0.965 has the highest human
development, and Niger with score of 0.311 is thwelst of all. Other high-income industrial
countries, for example the U.S., Japan, and Carsdalso ranked high in HDI. African nations
demonstrate the least HDI scores in general. Cegrdiso show different ranking regarding HDI
and conventional GDP per capita. In fddiyman Development Report noted that there is no
automatic link between economic growth and humasldement criteria. On the other hand, HDI
and GDI are rather comparable. Norway, Australian&la, and the U.S., which have highest
positions in GDI respectively also rank high in Higlle. However, there is not apparent relation
Gini index (GI) and HDI For example, Azerbaijan hwiscore of 19 shows the lowest income
disparity among all the countries in the sampldlenhranks number 99 in HDI. On the other hand,
Namibia with score of 74.3 displays highest incamequality. Many countries in South and
Central America are among the highest Gini scdtesertheless, comparison of Gini index among
countries must be made with caution because theeysircover different years using different
methodology. In fact, recent case studies reve@ridration of income equality in many former
Soviet Union Republics and central —eastern Euromeantries and updated data may show a
different picture.

Table 2 shows basic descriptive statistics for ineagyroups and economic freedom scores and
other variables. The data demonstrate that theeepattern for EFI and income groups. The
mean score decreases as we move to lower incorsierduindicating a trend in the direction of
economic repression. The GDI and HDI also showstrae consistent pattern that is as income
level increases GDI and HDI also increases. The I@dex, however, does not demonstrate the
same relationship. For example, low-income countiesaverage, show lower income inequality
than low-middle income countries. In general thereot much variation among income groups
with regards to Gini coefficient, except for higicome level. High income group, however,
show more equal distribution of income. The disjperdor different indices across income
classification is also important to note. For epémthe coefficient of variations for GDI and
HDI for low income is much higher than other incogmupings. The upper-middle income
group exhibits a very high dispersion for all irecas compared to high income groups.
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Chart 3: Economic Freedom vs. Per Capita GDP
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Table 2: Description of Variables

GDI HDI Gl EFS

Income Levels Mean Min Max Mean | Min Max Mean | Min Max Mean Min Max
(CV) (CV) (CV) (CV)

All Levels 712 | .262 .962 717 | .3110 | .965 | 40.30 | 19.00 | 74.3 60.87 | 29.68 | 89.29
(27) (25) (26) (17)

High 920 | .74 .96 919 | .777 .965 33.03| 24.7 43.40| 72.64 |57.65 | 89.29
(5) (5) (16) (11)

Upper-Middle .80 555 .881 .80 570 .885 42.30[ 15.40 | 63.00| 63.29 | 34.48 | 78.29
(20) (10) (27) (14.29)

Lower Middle .700 | .431 .814 713 | .439 .826 43.14( 19.00 | 74.30| 56.79 29.68 | 70.31
(14) (13) (28) (14)

Low 476 | .292 .708 .482] .311 .709 41.21| 26.80 | 62.90| 53.54 | 35.81 | 63.41
(24) (22) (22) (10)

EFS = Economic Freedom Scores

HDI = Human Development Index

GDI = Gender Disparity Index.

Gl = Gini Index

CV = Coefficient of Variation (Figures in Parergbks)
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Regression Results

The HDI, GDI, and GI were regressed against econ@m@edom scores for all countries as well as
different income groups. The results reported lnleg3-6. Table 3 shows that HDI is influenced by
degree of economic freedom for all countries. THpisied R-squared also shows relative high
degree of explanatory power. However, this sigaiit relation is only true for high income group.
This result indicates that the impact of economeedom, which can be viewed as globalization,
can be seen only for high income group. The otheugs (upper-middle, low-middle, and low

income) do not demonstrate significance at anyl.leve

Table 4 shows the relation between economic freegsoones and gender disparity index. The
result of regression is almost the same as tabléhn@:e is high significant relation for all income
groups, which is mostly derived from high incomeugy impact. The upper middle and low income
groups do not show any relation, while low-midaieame group exert some degree of significance
with very low explanatory power.

The last regressions reported in Table 5, showsspn between economic freedom score and
Gini index. The result of this regression is ratt#ficult to interpret. The entire group shows a
significant negative relation between EFI and G, the adjusted Ris very weak. The negative
relation indicates economic freedom or globalizatiesults in additional income disparity. This
result corroborates with the general view that gliaation in recent years has exacerbated income
inequality worldwide. However, the disaggregatethda rather inconclusive. For high income
group, in fact there is a low significant positivelation, showing for high income group
globalization created more income inequality. HogveYor all other income groups the regression
did not show any significant relationship.

Table 3: Regression Resultsfor HDI

Dependent Variable: Human Development Index
Independent Variable: Economic Freedom Score

Income Levels Constant Coefficient Adjusted N
R-squared
All levels .04 .01 40 155
(10.27)***
High .69 .003 31 36
(4. 10)***
Upper-Middle .64 .003 .05 30
(1.64)
Low-Middle .59 .002 .01 48
(1.22)
Low 31 .003 .002 41
(1.04)

t-ratios in parentheses
** Significant at 1% level
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Tablo 4: Regresson Resultsfor GDI

Dependent Variable: Gender Related Developmenixinde
Independent Variable: Economic Freedom Score

Income Levels Adjusted
Constant Coefficient R-Squared N
All Levels -.15 .014 5 130
(11.43)"
High .62 .004 41 32
4.72)"
Upper-Middle .63 .003 .02 25
(1.21)
Low-Middle .39 .005 10 37
(2.27)
Low 22 .05 .02 36
(.1.29)
t-ratios in parentheses
** Significant at 1% level
*Significant at 10 % level
Table5: Regression Resultsfor Gini Index
Dependent Variable: Gini Index
Independent Variable: Economic Freedom Score
Income Levels Adjusted
Constant Coefficient R-Squared N
All Levels 52.50 -2 .03 125
(-2.09Y
High 15.72 .23 .07 26
(1.71)*
Upper-Middle 36.32 .09 -.05 22
(.27)
Low-Middle 24.27 .32 .00 39
(1.01)
Low 65.42 -.45 .04 38
(-1.56)

t-ratios in parentheses
** Significant at 5% level
* Significant at 10 % level
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Conclusion

Although for many years policy makers have voidegrtconcern that economic growth is not the
end in itself, only a few studies have considehedimpact of adjustment policies on other aspects
of development. This study analyzed the impactlabajization on human, gender development,
and income equality. The regression analysis itelicalthough there is a strong relation between
EFI and GDI, HDI for entire counties, only high-omae group show a significant relation. One
impression emerges from the study is that the kegideration in determining a country's position
in human development ranking is not related to giabtion for developing countries at low or
low-middle income groups. Globalization perhapsriportant for human development only after
certain level of income growth. Also, the generaw that globalization exacerbates income
inequality need to be addressed researched in detad. Of course, the validity of data and the
appropriateness of HDI as a measure of human dawelat are questionable. For example, the EFI
may not capture the development of globalizatiomo@ntry may pass laws for liberating financial
sector, but it does not create actual integratfche market. The changes in policies do not dttrac
foreign direct investment or international tradeabldition, the impact of globalization on human
development takes time to establish. Many countgesntly have liberalized their economies and
entered the global market economy and the effettiesfe policies does not appear in this analysis.
Another problem could be the synchronizing of d&tis HDI and EFI. The economic freedom data
are mainly based on 2006 information while HDI &1l are calculated on the basis of 2006 data.
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