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The objective of this study is to explore the effect of capital flows (foreign direct
investment (FDI) and foreign pontfolio investment (FPT) in emerging market countries. This study
also explores the roles of 2 absorptive capacity variables (bank-sector development and trade
openness) on the effect of capital flows.

There are two parts of methodology in this study, The first part is to investigate the overall
effect of capital flows to economic growth and the second part is to compare the effect of capital
flows between a group of countries with high absorptive capacity and a group of countries with low
absorptive capacity. Nine emerging market countries from Latin America and South East Asia
including India for the period of 1980 — 2005 are analyzed with both panel and pooled regression
analyses.

The results indicate that only FDI can enhance econmomic growth but in difference
magnitudes depending on the level of bank-sector development. Moreover, FDI that is used to
produce for export have contributing on economic growth rate more than FDI that is used to produce

for domestic consumption. So, the policy recommendation is to promote FDI that supports the
export sector. Additionally, the banking sector must be continuously developed.
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M3199 5.2 WAMIANHIMNITMIANHIMNIBUDA Borensztein et al. (1995)

o ‘iJmﬁﬁ 1 2 3 4 5 6 7
C -6.766 -6.344 -6.582 -6.036 -6.096 -6.835 -6.990
0.165 0.094* 0.070* 0.072* 0.068* 0.021** 0.019%*
INV 0.251 0.250 0.249 0.247 0.249 0.252 0.251

0.000*%** _0.000%** ~ 0.000*** " 0.000%**  0.000*%**  0.000*%**  0.000%**
POP 5.512 5.413 5.387 5.357 5.375 5.537 5.870
0.000%** . 0.000%**  0.000***  0.000%**%  0.000%**  0.000%**  0.000%**
dTFP 0.863 0.865 0.862 0.863 0.867 0.861 0.869

0.000%**  _0.000%** = = 0.000%*%  0.000%** " 0.000%**  0.000*%**  0.000%%*

FDI -0.242 -0.252
0.830 0.823
FPI 0.940 0.964 0.975 0.120
0.663 0.652 0.647 0.772
BANK -7.283 -7.304 -6.921 -7.484 -7.483 -7.029 -7.240

0.034 %% 0.033%* 0.019%* 0.004%%*% 0.004***  0.004***%  0.003%**

FDI*BANK 0.733 0.720 0.425 0.456 0.440 0.333 0.344
0.590 0.594 R 0.110 0.114 0.048%%  0.043%*
FPI*BANK -1.009 -1.055 -1.073
0.705 0.689 0.683
OPEN 0.004
0.890
FDI*OPEN -0.002 -0.001 -0.001 -0.002 -0.001
0.674 0.655 0.643 0.604 0.630
FPI*OPEN 0:006 0.006 0.006 0.005 0.006 0.006
0.404 0378 0.385 0441 0.122 0,111
R? 0.796 0.796 0.796 0.796 0.796 0.795 0.791
Adj. R’ 0.765 0.767 0.769 0.770 0.772 0.773 0.770
Durbin-Watson stat 1.638 1.636 1.636 1.625 1.619 1.614 1593
N 144 144 144 144 144 144 144
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M15199 5.3 wamsdaouaungulszimanledsmuAuafgvaInlsaN1IZNMs TP VIRUNY

synnelszina
Absorptive Bankdev Open

Rank Country Average Country Average
1 PER 96.421 IND 0.852
2 THA 94.921 THA 0.560
3 MEX 87.930 BRA 0.552
4 IDN 84.393 MEX 0.497
5 VEN 80.560 IDN 0.453
6 ARG 77.970 ARG 0.350
7 BRA 77.659 PER 0.232
8 IND 77.406 VEN 0.204
9 CHL 73.235 CHL 0.200

Mean 83.388 0.433

Absorptive Import Export

Rank Country Average Country Average
1 THA 0.429 THA 0.422
2 CHL 0.272 CHL 0.287
3 IDN 0.262 VEN 0.284
4 MEX 0.227 IDN 0.279
5 VEN 0.213 MEX 0.226
6 PER 0.181 PER 0.169
7 IND 0.114 AGN 0.126
8 AGN 0.105 BRA 0.107
9 BRA 0.094 IND 0.083

Mean 0.211 0.220
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Y = B°-"+ pls-"Labor + B5-"1/GDP + B,;-"FDI / GDP + f3,,-"FP1 / GDP + ¢ (4.11)

aumsnfToumeunaveIRUNUIHINszmaMNIZAUMINaINYRI s ZAUM I ALl sz
Y = B"-° + Bl-Labor + Bi-°l /GDP + Bli-°FDI /GDP + Bi-°FPI/GDP + = (4.12)
Y = B°-° + Be-°Labor + 55-°l /GDP + B2-°FDI /GDP + B-°FPI / GDP + ¢ (4.13)
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AN (5.1 (4.10) 4.11) (4.12) (4.13)

LM-stat 19.544 22.752 24.115 16.560 7.491

Prob 0.145 0.064 0.044 0.280 0.914

F-stat 1.462 2.056 2.126 1.220 0.438

Prob 0.139 0.040 0.027 0.290 0.949
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Dependent Variable: G_?
Method: Pooled Least Squares
Date: 05/06/10 Time: 10:52
Sample (adjusted): 1988 2003

wamsiszanamvesanms (4.1)° NdUIN Backward deletion

Included observations: 16 after adjustments

Cross-sections included: 9

Total pool (balanced) observations: 144

Variable Coefficient Std. Error t-Statistic Prob.
C -6.766473 4.845436  -1.396463 0.1651
INV_?2 0.251334 0.046376 5.419463 0.0000
POP_? 5,512100 1.388026 3.971179 0.0001
Yoo 0.863401 0.056949 15.16095 0.0000
FDI_? -0.242458 1.126431 -0.215244 0.8299
FRIF? 0.940136 2.149845 0.437304 0.6627
BANKASSET ? -7.283122 3.398512  -2.143033 0.0341
BANKASSET ?*FDI_?  0.732832 1.356449 0.540258 0.5900
BANKASSET_?*FPl_? -1.009427 2.658956  -0.379633 0.7049
OPEN_? 0.003708 0.026673 0.139030 0.8897
OPEN_7?*FDI_? -0.001694 0.004011 -0.422372 0.6735
OPEN_?*FPI_? 0.005676 0.006777 0.837523 0.4039
Fixed Effects (Cross)
AGN—C 2.415618
BRA—C -1.344040
CHL—C 1:372297
IND—C 0.717127
IDN—C 0.287810
MEX—C 0.627387
PER—C -0.841875
THA—C 0.399832
VEN—C -3.634157
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.796257 = Mean dependent var 3.552361
Adjusted R-squared 0.765038  S.D.dependent var 5.215876
S.E. of regression 2.528287  Akaike info criterion 4.821207
Sum squared resid 792.6370  Schwarz criterion 5.233681
Log likelihood -327.1269  F-statistic 25.50571
Durbin-Watson stat 1.637789  Prob(F-statistic) 0.000000
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wamslszanamvesanms 4.1y #1999 Backward deletion

Dependent Variable: G_?

Method: Pooled Least Squares

Date: 05/06/10 Time: 16:09

Sample (adjusted): 1988 2003

Included observations: 16 after adjustments
Cross-sections included: 9

Total pool (balanced) observations: 144

Variable Coefficient Std. Error t-Statistic Prob.
C -6.989709 2939712  -2.377685 0.0189
INV_?2 0.250573 0.043848 5.714628 0.0000
POP_? 5.870317 1.098115 5.345814 0.0000
Yo 0.869132 0.049210 17.66186 0.0000
BANKASSET ? -7.240420 2.371370  -3.053265 0.0027
BANKASSET_?*FDI_? 0.343672 0.167929 2.046534 0.0427
Fixed Effects (Cross)
AGN--C 2.384846
BRA--C -1.440530
CHL--C 1.384741
IND--C 0.652244
IDN--C -0.017099
MEX--C 1.077402
PER--C -1.065657
THA--C 0.864707
VEN--C -3.840655
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.791273 Mean dependent var 3.552361
Adjusted R-squared 0.770400 S.D. dependent var 5.215876
S.E. of regression 2.499270 Akaike info criterion 4.762040
Sum squared resid 812.0257  Schwarz criterion 5.050772
Log likelihood -328.8669  F-statistic 37.90941
Durbin-Watson stat 1.592756  Prob(F-statistic) 0.000000
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NaNSNAToLAEIT Pooled regression analysis

Equation 1 2 3 4 5 6 7 8
C -3.914 -4.006 -3.577 -3.324 -2.770 -2.794
0.207 0.188 0.188 0.213 0.267 0.261
INV 0.240 0.239 0.240 0.242 0.239 0.239 0.232 0.222
0.000%**  0.000%** _0.000%**  0.000%** 0.000%** 0.000%** 0.000%** 0.000***
POP 2.447 2.470 2.538 2.527 2.573 2.569 1.901 1.410
0.004***  0.003%** 0.001*%** 0.001*** 0.001%** 0.001*** 0.000%** 0.008***
dTFP 0.857 0.857 0.863 0.859 0.861 0.857 0.854 0.833
0.000%%*  0.000%%* _0.000%**  0.000%** 0.000%** _0.000%%% 0.000%** 0.000%**
FDI 0.601 0.572 0.218 0.142 0.166 0.169 0.128
0.601 0.614 0.258 0.304 0.211 0.198 0.310
FPI 1.354 1.407 1.383 1.374
0.564 0.544 0.549 0.550
BANK -4.240 -4.039 -4.717 -5.061 -5.764 -5.725 -7.516 -5.455
0.226 0.218 0.057* ~ 0.035** 0.006%** 0.006*** 0.000%** 0.000%**
FDI*BANK | -0.440 -0.441
0.753 0.751
FPI*BANK | -1.741 -1.829 -1.784 s T -0.088
0.546 0.517 0.526 0.536 0.864
OPEN 0.002
0.867
FDI*OPEN | -0.002 -0.001 -0.001
0.696 0.624 0.570
FPI*OPEN 0.010 0.011 0.011 0.010 0.009 0.008 0.009 0.007
0.147 0.089 0.089 0.106 0.129 0.026%* . 0.011** 0.045%*
R 0.734 0.733 0.733 0.733 0.732 0.732 0.729 0.640
Adj. R* 0.711 0.713 0.715 0.717 0.718 0.720 0.720 0.631
D.-W. 1.262 1.262 1.260 1.254 1.238 =89 1.252 1.373
N 144 144 144 144 144 144 144 144
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