CHAPTER 5

RESULTS AND DISCUSSION (4}

5.1 Introduction
This chapter discusses the econometric outputs of the,{E oposed models,
which address the research objectives. As mentioned ear he AR PL technique is

used to perform the analysis of the data. Primarily, the a isb summary

of the descriptive statistics of the data providing mo

ails on the natufe iﬁo)\nany

I{ uIa@Based on

i cato:\for Iong@v relationship.
Numerous diagnostic tests were exec@nsure the ereré{af the data to the

n m@'ry heteroscedasticity,
CUSUM and CUSUM. Furthe%idy gQ—:nera ithe quats pertained to long and

short run elasticities to ex@ rer | bet@h independent variables and
dependent variables. l 0’
'3 ¢ &
| \B a
5.2 Testing tt\M&oec 'eter@énts of Foreign Direct Investment
@
Inflo (’) % ’ (j"
el
r

T orffmal app ‘,of r ing the analysis is mostly characterized by

prowjha detailed dISCGI’ptI@f the used data. With that in mind, the below table

y e descriptive statistics of the following variables: Foreign direct investment

other facts pertained to the examined sample.

the F- statistics, which in turn functions a

statistical norms such as autocorrela unction

LNFDI), growth rate (LNGDPR), external debt (LNED), government expenditures
NGE), trade openness (LNTO), labour force (LNLAB) and consumer price index

(LNCPI). Observing a number of elements into the below table such as mean, median,
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maximum, minimum, standard deviation, skewness, and kurtosis would help us to
comprehend the mixture of the observed exogenous and endogenous factors. T
shows the necessary figures of the variables over the period 1881 — 1913. T@nted
results in the descriptive statistics are the values of after the logarith ormation
of the data. Information such as mean, median, maximum, minimum, standard
deviation, skewness, and kurtosis are presented in the below t Ie\,

The results show that all the variable except LNFDI &7) (i758) are having

a positive mean and standard deviation. They also h a po |t|Wmum and

minimum value of all the tested variables. More@h‘r obviaus t tt’e@ and
median are close to each other, which determi d |g 't da@ having a
high chance of supplying a reliable outpxgt‘:r‘im‘g t tandaége‘watlon the

revealed result show that the average al distance es from the mean.

For instance, for LNED the typlcal ce from ?n ,\ about 3.8579 and for
N,

LNTO was 2.1285. 43%7

X

Table 5.1: Descriptive S ’A Fok\Dlrect Investment Inflows
LNFDI " LNED VGE  LNTO LNLAB  LNCPI

Mean 0. ’W\ \1’0 o 22255 17694  4.3497
Median 725{ 6931 2 5149 22289 17963  4.3372
Maximum 574 09 3 28452 24337 20143 46052
Minimum %7 5 b 22742 19939 14115  4.1531

537 0.1458 0.0970 0.1693 0.1243
%1 1829 0.1865 -0.2804  -0.3527 0.3390
3\3. 2.4305 2.4605 2.9103 2.1841 2.1783
33 33 33 33 33

Std. De 2257 .
Skev% 0.0185 &
Sis . .

Ku

%ns 33
~
QL

he presence of unit root was identified via the usage of the three common
methods Augmented Dickey-Fuller (ADF), followed by more powerful unit root

namely Philip-Perron (PP) and Kwiatkowski-Phillips-Schmidt-Shin (KPSS) unit root
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tests. This preliminary test is considerably important that allow the data to be usable as
running ARDL requires a testing the stationarity of the data. The computed p-\Tﬂ
the variables is compared to the absolute value of 1%, 5% and 10% respecti@ case
where the computed p-values are significantly greater than the absol lue, then
the null hypothesis of the presence of unit root or non-stationarity is¥ot rejected and
the results are in favour of the alternative hypothesis.

The tests reveal that the variable LNTFDI at level i Xi:) e stationary for

both intercept (5% significant level) and trend and in t (rWnt level).

X
Further, LNGDPR was found to be stationary as we level for b ir‘te@ (5%

significant level) and trend and intercept (1% si

Ie\el\)fT air:.@\'/ariables

nce @XE)F test was
performed. Table 5.2 showed that th&z';)nixture 0 ion@’for the intended

variables for both at intercept and tr@jnd inter\&\gn

were also sharing the same features. Mor

rPP+unit root test.
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Table 5.2: ADF and PP Unit Root Tests for Model of Foreign Direct Investment

Inflows
\ w
ADF Unit Root Test PP Unit Root Tes\‘
Level Intercept and Infer nd
Intercept Trend Intercept 4 Tre
LNFDI -3.2174(0)** -3.0903(0) -3.0522(7)** %837(7)
LNED -0.7220(0) -1.9220(0) -0.7908(1) -2.1236(2)
LNGDPR -1.7338(0) -1.7032(0) -1.7229(2) -1.7032(0)
LNGE -2.8930(0)* -2.700(0) -2.9532(2)\[ -2.7574(2)
LNTO -2.4016(0) -3.0775(0) -2.352 -2.8532(5)
LNLAB -1.7651(0) -3.6095(0)** 2. 32 ' -3.4041(9)*
LNCPI -0.9993(0) -0.9437(0) 30) W' -04704(3)
Firet ADF Unit Root Test P Uhit Rootest,
Difference Intercept ! nte_lr_(;i%and te rcept, : n’e{_ﬁé%sahd
LNFDI -6.1275(0)*** -6.1220(0)*** .9561@0)4** -11.8@9‘(30)***
LNED -4.8287(0)*** -4.7496(0)** -4,8287(0) 4.7496(0)***
LNGDPR -5.6008(0)*** —5.6643@ : — ﬁSO(@***
LNGE -6.6656(0)*** —6.38% -6! )***(Q -6.4130(2)***
LNTO -5.7853(0)*** -5.7085(0)*** -10. (30)@ -12.8064(30)***
LNLAB -6.2978 (1)*** 3229(1)** \?76 (24)%**  -11.9335(21)***

LNCPI -5.0258(0)*** -5.3880(0) -4.9993(3)*** -5.4707(6)***
Notes: 1. *** ** and * are 1%% 10% of significantllevels, respectively. 2. The
optimal lag length is selected automatica i e Schiwarz Info Criterion (SIC) for

ADF test and the bandwidth_had Been si e Newey—West method for
PP unit root test. l ‘é

To ensure that the resdlt o l)ﬂl.& tes 'Ef;doust enough, a KPSS is applied for

each variable. TNhypo |sis far the t that the data is stationary. To interpret

the outcomes @S the EM s‘«! bé-observed if it is greater than the critical value
O
(alphale %, ;0 and/1%),
D o
d

is rejected. If the estimated teswgi'stic is less than the critical values then it means

tl@he null hypothesis “the series is non-stationary”
f No reject the null of stationarity. The outcomes of this particular test show that

all variables are significant at level at 5% or 1% at level except for FDI. Table 5.3
Qplays the findings of KPSS.
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Table 5.3: KPSS Unit Root Tests for Model of Foreign Direct Investment Inflows

Variable KPSS
Level Intercept Trend and Intercept}\?
LNFDI 0.1737(3) 0.1156(3) L—)
LNED 0.5494(5)*** 0.0989(4) A
LNGDPR 0.5451(4)*** 0.1578(4)***
LNGE 0.1997(4) 0.1748(4) Y.
LNTO 0.5105(3)*** 0.14
LNLAB 0.7489(4)***
LNCPI 0.1550(4) Bz )**'
First Difference Intercept and In'gr!:ept
LNFDI 0.5000(31)*** 000(81)** o
LNED 0.0941(1) 0.0838(1) ' C}v
LNGDPR 0.1496(2) 0.0681(4 SN

LNGE 0.2211(2) 0.

N
LNTO 0.5000(31)*** i \.300,0(31)** ),
LNLAB 04397(2g\[ “\ 0.2877(20)

LNCPI 0.3
Note: 1. *** ** and * are 1%, 5% and 1 i sig@?

ve i\'edpectlvely
Thus, the ARDL approach to Ceintegration s e’s é-% approach econometric

analysis that preferably used to S re th ; shlp.tﬁg%\ﬁleen the variables proposed
in the model. The ta Yr:o.ws t F test. The optimum lag was
obtained using Akaike Inf atl on (/{@#or an annual data with a maximum
lag that was set &4 Gi the um order for the suggested model is

1,0,3,2,1,3,3 @F -statiSti glnstfmom the optimum lag was relatively greater
than |t5% und tic v ue%bis therefore a solid indication that there is an
0

existe ng run assomaﬂegﬁ&ween the examined variables and the table 5.4

S N\e ARDL using F- test

S
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Table 5.4: ARDL Tests For Co-Integration For Model Of Foreign Direct Investment

Inflow
A\ w o~ 4
Model AIC (Lag order) F Statistit\‘
LNFDI = F(LNED,LNGDPR, (1,0,3,2,1,3,3) 7848

LNGE,LNTO,LNLAB,LNCPI)
Critical Values for F-statistics# Lower Bound, I (0) Upper m D

1% 3.5
k=6 506 2.45 1
10% 212 \£.23

Note: # The critical values are obtained automatically under s 9, k is several
variables (IV), critical values for the bounds test: case IlI: stficted l’ntercept and no
ignifiéance, respectively.

trend. *, **, and *** represent 10%, 5% and 1% level
The diagnostic statistic as it is portrayed in tablg 5.5 prévides a c te‘evixtence
| | &
that the proposed model is well structured. In f ne of the statistics (‘p'zébablllty

P 4
0 evel.@éerving the

the Q hypothesis of

al co@ation, and the null

NS

value) shown in the below table are significant M,'S

critical value of one degree of freedon(, Nbv'o
[

normality of residuals, null hypothesim

hypothesis of no heteroskedasticitgs)c%?ubv T §
N ,Aj &
z {
c‘) \"b}" ‘?

irst-order
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Table 5.5: Diagnostic Tests for Model of Foreign Direct Investment Inflows

(A) (B) (9] (D
Model Serial Functiona . £l
Correlation | Form Tgr\gﬁljg Hetggbsc v icity
(P-value)  (P-value) 4 y
LNFDI = F(LNED,LNGDPR, 0.3818 1.5737 0.2797 ﬂmos
LNGE,LNTO,LNLAB,LNCPI) [0.6944] [0.2413] [0.8694] [0.1755]

Note. 1. The numbers in brackets [ ] are p-value. 2. The diagnosticvrformed as
follows A. Lagrange multiplier test for residual serial correlationﬁm sey’s RESET
test using the square of the fitted values; C. Based on a test of skew and kurtosis of
residuals; D. Based on the regression of squared fitted val S.V'

To better scrutinise the reliability of the dia aIyWUM and
CUSUMSQ were performed on the model. Having, the plots of bo suU nd
: : N\

(.;)
CUSUMSQ fell inside the critical bounds of %ignific nc eve’l“{}a good
4

indication that the model is stable. Figure 5-1 be is M lots 0 SUM and

CUSUMSAQ tests. \) 0\ %\
Ne A

1004 | 1905 ' 1906 1907 1908 1909 | o ! ! ! ! ! ! ! !
Q?}ffgos 1906 1907 1908 1909 1910 1911 1912 1913

1911 \R
f— CKS% Sgnfc@ [— CUSUM of Squares —— 5% Significance

Figure 5.1 M and«C ?’S ility Tests for Model of Foreign Direct
I ve@ent Inflows
%v NN
T . depwt%lg% run ticities of the variables (LNGDPR; LNLAB;

s

LNM&\I D; LNCPI, LNG\\The coefficients of five variables showed long-run

sigaifieance in explaining the dependent variable (LNFDI). The signs of the coefficients

G NLAB, LNTO, LNED and LNGE are negative. Starting with the implication of
e

LNGDPR, the results show a non-significant relationship between economic growth

rates (LNGDPR) and total foreign direct investment inflows (LNFDI). With a
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coefficient at 0.3398, the association between the two variable seems to be weak and
this comes in line with a number of prior studies that provide evidences on such ITQ!
The question of whether economic growth might influence FDI inf(\%h still
triggering numerous studies around the globe. Indeed, the results still ue to the
different type of method sample, and time trend of the observ&n?. From this
perspective of, Boyd & Smith (1992), and Ang (2009) found that a neégative association.
Other researchers Hanson (2001), Akinlo (2004) and y.Klrsen (2008) put
forward the notion that there has been an absence on the ionship w§conomic
growth and FDI inflows. J _\C}T

Economists such as Biglaiser & DeRou 1) foun hig P could

display a higher value of FDI investment. Iﬁw ri ases EDI™s found to be

insignificant in terms of its association i E eanomic ar sin@s not necessarily

expedite the process of spills over in loca T

al., (2010), found that FDI inﬂa%wo c&relat' nawith@conomic growth instead, it

' ?tance, Azman-Saini et
K
N

largely hinges on the factor.of financial r th$ licy of economic freedom in
the host country. Mo% Iguacil’et a ,"(iO@provide evidences using GMM
method suggesting ﬁiKFDI ii1 4 ve r%(e}éct on developed countries. These
results create a %

o))

y m@s’ to promote policies that encourage and

S |
¢
support inw. h Work don yéa

N

Weaklir% en FDlan 'gonomi&rowth.
Y-

the causality per%e\gﬁve, Lyroudi et al., (2004) studied the economic

@;\ac & Levine (2005) confirmed that there is a

impact of FDI in a panel of transition economies over the period 1960-2005

& a panel general method of moment estimator. The study found a weak link
etween FDI and economic growth. More recently, Bermejo Carbonell & Werner

(2018) reported that despite the favourable Spanish circumstances yet, no evidence for
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FDI to stimulate economic growth. Such findings is also found by Kim (2010) who
stated that recipient countries with higher level of corruption tend to receive m?m
inflows from developed and politically stable countries. That shows that@!d not
exert any significant effect on economic growth. This led many severﬁ'&omlsts to
call for policies that encourage and support inward FDI. T

Within the context of OE, the FDI was clearly unsup%@(o the economic

growth as the majority of the investments were established of plolitical pressure

by the European countries (Geyikdagi & Geyikdagi, 2 One IeWple of this
3
_ _ X
n of expa nbf_@pean

t% econQ/Wy, which

mgsvi:iid convi Vzt~heoutsiders

was the railway projects that were created with the in
markets over the local one. In this sense, the

was relied on agricultural industry to gener

esi@%hat, the financial

to further engage in certain profltablewglKula, 19
system was mainly controlled by O@s which \:ﬂo ed
n

g to the gro@f the Ottoman economy

<<»

@engthen the presence

of European investors Without

(Blaisdell, 1929). Another as n on that the OE signed with
various countries. Un% treatleI é s were granted at many levels
which ultimately | %serlor shing %{e funds and created a need for the
state to seek theyexternal fi |ve e fact it is reasonable to find that FDI
does not hav %’Hflc t rela nﬁlrtv;l% economic growth.

F &;actpf : shows a sign of significant and negative at 1%
S|g t Ievel in which a 1%0@3fease in LAB decreased the LNFDI by 8.64%. This

‘% at the existing labour cost in OE was not attractive enough for the FDI inflows.
Q finding is supported by prior studies that measure the relationship between labour
nd FDI. For instance, Boghean & State (2015) found that of a weak connection

between foreign direct investments inflows and average labour productivity in countries
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of the European Union. The econometric results derived from the study of Malikane &
Chitambara (2017) provide concrete evidence that there is a weak effect of Ym
productivity growth in the African countries over the period 1980 —2012. @onal
explanation behind the negative sign found in the relationship betwee d labour
is relatively pertained to the fact the FDI project tend to focus on limited sectors that
might not be suitable for the local labour market. \,

In addition to that, the lack of expertise was one of Y:dr,'ver in reducing
the engagement of foreign investors in hiring Ottomans&Moreo er.,\hgél projects
ich ultimatel r‘ir&%&‘gthe
ing{' at th/YTndustriaI

were applying machineries in executing the works,

demand over the headcounts (Geyikdagi, 201
revolution was at its peak period where the

revolutionary methods in their industrialsectors. O

The trade openness (LNTO@jﬁcientS\OW% g‘g\hificant and negative

N,
relationship between LNTO andél. Th% res ighli the argument that trade

liberalization practice in mnot in"favour of @cting FDI. Though several

-

empirical studies adv at P@'has a positive impact on trade

openness in reci@untrieis, e ; éx/the case in OE where a negative

relationship is d% Our ntra@'prior studies which showed a strong and
55 R o

positive cor on between t de’op&r} ss and foreign direct investments (Ho &

NN
Booth, ; Nguyen gt .r2018$elloumi, 2014; Eris & Ulas, 2013; Hakimi &
X
15).

Har@l& Musila & Yihe)jks}()

\n openly practice free market able to attract potential investors to invests more

intorthe country by stimulating technological transfer and innovations. Indeed, trade
penness is described as the capability of a certain economy to integrate into the

economic activities in the world. For OE, the integration was part of European
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domination whereby government applied a 12% tax on the exports and only 3% on
imported goods from European (Pamuk, 2006). Certainly, there was a polltlcalw
behind such decisions, which further weakened the Ottoman economy and &}trade
deficit and changes in exchange rate. —\

Next, external debt depicts a significant and negative associatio eren LNED
and LNFDI. The coefficient appeared in this model can be interpreted as 1% increase
in LNED created a decrease in the LNFDI by 9.28%. T ?: atches with the
previous empirical studies that show statistically signi t wi WSign For
instance, Nunnenkamp (1991) find that higher debt n credtes s#a @o the

FDI inflows in Pakistan. Azam & Khan (2011) d he{ NFQ/‘G'exus and

they found that FDI is negatively affecte co ad d@ondltlon and

signifies a relatively unfavourable en\we for foreigny ves@k

Theoretically, Krugman (198 tends t t e @'hang arises when the
\
expected repayment on foreign |sse0'Ehe d date, h created an increase in

the debt service and hence i reas gf the c rys output level. This means

that a high debt burder% portraj‘éﬁ el:t s to the lenders that debt will be

financed by distorti y measr flnan repressmn or other punitive taxes or
expenditure cut (5'9

These s es will ce n‘ @(;R forward for a negativity among foreign
mvesto conceérns Io r riskier investment, greater uncertainty about

futu r rns, and potenUaII@er growth prospects are undeniable (Calvo, 1998;

s et al., 2003). Having said that, the external debts are empirically proved to

Q the inflow of FDI in OE. This indicates that the tendency of foreign investors in
i

recting their investment towards OE was a risky decision as the state was experiencing

a serious debt trap. This despite the privileges and incentives given to those investors
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but it was evident that the FDI inflow level was at its lowest average compared with
other European countries.

Further, for the impact of inflation proxied by CPI, the result show @ significant
and positive to LNTFDI. This finding is similar to the findings of the M*searchers
(Nazir et al., 2012; Rashid & Husain, (2013); Kim et al., 2008; Ercal&z?ll). Despite
the conflicting results of the nexus between inflation and LNTEDI, the'study of Hashim
et al., (2009) agreed with Sajib et al., (2012) in which a n y:ationship between
inflation and FDI was found. \d

Ay

The conflicting result might be attributed to%ﬁhe ecoho ic'ng@ used
in the co integration techniques and treats inflaii c@ [ Ie..@?ar as the
tablefor th Vz~ined period

nd i@gl with a CPI at

72.51. Itis worth noting that the Ott@jeconom it gsﬁg a number of tobacco
N

and salt company to French inv%/ith tﬁﬁt andzaleng <;\n;@all its incentives to make

the country attractive to f‘%& veT : Otto economy was incapable to
0

benefit from the FDI. ns have been l‘)rie@ discussed earlier which can be
’ &
ili

summarized in the wf pol'lt nc ting the Ottoman economy into an
industrial econ & NS
OK 5 [ (‘?(_)
%!“97 Y
on LNF% resegtat 9 yo.-r is.shows that government spending was not directed
Y-

into bringing in FDI projects andtinstead it was shifted into other sectors such as the

result of this study is concerned, the inflation,n QE wa

)

and the FDI inflows reached a peak w Millio

N
r \bnt of foreign loans or other corruptive channels. The economic reform that took

d during the reign of Abdul Hamid 2 was not productive in the sense of creating a
0

nducive environment for a robust private, domestic and foreign investment. Hence, it

is evident that the Ottoman economy was suffering from a serious sickness to the extent
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that the OE was named as ‘sick man of Europe”. Such conditions were unfavourable of
attracting the FDI and the only reason behind the existing FDI projects v?ﬂe

expansion of European domination over the OE lands.

Table 5.6: Long-Run Elasticities for Model of Foreign Direct Investment inflows

Variable Coefficient t-Statistic Prob.
LNGDPR 0.3398 1. 0208 0.3314
LNLAB -8.6436*** -3. 365&~ 0.0028
LNTO -23.3871*** . ' 0.0008
LNED -9.2881*** 8 016
LNCPI 25.1667*** \%021

LNGE -9.5357** 189 o.o 59"

C 19.4108 1. 644; 1

Note: (¥), (**), (***) indicate significant at 109 nd 1%_sighificant e\re'i
respectively. I%\ EZ‘

<<

Further, Table 5.7 explains the resu ;sh rt run ticitiQtd error correction

—X

term (ECT). The short run elast|C| orat Jbase@n zero lag. In the short

run, the LNGDPR shows a n\ ificant*relatio shiil@foreign direct investment

inflows (LNFDI). Next, i?'found tha LA.@%ad significant and negative
(

relationship. Furtherm , the variapl 'EO L ED and LNCP revealed a non-

significant relatio |th L|\IFD Based% he last tested variable, LNGE had a
\

positive relati W|t Im teL) of the practical implication of ECT, the
presence ration indicates tk@)oiny one variable can be utilised as a policy
variab ose cert eﬁsur at aim to bring about the desired changes in other
va the system. Form@pincal perspective, the cointegration is perceived to

‘%occurred changes in the dependent variables whenever it linked with the changes

che other independent variables in the system. In other words, the changes in the
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dependent variable are also a function of the degree of disequilibrium in the
cointegrating relationship, which can be captured by the error correction term (?.’

Indeed, the estimated lagged error correction term (ECT) in ARD@ssion
depicts to be negative and statistically significant and this is a necessa re for the
stability of the model stability. Importantly, the t-statistics on laggedfresidual of the

ECM is statistically significant, again reinforcing the fin iNt the variables

introduced in the model are cointegrated. In addition to t adjllsted R-squared
value of ARDL estimation is 0.90, which means th e va iaWependent
o
variables is explained by the variation of indepem@ables by 909 ’ _\0}
4
¥

N
3‘?
O

Yv
SRS

-9
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Table 5.7: Short Run Elasticities and Error Correction Term for Model of Foreign

Direct Investment Inflows

ey
Variable Coefficient t-Statistic ‘
D(LNGDPR) 0.3222 0.9682
D(LNLAB)

D(LNLAB(-1))
D(LNLAB(-2))

-11.0944 -3.7954 %
-6.1869 -1.9469 0.0802

5.4983 21107 W
-3.2129 11,4325 0.1825

D(LNTO)

D(LNTO(-1)) 4.5088 1.8329 0.0967
D(LNED) -3.7561 -1.4138 T 0.1878
D(LNCPI) 1.4193 0.4769

D(LNCPI(-1)) 1.7439

D(LNCPI(-2)) -11.6197
D(LNGE) 3.5591

D(LNGE(-1)) 0.7398

D(LNGE(-2)) 11.9781

ECT(-1) -0.9482
R square 0.90
Adj. R square 0.73

Dependent variable is DLNFDI. (*)c*j

significant level. c}
‘% N
i = -~
The first research objective S the&osmble effect of selected
macroeconomic deter%zf FDI |lflo in Q&ven the importance of FDI in

determining the pe@anc | non@s study shows that the Ottoman
m an

tF and i |r|caIIy proved that FDI was a tool that

economy failed \
l
#
was used tw en/ the Jocal ICJ trles The examined model introduces

Y
macroe% arlgbl vyz as e@ﬁomlc growth rates (LNGDPR), trade openness
a

Ojlabour (LNLAB), extq_rlse.{ debt (LNED), inflation (LNCPI) and government

e ure (LNGE). The flndlng on long run elasticities reveal that LNGDRP, which

Q sents economic growth rates, has not shown a significant influence on the LNFDI.
0

wever, LNTO , LNLAB, LNED and LNGE show a significant and negative sign.

Meanwhile, the inflation LNCPI shown a significant and positive relationship.
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5.3 Testing the Macroeconomic Determinants of External Debt

The analysis of this particular model commences with the ordinary desw
statistics. This is to ensure that the data is presented in a formal approa X 5.8
summarises the statistics Foreign direct investment (LNFDI), er capita
(LNGDP), external debt (LNED), government expenditures (LNGWe openness
(LNTO), Interest service (LNIS). Considering to the followin m smean median,
maximum, minimum, standard deviation, skewness, and clJId indicate the
mixture of the observed exogenous and endogenous fac Fori sta S apparent
that all the variable except LNFDI (mean = -0.6758 having a p tlfe @ and

standard deviation. Besides that, mean and , whic I|ed\7§ normal

d mo@&rjst analysis.

The value stated in the below table are&ib representedsin a f@"bf logarithm. The

distribution of the data, were close enough téeac husvi)ro

descriptive statistics of the data, it arent t ?I r '&s between minimum
and maximum values of intere (LIQIS), ternai(/ (LNED) and FDI were
big enough for a robust an SIS |m[I incre “kg trend of the variables. The

value of mean and medi ariable tHe ted countries was close to each
4 .‘
\reg e no

other. This conclud at the@ r y distributed.
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Table 5.8: Descriptive Statistic For Model of External Debt

LNED LNFDI LNGDP LNGE LNTO L

Mean 4.0731  -0.6758  2.4098 2.5041 2.2255 \%
Median 41790 -0.5635  2.3873 2.5149 2.2289 (? 18
Maximum 4.2818 1.7574 2.5351 2.8452 2.43A .3
Minimum 3.6817 -2.8735  2.3713 2.2742 1.9939 0.4774
Std. Dev. 0.2152 1.2257 0.0460 0.1458 0.% 0.3130
Skewness -0.6737  -0.0155 1.3023 0.1865 *Q&M 0.6720
Kurtosis 1.8473 2.3536 3.5638 2.4605 03 1.5359

Observations 33 33 33 3 33, 33

|

N,
Following the same method of analysing the s ility of the data, vnit@)q test
is also being utilized so a broader image on data is generated. Analysing the :zatlonarlty
W Y
of data is a key aspect in determining the % Inesési he-result. %\Etically, the
bound test requires the variables eith\crvtation rst gerence, I (1) ora
mixture of stationary at the level, | E) and tgﬁnc &I.(.;L) In addition to that,
it is essential that the result of unit r st reveals v iabl@ not integrated of order

4]

125

two, | (2) or beyond as rules SM e ho ! w@és of unit root test that were
Given the hypothesis of the series with a

used in this analysis a ADRand PP
e

unit root was tested agains 'Qt e of

s ) .
s@ﬁsﬁamty, two tests were applied ADF

and PP. In contrastisthe KPSS_tes olds@ remise that null hypothesis does not

. N O _
contain unit r e alterha y‘yp&ﬁ'\‘esw has a unit root. In the below table 5.9 a
summar %&'utcopby a@P are presented. In nutshell, the finding provide
P 4

evidenis that there is a mixt@ stationarity at I (0) and I (1) for the proposed
\

V. Ms in the model, and with that, it is justifiable to move forward with the use of
Q nd testing for cointegration.
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Table 5.9: ADF and PP Unit Root Tests for Model of External Debt

Level ADF Unit Root Test PP Unit Root Test
eve
Intercept Intercept and Trend Intercept Interceg& nd
LNED -0.7220(0) -1.9220(0) -0.7908(1) -

LNFDI -3.2174(0)** -3.0903(0) -3.0522(7)** ..&g:s @)
LNGDP -3.0001(0)** -2.5141(0) -2.9608(1)** -2.5135(2)
LNGE -2.8930(0)* -2.700(0) -2.9532(2)* YZ7574(2)
LNTO -2.4016(0) -3.0775(0) -2.3525(3) \, -2.8532(5)
LNIS -0.7159(0) -1.8956(0) -1.8956(0)
First ADF Unit Root Test it Root Test

Difference Intercept Intercept and Trend @!ercep nd Trend
LNED -4.8287(0)*** -4.7496(0)*** 4.0496(0)**
LNFDI -6.1275(0)*** -6.1220(0)*** : .f:'zzg@)x *
LNGDP -4.5308(1)*** -4.7TT2(1)*** 45333(0)*** 4.5876(2)***
LNGE -6.6656(0)*** -6.3818(0)*** 6! 50% -6.%%('2)***
LNTO -5.7853(0)*** -5.7065(0)*** Yj

e é§§364(30)***
LNIS -5.5940(0)*** -5.5699(0)*** -5@41( i &L .6131(4)***

Note: 1. *** ** and * are 1%, 5% a significa velﬁ?pectively. 2. The

optimal lag length is selected automaticallyfusingsthe rz _|gv mation criteria for
ADF test, and the bandwidth has b lected by-using the Newey—West method for
the PP test. & c}

-

&
Extra test was carrieq h& valdﬁgov%e:ksults. As per the generated

outcomes from KPSS,% ationarity of he de@is evident and for the suggested
&

variables at 1(0) an@I(1). Tl"e e Oéﬁome reconfirm the usage of ARDL
estimation. The &o \»écula '{%frevealed that the all variables (LNFDI,
LNED, LNGI%IGE LI\TT nJLEJI‘.S?are significant at level at 5% or 1% at level
except f% ix gvide "of staﬁih\arity also occur at first difference. Thus, mix of
statignarity in the data both at ad}i;‘zell.as well as at first difference was identified. Some
N

ofthe variables in the model integrated in the order of one, 1(1), while some integrated
%rder of zero, 1(0). Therefore, it sounds that the ARDL approach to cointegration
the most suitable types of analysis that can be conducted to find the relationship

between the selected variables in the model. Table 5.10 displays the findings of KPSS.
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Table 5.10: KPSS Unit Root Tests for Model of External Debt

Variable KPSS
Level Intercept Trend and Intercep;\

LNFDI 0.1737(3) 0.1156(3) ‘—)
LNED 0.5494(5)*** 0.0989(4)
LNGDP 0.2669(4) 0.1430(4)**
LNGE 0.1997(4) 0.1748(4))’Y.
LNTO 0.5105(3)*** 0.1440(‘:7
LNIS 0.6329(4)***

First Difference Intercept
LNFDI 0.5000(31)***
LNED 0.0941(1)
LNGDP 0.2809(1) 0.1159(1) | L}‘r
LNGE 0.2211(2) 4 " 0.0881( =
LNTO 0.5000(31) "% 0.50 s \)‘T
LNIS 0.0951(3) i QO?OJ93(4) N

Note: 1. *** ** and * are 1%, 5% and 10@mf|c , respectively.
The next step observes the Ioner cointe

re_QQ]ship between the

Iti own in the table 5.11.

—t

variables. In doing so, F-test was da e%

7]
The optimum lags were obtai&ﬁ' g Al ich is iﬁcase 4,3,3,1,1,3. Keeping
o . N
in mind the critical vaIiE, trWy employs INS (2004) for the bounds F-test.

This is because the observation of thi§ is zajyvhich matches with the predication

of critical value @ by

&

rayam (200 )%’ence, the ARDL bounds of the model
N
demonstrates MIen eof a }d an_gefationship as the F-statistics in the below
table is an its upper 0@(@.1677) at 1% significant level. Thus, it is
4
confir:e there is exlg

tence/of long run between the variables.

N
\(?
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Table 5.11: ARDL Tests for Co-integration for Model of External Debt

Model AIC (Lag order) F Statistic v
LNED =
F(LNGDP,LNGE,LNTO,LNIS) (4,331,173 5.1677

*
Critical Values for F-statistics# Lower Bound, 1 (0) Upper B%nd, al)

1% 341
k=4 5% 2.62
10% 2.26 2.35
Note: # The critical values are obtained automatically under Evigws 9, k is several
variables (IV), critical values for the bounds test: case Ill: unrestci intercept and no

trend. *, **, and *** represent 10%, 5% and 1% level of signifieance, respectively.
To clear any doubt pertained to the model, diagrﬁ rewgormed in

N4
table 5.12 such as the LM statistics which the seria r‘elg&f&, the

misspecification by RESET test, heteroscedastiCi d no@' sts. Bgi'des that,

the stability of the coefficients is examin M tin

The null hypothesis of normality of reM enullh

correlation, the null hypothesis of roskedasti 3a

\
o . 0 e,
misspecification of functional e acceptedy” “ <8(
N AN

c,;z" \_,’ b}‘_éo
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Table 5.12: Diagnostic Tests for Model of External Debt

(A) (B) ©) (D

Model Serial Functional
Correlation Form
(P-value) (P-value)

Normality Heteros icity
(P-value) '\ ue)

Note. 1. The numbers in brackets [ ] are p-value. 2. The diagnostic t&st performed as
follows A. Lagrange multiplier test for residual serial correlationw sey’s RESET
test using the square of the fitted values; C. Based on a test of ﬁa s and kurtosis of

LNED = 0.1855 2.1439 31134 -\83830
F(LNGDP,LNGE,LNTO,LNIS)  [0.8353]  [0.1865]  [0.2108] T[sm]

residuals; D. Based on the regression of squared fitted values.

To enhance further the reliability of the output, bothhyxCUSUM ‘SU{\z/I‘SQ,
N

fell inside the critical bounds (red) of five % sign@s shown i igllre 2. This
support the fact that the model is stable and t jabl afe uraHngliable in

providing a proper forecasting without a ?M r. @ %\
10.0 Ak

i T i T T T T T
1912 1913 06 l 1907 08 1909 1910 1911 1912 1913

----- 5% Significance ‘—CUSUM of Squares ----- 5% Significance
7 /1
Figure 5.2: (&\Uhan dUSU SQ S@ﬁty Tests for Model External Debt
N
\ ¢ I (.%J .
In expl% the llong ﬂaséljl es, table 5.13 yields the outcome of the

associat'@)ke’en extern :e t(@%b) as dependent variable and (LNFDI, LNGDP,
LNQN

i Nnt (LNFDI) which indicates a negative sign with a P-value (0.4087) which

T T T T
1906 1907 1908 1909

O and LNIS) as pendent variables. To begin with foreign direct

s that the association between the LNFDI and LNED does not exist. This result
d not matches with the findings of the first model where the FDI was the dependent

and LNED was the independent. As a matter of fact, external debt and FDI are
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macroeconomic variables and hence they tend to strengthen the performance of an
economy. This is due to their nature as both variable represent capital ianowsVN’s
needed to propel economic growth. In their study, Ostadi & Ashja (201@ that
negative association between FDI inflow and external debt. They ﬁ&rgue that
increasing foreign debt deteriorates the perception of foreign inv?rs’ vision and
created negative expectations of the future economy. An interesting fact about FDI
inflow is its ability to solve the problem of foreign accu y.de

tlt in developing

countries if the borrowed loans are channelled to the rig th ( nW). This is
AR
jated with e]n@isks.

te \astu e th.r{%-'of losing

I proiects ere n@e. to shift the
economy towards a better position. \) é

Next, GDP per capita (LNGIZ@svealed a ca 'batlve sign whereby a

1% increase in GDP per capl a decrea tQ;é?ternal debt (LNED) by

because the excessive reliance on external debts is

Unfortunately, OE witnessed a scenario whereb

its sovereignty due to the foreign debts andthe

1.5206%. Similar findings nd n*the prior re h In fact, a large number of

studies have been cond% ssesst eL D'&@GDP nexus. It is widely accepted

among economist %exteln\eb has G.eQatlve consequences due to poor

management of ese t|V|t oundlng the consequences of debts tend
to likely mi e ny po t 0 Ejtt?r utilizing debt in more productive projects
that wil d is regards, Presbitero (2012) provide empirical
eV| that debt has a neg@’lmpact on economic growth when the debt is more
t o of the GDP.

Q In another study, Calderon & Fuentes (2013) found a negative impact of external
e

bt on economic growth in Latin America over the period 1970 & 2010. Akram (2011)

and Rais & Anwar (2012) also come up with a similar conclusion for Pakistan for a
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period between 1972 & 2009. Ezeabasili et al., (2011) and Chikuba (2003) shared the
same findings for Nigeria and Zambia, respectively. Umaru et al., (2013) and?ﬂt

al., (2016) also reinforced this stance based on the outcomes of their studi eria.
The explanation that is more plausible is that shortage in governm nue, low
levels of investment, and balanced budget deficits are rational reasongthat trigger the
decision to borrow from abroad. Such numerous evidences provide @solid platform to
argue that OE the policy to engage in external borrowing w. Xb.le 'iecision. Hence,

it is obvious based on the generated result that the eco ic gr \IW suffered
@

i¢ reforms. J _\C}T

E)_on exterflal debf (LNED)
NG

se le@;g/ill increase
tior@iween public debt

from the accumulation of debts that impede any econ

The impact of government expenditur

presents a positive and significant sign. In-details;"a 19(1 inc

the external debts with 0.5367%. Thew a/er the as

in general and government expendi% still an Ed [ E\both conceptually and

N,
empirically. Referring to Ri«%Equﬁalen «The(o(/@, the linkage between
government expenditure a%\so ran e tengbe positive and significant.
817), the g

According to David R% ), ;r’n spending is a total pool that is
d &
based on equivalenWebw (Alangaib, 2012). In their study, Kohler-
Tolghofer & Zme\{xm?) irged th'Eiéét as they found a positive relationship
¢

between govs%wt wage and O\rgrr@je?t debt. They also found that reducing the in

NN
government exXpenditlire_h 'gto im&%ve the liquidity level and reducing the reliance

on qu&]d tax revenue. 2V
S
the same vein, the former CEO of Malaysia Airlines Idris Jala stated that the
ysian economy might face a serious economic crisis in 2019 if the government do
ot 1) cut subsidies 2) limit in borrowings. This warning message shows the importance

of government spending in mitigating the bankruptcy. Observing the data of OE
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between 1881 & 1913, the average ration of GE/ED was 5.4%, which indicates that the
expenditures were financed by foreign loans and it reached its peak during th?m
1896 & 1904 with total debts of 4 billion pound sterling. This was a huge @lo be
borrowed for a country that was having a poor management of capital s such as

loan and tax. Thus, it is not surprising to find that LNGE is having a pasitive impact on

LNED. \,
C‘ ﬂu'nce on external

It hig eWss to trade
23
| | R 2Ny
(TO) at 1% has improved the external borrowing by 2%. This i Ilels @hlgh

dependence on exporting the primary goods moditi I réy likely to

Moreover, the coefficient of the trade openness’s (L

debt show a significant and positive sign. Based on this

augment the demand on external borrowing*Zakaria, 26?2). ding @: Khattry &
Rao (2002) contend that trade liberatiom,and_the free tr eat@etween countries
might lead to export prices decreas to an ex\%pl @milar products. Such

N,
trade condition can worsen the % dire%tlyt ugh Eiéﬁzed export revenues or in
indirect way via having a | m e m

€. ts.

m
The export data% E duril thellexami period shows a deficit by 100

million pound sterlNhis e>‘ cit w. ainly driven by the fiscal policy in
which the state&Q lyin \:Qon oéﬁported goods while the exported goods
¢

were subject t tax/From di‘Ffer
- - - \ - -
openne% re lik ',lmpr@ the allocation of resources at national and

integnational levels, which in Klt%‘éreates a shield against the external debt shocks. He

o

&

r&%erspective, Auboin (2004) found that trade

ther by saying that TO can also affect the debt servicing capacity if the country

::'n ases the net exports and foreign direct investment, which ultimately enhance the

eign exchange reserves. Further, the neo classical economists hold the idea that trade
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liberation significantly affect the capacity of the saving’s level and capital

accumulation. Yv
Lastly, this study tested the impact of interest service (LNIS) on the e@debts

(LNED). Table 5.13 presents the outcome of this linkage whereby a%&icant and
negative sign was detected. A 1% increase in LNIS reduced the LNED coefficient to
0.7751%. This means that the higher payment of interest rate t IMvel of applying
for external loans. In terms of debt inflows, the Ottoman waf heavily reliant
on debt inflows with a debt to GDP ratio of 74.06 perce hich isw%st during
the 19" century. The existing literature (Pamuk, 1&8;.Eldem 20 Eﬁrﬁf\)zOOG)

suggest that the shift of the OE to finance the its over ternal borrowing

'sastr@wbl lapse of the

OE economy. To some extent, thwa borrowi b@ﬁ‘icial for capital
accumulation if it is managed prop@jd main\(esl i ry@\eallowablethreshold,

N,
which is found to be around B‘ét GDP (Tatna, 220 However, some studies
provide evidences that deb %

g T ces the c% accessible for social sector
like health and educati% ; the d; t ser icihgﬁ@’omes a persistent problem to the

F &
developing nations any of lh \fal.l nto iéd%bt trap “debt trap peonage”.
NS
EN.B’ Long- }EI tieities for Model External Debt
Coefficignt (_t-Statistic Prob.

o N
7 0. < -0.8718 0.4087
%P -1.5206%* \,Y' -2.9092 0.0196
ANGE 0.5367%4%) 5.7344 0.0004
\LNTO 0.2382* 1.9435 0.0879
LNIS -0.7751%** -14.9996 0.0000
C 6.4792 6.5971 0.0002
ote: (*), (**), (***) indicate significant at 10%,5% and 1% significant level
espectively.
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To continue with the analysis, a short-run elasticity was performed and
subsequently presented in the table 5.14. The estimates showed that LNFDI \?m
significant whereas the LNGDP depicts a significant and negative si% h is
matching with the long run elasticities. In terms of LNGE, the resultﬂ*udicates a
positive and significant linkage with LNED. Unlike LNTO, whi&sﬁows a non-
significant relation with LNED, the LNIS presents a strong e\aNand significant
sign. Overall, all the variables interact in a similar manner i %s ort run and long
run with an exception of the variable LNTO. The AR naly iSMﬁ further
term (EC dc@; to
ient obtaj or @s agood
\nt and%:z;ble. Indeed,
olic@%kers would have

estimation for this model, which is the error-corre

Kremers et al., (1992), a significant and negativ

indication that the variables interacts with

the ECT test is highly recommended twaaficant o)

a better understanding on the Iong-t@snseque\m h ﬁ‘\éé"rsions that involve the

S
proposed economistic model. }—%is stuﬁy de a séz[%ﬁcally significant ECT at
0.6647% with a P-value 0.0 Ns OI e vitall$“}portant for the validity of the
dv

examined model. The % -squa ue'of\&RDL estimation is 0.99
'3
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Table 5.14: Short Run Elasticities and Error Correction Term for Model of External

Debt
A\ w 4
Variable Coefficient t-Statistic b‘
D(LNED(-1)) 0.2166 1.1339
D(LNED(-2)) 0.2036 1.0475 0.3255
D(LNED(-3)) -0.2045 -1.7524 o178
D(LNFDI) -0.0036 -1.0440 0 3270
D(LNFDI(-1)) 0.0101 1.8306 \, 0.1045
D(LNFDI(-2)) -0.0063 -1.531 0.1643
D(LNGDP) -1.3443 -3 572 0.0088
D(LNGDP(-1)) 0.3729 12 0 999
D(LNGDP(-2)) -0.4073 0586
D(LNGE) 0.2107 2.3055 6?'
D(LNTO) 0.0796 éOSSO
D(LNIS) -0.6715 -20 12|ﬁ G@UOO
D(LNIS(-1)) -0.1550 4718
D(LNIS(-2)) 0.367 \, o 0595
CointEq(-1) - 6% 4 0.0020
R-squared 0.9& 428.6336
Adjusted R-squared (9_%737 T ) e.0000
Dependent variable is DLNED. (Ja(™) (*}; i e%ig@c’c\ nt at 10%,5% and 1%
significant level. q <2:

X

The second objectiv w #ESIS en§ address the macroeconomic
i d}

determinants of externa ts Vlt\ oén niext of OE. The econometric model

O

includes GDP per xLNGbP), trade op ss (LNTO), foreign direct investment
N

(LNFDI), go e t expendit }IlN nd interest service (LNIS). The findings
a T

of the Ion sticities 9 ﬁﬁrlcal evidences that the entire variables are
ce FD

statist nlflcant [iwhich portrays a non-significant relationship with
AN S
tha.\ N
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5.4 Testing the Macroeconomic Determinants of Economic Growth Model

The first section begins with the description of descriptive statistics, whlcrw‘m
seen in Table 7-1. Given the same period for all the three research o@, the
description for LNGDP, LNED, LNFDI, LNTO, LNCPI and LNGE same as
what have been discussed in the previous parts. Overall, the highest%ﬂ recorded is
for LNED with (4.0731) and the LNFDI the mean was showing -0.6 758 though the data
is normally distributed. Further, small differences betwe Y:nl and maximum

values, which indicates the slow and moderate rising e variab ughout 33

years of observation. Meanwhile, the Skewness valu e log exte c’e@\lED)

and the trade openness (LNTO) tends to be clo h|Ie the Sis aRre of both
variables is below 3. This indicates that the blesx{en be no;égry distributed
and their probability value is not signi t O
Table 5.15: DescriptivesStatistic fo 5 ic Growth
: *’—3‘"

LNFDI D GD LNTO LNCPI
Mean -0. 675 731 998 041 2.2255  4.3497
Median -0 35 4.179 uf 5149 2.2289  4.3372

Maximum 1 4.28 5351 28452 24337  4.6052
Minimum 873 2 3 22742  1.9939  4.1531
Std. Dev. % 7 loot 0.1458 0.0970  0.1243

Skewness \z 155" ;37 (J 023 0.1865 -0.2804  0.3390
Kurto&% 3336° 18473 535638 24605 29103  2.1783
Observ 921380 3 33 33 33
/77 N
4 17 S

s

ng the stationarityal@f, the unit Root Test is applied to time series data

a & Kim, 2004). This test begins with Augmented Dickey-Fuller (ADF) test

wed by Phillips-Perron (PP) to establish the order of integration of each variable.
able 5.16 presents the outcome of the ADF and PP unit root tests on the natural
logarithms of the tested variables (LNFDI, LNED, LNGDP, LNGE, LNHC, LNTO, and
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LNFD) for both at levels as well as at first difference. The results suggested that there
IS @ mixture order of integration at I (0) and at I (1) for the variables introduceyme

model of economic growth. (}

Table 5.16: ADF and PP Unit Root Tests for Model of Econ Growth

Level ADF Unit Root Test it Ro Test
Intercept Intercept and Trend Intercep ercept and Trend
LNFDI -3.2174(0)** -3.0903(0) -3.05 *V -2.8837(7)
LNED -0.7220(0) -1.9220(0) ] -2.1236(2)
LNGDP -3.0001(0)** -2.5141(0) 2. 35(2)
LNGE -2.8930(0)* -2.700(0) - .75?4@'
LNTO -2.4016(0) -3.0775(0) 3525(3) -2.8582(5)
LNCPI -0.9993(0) -0.9437(0) 9993(0) -0.7704(3)
First ADF Unit Root Test Y' o P Unit Ropt@(
Difference Intercept Intercept and Twgnd , ¥ Interce % I@h\ept and Trend
LNFDI -6.1275(0)*** -6.1220(0)% <<31.8229(30)***
LNED -4.8287(0)*** -4.749 -4.7496(0)***
LNGDP -4.5308(1)*** -4 JTT2(1)*+* -4.5876(2)***
LNGE -6.6656(0)*** Csf@)*** -6.4130(2)***
LNTO -5.7853(0)*** %(0)**’*’ -12.8064(30)***
LNCPI -5.0258(0)*** -5.4707(6)***
Note: 1. *** ** and * are and 10%eof |$wt levels, respectively. 2. The
optimal lag Iength iss tomatically wsing t hwarz information criteria for
ﬁlé)l; FEetsétstand the ban%has bee‘a selected l}% ing the Newey—West method for

O
S

Given a @aﬂo arlt Ciln ct')e revious ADF and PP unit root tests, the

author pro the"anal in mo &powerful unit root namely KPSS unit root test.
Based 5. 17%e it sh that there is a mix stationarity of the variable at
I(0 (1). These results *&Tﬁl the condition of performing ARDL approach for

@raﬂon of the proposed model.
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Table 5.17: KPSS Unit Root Tests for Model of Economic Growth

Variable KPSS
Level Intercept Trend andlrhg t

LNFDI 0.1737(3) 0.1 M?
LNED 0.5494(5)*** 0 4

LNGDP 0.2669(4) 430(4)**
LNGE 0.1997(4) 0.1748(4)***
LNTO 0.5105(3)*** .1460(2)**
LNCPI 0.1550(4) .1571(4)**

First Difference Intercept nd and Intercept

LNFDI 0.5000(31)** 0 d00(3 injaded
LNED 0.0941(1)

LNGDP 0.2809(1) (1 \
LNGE 0.221 1(5&
LNTO 0.500
LNCPI 0.3249(3) 0. 1()\255'(9)**

Note: *** ** and * are 1%, 5% and 10% CWwan
The approach started with the %o cenﬁ<n

existence of cointegration
between the variables in the mod t al fro@t e optimum lags based

on AIC. AIC-based ARDL able 5718 s gest fHat the optimum order was

1,3,4,4,4,4 and the res of?mlstlc as teéh% its upper bound critical value
, th

and significant at 1 leve ance of cointegration in the model.

N lm\ %2’
Table 5.1 % Te \the ion for Model of Economic Growth
' b ?t\
Juss : ")\

IC (Lag order) F Statistic
LNGDP = D NE L x
NGELNG | (1,3, 4, 4,4 4) 81.2376
Cri altes fon‘FWyts# v} Lower Bound, I (0) Upper Bound, 1 (1)
1% NV 3.41 4.68
5% \C-) 2.62 3.79
10% 2.26 3.35

The critical values are obtained automatically under Eviews 9, k is several
bles (IV), critical values for the bounds test: case I1l: unrestricted intercept and no

Ond. * ** and *** represent 10%, 5% and 1% level of significance, respectively.

149



It is important that all models are free from econometric problems to make sure
that the long run and short run elasticities of the model are valid. This can tw
through diagnostic tests as in Table 5.19. Given that the probability val@very
single test is greater than 10% significant level, and hence it failed t t the null
hypothesis of no serial correlation, no heteroscedasticity, no misgpecification of

functional form and the model was normally distributed.

Table 5.19: Diagnostic Tests for Model o omic o|/vth

A) (B) ©) * L ®)
Model Serial F al i 'H (Fa?cedasticity
Correlation orm E%P-value)
(P-value alue) b

LNGDP = 4.5887 8 o\[ 5291 Y 0.6075
F(LNFDI,LNED,LNTO,LNGE,LNCPI)  [0.3135] [0.%?'9}\ 0.465%? [0.7959]
Note: The probability values of the battery o nostidte ted in squared
brackets. A. Lagrange multiplier te residual ser orrﬁn; B. Ramsey’s
RESET test using the square of the fitte ues; C. Based on a of skewness and
kurtosis of residuals; D. Based on traegressio ed

o y S
The stability test using(‘& and GUSUMSQ as in Figure 5.3. Stability

of the model was supporter the,case cau@e plots of both CUSUM and
o

CUSUMSQ fell inside%iticawi o significance. Therefore, ARDL
O

estimation model &m see@pprop@.
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Figure 5.3: CUSUM and CUSUMSAQ Stability Tests for Eco omic Growth

The ARDL estimation in this research focuses on the i .\4:bl\‘€'ade

openness, government expenditure, external debt mflatlo‘go ec oml Wth in

Ottoman Empire between 1881 - 1913. Based on mod

onomi Wh LNED,
LNTO and LNGE have a positive and s t ( S%Qg ificance level)
influence on the growth of Ottoman economy. e r inwgables LNFDI and
E'J_ A
LNCPI demonstrated a negative nlﬂ ti a t (m,\)she growth of Ottoman
‘&
economy.

A
Table 5.20 showsgthe r@lts of A’RD S 'm@and it can be seen that LNFDI

has a negative and signific eff £ eeﬁéylc growth. This indicates that FDI
inflow tends to |t om |c economi wth. The coefficient depicts -0.0063
which means a % nere lﬂ%?educed the economic growth by 0.0063%.
This resul es su ;90 the .{Iéﬁ/alence of a foreign direct investment effect
hav t negativ lmﬁch/Tgrowth It is also noteworthy that Bezuidenhout
(2 has reached to a S|mlla\ﬁnd|ng whereby FDI in South Africa is found to have a
‘%/e effect on economic growth, due to weak linkages and spill over effects.
Q Using GMM estimators for 14 African countries, Agbloyor et al., (2014)

concludes that FDI has a negative impact on economic growth. Indeed, a number of
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macroeconomic analyses that were conducted on developed countries report negative
impact on growth (Mencinger, 2003; Carkovic & Levine, 2005; Johnson,

Turkcan, Duman & Yetkiner, 2008; Herzer, 2012). The negative impa@l on

economic growth might be associated with the corruption level either or above
the threshold. ? )
In other words, the higher level of corruption the more EDI inflows are attracted

(Akinlabi et al., 2011). This is because the profit-seeking s(nd t') engage FDI in
countries where the jurisdiction is weak and have poor lawsenforc WS regards,

oy
this sort of | odnclké%eated
certainURi at b@fted from

ancnYS ot bo@*\ge economic
growth and instead it created unhealthwahic enviro tt@gatively affected

the economic performance. \T ,<\
-:' y N,
Based on the output from%Nth odel 3t is fou@]at LNED has a positive

&
relationship with the economic gr h.r se i@ED by 1% could increase the
Ottoman economy gr 0.05%."Rea zir{g i@'importance of external debt in
4 ¢ &
driving the econ(;@ards 1e M Weaéﬁ.has motivated economists to address
en ENE

mic@Mh. For instance, Slesman et al., (2015)

the Ottoman economy was corrupted to the maximu

many opportunities for European investors to e

tax heaven and cheap raw materials. Yet, the,FD

D

the linkage bet
v\ € ' ('a
present rob Idence wher Jebt_i}n ows have a positive impact on economic
% NN
growth% ountries with high qéaityinstitutions.
is because institutions}ﬁd to mitigate the asymmetric information problems,
N
a%t simulate the financial sectors in facilitating the international transactions
::'n ding borrowing from international bodies. According to Ejigayehu (2013), Zaman
Arslan, (2014), and Soydan & Bedir, (2015) provide empirical evidences confirming

that the accumulation of external debt is associated with an increase in economic
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growth. More recently, Tanna, (2018) demonstrated a robust evidence that an increasing
financial development would probably help to mitigate the negative influencew
external debt on the FDI-growth nexus. ('}
This positive relationship is also found in the study conducted raman et
al., (2009) on six pacific island major countries, including Tonga, Sarmji, Solomon
Island, Vanuatu and Papua New Guinea. Economic theories % he notion that a

reasonable level of debt is push factor in achieving econom . th, these theories

posit that higher public debt levels could harm the ec ic gro cording to
X

Kharusi & Ada, (2018) the main risk associated{\higher Xt I‘o@s the

difficulties in meeting the repayment deadli h Q kes\tﬁ' cost of

borrowing more expensive. Ottoman Ecornemy was feﬁing e san)@:z;lenges and
although the result shows a positive sighbut ae conseq S of@ ssive demand of
external loans. Hence, the state | sover %d h:\ rrowers became the
S
decision makers of the econom h OIﬁ)A. 4 &
The rise of openness M(LTT alsogto a higher economic growth
in OE. The magnitud% 63. Allarg :l'drr@of studies discuss the level of
4
interaction betwee % operln other%&ucroeconomic factors in general and
economic gro &ticu umi,(ZJﬁflﬁ; Dollar & Kraay, 2003; EI Khoury &
: D
Savvides, 2006; Efis. & [Ulasan 2&3@ imi & Hamdi, 2016). It is widely accepted
NN
among % rchers ?de opéﬁ]ess has a positive link with economic growth
Y-
(Sq@kWilson, 2011; Ngu@ét al., 2018; Naveed & Shabbir, 2006).

%\ore recently, Nguyen et al., (2018) analysed a data of 33 emerging economies

Y

een 2002 and 2015. Their findings were in line with the prior research where a

&
ositive linkage was identified. Such outputs are theoretically supported in the theory

of growth. Romer, (1992), Grossman & Helpman, (1991), and Sala-i-Martin & Barro,
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(1995) hold the idea that countries that are more opened to the rest of the world have a
better chance in absorbing more technological advances skills and tools. Hence
trade openness is more likely to stimulate the performance of an econom@state
would be able to generate more revenues through tax mechanism. -\
Precisely, the Ottoman economy the 19" century was a remachntury for
OE in the sense of rapid integration into the world econom relgn trade had
expanded more than tenfold with 13% of the Otto de;ct's allocated for
exportation. Issawi, (1995) makes mention that the O de regi relatlvely

liberal compared to other economies. He added that t itish cantralled 'he QB’Oman

foreign trade starting from year of Anglo-Otto 186%WVIth that

in mind, it is seems that the trade opennes$yhas posn‘ve g-run@.onship with

economic growth and this is an mterewgat that provide a dl@ht insights on the

performance of Ottoman economy a critic gd
N,

In the case of governmen%nure’aLN ),uthe result revealed a positive and
significant sign in which 1@ \Q;ncrse] coul@ease the LNGDP by 0.25%.

Similar finding is fou xisting liter, tur’e @lnstance Olugbenga & Owoye,

(2007) demonstrate ‘ayJong runlt \ela ons ébetween government expenditure and
’f&;

economic grow

' g
Samuel & Kabir, (2011) stu

ntn@ﬁ the period of 1970-2005. In Nigeria,
s‘t’he(J lications of government spending on the
economi % oyer_t 'perlod&QSO — 2009. The outcomes show a positive
sw& between governme{t%b;zr.).endlture and economic growth.
A3|a Lahirushan & Gunasekara, (2015) exhibit a unidirectional causality from
comomic growth to government expenditure and government expenditure to economic
rowth. More importantly, the Keynesian economics approach predicts the fact that the

government expenditure should ultimately lead to economic growth. They further argue
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that economic growth might be happening when there is a rising in public sector
expenditure. The positive correlation between government expenditure and ec i
growth is recognized in the Wagner’s Law, which assumes role of the @'ﬂent
increases because of economic growth. Based on the above discussion, ﬂ'l%res show
that Ottoman economy was receiving consistent amounts that to a certain extent boosted
the economic growth. \)

Lastly, the inflation (LNCPI) presents a significant a zv.e rlelationship with

economic growth. Given inflationary pressures, the keyaareas fWoncern of

3
o _ "9
economic policies is to foster growth and mai a low level bf@aﬂon
(Baharumshah et al., 2016). More importantly, or% ste@mber of

the undesirable consequences of inflation 1)%an i reaseﬁthe t of caéé{ 2) reducing
capital accumulation 3) lowering itN ivity. In , alléﬁaol of economic

thought discourages the acceleratincmSation fo\u%ie
S

welfare effects (Eggoh & Kha At tl% empirieal Ia{/&l, the studies conducted in

the last few decades tend to % thlwﬁ%l@has a negative and nonlinear

impact of inflation on %Zm hJ | 0'

f &
For instance, Gillman et|a \

@Q&hre-distributional and

Rou & Wachtel, 2001; Sachsida et al.,

2003 posit a n@&@ﬂﬂa' = lh effeet’ Some researchers attempt to suggest a
¢
el

permissible g@ld for th atﬁn fauch as: Yilmazkuday, (2013) 10%, Barnes
NN
& Duqu% 06) 18% and 14% R&seau & Yilmazkuday, (2009) 4% and 19%. For
Y-
Ottqp&conomy, Berument\&\jsunay, (2007) highlighted two main sources of the
0 \M inflation in OE, which are 1) fiscal expansion 2) war accelerated inflation. The
t also suggests that each ruler tends to accelerate inflation in the first year of his
ign through the debasement. Thus it is evident that the inflation was having a negative

association with economic growth as it is proven in the below long run elasticities.
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Table 5.20: Long-Run Elasticities for Model Economic Growth

Variable Coefficient t-Statistic Pro
LNFDI -0.0063** -5.5978 . z
LNED 0.0518** 3.5947 %
LNTO 0.3163*** 6.2438 %) 83
LNGE 0.2539*** 17.0072 0.0004

LNCPI -0.3765*** -11.3664 q 0.0015

C 2.4739 24.6649 \, 0.0001
(*), (**), (***) indicate significant at 10%,5% and 1% signifivw I

The mentioned nexus are investigated in the sho@ici@e finding

are slightly different from the long run. Table 5.21 presents the result of i'teétkNFDl
(.)

was showing a positive and significant associ&h 6}:0 mi¢ gro Th\around

0.005% and this contradicts earlier reported resui Not
which the outcomes present a non-signif%wati

expenditure LNGE depicts a similar finding w@

b tv.%é LNED in
ilar}y, the government
nonlinear relationship is
detected at 0.0489%. For LNTO, realtii‘ sistent it@ long run in which the
9 Q—

trade openness is positively c&& d with the.e nonﬁ@fowth. Lastly, the inflation

N
LNCPI indicated a negative significant re tlor@ith economic growth and such

output matches with the long'run finai -'C},
In addition @am@)vide ﬂ% estimated lagged error correction term
N

(ECT) in AR%&& ECIT appea FJ b tive and statistically significant. A higher

value of nt represents he.ﬁﬁer speed of adjustment for the variables to
’
N

conveze e long run. (&t, ;Q}Hﬁze of the R-square indicated a good fit in all the
mﬂ th

Q‘%ent variable (LNGDP).

almost 98% arh\above of the variables in equations explained the
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Table 5.21: Short Run Elasticities and Error Correction Term for Model of Economic

Growth
\ w . 4

Variable Coefficient t-Statistic Pr(\‘
D(LNFDI) 0.0047 3.0092 o.% '
D(LNFDI(-1)) 0.0043 3.8697 %
D(LNFDI(-2)) 0.0094 6.1165 0.0088
D(LNED) -0.0137 -1.2232 3086
D(LNED(-1)) 0.1406 6.3628 \, 0.0079
D(LNED(-2)) 0.0865 3.1906 0.0497
D(LNED(-3)) -0.3221 -12.453 q 0.0011
D(LNTO) 0.1223 5.3989 l 0.0125
D(LNTO(-1)) -0.1741 -6.40 \)J??
D(LNTO(-2)) -0.0156 -018678 .445\‘("
D(LNTO(-3)) -0.0175 01155&)
D(LNGE) 0.0489 13789 2 0.2617
D(LNGE(-1)) -0.0927 5.1434 @142
D(LNGE(-2)) -0.0924 \,-4.93{@ {\.0159
D(LNGE(-3)) -0.0833 (ﬂ -3 &, 0.0437
D(LNCPI) -0.1780 \ -6.029 O 0.0091

D(LNCPI(-1)) 0.026 : A 0.4932
D(LNCPI(-2)) .13% D 0% g}& 0.0131

0
D(LNCPI(-3)) 0. .TQGQS\' 0.0680
©19.8757 0.0003
998 N 101.2141

ECT(-1) -1

R-squared Y' 19
Adjusted R-squar%j 0.988847 ) 0.001384
Dependent variable is DLNGDP. % : *“é}qdicate significant at 10%, 5% and
1% significant leve \ | %
&

5.5 Summ%\ ¢ ;' )
O
Thi r mziin prevides @tussion on the three proposed models that shape

b4
the ens ework of this ti}')' . Firstly, the findings of the FDI’s model show a
N
ive correlation with economic growth and external debts. This contradicts the prior
éarch, which support the positive association between FDI and economic growth.

he second model presents the outputs of external debt as a dependent variable. In this

model, the result indicated that all the variables are significant except the FDI, which
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show a non-significant linear relationship. In the last model, the economic growth
provide an interesting finding as all the variables posit a significant relationsh

economic growth which functions as dependent variable. The result of t@el IS
also supported by the prior studies. It is important to mention here that d data in
this study is related to the last two centuries and despite of such his&cﬁ timeframe,
the findings of this study manage to provide results that ma%v. the most recent

studies. This provide concrete evidences on the reliabilit

strength in supplying worthy results. ‘\d
X

athired data and its
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