CHAPTER 4

RESEARCH METHODOLOGY (}
4.1 Introduction i

This chapter intends to provide a summary of the thegretical’ framework that
Iz;ed

depicts the three objectives of this dissertation. Thi by the model

specification, description of variables, source of data an err e\wt‘s. Lastly,

. YNy
the evaluation of the times series is also included as a f the desi g‘h&&rw ysed
<

economic model. ' 4
\ é\v
&
O

4.2 Research Framework \)
Careful analyses of the exami@jariables\md”gev até?'formous diversities in
N
terms of the interrelationship b%ach o'fher. IS mi orrespond to bringing in

additional insights into th per@g a thorough analysis. Our

empirical analysis star%e%jL

trade openness cwxion f\

with this assumwQ IS NOti
b ¢

addresses t croeconomi e!;ni nts for FDI inflows.
S
torically, the ion of the European trades and controls over external
g

mar eneral and OE in pa ar led to an acute increase in the rate of FDI inflows.

‘@1 views are highly varied over the economic disorder of OE, historian
6 omists tend to link such economic deterioration with the FDI inflows, which
eached to its peak during the period 1888 and 1896 where £30 million was recorded.
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at khe@DP growth rates, external debts,
£ &y
éﬁ for FDI inflows in OE. In keeping

een ulated into the first objective (RO1) that



Having said that, the first objective tests the effect of GDP growth rates (GDPR),
government expenditure (GE), external debts (ED) labour force (LAB), consum
index (CPI) as well as trade openness (TO) on FDI inflows (FDI). Given th@%ﬂbility
of data, these variables have been selected to present a more synthetiAwsis of the
first objective and it helps to establish key factors that theoretically mateh with the prior
studies. \)

As stated in the first chapter, the second objectiv X.of 'this study is to
examine the macroeconomic determinants of external In dein ‘based on
the prior literatures, a number of explanatory va s have be d}si_&ﬁg’ég to
formulate the empirical model of this parti jectivf S f%gan direct
\vernqé’s;xpenditures

®)

irect investment (FDI),
N,

investment (FDI), GDP per capita (GDP), eﬁw ebt

(GE), trade openness (TO), interest service (Ia.

The third objective (RO3) tets,the impac\NoEYe'
external debt (ED), governmen%ture?(GE) rad ess (TO), and consumer
I, -

&
price index (CPI) on the ec oni@ endogenous growth model,

this study intends to % e Cob ;d p@uction function to scrutinise the
d &
\‘rea dat%(o:verall, the choice of selecting some

reliability of this mﬁﬂkusmgl
variable over o@cts rmth %@se determinants need more attention in

¢

!
the sense ofé%’ing the out ok':)f ej%gconomy.
NN
(Q 4 D), <>

Yv
4.3 &nulation of the Ec@etric Models

D

4%. \ FDI Determinants Model
A large number of studies imply various explanatory variables such as, economic
rowth rates, TO and ED. However, it is important to mention here that some of these

variables are formally integrated in certain FDI theories, whereas others were included
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due to its rational reasoning (UNCTAD, 2012). From this perspective, it seems relevant
to combine between different types of variables and propose a unique cluster thawnd
serve as platform to trace FDI inflows. Hence and for constructing an @etric

model for the first objective, the macroeconomic determinants for FDA@rmulated

into the following regression equation: ?

FDI = f(GDPR, ED, GE, TO, LAB, CPYV

(4.1) 5 :
where FDI is the net inflow of FDI inflows, GDP growth r teMﬁ external

R isthe
N
| e
debts as % GDP, GE is the governmental exp re as % GDP, TO IY” e trade
4

b&Q AB is tﬁ}fabor force

&
0g _L(Q and the log-linear

openness measure by the sum of export and imperts ov
and CPI is a proxy of inflation rate. CV
Having shown that, the variablesamnsfow-

form that depicts Ln for the a e: eajatioa;vr
[
. “ &
determinants model: \ ¥
KDPR“L %

(4.2) N =
S8

where ao is th%cept B, oA, &Lﬂe are the coefficients to be estimated and &t
) N
is the ergor T f é\

\ &

44 External Debt Determinants Model

Q For this particular model, the study implies the econometric models of two gap

odel (Chenery & Strout, 1966). This model postulates the notion that a gap can be

sen@in the following FDI

/1,€

identified between country's own provision of resources and its absorptive capacity. The
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proponent of this model argues that developing countries might either face a shortage
with their domestic savings as a way to boost for investment opportunities or WM
facing serious challenges with foreign exchange constraints to finance@%beded
capital and intermediate goods. Hence, tow possible sources of debt aCENIation are
identified by the gap models which are the saving gap, and foreign exehange gap. The
stating point of this models begins with the macroecongmic asSumption where
aggregate output equals aggregate expenditure which is re O%;wfollow:

Y=C+I+(X—- .\d' Y'

(4.3) | @

4
where Y is the GNP, C is consumption, | is invw ( B'OFUQ c casiQ}T’ormation),
X is exports and M is imports. The equatio%wwa be writtensas:

N

A
” AN &

T. N’ﬂionship can be restated using the following equation that explains the two gap
Q els foreign exchange gap and saving gap:
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M — X (Foreign Exchange Gap) =1 — S (Savings Gap)
(4.7)

Yv

Thus, it is obvious that according to the equation (4.5) a number off that
can be listed as government expenditure, government revenue, domegﬂ&vestment,
export of goods and services, imports of goods and service, internatRa.I'reserve. Itis
important to mention that the notion of two gaps is not consj te\thh neo-classical
economic theory. This is because the neo-classical econ 'sﬁo-

ughts assumes that

resources can be easily shifted between different emplo ts. .\d
[ ]

terminant eﬁte_&ﬁa?d;bt.

G% ta (I;@F/assiliou,

1987; Sezgin, 2004; Tiruneh, 2004) trade openne tal., Zé*gg.government

expenditure (Bader & Magableh, Zﬂ&an et al’; 11)(5‘6 Foreign direct
investment (FDI) (Imimole et aI.,@S Thus, \§~st dy ;z@oses this equation to
- it
&

The prior literatures also identified other possi

For instance, the economic growth measured b

examine the external debt determi in the Ottoman Empire for 1881 to 1913.

Using this platform w. MW propose t lowing production function:
T 'S
ED = f(F\.D P&,(ZJ@ GE,IS)

(4.8)

@*’ o hiind
(4K \C.)

ﬁe GDPR is the GDP growth rate, FDI is foreign direct investment, TO is the trade
penness, GE is the government expenditure, IS is the interest service and €t is Error

term.
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4.3.3 Economic Growth Model

The theoretical framework within which this study is carried out rellesw
endogenous growth, whereby the rate of growth of a technological prcﬂ%s the
leading factor of long-term economic growth. Large body Iiteratures'&used this
model in predicting short and long-term economic growth. Followingfthe path of the
prior studies, this study will employ the model of Cobb-Douglas whieh was adopted by
numerous authors such as Grossman & Helpman (1991), B X:Ia- -Martin (1995),
Bende-Nabende & Ford (1998), De Mello (1999), Bende- Naben ) Bende-

Nabende et al., (2003) & Li & Liu (2005). The C ouglas pr ct’ogférctlon

represents the relationship between two or mor plfa sm@pltal and
labor - and the number of outputs that can W 0\

Yt = y L
(4.10) T ,<\

0
where Y:is the real GDP per c& presﬂ%t; ou tﬂq(%e\-/el K denotes the amount
of domestic mvestmeif mw by’the : g eserve proxied by domestic
D

investment (DI) as % 0 ;and Lt n& amount of labour that is measured
via the labour for L )of dE A mat fact, the rise in the amount of capital

Iy ost theylevel putlnthe economy. Besides that, the FDI

n pro y
tha

:s 2002) conten
fom{ e economy in the dev c'jelopmg countries. Practically, the direction of FDI

or labour maygpro

isa chief 08 ic growth in the host countries.

”’%

| functions as an essential component in driving

‘@

is at the infrastructure such as ports, utility companies and railroad. Within the

0 context, the main economic sector that benefited from FDI was railways, especially

in Anatolia and Syria. With the aim of exporting goods and service, the European
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countries paid more attention to infrastructure such as ports, utility companies,
insurance, and shipping. In contrast, the FDI in the industrial sector such as mlnw
manufacturing remained limited. Against this background, one important@\sh/e of
this study is to examine the impact of FDI inflows on economic growth. ﬂ;\gxtendmg
the Cobb-Douglas production function framework with FDI becomes necessary to serve

the main intention of this study and with that, the equation will be

l

Y =f(K", L)
4.

| &

where K" includes the domestic investment (DI) I as % of
4

Some commentators, including economig have M hat th%ﬁdogenous

growth theories are built upon the notion tha an ca

determining the sustainability of an etmc Sr%h

)i |sd£n ortant factor in
|5&Qse the investment

in providing a good education sy:

52

du‘n_:%a skilful nation that has

the capability to innovate a uce teehnol &émg the endogenous growth

models, many studies foEndWwe rflatlo

economic growth (Barro 1991; M\ I@ Barro & Martin, 1995). Therefore,
with the inclusio \the @uaﬂo iewed as follow:

‘

ip e@een an educated population and

>

ﬁ Agt ﬁ DIt + ﬂ3FDIt + ﬂ4HCt et
(4.12)

\
% .' Y"E
whe@ IS labor force, DI IWESUC investment, FDI is foreign direct investment
\

a MIS human capital. €t is Error term.

Q The trade theories such as Heckscher-Ohlin theory argue that the international
a

de is responsible in enhancing the exchange of goods and service and thus help to

meet the needs of people. The relationship between free trade and economic growth has
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been discussed widely in the economic literatures focusing on both developed and
developing countries. According to Debaere (2003) the Heckscher-OhIinW
provides a solid platform and comparative advantages that can Iar@) lain
international trade. The key hypothesis of the theoretical frameworkﬂ%rnational
trade theories is the fact that the free trade tend to stimulate compethd dynamic

economic atmosphere. Harrison (1996) argues that trade opeqness O) is positively

affecting the economic growth. In a similar study, Chen as r'eported that TO

due to government policies is an essential factor in f ing the WC growth.
.y

Hence, the equation is updated with the inclusion as anjex aﬂ)r@iable

based on the prior literature. 4 .\T
GDPt = a + ﬁlLABt + ﬁzD DI 4‘3‘84 t+’85& t + st
- N O
\5 ik
A similar relationship ap;rs hg e | debts (ED) which

o
demonstrate a vital indicator conormi¢,_growth. Qn-omists have argued that,
countries with high deb towﬁatio ’end I80~ ective in generating revenues
[
due to the grip of debts. The ED —gr sénqi;icallytested using different growth

O

model. For instan@h (1949) analyse th@pact of ED on economic growth in the

N

region of Subé%gn rican ‘rllfiet_%h’e econometric model manifests the ED in

a form of r@ t services po sﬁaﬁd the findings indicate a negative sign, which
A

mean:E IS curbin hegcondqﬁc growth. He concluded that countries with heavy
NV
bu ha

ve more difficulties to attract foreign investments. Nguyen et al., (2003)

de\
%D has a deleterious impact on growth specifically after exceeding the threshold

Oel. Theoretically, the Keynesian framework embraced the classical doctrine which

prohibits the government to involve in any public debts simply because this will
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ultimately lead to the reduction of total (public and private) savings, the increase of the
interest rate, decrease of investments and the reduction of capital stock. Wit?!e

developments in mind, the above growth equation is developed to incIu{%&D as

follow: A
GDPt = ay + ﬁlLABt + ﬁZDlt + ﬁ3FDIt + ﬁ4HCt + ﬂS%;6EDt + et

(4.14)

a@{pture the
0 make dbl{ re
] o | &
100, it is adyise ouseﬁ-llnear.

Y-v

According to Chang et al., (2001) converting the ngodel i \9:{ I'log d mitigate

the stationary in the variance—covariance @’T he eare, updated GDP model is
presented as follow: \ O

LNGDP, = a 4+ ﬁlg@&) BSLNE 33@% + B, LNGE,
+ ﬁﬁxcm A} \A%
(4.15) S
(,§ [ '}ls
r

where GDP is the Ger apli *Di forgl irect investment, ED is the external
debts as % GDP. é\l

he t opemness, QEMS the government expenditure and
!

CPlisa prox@aﬁ rate JEt i& E&%ﬂerm.
It } 'krtant;tobr:lﬁzio h@%hat the last equation (4.15) entails the third

resembj ctive of this study 3). In terms of the expectation of coefficient signs,

N
i Nicted that p1 and fs would have a negative and significant signs whereas the

6 f coefficient f2, £z and f4 are expected to have a positive sign.
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The presence of € is to ensure that the mode
overlooked effects and it is assumed to be a whitegnoise.

efficient and consistent with the first objective’s e
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4.4 Definition and Measurement of Variables

The selection of variables is deemed to pass through several filtrations ?H!s
theoretical propositions and evidence in the literature. This filtration is no@%need,
as the subjectivity and criticism over the selected items are unavoida ving said
that, this study observe a set of explanatory variables includes,oreign Direct
Investment (FDI), GDP growth rates (GDPR), Domestic n\wnt (DI), Trade
Openness (TO), Government Expenditure (GE), Externa Y;q) Labour force

(LAB), Real Gross Domestic Product (GDP) per capita uman WHC).

441  Gross Domestic Product (GDP) Per
GDP per capita is a measurement of

all items and services produced by all ae and fi
a specific border. The formulato ¢ e |t isb \Nd?l ion.

N,
are two types of GDP per cap nd rf&mln hil@ first, the real GDP per
capita is adjusted for |nflat| fla tter, h is nominal GDP per capita,

does not have such fe@ to thefinfl nll nce the nominal GDP is higher
4
|tnes

than real GDP. Th QQnan f few waves of inflation during 17%

=

and 18" centur ' me Iocal currency. Yet, by the mid of 19%"
century the F| rId ar t oV’ereﬂj)?ice level was relatively stable (Berument &
Gunay, khusﬁ ys nominal GDP to come up with the GDP per

capg& data of GDP is prow@d in a number of studies and projects such as Pamuk
(s:t?Tuncer (2011) and Mandision (2018) who presented the GDP estimations.
Unlike many studies which use US dollar as a reference, this current study will use
r|t|sh Pound since it was the primary and dominant currency in the international

transactions. The exchange rate was One British Pound = One Ottoman Lira.
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442 GDP Growth Rates (GDPR)

It is one of the main economic indicators that determine the performanc?un
economy. The inconsistency growth of GDP per capita within a country wH@%ﬁkely
create undesirable outcomes to the economic sectors and eventnﬂander the
economic growth (Aziz & Azmi, 2017). The TurkStat with the ach of many
economists has estimated the GDP for the years before the W 1zing fiscal data

%e as statistics on

and a series of censuses on population, agriculture and in

foreign trade (Pamuk et al., 1996). These estimates ar atively Mt to draw

precise conclusions on the economic growth of O it allows r'sse@er to
considerably extend and strengthen results pr n @ dies. he below

table (Table 4.1) shows a summary of three rs econiml owth @c}s of Eastern

Mediterranean countries including the ma Emplre 82@&913 as published

B
in the study conducted by Pamuk et al., (1996) It is obvious that there was a rise in the

) f“v '

economic growth in most of the reglon WhICh is relatlvely a good sign.

Table 4.1: Econom vvth ’f Ot?'n @rre From 1820 to 1913
I ;

Annual Change in GDP
GDP er ta (| F"I?é.uars) per Capita (in %)

1 ‘ 13913 1820-70 1870-13
Istanbul $91,200 05 0.7
Syria &80 " 1300 05 0.9
Jordan 80 "'7 1,450 0.7 1.0
Leban 550 700&.} 1,000 0.5 0.8
Pales ne 1,200 0.5 0.8
og” & g 1,050 0.4 0.8

c_'}/‘ Source: Pamuk et al., (1996)
4 Foreign Direct Investment (FDI)

he FDI inflows as a % of the GDP are used in the current study. Indeed, the FDI
nflows offers a reliable source of data to view the accumulation of external capitals a
host country could receive in a particular year (Bornschier et al., 1978; Alfaro et al.,
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2004). Recently, the nexus between FDI inflows and economic growth is becoming an

attractive topic and with the globalisation, these studies might have more impac?me

economic policies. (ﬁ\
444  Trade Openness (TO) Q

It is the level of free trade internationally and it is measure a sum of total
SI; of

exports and imports of goods and services by GDP. A posi 'T O indicate that

ition Iy.,‘bigjddegree of
"X

TO tends to enhance the economic climate by provi ore possibi 'ti's@reign
investors to establish their business in more dynamic envi onm \Y
c\/: | &
445  External Debts (ED) \ é
Following the prior studies, tk(gs) of the \mgd P is seemed to be the

appropriate measurement to tes%al boﬂowi Sincetté?indebted states can only

&
service its foreign loans ifighblpul e conor‘énfﬁ sustainable and economic
growth is showing po% s. Therefore)thé c@nt study will employ this rate to
4

g

testify the external owing. I \ %C}Q

&

N N 5
446 Do iIclinvestmen J (_/
%v N
A% to the.pri )iteratc&?s, the DI functions as a robust determinant of

mﬁ o

growth. DI include@ﬁmber of elements such as land renovations (fences,

‘% drains, and so on); plant, machinery, and equipment acquisitions; and the
i

TO is positively contributing to the economic growth.

€eco

d ng of streets, railways, and the like, including schools, offices, hospitals, private
sidential dwellings, and commercial and industrial buildings. Yet, due to the nature

of this study that deals with the historical data, the DI is proxied by total reserve in gold.
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The decision to go ahead with this proxy is pertained to two main reasons: 1) the
availability of the data and 2) the importance of reserve in engaging in public wus
such as building of streets, railways and school ..etc. Thus, the total reserv(fas foned

as a provision of capital for the future infrastructure plans. *

4.4.7 Interest Service (IS)
The inclusion of IS in the economic model has numer SCntares. One of them

is knowing the accumulated burden associated with the e al loans.™t.jsf@n important

"X
nerate eagning/ t@ the
om{ ived e@mic data

of OE and this was considerably significant4e,the ttomin ecoepomy @was relying

on the external source in financing it@oudget. ocu@%ﬁtions also show
both the nominal and real value of t%n. \T ,<\

o S

“« Q-
\% RN
448  Government Exp%’c. ( -é\
The level of ex;%r isan we.s%/ in@r for both internal and external
mov.

4 2
investors as it preszw Willi @Z)rward with economic growth. The

GE is measured,by am rati(tJ GE over GDP. The economic reforms
’ J (,R
undertaker@ad a/great i p&t tr_ljt e level of governmental expenditure. Thus,
NN
a positi\%' predicted jween& and economic growth.
X
S

4. \ Labour Force (LAB)
: This variable refers to the number of employees that are hired to perform a certain
b. Empirically, a negative relationship is found between LAB and economic growth

(Clark et al., 1999). The rational explanation resides on the fact that high population

vehicle that allow banks and financial institution

mechanism of interest. In this model, IS is obtai
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growth tend to lower total economic revenue of a state due to the relevant expenditures
incurred by the government in meeting the increasing demands of people. The

population statistics were developed to satisfy pressing administrative @itary

needs. A permanent population register system (Tahrir Books) became Agmportant

for the government in the nineteenth century. ?

The recruitment of a modern army and its organizatio 'Mive and reserve
units required accurate information about the number and o(he Tale population.
In the nineteenth century, the administrative division o Ott Mnderwent

‘X
several changes that tend to confuse one unfamil ith the pr ss’ E@over,

oxifm million Muslim

: ancbfen IAsia,)éﬁg;he Balkans;
at the same time some 500,000 to 80@%3, Arnmienians, @S&rabs emigrated,

chiefly to Russia and the Americas.eqshe Otto $no A ith the beginnings of

5. 0
industrialisation in 1880, a hu r of'fabou rm (zg%?cultural to the industrial
sector was prevalent. \ Aj \A

45 Estimation Tahn\iques\lk %
The analw’s\%umen i testi@}&ﬁe stationarities of the data using well-
¢

!
known unit r g@hich s the g&le gj’Dickey-Fuller (ADF). Besides that, the data
a)hyse

will als%

Shi S). More important@vthe detection of stationarities of the time series data.

between 1854 and 1908, the Ottoman state re

immigrants from Russia (Caucasus, Crime

N
davi rful u&} root known as Kwiatkowski-Phillips-Schmidt-

Nﬁecause; it helps to better decide on the appropriate estimation that matches with
heWnature of the data in terms of the short run and the long run relationship between
ependent variables and its independent variables. With that in mind, this thesis will

employ Autoregressive Distributed Lag (ARDL) estimation techniques.
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The primary motives behind the selection of ARDL as the adopted technique for
this particular study are pertained to the four major aspects. First, it allows exa
the short and long run between the dependent and explanatory vari@%\ithin
multivariate framework. Second, it is the preferable model to perfor&tegration
analysis in the case of limited sample. Third, ARDL can be used wherei@ non-stationary

or mixed stationary, level 1(0) or I(1), Finally, the usage of Mmdel enables a

multiple estimation of a single equation. The below 4.1' summarize the
undertaken steps that have been utilized to analyse the ' ‘\d
@
| o R &
Vs
Unit Root Tests
(To test the stationarities of the data)
e Stationaryonly atI (1) at first difference or
* Mixure of stationarities atI (0) and I (1)
1
4
ARDIL cointegration
(To determine if there is a long run relationship exist in the model)
* F statistic must be greater than Narayan (2004) critical value table.
|
ARDL short run and long run elasticities \
(To confirm the relationship between independent variables and dependent
variables
* The error correctionterm, ECT, must be negative and significant
® The estimated results are theoretically sound
\
Diagnostic Tests
(To make sure the proposed model produce reliable results)
*  Autocorrelation, Heteroscedasticity, Functional form, Normality, CUSUM and
CUSUM SQ.
J/

U -

Figure 4.1: The Flowchart of The ARDL Analysis
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451 Unit Root Test

A time series data might suffer for the stationarity if there is a possible ch i
the shape of distribution that caused by a shift in the time. The purpose of @ Is to
determine the variable is stationary either at level, 1(0) or at first di , 1(1). To
examine the stationary properties Augmented Dickey Fuller (ADF) aWIips—Perron
(PP) will be used. The null hypothesis for this test assumes tha% IS not stationary

and there is a presence of unit root for the series.

4511  Augmented Dickey-Fuller (ADF) [ _\b}
The method is a modified version of the.Di -Fullér , Whichy has been
developed by Dickey & Fuller in 1979. This,test,IS co throug@&Tapplicaﬁon

of ordinary least square (OLS) regreswation. The

correction for higher-order correlat%r assumi Tth ,é\'e\ﬁes follow an AR (p)
N
process and adjusting the test '%Ogy v’v‘h iscthe% er of lagged changes in

Yt necessary to make ut segiall C(:/I 0 ‘@ of ADF regression covered

linear and non-linear t is shown in the !Jebb’equation:
v

é first difference operator
Qﬁ the logarithm of the variable in period t

AYi1=Yt-Yt-1, a and f are the constant parameters
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et = the disturbance term which was assumed to be white noise
p = the number of the lagged terms. Y
The hypotheses under this test can be presented as below: %\
Ho: a = 0 (non-stationary) A
Ho: B = 0 (non-stationary) Y.
Ha: o < 0 (non-stationary) \,
Ha: B < 0 (non-stationary) Y.
The computed absolute value of t-statistic exceed AD crwalues then

the above null hypotheses are subject to rejection w Yt is statio y] _{—)

<

45.1.2 Phillips-Perron (PP) w\ g
Recently, the PP becomes an at reliable for@%t root tests. The

researchers Phillips and Perron ha oduce 388 @art of improving the
\
nonparametric method of cont e series. lmnlar DF, the PP implies the

\ RN
Y" I §

where ao is thg*in pt, and rd th mators of the equilibrium parameters, t is
ro

the trend t et is/the

following regression.

/

C‘

er
ous that t Plfand F share the same equation except for PP where it
\z
as

at the lag terms in th t\evrc)egressron functions is equal to zero p = 0. In terms of

%ronary, aspect, the PP applied the null and alternative hypothesis as follow:

Q Ho: Yt is non-stationary, Yt does exhibit a unit root.

Hi: Yiis stationary, Yt does not exhibit a unit root.
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45.1.3 Kwiatkowski-Phillips-Schmidt-Shin (KPSS)
The KPSS is deemed to act as a vital component of unit root series.vm
previous mentioned tests, KPSS tend to provide a direct test of the nulw\shhesis

against the alternative of unit root and in order to do so the test uses th ssion:

Vi =B+ +a)+ et Vz

(4.18)

The KPSS test is breaks up a series into three Qter ‘ﬂstic rend (fy),
a random walk (r;), and a stationary error (et). The null and*the alternativ hypoEQeses
N
K
are formulated as follows: p e
N

Ho: Ytis trend (or level), stationary. \

Hi: Yt is a unit root process. CV

-
r
&

45.2  Autoregressive Distrib CQ')fn.t gration

q -
pagdﬁ an econometric research.

The analysis of cointe& IS an

Autoregressive Distributed ARDL) i signe@to predict the actual value of
S
ng

dependent variable usi short dh gr’ruua/analysis, which is based on the

O

lagged values of @pende‘nt variable. % ated above, ADRL function well for
N

small data sa Nan & Yue; 2‘(')02) s, the ADRL requires a transformation of

the model nrestricted'Error ction Model (UECM) to come up with a short
4

and | %elationsh arfEIysiQ‘r he existing literatures assert that ARDL is also

N
us%ﬂterpret the dynamic'r€lationship between economic variables (Dixit, 2014;

mthirakumaran, 2014; Jalil et al., 2010). Therefore, this study uses ARDL to

Oimate the extent of casualty relationship between FDI and economic growth.

114


https://www.statisticshowto.com/deterministic/
https://www.statisticshowto.com/random-walk/

45.3 Diagnostic Tests
They are a set of tests that involve in checking the adequacy and closener
of the empirical model to the data. Autocorrelation, heteroscedasticity, ar@a}allty

are among the statistical analyses that can be used for this purpose. A

4531  Autocorrelation Test
Although there are many tests to examine the a zatlor the Breusch-

Godfrey test is one of the most common tests used the esearchers
@

compared with other test such as Durbin Watson test. null hypot |sbr@s that

there is no serial correlation. If p-value is sma the s ce I@ the null

o . o
hypothesis will be rejected. V 0\ é

S )

45.3.2  Normality Test (0 \Y ,<\
S
Normality will be tested A%aplrs1 i Stf§ it has been found to be

the most powerful test in mQ;}ﬂhtioT e @sm for this test assumes that
the data are normally % If p-value s}s‘na@'than significance level, the null
’ &
hypothesis will be r ted | \ %(J
&
\ Y
45.3.3 %@ceda icit es{ (_}
NN
% 0 Petecti-n?the squared fitted values in the regression of
Y—v
squa&m uals. The test pu@ﬁssumptlon that the ordinary regression model have

varlance throughout the entire sample. The existence of heteroscedasticity

to make the regression model inefficient (the variance of the error term is non-
onstant). The null hypothesis assumes that there is homoscedasticity in the model. If

p-value is smaller than significance level, the null hypothesis will be rejected.
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4.6 Sources of Data
While many European countries started to have an accounting system in wﬂd
of eighteenth century, the OE was lagging behind and only in 1880 the \ry of
Finance produced the first governmental financial report which contﬁNe budget
expenditure and revenues of the state. The Turkish Statistical InstiterStat) has
recently published this economic data with the assistance of (M historians who
3-

translated the figures into English. Thus, in examining t ste'j paradigm, the

researcher has chosen to restrict the scope of this stud a perio Ears from

1881 to 1913. [ .SY'
All the data refer to the area within 1913 or he A@ﬁla Syria

and Irag. The statistical yearbook issued om admi |strat®1n 1879 is a

significant piece of work that covereN@subjectS e@ﬁtlon population,

health, transportation, justice, fman%rlcultur $ry ‘\mg, forestry, land and
foreign trade. The historical da kstat'?elles eawle/{ahls yearbook to produce
the Ottoman statistical data \ \

Due to the limit e provlded atd m@rkstat this study relies on other
sources namely, M NQn Proie ase ( (% (2018), Tuncer & Pamuk (2014),
Tuncer (2011), uran%200 'dem é}%%) and Pamuk (1987). For instance, the
import and figures Wer obﬁilré‘?rom Tuncer & Pamuk (2014) who gathered
the ann %traﬂ t ycs of& with these countries: United Kingdom, France,

er n Austrla Russia and lx@?éd States. Additionally, the GDP figures represent a

c%e ing part as the historical data of Maddison project has shown some serious
|

G)

0 ems pertained to OE economic statistic.
To overcome this shortcoming, Pamuk (2005) has estimated the GDP growth rate

for benchmark years. This GDP data was reconfirmed by the work of Vedat Eldem who
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constructed GDP per capita using utilizing fiscal data and a series of censuses on
population, agriculture and industry as well as statistics on foreign trade. The
variables, Turkstat supplies the desirable data. Thus, the sources of each@e are
presented in the following table 4.2. More importantly, to preserve the ility of the
data, the researcher has conducted a meeting with the ambassador of Tugkey in Malaysia
who offered their valuable support to the research by providi Mto the database
of the historical data. Here, | shall highlight the fact tha %

rkis' government is

engaging a long term project to revive the economic rical aw Ottoman

" X
through providing the documentations accessible t@Vesearc ersj o‘h@ages
0 4
¥

English and Turkish. \
55
S 3
S

—9

N !\‘2’?\
SAve
\ @)

& / V&

P

N
\c.,

(—)
&
S
S
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Table 4.2: Sources of Data

Variable Terms Description Sourcesv
Natural \
logarithm real Foreign direct investment (Q7

FDI Foreign Direct % of the GDP Pamuk, (1987);
Investment Geyikdagiy(2011)
Inflow Y.
Natural M

GDPR logarithm of GDP Growth rates % ison, (2018) ;

Economic Growth amuk, (2006)
Rate '
Natural Total reserve in gol .\d

DI logarithm of Total of GDP stat Y-
reserves ' _\(}
Natural sum of total e d 4 T

TO logarithm of imports of goodsfand ser Es\ Tuz\b’{tat
Trade Openness by GDP V q‘ é
Natural "Q
logarithm of Gover Expendit O

GE Government as% of GDP \ .. TurkStat
Expenditure >v \&

[} e,
“« Q-

Natural as % SQ TurkStat ; Tuncer, &

ED logarithm of N Pamuk, (2014)
External Debts % ’

N

Natural i n‘@é

LAB Logar%r&'cr otal g oour TurkStat
La& e | <$

GDP_per Logithm

atural >
logarithm of \"’?Inflation rate
Inflation
Natural
logarithm of Interest Service

Interest Service

Pamuk, (2006)

TurkStat ; Tuncer, &
Pamuk, (2014)

TurkStat ; Tuncer, &
Pamuk, (2014)
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4.7 Summary

This section offered discussion about the sampling procedure and data mv;
method of data analysis, economic models and variables measurements. I@on to
that, ARDL models will be developed according to this study’s objectiVe:s]he aim of
this chapter is to provide a visibility on the econometric models andgall the relevant
concepts. It also intends to present the fragmentation of the %ﬁy its resources so

with that this study can be achieve its objectives suc L T'\e next chapter

discusses the results and its analysis. \d
X
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