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Abstract
The objective of the project is to analyse the impact of globalisation on opportunities
for human development. Three key dimensions of human development are considered
in our study - employment, education and health. The idea is to take a multidimensional view of well-being as well as adopt a broad definition of globalisation.
Our results present a mixed picture regarding the overall impact of globalisation
on the chosen human development dimensions. Employment seems to suffer from
economic globalisation whereas it could ultimately benefit from the other types of
globalisation (social and political). In general, education seems to react positively,
especially to social and political openness. Health is more likely to be negatively
affected by globalisation. A few strong messages emerge from our study. First and
foremost, one cannot affirm that globalisation is either ‘good’ or ‘bad’ as the overall
impact is not uniform across dimensions. Governments need to anticipate a possible
negative consequence on employment and put in place policies that will help absorb
the labour laid off as a result. As education seems to benefit from openness, and since
education influences employment positively, a government can enhance well-being in
both the dimensions (and possibly others) by investing in the educational system.

Keywords: Globalisation, human development, employment, education, health, structural
equation model.
JEL Classification codes: F6, I3, C3
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Introduction

The aim of this paper is to investigate whether globalised economies are able to offer
expanded and equalised opportunities to their population in some key socio-economic
domains. In particular, we focus on three main dimensions: employment, education and
health, based on the definition of human development as the enhancement of an individual’s
choices to lead a valuable life. This broad definition of development is largely inspired
from the so-called capability approach developed by Amartya K. Sen (Sen (1999b)) and
argues that it is not just the level of achievement that counts for well-being but also
the ability to achieve. Following this idea we try to incorporate quantitative as well as
qualitative aspects of well being opportunities in our three dimensions. To this end, we
analyse aggregate country-level information from different data sources for the period
1981-2012, using a structural econometric model.
We postulate that both globalisation and ‘opportunities’ for development are not
directly observable as such but manifest themselves through multiple indicators. For
globalisation we consider various openness measures from an economic, social and political
point of view. For the well-being domains, we use a number of indicators covering both
the quantity and quality aspects. The key relationship under investigation is the one going
from globalisation to well-being and this is embedded in a structural model formulated on
the basis of an extensive review of the theoretical literature on the various mechanisms
in action. To our knowledge this is one of the first studies to analyse the impact of
globalisation in a multi-dimensional setting.
Our results present a mixed picture regarding the overall impact of globalisation on
the chosen human development dimensions. The sector where we anticipated a positive
response viz. from the economic dimension of globalisation to employment (via growth),
turned out to be the opposite. On the other hand, the ultimate impact of the other types of
globalisation (social and political) is potentially positive for employment, in particular via
the education route. In general education seems to react positively to openness, especially
from a social and political point of view. Our results indicate that health is more likely to
be negatively affected by globalisation.
In addition, we find that globalisation is favoured by good governance, political stability
and democratic regimes, and strong associations of good governance with democracies,
durable regimes, a parliamentary system and a higher electoral competition for the
executive.
In the next section (Section 2), we discuss the theoretical approach used to build our
model, focusing on the definitions of human development and globalisation we employ and
the of literature on the relationship between the two. In Section 3 we motivate our model
structure based on the literature survey, while in Section 4 we describe the data set used.
Section 5 reports the main findings of the paper and Section 6 discusses how the effect of
globalisation passes through various channels elicited by theory. Finally, Section 7 wraps
up some concluding remarks.
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2.1

Theoretical framework
Key concepts

The capability approach ((Sen (1985) and Sen (1999b))) defines human development as the
enhancement of people’s choices towards a valuable life, encompassing different dimensions
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such as economic, political, cultural and environmental spheres. The main purpose of this
analysis is to assess the impact of globalisation on some of these dimensions of human
development, namely employment, education and health.
Human development as a multidimensional concept
The capability approach can be interpreted as an alternative to standard economic
frameworks that have been used to study poverty, inequality and development. Sen’s book
Development as Freedom starts with this sentence: ‘Development can be seen, it is argued
here, as a process of expanding the real freedom that people enjoy’ (Sen (1999b)). The
philosopher Martha Nussbaum, who has collaborated with Sen on issues of development
and ethics, defines capability as ‘what people are actually able to do and to be’ (Nussbaum,
2001, p. 5). The set of choices faced by an individual is called capability set, while the
outcomes or achievements resulting from a choice are called functionings, i.e. a set of
beings and doings. Well-being consists of two parts: freedom to achieve valuable beings
and doings (i.e. potential functionings) and the actual achievements (i.e. functionings)1 .
Our model assumes that capabilities are latent variables, which manifest themselves
though a set of observed indicators. Opportunities are by nature hard to measure and,
consequently, they are specified as latent variables. On the contrary, achieved functionings
can be observed and measured, and are generally identified by indicators reflecting the
performance in the corresponding dimension (Krishnakumar (2007)). In our study we
use both quantity and quality indicators for representing the broad concept of well-being
advocated by the human development approach. The particular indicators are described
in section 3.
Globalisation
From a very general perspective, globalisation can be viewed as increasing forms of economic
integration, global governance and social development. As underlined in Martens and Raza
(2010, p. 280-281), globalisation can mean different things, such as ‘the growing interaction
of markets and nation-states and the spread of technological advancement; receding
geographical constraints on social and cultural arrangements; the increased dissemination
of ideas and technologies; the threat to national sovereignty by transnational actors; or
the transformation of the economic, political and cultural foundations of societies’. In
the past globalisation was mainly identified as an economic process delineated by rising
levels of deregulated trade, electronic communication and capital mobility, but later it also
started encompassing social, cultural and environmental aspects. To better understand
this phenomenon, scholars have recently developed indices based on certain assumptions
on indicators and weights. We select the KOF Index of Globalisation for our empirical
analysis as we found it to be the most comprehensive index covering a maximum number
of dimensions.
The KOF Index of Globalisation, produced by the KOF Swiss Economic Institute,
was introduced in 2002. It is now available for 208 countries for the period 1970-2009. It
involves three main dimensions: economic globalisation (i.e. flows of goods, capital and
services), social globalisation (i.e. spread of ideas, information, images and people) and
political globalisation (i.e. diffusion of government policies) and ranges from 0 to 100. A
sub-index is first calculated for each of three dimensions and then combined to form an
overall index (see Table 1 for the list of variables included in the index).
1

Taking a simple example, having access to school creates the capability of being educated, but this
does not necessarily mean that the person will be well educated.
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[Table 1 here]
The empirical analysis starts in 1981 as it is in those years that the globalisation process
started picking up momentum in many countries. More specifically, as shown in Figures 3
and 4, North America, West Europe, South America and Australia / New Zealand were
medium globalised already in the 1970s, while South America as well as Russia and the
Eastern European countries opened out more and more in the 1990s. Asian countries
started their globalisation process in the 1980s, but they became highly globalised only in
the 2000s.
[Figures 3 and 4 here]

2.2

Relationship between globalisation and the three dimensions analysed

Impact of globalisation on various aspects of economic development has been extensively
studied in the trade literature. From a theoretical point of view, the most frequently
addressed topics of study are economic welfare (utility) gains, product diversity and factor
price (labour, capital) equalisation. According to conventional trade theory (Ricardo (1817),
see also Krugman and Obstfeld (2006)), opening out increases world welfare by increasing
the market potential for the goods that each country is more efficient in producing with
efficiency being determined by initial factor endowments. Although these models explain
inter-industry trade, empirical evidence, especially post-World War II, pointed to growing
intra-industry trade. This was explained by later theoretical frameworks, collectively called
the New Trade Theory (Dixit and Stiglitz (1977), Krugman (1979), see also Neary (2009))
by introducing product differentiation, monopolistic competition and increasing returns to
scale. In the early 2000s Melitz (Melitz (2003) and Melitz and Redding (2012)) introduced
heterogeneity at the firm level (productivity gaps) while maintaining product diversity
to explain how global firms (competing on the international market) can co-exist with
domestic firms (catering only to the local markets) within the same country.
Turning to the impact of trade on employment, this subject has not received as much
attention as the above topics from theorists. Labour market considerations are often
absent in the theoretical discussion as full employment is assumed and labour is immobile.
Extending the arguments of Heckscher-Ohlin and the factor endowments principle, it
may be concluded that developed countries will export capital-intensive products and
developing ones labour-intensive products such that employment of unskilled workers will
decrease in the former and increase in the latter. There are also equivalent implications
for the corresponding wages. Thus the impact of trade on employment goes through its
effect on increased demand for the goods produced by skilled/unskilled labour.
Two recent papers have addressed this issue from a more direct angle. Helpman et al.
(2010) derive that as a country opens out, wage inequality will first increase when only
certain firms export, and then starts decreasing as all firms export. As far as unemployment
is concerned, it could either increase or decrease whereas the hiring rate will decrease.
Davidson et al. (1999) consider unemployment as an outcome of a search process and argue
that the country with a more efficient search technology has a comparative advantage in
the goods produced in the high unemployment/high vacancy sector. In their model, trade
between a labour abundant small country and a capital abundant large country with a
more efficient search technology increases aggregate unemployment and reduces the steady
state welfare of the idle capital in the large country.
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Although this question is not frequently addressed in theory, nevertheless it is of crucial
importance in practice where the theoretical assumptions may not hold, as well as for
policy guidelines.
From an empirical point of view, most of the studies found in the literature are undertaken by organisations such as the ILO, World Bank and OECD who are directly involved
in setting up policy recommendations (ILO (2004), Ghose (2000), Robertson Raymond and
Sanchez-Puerta (2009), Brown (2007), Elliott and Freeman (2003), Robertson Raymond
and Fitrady (2007), Marcouiller and Robertson (2007), Robertson and Tigueros-Argüello
(2007), Neak and Robertson (2007), Cling Jean-Pierre and Roubaud (2007), OECD (2007)
and Di Pietro Michel and Vuille (2007)).
Labour market reality is often different from what is assumed in many theoretical
settings. In most developing countries, labour markets are dualistic with a formal sector
competing with imported goods and hence operating efficiently, and an informal sector
which is more labour-intensive which should if at all benefit from opening out, according
to economic theory. However this potential increase in employment of the informal sector
may be accompanied by poorer2 working conditions. Further, the international picture on
labour mobility is also changing albeit very slowly. In spite of the fact that free circulation
of labour, especially of labour from developing countries, is still heavily restricted is in all
parts of the world with the possible exception of the USA, international migration has
increased in the past decades, labour moving to where there are opportunities and where
wages are higher. For a developing country, this may result in a brain drain, at least in the
short run, which may persist in the long run if the migrants do not return to their home
country. We will return t this brain drain aspect shortly while discussing the education
dimension. For the developed countries, receiving high-skilled workers may contribute
to filling a supply gap thereby increase employment whereas entry of low-skilled workers
from abroad may lead to increased unemployment and a general lowering of the standard
of living as well as a bigger burden on social welfare.
The general conclusion from the empirical evidence so far is that there is no significant
impact on employment in the developed world whereas globalisation tends to be favourable
for employment in the developing world (Ghose (2000)). The impact depends on the
local context, in particular on the existence of adequate infrastructure, on technological
capabilities, on the general education level and on governance factors (Lall (2002)).
Regarding working conditions, the case studies done by the World Bank show that they
generally improve in the export sectors but the effect does not always spill over to the rest
of the economy.
So far we only discussed the economic aspect of globalisation i.e. trade openness. When
we go to the other aspects such as social and political globalisation and their impact on
well-being, literature is much more scarce both on the theoretical and empirical fronts.
However, it is natural to expect that more exchange of information and ideas will influence
people’s behaviour at all levels, not just as producers or consumers. Access to internet
information on practices in the rest of the world can give rise to new business ideas to be
locally developed and adapted thus providing more employment opportunities. Similarly,
a greater political integration of a nation can exert pressure to improve qualitative aspects
of work such as workers rights, health safety at work and so on. In fact most of the case
studies mentioned above affirm that the improvement of working conditions that happened
after the opening out was largely because of media attention and international pressure.
2

What is meant by ‘poorer’ is that the working conditions may be worse than their equivalent in the
developed countries but may still be better than what is prevalent in the rest of the country.
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Now we briefly turn to the other two dimensions of our study. To our knowledge, there
is little work on globalisation and education. The closest link that one can establish with
the existing literature concerns studies examining the effect of labour mobility on the
level of education in the home country. As mentioned earlier, if labour mobility occurs as
part of the globalisation process and if high-skilled labour migrates from a country, then
brain drain occurs and the general level of education is lowered. However, the prospect of
employment opportunities abroad may induce people to seek higher education in order to
compete on the international job market and hence raise the level of education in the home
country as all people may not end up going abroad. Literature on brain drain (Sampson
(2013), Docquier and Rapoport (2011), Docquier et al. (2007), Gibson and McKenzie
(2011), Michel et al. (2011) and Beine et al. (2008)) seems to suggest that this channel
operates more strongly for moderate skills than for high level skills. It is also found that
the higher the wage differential between destination and home countries at the same skill
level, the greater the tendency to migrate. Similarly the more the wage differential between
high-skilled and low-skilled within a country, the more it is likely to attract migration.
Another mechanism through which labour mobility can impact on the home country’s
educational level is the remittance channel. Natives abroad send remittances to their
family members who in turn could use them for education purposes (possibly with a hope
to migrate!), thus increasing the home education level. People who migrated for higher
education may also return after finishing their education. Diaspora networks also play
an important role in facilitating access to education or employment. Finally it is found
(Gibson and McKenzie (2011)) that high-skilled migration tends to be accompanied by
unskilled migration due to non-economic reasons such as family reunification etc. Thus
high-skilled migration may not always happen at the expense low-skilled migration.
The above arguments lead to both positive and negative consequences of labour mobility
(as a result of globalisation) on education. Now if we turn to the opening out to external
players of the education sector itself, one can imagine that this might bring in ‘foreign’
institutions either operating on their own or in partnership with local institutions, in
particular in the higher education sector, and thus possibly raise the general education
level. However, there could be possible negative consequences too. Entry (or increase) of
private suppliers in the education sector may make (higher) education less affordable to
poor households thus creating possible exclusions.
Studies on globalisation and health have been increasing over the recent years (Huynen
et al. (2005), Segouin et al. (2005) and Azevedo and Johnson (2011)) and generally talk
of both positive and negative impacts with an ambiguity on the net effect. Possible
mechanisms which could be beneficial, especially (but not only) for developing countries,
include better health due to higher economic well-being as a result of opening out, better
health through public-private (foreign) partnerships in providing quality health care
facilities, better health care access through possible private (foreign) insurance provision,
and so on. Recent literature (Azevedo and Johnson (2011)) also provides evidence of
people in developed countries benefiting from increased openness in the health sector
through what is called ‘medical tourism’ i.e. patients, essentially from richer countries,
receiving same quality treatment at a cheaper cost in the developing world. Among the
negative effects cited by the above studies, one can mention the following. Deterioration
of health can happen due to possible destruction of ecosystems for increasing productive
capacity to complete on the global market, thus causing environmental degradation e.g.
pollution. The same process may lead to destruction of livelihoods for people that depend
on these ecosystems and the consequent impoverishment directly impacting on their health.
Tourists can bring in ‘new’ diseases. Access to information on the internet can make
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lifestyles more sedentary and change food habits, thus contributing to increased risk of
obesity and cardiovascular diseases (WHO (1997) and Lee (2004)). Entry of ‘fast-food’
outlets into the local market can change food habits and have an impact on health status
of the population if not accompanied by proper awareness campaigns. Finally the effect of
increased food imports may go either way: increase health hasards due to lack of safety
measures in the production process of the imported goods or on the contrary decrease the
risk due to better quality controls required by international standards.

3

The model

Our model structure is inspired from the above theoretical analysis as well as the
empirical evidence so far. Before discussing how we model our key relationship going
from globalisation to well-being, we would like to say a few words about how we represent
the concepts of globalisation and well-being in our model. As argued earlier, both these
concepts encompass many aspects and hence we specify them as latent factors observed
through multiple indicators. Most of the literature has focussed on one or two key indicators
of globalisation and well-being and applied regression techniques to study the impact of one
on the other. Here we propose to simultaneously make use of all the available indicators
in the formulation of our relationship. An ideal framework for this type of analysis is
the so-called structural equation modelling (SEM) framework. This model comprises a
measurement part (which describes the relationships between the latent factors and their
indicators) and a ‘structural’ part (which introduces the ‘causes’ of the latent factors).
We extend this framework in our context to take account of possible reverse influences
pointed out in the theoretical and empirical literature, and apply appropriate estimation
techniques to tackle these issues. Our extended model structure is presented in Figure 1
and explained below.
[Figure 1 here]
Let us first look at the measurement part. Our model has three dimensions of wellbeing: employment, education and health. Following the definition of well-being as choices
and opportunities, we not only consider indicators of the quantitative aspect of well-being
in each of these dimensions but also the qualitative aspect.
Consider employment. Here the commonly used quantity indicators would be employment rate, part-time employment, employment structure: in agriculture, industry and
services, family employment, vulnerable employment etc. To these we add measures of
‘quality’ as reflected by workers’ rights, women’s economic rights, rights of association,
and various labour conventions that the country has signed. We introduce family employment and vulnerable employment both in the quantity and quality dimensions, as their
importance could potentially imply lack of access to job opportunities in the organised
sector. Thus we have two latent factors in the employment dimension, in short ‘quantity’
and ‘quality’.
Reasoning along the same lines, we also have two latent dimensions of education quantity and quality. Quantity is measured by the usual indicators of enrollment in
the school-age population and indicators of achievement among the adults, measured
respectively by percentage enrolled at the primary, secondary and tertiary levels and
average years of schooling at the same three levels. Quality indicators are given by
pupil teacher ratios and the percentage of repeaters at each level, the former measuring
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conditions of student supervision and the latter taken as a proxy for the quality of students
achievement. Note that all these quality indicators in fact measure the opposite of good
quality. Here we would like to point out that lack of data availability prevents us from
using other possible measures.
Finally in the health dimension, we could only specify one latent factor which reflects
the ‘quantity’ aspect as represented by various longevity and mortality indicators. More
precisely they are life expectancy, survival rate beyond 65, infant mortality, child mortality,
adult mortality. Although some aggregate indicators of quality such as malnourishment,
stunting, wasting and overweight, are enlisted in the database, there are too many missing
values to include them in the model.
Now let us turn to the ‘structural’ part. This part connects the latent factors to their
possible determinants. Given that our aim is to study the impact of globalisation on the
three chosen dimensions of well-being and the literature survey of Section 2.2 highlights
the fact this impact goes through various channels, we attempt to explicitly incorporate
the intermediate variables through which globalisation influences well-being. Hence we
maintain the term ‘structural’ for this part of our model as it is largely inspired from
the theory on possible mechanisms at work in our relationship. Thus globalisation is
not a direct explanatory variable for our human development dimensions but impacts
through the various channels discussed earlier. Figure 1 recalls these intermediate variables
pointed out in our literature survey in the green boxes (in the middle). Thus globalisation
influences employment through increased GDP, increased productivity/competitiveness,
through efficiency of search processes, and possibly through migration. Its impact on
education goes through prospects of migration to countries where high skills give better
returns, where job opportunities are available (through diaspora networks for example),
and through remittances. As far as health is concerned, opening out may change health
care provision, health care access, may influence pharma prices, may increase health
hasards from food imports, may change ecosystems affecting water and air quality, may
induce lifestyle changes, all of which have an impact on health status.
To the above list of key variables for our study, we add other ‘external’ variables in
particular demographic characteristics, policy variables, regional dummies etc. We use
the term external to mean outside our main area of interest and not ‘control’ as some
of them could be potentially endogenous too. One such important external variable in
our model is governance. Many studies have shown that good governance matters for
development and well-being (Kaufmann et al. (1999)) but is also influenced by it. Here
governance relates to aspects like whether people enjoy political rights, civil liberties,
whether there is accountability, law and order, absence of corruption and so on, and
not necessarily to the characteristics of the political regime such as whether a country
is democratic or autocratic, whether the orientation of the executive party is right, left
or centre, the length of tenure of the current political regime/party in power etc. The
reason for making this distinction is that it is quite plausible that an autocratic regime
is able to deliver good governance, whereas corruption can be rampant in a democracy.
These political features may influence our dependent variables but are assumed to be
exogenous (at least in the short-medium term). The specific features that turn out to
be good instruments are the type of regime (democracy, autocracy), type of the political
system (parliamentary/presidential), stability of the executive, polity fragmentation, regime
durability, competitiveness of executive recruitment, openness of executive recruitment,
tenure of the regime in place (democratic, autocratic), electoral competitiveness, executive
competitiveness etc. A few enter directly in our equations while most of them serve as
instruments for our possibly endogenous regressors such as GDP, governance, remittances,
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and/or influence HD through the intermediary variables. All instruments are validated by
appropriate statistical tests.
Let us add that our globalisation variables are also allowed to be influenced by political
and governance features as well as GDP and possible simultaneity among the three
dimensions are also explored. Finally, we have some geographical controls such as landlock,
tropical, and distance to coast.
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Data Description and Analysis

The data set used in this analysis assembles information from different data sources.
We use World Bank data to obtain quantitative variables on labour market, education
and health, as well as governance indicators and other controls. We added also variables
on countries’ fixed factors from the Global Development Network Growth Database and
variables on physical geography (GIS World Geography Datasets). The CingranelliRichards (CIRI) Human Rights Dataset contains information on human rights for different
countries, while our employment data mainly come from two ILO sources: KILM data
on labour market outcomes and Normlex data about labour conventions ratified by each
country. In addition, we have variables from the Polity IV data set, which contains
information on assessments of regime authority characteristics and regime changes over
the period 1800-2012. Furthermore, we employ the Database of Political Institutions (DPI,
2012) which includes variables on the political system and electoral rules over the period
1975-2012. We also employ the Competitive Industrial Performance index (CIP, UNIDO)
which collects variables on the country’s ability to produce and export manufactured goods
competitively, and the Freedom in the World data set (Freedom House) which reports
information on global political rights and civil liberties from 1972 to 2012. Finally, we
include variables from the Barro-Lee Educational Attainment Dataset, from the Physical
geography dataset and from the KOF Index of Globalisation (2012). The final dataset
includes information on 274 countries and from 1950 to 2012, although availability of data
varies greatly across countries and variables.
Most of the countries in our data set had many missing values in our variables of
interest and consequently have been dropped from the analysis. For the same reason, the
model has been estimated for a restricted period of time, namely 1981-2012. Therefore,
the final data set consists of 60 countries analysed for 32 years. We have both developed
countries and developing countries, as shown in Table 2.
[Table 2 here]
As broadly explained in Section 3, our model consists of two parts : 1) a system of
measurement equations which describe the connection between the latent variables and
a set of observable (endogenous) indicators (i.e. functionings), 2) a system of structural
equations explaining the latent variables using possible determinants based on theory.
Our final model has five latent factors (quantity of work, quality of work, quantity
of education, quality of education and health) measured by six, four, six, four and six
indicators respectively. The selection of the indicators has been done through two methods.
First, we use the Cronbach’s alpha coefficient to measure the internal consistency of the
indicators and to verify if they are related as a group3 . The Cronbach’s alpha coefficient
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Cronbach’s alpha goes from 0 to 1 and higher values indicate that the indicators chosen measure the
latent concept.
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for the quantity of employment is 0.5781 and it would slightly increase if we take out
the indicators on employment in services and vulnerable employment. The coefficient
for the quality of employment is 0.8001 and taking out any one indicator reduces it. We
obtain 0.8693 for the quantity of education and only taking out the indicators on the
years of schooling in primary education would increase it by 0.274, while the coefficient
for the quality of education is 0.7820 and it slightly increases if repeaters in secondary
school are taken out. Finally, the highest Cronbach’s alpha corresponds to the health
dimension, being 0.9762. Overall these results denote a good level of internal consistency
of our indicators4 .
However, as a high Cronbach’s alpha does not imply the unidimensionality of the
concept, we also perform an Exploratory Factor Analysis (EFA), which identifies the
relationships between observed variables (i.e. indicators). For the employment dimension
we have potentially three factors: the first with information on vulnerable employment,
workers’ rights and women’s economic rights, and some of the indicators on the labour
conventions signed. The second factor includes all the indicators on the quantity of work
(i.e. employment rate, part-time employment, unemployment rate, employment in industry
and services), while in the third factor few labour conventions remain. Therefore, our
model considers only two latent factors, grouping all the indicators on labour conventions
in the quality of employment. For the education dimension we decide to have some
quantity/quality differentiation even though the EFA suggests that the first factor can
potentially include all the indicators, but then it also identifies a second factor with some
of the indicators included in the first one. Finally, the EFA identifies only one latent factor
for the health dimension.

5

Results

5.1

Measurement Model Results

Let us consider the three dimensions one by one. Looking at the results for the
first latent factor for employment, we see that the factor loadings have the expected sign.
Industry employment has a negative loading implying that when employment opportunities
expand, they increase proportionately less in industry and probably more in the services
sector (which is positive in our estimations). Total employment and part-time employment
are positive and significant and unemployment has a negative loading thus confirming that
this first latent factor denotes the general employment situation. Vulnerable employment,
which comprises unpaid family workers, is positive and significant for the ‘quantity’ of
work, while it is negative for the ‘quality’. Since the standardised coefficients are reported,
one could compare their loadings, finding higher magnitudes for part-time, employment in
industry and vulnerable employment.
Recall that we also have a latent factor measuring working conditions that we call
‘quality’ in short. This factor summarises the various rights and labour protection measures
existing within a country. We briefly explain them here. Workers’ rights indicates the
extent to which workers enjoy freedom of association at their workplaces and the right
to bargain collectively with their employers and other internationally recognised rights
at work, including a prohibition on the use of any form of forced or compulsory labour;
a minimum age for the employment of children; and acceptable conditions of work with
4
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respect to minimum wages, hours of work, and occupational safety and health. Women’s
economic rights include a number of internationally recognized rights including equal
pay for equal work, free choice of profession or employment without the need to obtain
a husband or male relative’s consent, right to gainful employment without the need to
obtain a husband or male relative’s consent, equality in hiring and promotion practices,
job security (maternity leave, unemployment benefits, no arbitrary firing or layoffs, etc.),
non-discrimination by employers, right to be free from sexual harassment in the workplace,
right to work at night, right to work in occupations classified as dangerous, right to work
in the military and the police force. The conventions also cover similar aspects such as
right to collective bargaining, abolition of forced labour, abolition of child labour, old age
benefits, work environment, occupational safety and maternity protection. We include
information on these conventions even if it is more a declaration of intention rather than
actual enforcement as a) we have detailed country-level information on each convention
unlike the previous index which combines all the aspects into one indicator, and b) we
believe that a country that has signed a convention would be under more pressure to
conform to its requirements than a country which has not. These indicators can be thought
of as ‘potential’ quality signals. We also have another indicator that reflects the right of
citizens to assemble freely and to associate with other persons in political parties, trade
unions, cultural organizations, or other special-interest groups. This is again a measure of
the ability of workers to form unions to protect their rights. As expected the loadings of
all these indicators in the quality factor are positive and significant, except the indicator
corresponding to vulnerable employment, which is negative, confirming our hypothesis
that the more the proportion of people in these types of employment the worse the general
working conditions are.
Let us now turn to education. All the quantity indicators have positive and significant
loadings implying that the latent factor represents a combined index of the general
education level attained. Among the enrollment variables, secondary and tertiary get
almost equal importance, and about three times that of primary (meaning that secondary
and tertiary have much more variability). As regards the average years of schooling
attained, it is the secondary indicator which has the highest loading. Regarding the quality
factor, all our indicators have positive loadings which implies that our quality factor has
‘poor’ quality as its substance.
As in the case of the other two dimensions, all health (quantity) factor loadings are
significant and have the expected signs, with life expectancy and survival up to 65 having
positive coefficients and all mortality indicators having negative loadings.
[Tables 3, 4 and 5 here]
Histograms on the factor scores show a symmetric curve for the quantity of employment.
For the quality of employment the distribution is slightly skewed to the left, while the
opposite is true for the quantity of education. The quality of education and health are
instead strongly skewed to the right5 .
Scatter plots show no clear correlation between the quantity of employment and
globalisation, while it is clearly positive for all the other dimensions with globalisation.

5.2

‘Structural’ Model Results

As mentioned earlier the ‘structural’ part models at the possible paths of action,
suggested by theory, starting from different aspects of globalisation, going via the mediating
5

Histograms are available upon request to authors.

11

variables, to the multiple human development dimensions represented by our latent factors.
At the outset it should be mentioned that we cannot give any substantive interpretation
to the magnitude of the coefficients denoting the effects on the factors as the factors scores
do not have any interpretable unit of measurement. Hence our interpretation will only
concern their significance and sign. The coefficient signs and significance reported are
those that remained stable across many variants that we explored. We further note that
all our results accept Hansen’s test of overidentifying restrictions (with the instruments
as explained in the model section) and reject the under-identification test. All standard
errors are heteroscedasticity-consistent.
We start by looking at the effect of different intermediate variables on our HD scores
and then examine the influence of globalisation on these intermediate variables. This will
enable us to identify paths that are influential in our key relationship.
If we go back to our Figure 1, we can see that our system also contains paths that are
outside this main relationship (e.g. from political features and controls to globalisation,
and the reverse influences from HD factors back to some intermediate variables (such as
GDP, remittances etc.)). We will mention these very briefly at the end but not analyse
them in detail as our main concern is the path from globalisation to HD through the
intermediate variables. The complete set of results is given in the tables and can be
visualised in Figure 1.
HUMAN DEVELOPMENT EQUATIONS
Let us first examine the latent factor equations which represent the HD dimensions. In
general we introduced gdp per capita, gdp growth, governance in all equations but some
of them turned out to be insignificant. Similarly we introduced simultaneity among the
HD dimensions by including the other latent factors in each HD equation, but they were
not all significant either. After several trials with and without the insignificant variables,
we chose to retain the most parsimonious and stable version in each case. Here we only
report and interpret the significant coefficients, exceptionally some controls may remain
even if they are insignificant. We use the governance indicators published by the World
Bank. World Bank produces six governance dimensions which are themselves composite
indices but we found them to highly correlated with one another. Hence we ran a factor
analysis on these indices and obtained a composite governance score (the exploratory
factor analysis clearly indicated the presence of only one factor).
Employment quantity
The ‘quantity’ dimension of employment is positively influenced by GDP as expected, but
is negatively influenced by governance implying that efficient governance tends to decrease
overall employment. This may be due to the fact that when markets operate efficiently
then there is little chance of disguised unemployment in the form of firms employing people
over and above what is optimal to compete effectively on the market. Quantity is also
negatively affected by growth as higher growth rates are often not necessarily accompanied
by higher employment rates. Quality and quantity are weakly negatively correlated (only
at 10% significance level), that is, better work conditions mean less employment and lower
quality means more employment. One can imagine that decent work conditions such as
having minimum wages and equal pay for men and women may entail an increase in cost
and therefore a reduction in the quantity of employment. Among the other two human
development dimensions, a significant effect is only found for the ‘quantity’ of education
(in the sense, number of years) with a strong positive impact.
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In the literature survey, it was pointed out that the efficiency of search process and
labour migration are important mediators of the effect of globalisation on employment.
However, we could not get any data relating to these variables at the macro-level. Hence
we tried to use a ‘proxy’ variable combining connectivity among people and exposure
to media (say connectivity to the news outside the circle of family and friends). This is
given by a factor score constructed from newspapers, telephones, mobiles and internet.
This variable that we call ‘connectivity’ has a significant positive effect on employment as
predicted by theory.
It is interesting to note that the more competitive a country’s industry is (UNIDO’s
index), the less labour it hires. On the other hand, the higher the labour skills are (measured
indirectly by the proportion of high-tech exports), the more the employment opportunities.
A left government tends to be favourable for employment quantity. Employment increases
with age dependency as there is a greater need to work to support the young and the
old. Urbanisation seems to have a negative impact; however this variable’s coefficient was
sensitive to different variants, sometimes insignificant and sometimes negative.
Employment quality
Now let us now turn to the results for the ‘quality’ of employment. Here many of our
economic variables turned out to be insignificant. The quality of employment (work
conditions and workers’ rights) are mainly affected by socio-demographic characteristics.
Education has a strong positive effect meaning that higher educated people go into jobs
with better working conditions. Age dependency ratios and urbanisation have a negative
influence : when work becomes a need and not a choice, people do not mind poor quality
jobs; urban areas tend to have a bigger concentration of these jobs. A stable political
system seems to favour better work conditions as it is a long process to get policy action
on these issues and a stable system is needed for the process to succeed.
Education quantity
As suggested by our literature survey, connectivity helps in acquiring higher educational
achievements, as connectivity enables better diffusion of information on various higher
educational programmes and opportunities. As we explained in the case of employment,
this is a ‘proxy’ variable for want of direct data on relevant indicators on diaspora networks.
Remittances do not turn out to be significant in our estimations. Better health leads to
higher educational levels. Higher dependency ratios make people go for higher education,
all else being the same, whereas population density has an adverse effect. Public spending
on education does not seem to impact on the quantity aspect of education whereas we will
see later that it does impact the other aspect that we call ‘quality’.
Education quality
Education quality and quantity have a positive association. In other words the higher the
levels of education in a country the higher its quality. Health has a negative association
which may be due to the fact that better health means more people in schools and more
pressure on pupil-teacher ratio. However, let us recall that better health leads to better
educational achievements in terms of quantity. Quality is improved by public spending
on education as well as government debt (which is likely to be higher when spending is
higher). Population and age dependency ratios have a negative impact as expected.
Health
13

We find that higher per capita income means better health in general. Immunisation
improves health (only one of the two immunisation variables is significant) and more public
investment in health is beneficial. Out of pocket expenditure is also seen to lead to an
improvement of health status as it should. Higher food imports are associated with more
health risks. Among the demographic characteristics, a higher proportion of old means
better overall health, this could be simply because of the longevity associated with an
aged population. On the other hand, a higher proportion of young exerts has a negative
effect possibly due to the extra strain on health services. People living in tropical climates
and farther away from coasts seem to be more prone to health hasards. There are some
coefficients that we find hard to interpret in this equation, in particular the negative
impact of education (but not significant at 5%) and the positive impact of population
density or growth.
Now, we briefly examine the role of governance in our model. As explained in the theoretical
part, governance can possibly influence the human development dimensions directly as
well as through some mediating variables. Further, it may have have an impact on certain
components of globalisation, especially the economic openness dimension. Recall that our
governance variable combines the six dimensions of governance selected by the World Bank
(law and order, control of corruption, voice and accountability, regulatory quality, political
stability and government effectiveness) into a single index as they are highly correlated.
Our results show that better governance implies less employment (as less productive
workers have fewer opportunities to be employed in a tight competition situation favoured
by efficient governance). However it has no significant direct effect on the other four
dimensions though the effect may pass through some mediating variables (see later).
To end this subsection on HD equations, let us add a word on the coefficients of regional
dummies in all the above equations. The reference category is North America (U.S. and
Canada). All coefficients are positive and significant for the quantity of employment.
In other words, given the same level of social, economic and political variables, the
employment level seems to be higher in all countries compared to North America, with
Latin America having the highest coefficient followed by Western Europe and East Asia
& the Pacific. They are all positive for the quality dimension too, with Western Europe
and Eastern Europe leading in this case6 . On the contrary, for both the dimensions of
education (quality and quantity), all regional dummies have negative coefficients when
significant7 . This means that all these regions fare worse than North America in terms
of education, all other things being equal. When it comes to health, many dummies are
insignificant, the only significant ones being East Asia & the Pacific and Latin America
(once again excluding Sub-Saharan Africa for sample size reasons) and they both have
positive coefficients.

6

Sub-Saharan Africa has a large coefficient but we only have three countries from this region in our
sample and hence it is hard to give weight to this coefficient.
7
Only one coefficient - that of Europe and Central Asia - is in fact significant for the quality dimension.
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MEDIATING VARIABLE EQUATIONS
We now turn to the mediating variable equations i.e. the equations which describe the
mechanisms through which the effects of globalisation operate, according to the theory.
While interpreting the results of these equations, we will essentially be concerned with
the impact of globalisation components and possible feedback effects from the human
development dimensions, leaving out the other exogenous variables.
Let us first look at the mediating variables for employment, namely GDP per capita,
economic growth, the search process efficiency, competitiveness, high-tech exports, and
possibly migration. Looking first at GDP per capita, it is positively and significantly
influenced by good governance. Trade flows do not seem to have any significant effect. Reducing trade barriers and relaxing of capital flow restrictions seem to decrease employment
indicating that capital tends to flow to countries using labour-saving technologies. Among
the other HD dimensions, health seems to have a significant positive impact whereas
education is insignificant (but strangely tends to be negative in variants in which it turned
out to be significant). Turning to growth rate, governance seems have an adverse effect
here whereas reducing trade barriers improves growth rates.
As we could not get data on search process efficiency we used information connectivity as a
proxy and it is enhanced by the social and political aspects of globalisation corroborating
our a priori expectations. Higher levels of education and health status also promote better
information connectivity. Finally there were so many missing observations for data on
migration that we could not conduct any regression for it.
Industrial competitiveness is measured by the Competitive Performance Index of UNIDO
but since there is a huge proportion of observations unavailable for this variable, we decided
to use an average over time for each country and hence we could not perform any useful
regression for this variable. The proportion of high-tech exports (which is also an indication
of the skill level of home labour) increases with economic globalisation but seems to be
adversely affected by social globalisation (increased personal and informational flows).
As expected, there is a positive feedback from education and employment to high-tech
exports. Once again, there were so many missing observations for data on migration that
we could not conduct any regression using them.
Now the mediating variables for education are remittances from natives abroad, possible
return migration after higher education, diaspora networks and anticipation of future
migration. Unfortunately we do not have adequate information on any migration or
diaspora networks but we decided to use information connectivity as a proxy for networks.
Data were only available for remittances from abroad. Remittances are positively affected
by social and political globalisation, and by connectivity. Connectivity is turn positively
affected by social and political globalisation as well as health and education.
Next we take the governance equation. Higher GDP per capita seems to be positively
associated with better governance (and vice versa as we saw earlier). Moreover, as argued in
the theoretical section, many political characteristics have a definite influence on governance
quality. Democratic regimes, their tenure length, increased competition in elections for the
executive, and a parliamentary system all seem to favour better governance. A fragmented
polity weakens governance. Surprisingly we find that leftist governments are associated
with better governance.
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Lastly, we examine the mediating variables of the health dimension. To our disappointment,
many of them turned out to be insignificant probably due to the fact that our health
dimension only comprises basic longevity and mortality measures and does not cover
‘quality’ aspect (under/over weight, malnourishment etc.) which are more likely to be
influenced by our included explanatory variables. The only two significant intermediate
variables are food imports with a negative impact on health and out of pocket expenditure
with a positive coefficient. Food imports are positively influenced by trade, personal and
informational openness, implying that food imports are not only affected by economic
openness but also by increased exchange of information with the outside world, and possible
induced changes in lifestyles. However the negative effect of reduction of trade barriers and
restrictions on capital flows could be explained by the fact that the food sector may not
be the most privileged one for foreign investors (after controlling for food imports). Out
of pocket expenditures on health decrease when trade or FDI flows increase and increase
with greater informational exchanges among people. As expected, they decrease as public
spending increases.
GLOBALISATION EQUATIONS
At the third level of our structural model we have the globalisation equations. The
globalisation variables are themselves ‘explained’ in our model because we assume that
globalisation, or at least some of its components, could be potentially influenced by the
level of development - both economic and ‘human’. So we now take up these equations
one by one and briefly comment on the results, limiting ourselves to the factors that are
relevant for our study and leaving out the controls. Full results are reported in Table
9. We generally included the HD factors in all equations and removed them when their
significance was rejected in all trials. Finally, all our results satisfy the over-identification
restrictions and reject under-identification.
Trade and FDI openness
Trade openness is positively affected by good governance, political stability (durability of
the regime and absence of fragmentation), urbanised populations, and landlocked countries
as well as countries further away from a coast. However openness is not favoured by
societies with a higher proportion of young/old and countries that are big in area and
population size. GDP does not seem to have a significant influence on this component.
Reduction of trade barriers and restrictions to capital flows
The higher the employment potential of a country the lower the restrictions to goods
and capital flows. However richer countries (with higher per capita GDP or with higher
growth rates) as well as countries with skilled labour (with higher exports in high-tech
products) tend to impose more restrictions. Here again, political fragmentation does not
help globalisation but we cannot explain why longer tenure of a political system seems to
be associated with less openness.
Informational openness
Here the key variables are education and health - educated and healthier societies have
more informational exposure within them and to the outside world. However, given this,
strangely enough, higher income countries as well as democratic regimes seem to have less
exchanges.
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Personal contacts with outside world
In this case, it is more the employment and health dimensions that positively affect
personal exchanges with the outside world. There is no significant impact of income but
good governance helps.
Political openness
Higher educational levels and higher incomes favour political openness. As expected, democracies have a more active political participation at the international level. Demographic
factors also seem to play a positive role for political openness.
Now let us briefly look at the coefficients of regional dummies in the globalisation equations.
In terms of trade/FDI, Western Europe, East Europe and Central Asia and Latin America
have positive coefficients i.e. are more globalised than North America in actual flows.
However, when it comes to absence of trade barriers and restrictions to capital flows,
all regions have negative coefficients compared to North America which seems to be the
most open region in this dimension, given all other explanatory factors. In terms of
informational connectivity and personal exchanges, North America is the most globalised
region as well whereas Western Europe is politically more open.
[Table 6 here]
[Tables 7 and 8 here]
[Table 9 here]

6

Discussion

Let us recall that the reason for not introducing globalisation directly in the HD
equations is based on the insight gained from the theoretical analysis that the effect of
globalisation passes through various channels. In this section we would like to trace these
channels from globalisation to the HD dimensions via the different mediating variables
based on our results and highlight some interesting mechanisms (cf. Figure 2).
[Figure 2 here]
Looking at the paths going via GDP or growth, the only component of globalisation
with a significant impact on GDP or growth (in our sample) is the absence of trade barriers
and restrictions on capital flows. As mentioned earlier, the effect on GDP is surprisingly
negative and that on growth is positive. Continuing in this path, we find that GDP in
turn has a positive effect on employment whereas the effect of growth is negative. Thus
the ultimate effect of globalisation on employment going via GDP or growth seems to be
negative. Our results show that opening out is beneficial for growth, but higher growth
rates seem to be occurring at the expense of employment implying that higher growth
is being achieved by the increased use of labour-saving production technologies. On the
other hand, a higher GDP is associated with a higher employment but opening out does
not immediately increase GDP.
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The second path that we would like to focus on is the path to employment via
informational connectivity. Here there is a clear positive relationship between globalisation
(the personal and political components) and connectivity which in turn acts positively on
employment. This channel shows that we are living in a world where personal contacts
and information exchange play an important role in securing employment.
The more open an economy is, the higher the percentage of high-tech exports, and
this is in turn positive for employment. Here the message is that opening out helps if
a country has high skilled labour (needed to produce high-tech products). This is also
confirmed by the fact that education is one of the most significant factors leading to a
greater percentage of high-tech exports.
Education also seems to be the most influential factor as far as conditions of work
and workers’ rights are concerned. Thus better ‘quality’ jobs are associated with higher
educational levels. Income and growth variables are insignificant and if at all negative,
implying that higher growth comes at the expense of lower ‘quality’ as countries open out
and compete on the international market.
So then what happens to education as countries globalise? Well, one of the key variables
through which globalisation is supposed to act (viz. remittances), according to theory (see
Section 3), turns out to be insignificant in our results. We also tried lags of remittances
and the effect is always insignificant. However, connectivity (a possible proxy for diaspora
networks) has a strong positive effect and we already saw that connectivity is enhanced
by the personal and informational aspects of globalisation. Once again the importance
of information exchanges for better educational possibilities is reiterated by this finding.
Hence the overall effect of globalisation on education seems to be positive.
Due to the positive effect of education on employment, the above result means that
employment will also benefit indirectly through this path. Thus, the definite benefit
for employment ‘quantity’ and ‘quality’ as a result of globalisation is only through the
education channel rather than the growth channel (which is potentially negative). The
same happens for the ‘quality’ of education as well, due to its positive association with
the general educational level (‘quantity’).
Turning to the health dimension, there are potentially several paths from globalisation
to health but most of the mediating variables turned out to be insignificant in our results for
reasons mentioned earlier. An important significant path is the one via food imports, and
in this case its overall effect is ambiguous as some components of globalisation (increased
trade, increased personal exchanges with ‘foreigners’) have a positive effect on food imports
which in turn acts negatively on health. On the other hand, reduction of trade barriers
and capital flow restrictions, and political openness act negatively on food imports and
thus could ultimately be beneficial for health.

7

Conclusion

This paper is an attempt to assess the impact of globalisation on human development
using a simultaneous equation model with latent variables. Our key relationship is that
going from globalisation to human development. So a first part of the paper is devoted
to the definition of these two concepts. We argue that both these concepts are hard to
measure directly and encompass many aspects/dimensions. Thus we postulate them to
be latent variables observed through multiple indicators. We select three key human
development dimensions namely employment, education and health. Conceptually, we
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attempt to distinguish between quantity and quality within each dimension but practically
it could not be done for health for want of data. Thus we have five latent dimensions
of (human) development at one end of the relationship. At the other end, we have the
globalisation measures. Here again we adopt a broader view of globalisation covering
economic (trade/FDI flows, removal of barriers to goods and capital movements), social
(personal exchanges with ‘foreigners’ and informational connectivity with the outside world),
and finally political aspects (government participation in international organisations and
missions). Thus we also have five dimensions of globalisation whose impact we want to
study.
Our model specifying the relationship between the two phenomena is largely inspired
from an extensive theoretical literature on the mechanisms through which openness acts on
employment, education and health. Theory elicits various ways by which people can benefit
(or suffer) from more openness in the economic, social and political domains. We explicitly
specify these paths in our structural model before going on to their empirical estimation.
In many cases, these paths go in both directions leading to possible endogeneity issues that
we tackle using instruments that are also inspired from related literature. Thus we have a
rather complex structure representing all these paths and possible feedback effects which
is estimated using cross-country data from 1981 to 2012. In spite of collecting information
from many sources, the final sample on which our model is estimated is restricted due to a
huge amount of missing data.
In a first step we combined various indicators of human development into five factor
scores corresponding to the five major dimensions of our study. This is done using a factor
analysis approach and the results confirm the number of selected dimensions and a good
quality of fit for our indicators. The next step is the analysis of how these factors are
influenced by our intermediate variables through which globalisation is supposed to act.
Here again some variables could not be used for want of observations on them and for
some others proxies were employed instead.
According to theory, the effect of opening out on employment is mediated by GDP
(level and growth), job search efficiency and labour migration. The main mediators for
education are remittances, networks, return migration and e-learning. Finally, according
to the literature, the effect of globalisation on health involves health services, food imports,
lifestyle changes, and environmental hasards.
Our results present a mixed picture regarding the overall impact of globalisation
on human development. The most uncertain impact is that of economic globalisation.
Trade/FDI flows and reduction of restrictions to trade and capital movements do have
a positive impact on growth but growth in turn has a negative impact on employment.
On the other hand, economic openness seems to be negatively associated with the level of
per capita GDP whose effect is positive on employment. So whichever way we look at it,
employment seems to suffer from economic globalisation. Countries producing high-tech
products have a possible advantage if their exports pick up as a result of opening out as
they increase employment. On the contrary, the other aspects of globalisation namely
social and political globalisations seem to benefit employment through their positive impact
on information connectivity.
Turning to the education dimension, more openness in terms of information connectivity
is definitely beneficial for educational opportunities which in turn improve the ‘quality’
of education, and the quantity as well as quality of employment. Thus the path via
education is a safer bet for employment rather than increased trade/FDI. In other words,
increased growth from economic openness and increased education opportunities from
social openness combine to yield a positive effect on employment.
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The effect on health is ambiguous with many insignificant response coefficients. Food
imports (the only important significant variable), which increase with globalisation, have
a sure negative impact which can either be due to possible health hasards from imports or
due to the fact that increase in food imports occurs when there are serious shocks in food
production leading to a setback in health.
Finally, in general, globalisation is favoured by good governance, political stability, and
democratic regimes, and we find strong associations of good governance with democracies,
durable regimes, a parliamentary system and a higher electoral competition for the
executive.
This study was not intended to arrive at policy-level conclusions. The main purpose
was to gain an understanding of the impact of globalisation on various aspects of well-being,
through a better grasp of the mechanisms by which a population’s well-being is affected
as a country becomes more and more open. Having said this, we can derive some practical
and policy implications based on our empirical evidence.
The first and foremost message is that one cannot affirm that globalisation is either
‘good’ or ‘bad’. In other words the overall impact is not uniform. It depends on the
specific aspect that one is interested in. Given that our results show a potentially negative
consequence for employment from increased economic openness, it is clear that it may
not be wise to let things sort out for themselves. Governments need to anticipate and
identify sectors that are likely to lay off labour as a result of globalisation and put in place
policies that will help them to be absorbed in the sectors that are are able to withstand
international competition and grow. A second and more important message concerns the
education dimension. We find that education is the only one of our three dimensions for
which there is a definite positive impact, through increased connectivity. In addition, since
education has a significant positive influence on employment, a government can capitalise
on this favourable result to enhance well-being in both the dimensions (and possibly others)
by investing in the improvement of its educational system and standards so that opening
out is not seen as a threat by its population but rather as an opportunity to develop.
To end this paper we point out some important limitations of our study. We believe
that the way we have constructed our structural model constitutes a major innovative
element in our work. We have based it on a thorough examination of the existing theory
in this area and tried to explicitly model the various channels discussed in the literature as
accurately as possible, while accounting for possible endogeneity. However, we faced many
limitations in its empirical implementation and we would like to point them out here.
Even if we spent a considerable amount of time to construct our data base which has a
large number of economic, political, social, institutional and demographic indicators taken
from numerous sources, some crucial variables were still missing to complete all the paths
highlighted by theory. So some paths were simply absent from our empirical model and/or
we used rough proxies for some variables.
Although we have a panel data set, we could not implement panel data models due to
the large number of missing observations for many countries, which produced unstable
results for panel specifications. So we had to content ourselves with the inclusion of
regional dummies to take account of heterogeneity at a regional level rather than at a
country level. Their coefficients are mostly significant indicating presence of regional
heterogeneity (after controlling for all other factors).
Thirdly, as we are operating at the macro-level, one may conclude that all relations
studied are associations rather than causal links. We believe that we do identify causal links
as far as the key variables are concerned as they are being instrumented by appropriate
political variables suggested in other studies, and our exclusions restrictions are all
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confirmed by the over-identification tests in all our results. Having said this, it may be
interesting to do a similar study with a more complete micro-level data set where the
causality can be brought out much more clearly.
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Appendix
Table 1: Indices and variables of the KOF Index of Globalisation
Indices and Variables
Weights
Economic Globalisation
36%
50%
i)Actual Flows
Trade (percent of GDP)
21%
28%
Foreign Direct Investment, stocks (percent of GDP)
Portfolio Investment (percent of GDP)
24%
Income Payments to Foreign Nationals (percent of GDP)
27%
ii)Restrictions
50%
Hidden Import Barriers
24%
Mean Tariff Rate
27%
26%
Taxes on International Trade (percent of current revenue)
23%
Capital Account Restrictions
Social Globalisation
37%
i)Data on Personal Contact
34%
Telephone Traffic
25%
Transfers (percent of GDP)
4%
26%
International Tourism
Foreign Population (percent of total population)
21%
25%
International letters (per capita)
ii)Data on Information Flows
35%
33%
Internet Users (per 1000 people)
Television (per 1000 people)
36%
Trade in Newspapers (percent of GDP)
32%
iii)Data on Cultural Proximity
31%
44%
Number of McDonald’s Restaurants (per capita)
Number of Ikea (per capita)
45%
11%
Trade in books (percent of GDP)
Political globalisation
26%
Embassies in Country
25%
Membership in International Organizations
28%
Participation in U.N. Security Council Missions
22%
International Treaties
25%
Source: Dreher (2006), Updated in: Dreher et al. (2008).
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Table 2: Countries by area
Area
List of countries
West Europe Austria, Belgium, Switzerland, Germany, Denmark,
(WE)
Spain, Finland, France, United Kingdom, Greece,
Ireland, Iceland, Italy, Luxembourg, Netherlands,
Norway, Portugal and Sweden.
Central Asia Bulgaria, Czech Republic, Estonia, Hungary, Croa& Eastern Eu- tia, Lithuania, Latvia, Poland, Romania, Russia,
rope (ECA)
Slovakia, Slovenia, Israel and Turkey.
Latin America Argentina, Bolivia, Brazil, Chile, Colombia, Costa
& Caribbean Rica, Dominican Republic, Ecuador, Guatemala,
(LAC)
Honduras, Jamaica, Mexico, Nicaragua, Peru,
Paraguay, El Salvador, Uruguay and Bolivarian Republic of Venezuela.
East Asia & Australia, New Zealand, Indonesia, Japan and RePacific (EAP) public of Korea.
North Amer- Canada and United States.
ica (NA)
Africa (SSA)
Ethiopia, Tanzania and Zimbabwe.
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Table 3: Factor Loadings - Employment
Em15
F1
Pt
F1
Unemp
F1
EmpInd
F1

1
1.034∗∗∗
(0.0985)
-0.220∗∗∗
(0.0562)
-0.861∗∗∗
(0.0992)

EmpSer
F1
Vuln
F1
F2
Workers
F2
G1
F2
G2
F2
G3
F2
G4
F2
G5
F2
G6
F2
G7
F2
WomEco
F2
Assoc
F2
N

0.484∗∗
(0.189)
0.846∗∗∗
(0.299)
-32.70∗∗∗
(2.777)
1
2.428∗∗∗
(0.279)
1.646∗∗∗
(0.188)
1.747∗∗∗
(0.164)
2.351∗∗∗
(0.287)
1.351∗∗∗
(0.136)
2.530∗∗∗
(0.281)
1.119∗∗∗
(0.128)
1.019∗∗∗
(0.0864)
0.980∗∗∗
(0.0706)
1920

Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01
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Table 4: Factor Loadings - Education
EnetPri
F4
Esecnet
F4

1
3.026∗∗∗
(0.219)

Etert
F4

3.276∗∗∗
(0.266)

YrSchPri
F4

0.108∗∗∗
(0.00982)

YrSchSec
F4

0.192∗∗∗
(0.0150)

YrSchTer
F4

0.0403∗∗∗
(0.00339)

RepTer
F5
RepSec
F5

1
0.724∗∗∗
(0.0819)

PupTePrim
F5

3.370∗∗∗
(0.307)

PupTeSec
F5

2.208∗∗∗
(0.219)
1920

N

Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01

Table 5: Factor Loadings - Health
LifeExp
F6
MortChild
F6

1
-3.018∗∗∗
(0.0602)

Mort5
F6

-4.647∗∗∗
(0.0967)

MortF
F6

-12.87∗∗∗
(0.632)

MortM
F6

-15.40∗∗∗
(0.503)

Surv65
F6

1.811∗∗∗
(0.0437)
1800

N

Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01
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Table 6: Human Development Equations
Emp Quant Emp Qual Edu Quant
Edu Qual
Empl Quantity
Empl Quality
Educ Quantity

-0.287
(0.196)
0.494∗∗
(0.202)

1.240∗∗∗
(0.441)
0.662∗∗∗
(0.186)

Health
GDP Pc
GDP Gr
Governance
Connectivity
Competit
High Tech

0.00972∗∗
(0.00387)
-0.0195∗
(0.0115)
-0.255∗∗∗
(0.0811)
0.00332∗
(0.00170)
-0.290∗∗∗
(0.0793)
0.00216∗∗
(0.00108)

0.631∗∗∗
(0.178)
-1.048∗∗∗
(0.272)

0.0262
(0.0290)
0.00287∗∗∗
(0.000760)

-0.00565
(0.00853)
0.00295∗∗∗
(0.000853)
-0.000589
(0.000669)
-0.00276∗∗∗
(0.000911)
0.000494∗
(0.000299)

Immun Dpt
Immun Mea
Food Import
Out of Pocket
Exp Edu Gov

-0.00140
(0.00339)
0.00808
(0.00672)

Exp Edu GDP

Health Conv
0.00278∗∗∗
(0.000709)
0.0144∗∗
(0.00670)

0.00215∗∗
(0.000909)
0.00729
(0.00881)

Polity
Party

0.00483∗
(0.00257)
-0.00255
(0.00566)
0.00400∗∗∗
(0.00109)
-0.00763
(0.0401)

Health Exp Pub

Executive

-0.147∗
(0.0775)

0.00270∗∗
(0.00137)

-0.00547
(0.00339)
-0.00274
(0.0114)
-0.00467
(0.101)

Remitt

Tenure

Health
-0.00569
(0.100)

0.00378
(0.00305)
0.00189
(0.00116)
Continued on next page
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Gov Debt
Age Dep Old
Age Dep Young
Pop Urb
Pop Dens

Table 6: Human Development Equations
Emp Quant Emp Qual Edu Quant
Edu Qual
-0.000182 0.000735∗∗∗
(0.000240) (0.000213)
-0.00350
-0.0105∗∗
0.0126∗∗∗
-0.00639∗∗
(0.00397)
(0.00489)
(0.00184)
(0.00260)
0.00333 -0.0104∗∗∗
0.00628∗∗∗
-0.0104∗∗∗
(0.00240)
(0.00287)
(0.00241)
(0.00193)
∗∗∗
-0.000765 -0.00247
(0.000908) (0.000922)
-0.000152∗∗∗
(0.0000478)

Pop Grow

CO2
0.0984∗∗
(0.0385)
0.0903
(0.0550)

Tropical
Distance

ECA
SSA
LAC
Constant
N
Underidentif Test
P-value
Hansen J Stat
P-value

0.0000686∗∗
(0.0000270)
0.0492∗∗∗
(0.00593)

0.000915
(0.00198)

Landlock

WE

0.00189∗∗
(0.000899)
-0.00258∗∗∗
(0.000687)

-0.000403∗∗
(0.000175)

Pop Tot

EAP

Health

0.258∗∗∗
(0.0749)
0.284∗∗
(0.124)
0.197
(0.128)
0.736∗∗∗
(0.250)
0.354∗∗
(0.154)
-0.199
(0.181)
259
27.225
Chi-sq(10)
0.0024
9.211
Chi-sq(9)
0.4180

0.284∗∗∗
(0.0505)
0.675∗∗∗
(0.0892)
0.541∗∗∗
(0.0792)
1.164∗∗∗
(0.298)
0.728∗∗∗
(0.110)
-0.117
(0.277)
244
24.939
Chi-sq(9)
0.0030
12.295
Chi-sq(8)
0.1385

Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01
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-0.157∗∗∗
(0.0180)
-0.201∗∗∗
(0.0147)
-0.0773∗∗
(0.0362)

0.0225
(0.0407)
0.0300
(0.0553)
-0.132∗∗
(0.0671)

-0.282∗∗∗
(0.0337)
-0.198
(0.183)
265
19.974
Chi-sq(4)
0.0005
1.112
Chi-sq(3)
0.7743

-0.0132
(0.0658)
1.699∗∗∗
(0.241)
267
23.296
Chi-sq(5)
0.0003
0.930
Chi-sq(4)
0.9203

-0.0494∗∗∗
(0.0120)
-0.0000649∗∗
(0.0000261)
0.0397∗∗
(0.0180)
0.0100
(0.0191)
-0.0120
(0.0237)
-0.225∗∗∗
(0.0532)
0.0470∗∗
(0.0221)
0.612∗∗∗
(0.0788)
298
19.487
Chi-sq(7)
0.0068
8.212
Chi-sq(6)
0.2230

Table 7: Mediating Variables Equations - Part 1
GDP Pc GDP Gr
Connect
HighTech
∗∗∗
Empl Quantity
18.12
29.46∗∗
(4.225)
(13.00)
Edu Quantity
-9.182∗
13.05∗∗∗
77.07∗∗∗
80.05∗∗∗
(5.384)
(3.173)
(15.08)
(18.57)
Educ Quality
-12.81
(22.45)
∗∗∗
∗∗
Health
31.62
11.77
59.80∗∗∗
(7.424)
(5.200)
(21.16)
∗∗∗
∗∗∗
Governance
11.55
-5.577
(1.822)
(1.624)
GDP Lag
-0.0791
(0.0559)
GDP Pc
-0.680∗∗∗
(0.263)
∗∗∗
GDP Init
0.469
(0.0904)
R & D Lag
0.0346
(0.296)
Invest Lag
0.410∗∗∗
(0.0903)
Pop Urb
-0.0241
0.0278
-0.140
(0.0255)
(0.0486)
(0.0954)
Pop Dens
0.00142 -0.00339∗∗
0.00198
0.0217∗∗∗
(0.00228) (0.00138) (0.00541)
(0.00461)
∗∗∗
∗∗∗
Pop Tot
0.0218
0.0165
(0.00807) (0.00450)
Polity
0.0108
(0.698)
Executive
-1.459∗∗∗
(0.454)
Tropical
10.91∗∗∗
7.880∗∗∗
(2.177)
(2.935)
∗∗∗
Landlock
7.953
11.30∗∗∗
(2.106)
(2.574)
Distance
-0.00794∗∗∗
(0.00298)
∗∗∗
Glob Pers
0.138
-0.408∗∗∗
(0.0532)
(0.127)
Glob Pol
0.149∗∗
-0.0645
(0.0661)
(0.0626)
Glob Flows
-0.0138
0.117∗∗∗
0.298∗
(0.0483)
(0.0243)
(0.153)
∗∗∗
∗∗
Glob Restr
-0.336
0.114
(0.0653)
(0.0445)
Glob Info
-0.0576
(0.0885)
Continued on next page
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Table 7: Mediating Variables Equations - Part 1
GDP Pc GDP Gr
Connect
HighTech
∗∗∗
∗∗
EAP
-10.04
3.360
-5.648
-17.28∗∗∗
(2.021)
(1.391)
(4.019)
(3.865)
WE
-1.268
1.228
-1.639
-9.088∗∗
(2.182)
(1.169)
(3.631)
(3.997)
ECA
-0.607
2.653∗
-6.215
-11.44∗∗
(2.685)
(1.553)
(4.971)
(5.375)
∗∗∗
∗∗∗
∗∗∗
SSA
-21.57
21.28
30.36
-12.83∗
(5.902)
(4.393)
(8.750)
(7.424)
∗∗∗
∗
LAC
-13.76
3.593
-5.639
-13.42∗∗∗
(2.837)
(2.017)
(5.305)
(4.244)
∗∗∗
∗∗∗
Constant
7.532
-32.19
-88.23
-19.13∗∗
(10.45)
(9.265)
(17.42)
(9.053)
N
256
277
385
386
Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01

Table 8: Mediating Variables Equations - Part 2
Remitt
Gover
Food Im Out Pocket
∗∗∗
Emopl Quantity
-7.121
(2.531)
Empl Quality
-20.12∗∗∗
(3.156)
Educ Quantity
-18.12∗∗∗
(5.981)
Health
-33.29∗∗∗
(7.331)
GDP Pc
0.0141∗∗∗
(0.00240)
∗∗∗
Connectivity
0.260
(0.0621)
Health Pub GDP
-1.439∗∗∗
(0.548)
Health Priv GDP
-3.548∗∗∗
(1.091)
Share Pub Health
-1.000∗∗∗
(0.116)
Health Exp Pub
0.520∗∗∗
(0.0692)
Executive
0.424∗∗
0.0417∗∗∗
(0.198)
(0.0115)
Polity
1.194∗∗∗
0.134∗∗∗
(0.359)
(0.0183)
Fragment
-0.0238∗∗
(0.0104)
Durable
-0.000852
(0.000530)
Continued on next page
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Table 8: Mediating Variables Equations - Part 2
Remitt
Gover
Food Im Out Pocket
Stability
0.0157
(0.0474)
System
0.0540∗∗∗
(0.0162)
Elec Compet
-0.0507
(0.132)
Exec Compet
0.112∗
(0.0585)
Tensys
0.00779∗∗∗
(0.000952)
Party
-0.00124
(0.00172)
Merchandise
-0.00899
(0.0265)
Age Dep Old
0.512∗∗∗
0.419∗∗∗
(0.0919)
(0.0886)
∗∗∗
Age Dep Young
0.266
0.169∗∗∗
(0.0419)
(0.0438)
Pop Grow
-0.690
(0.549)
Pop Urb
-0.0286
-0.120∗∗∗
0.0104
(0.0233)
(0.0257)
(0.0246)
Pop Dens
0.00244∗
0.00703∗∗
-0.00688∗∗
(0.00148)
(0.00332)
(0.00276)
∗∗∗
Pop Tot
0.0316
(0.00769)
Distance
-0.00141
0.000889
(0.00157)
(0.00149)
Area
0.546∗∗∗
(0.139)
Landlock
-2.541∗∗∗
-1.691∗
2.803∗∗∗
(0.601)
(1.008)
(0.811)
Tropical
-0.472
-0.461
5.787∗∗∗
(0.706)
(1.269)
(1.368)
∗∗∗
Glob Flows
-0.0439
0.244
-0.240∗∗∗
(0.0320)
(0.0660)
(0.0821)
∗∗
∗∗∗
Glob Restr
-0.127
-0.486
0.159
(0.0539)
(0.126)
(0.121)
Glob Info
0.0691
0.149∗∗∗
(0.0431)
(0.0527)
Glob Pers
0.205∗∗∗
0.121∗
-0.0290
(0.0395)
(0.0723)
(0.0438)
∗
∗∗∗
Glob Pol
0.0486
-0.116
-0.0253
(0.0271)
(0.0212)
(0.0221)
Leg British
-0.169∗∗
(0.0664)
Continued on next page
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Table 8: Mediating Variables Equations - Part 2
Remitt
Gover
Food Im Out Pocket
∗∗∗
Leg French
-0.306
(0.0625)
Leg German
-0.0397
(0.0639)
Leg Scand
-0.0242
(0.0702)
∗∗∗
EAP
6.925
0.0522
0.498
8.755∗∗∗
(1.713)
(0.0425)
(1.720)
(2.555)
∗∗∗
WE
9.400
-0.0101
0.125
12.69∗∗∗
(2.338)
(0.0478)
(1.622)
(2.315)
∗∗
∗∗
∗∗
ECA
5.895
-0.139
-3.984
14.98∗∗∗
(2.481)
(0.0608)
(1.707)
(2.868)
SSA
-0.621
0.903∗∗∗ -15.58∗∗∗
-1.064
(3.946)
(0.195)
(4.014)
(4.702)
∗∗∗
∗∗∗
LAC
9.182
-0.256
-3.802
8.365∗∗
(2.717)
(0.0629)
(2.763)
(4.002)
∗∗∗
∗
∗∗
Constant
33.41
-1.928
16.48
70.06∗∗∗
(7.178)
(1.120)
(7.643)
(6.623)
N
337
477
486
821
Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01

Empl Quantity
Educ Quantity
Health
GDP Pc
Governance
High Tech
Connectivity
Fragment
Polity
Tenure
Durable

Table 9: Globalisation Equations
GlobFlows
GlobRes
GlobInfo GlobPers
∗∗∗
66.01
45.80∗∗∗
(23.25)
(11.45)
∗∗
68.90
-19.18
(33.13)
(19.82)
190.2∗∗∗
70.73∗∗∗
(45.54)
(26.16)
-0.0435
-0.682∗∗∗
-1.572∗∗
-0.0203
(0.104)
(0.206)
(0.684)
(0.375)
∗∗∗
∗∗∗
8.321
29.41
6.338
7.229∗∗∗
(2.554)
(3.696)
(5.132)
(2.751)
∗∗∗
∗
-0.348
-0.129
(0.0588)
(0.0735)
0.208∗∗
(0.0831)
-5.078∗∗∗
-0.793
(0.425)
(0.814)
-4.107∗∗∗
(1.346)
∗∗
-0.214
(0.0872)
0.0355∗
(0.0188)
Continued on
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GlobPol

100.0∗∗∗
(31.73)
-39.54
(32.38)
-1.065∗∗∗
(0.274)
-9.632
(6.882)

1.863
(1.582)
8.494∗∗∗
(2.535)

-0.0511
(0.0356)
next page

Age Dep Old
Age Dep Young
Pop Urb
Pop Dens
Distance
Tropical
Landlock
Area
Pop Tot
EAP
WE
ECA
SSA
LAC
Constant
N

Table 9: Globalisation Equations
GlobFlows
GlobRes
GlobInfo
∗∗∗
-1.321
(0.157)
-0.435∗∗∗
(0.0514)
0.108∗∗
-0.130∗∗
(0.0478)
(0.0602)
-0.0245∗∗∗
(0.00874)
∗∗
∗∗∗
0.00235
-0.00959
(0.00110)
(0.00151)
13.15∗∗∗
(4.404)
4.912∗∗∗
7.076∗∗∗
10.63∗∗
(1.642)
(2.660)
(5.044)
∗∗∗
-1.987
-0.122
(0.227)
(0.264)
-0.0966∗∗∗
0.0294∗∗
0.00682
(0.0104)
(0.0118)
(0.0188)
-0.0121
-20.99∗∗∗
-26.53∗∗∗
(2.427)
(3.598)
(7.036)
19.11∗∗∗
0.0799
-1.706
(2.625)
(2.096)
(4.389)
14.81∗∗∗
1.380
0.831
(3.154)
(3.776)
(8.514)
∗∗∗
2.228
-65.59
-15.36
(4.476)
(12.19)
(18.50)
9.079∗∗
-23.61∗∗∗
-27.16∗∗∗
(4.129)
(6.180)
(8.801)
∗∗∗
∗∗∗
95.90
84.44
-54.52
(6.440)
(6.873)
(39.44)
454
342
310

Standard errors in parentheses
∗
p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01
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GlobPers

GlobPol

0.465∗∗∗
(0.0923)
-0.0114∗∗
(0.00540)
-0.0114∗∗
(0.00543)

2.167
(4.013)

-0.125∗∗∗
(0.0180)
-46.70∗∗∗
(5.918)
-28.58∗∗∗
(4.874)
-19.63∗∗∗
(5.984)
-57.68∗∗∗
(10.22)
-54.08∗∗∗
(6.619)
34.36
(28.52)
287

13.43∗∗∗
(3.009)
0.430
(0.593)
0.118∗∗∗
(0.0252)
9.450
(8.225)
31.01∗∗∗
(9.746)
-6.399
(9.965)
121.6∗∗∗
(35.59)
3.656
(11.20)
-53.97
(38.82)
218
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Figure 1: KOF Index, 1980

Source: http://globalization.kof.ethz.ch/

Figure 2: KOF Index, 2009

Source: http://globalization.kof.ethz.ch/
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Figure 3: Model Structure

Figure 4: Some interesting paths
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