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 ABSTRACT 


Foreign capital inflows (FCI) have been considered to be a key element in the process of 
 economic  globalization  and  integration  of  the  world  economy.  However,  the  frequent 
 occurrence  of  financial  crises  around  the  world  has  awakened  the  debate  about  the 
 causes,  consequences,  impact  and  aftershocks  of  these  crises.  These  sorts  of  financial 
 crises  are  majorly  occurring  because  of  systemic  banking  crisis  and  currency  crisis. 


These crises significantly influence the relationship between FCI and economic growth. 


The objective of this study is to identify the impact of foreign direct investment, foreign 
 debt,  workers‘  remittances  and  exports  of  goods  and  services  on  economic  growth  in 
 high, upper middle, lower middle and low income countries.  To attain the objective of 
 this  research,  we  collect  a  panel  data  of  96  countries  and  group  them  on  the  basis  of 
 different  income  levels.  The  final  sample  of  this  study  consists  of  10  low  income 
 countries, 23 lower middle income countries, 30 upper middle income countries and 33 
 high  income  countries.  We  employed  fixed  effect  &  random  effect  model  estimation 
 method to judge the desired relationship among variables. Fully modified ordinary least 
 squares (FMOLS) has also been used to ensure the robustness of initial results.  Results 
 indicate the negative and significant influence of systemic banking and currency crisis. 


Results  also  indicate  the  positive  and  significant  impact  of  all  four  types  of  FCI  on 
 economic  growth  in  all  income  level  countries  except,  remittances  in  low  income 
 countries and foreign debt in lower middle income. These two results show the negative 
 impact on economic growth. Results also conclude that the banking and currency crisis 
 are harmful for the relationship of foreign direct investment and economic growth in all 
 income level countries.  The study recommends several policy implications to improve 
 the positive impact of foreign capital inflows on economic growth and reduce or control 
 the  negatively  influence  of  systemic  banking  crisis  and  currency  crisis  on  the 
 relationship of foreign capital inflows and economic growth.  


Keywords: systemic banking crisis, currency crisis, foreign capital inflows, economic 
       growth 
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 ABSTRAK 


Aliran  masuk  modal  telah  dikatakan  sebagai  satu  elemen  penting  dalam  proses 
 globalisasi  dan  integrasi  ekonomi  dunia.  Bagaimanapun,  krisis  ekonomi  yang  sering 
 berlaku diseluruh dunia telah menimbulkan perdebatan tentang sebab, akibat, impak dan 
 kejutan  selepas  krisis  ini.  Krisis  kewangan  seperti  ini  kebanyakkanya  berlaku 
 disebabkan  krisis  sistemik  perbankan  dan  krisis  mata  wang.  Krisis-krisis  ini  secara 
 signifikan  mempengaruhi  perhubungan  antara  aliran  masuk  modal  dan  pertumbuhan 
 ekonomi. Objektif kajian ini ialah untuk mengenalpasti kesan pelaburan luar langsung, 
 hutang  luar  negara,  kiriman  wang  pekerja,  dan  ekspot  barangan  dan  perkhidmatan 
 keatas pertumbuhan ekonomi di  negara-negara berpendapatan tinggi,  pertengahan  atas, 
 pertengahan bawah dan rendah. Bagi mencapai objektif kajian, data panel dari 96 buah 
 negara    dikumpul  dan  di  kelaskan  mengikut  tingkat  pendapatan  yang  berbeza.  Sampel 
 terakhir  mengandungi  10  negara  berpendapatan  rendah,  23  negara  berpendapatan 
 pertengahan  bawah,  30  negara  berpendapatan  pertengahan  atas  dan  33  negara 
 berpendapatan  tinggi.  Kaedah  model  penganggaran  kesan  tetap  dan  kesan  rawak 
 digunakan  untk  menentukan  perhubungan  yang  diingini  antara  pembolehubah.  Kaedah 
 Fully  modified  ordinary  least  squares  (FMOLS)  juga  digunakan  bagi  memastikan 
 keputusan awal  yang kukuh. Keputusan penganggaran menunjukkan kesan negatif dan 
 signifikan  krisis  sistemik  perbankan  dan  krisis  matawang.  Keputusan  kajian  juga 
 menunjukkan  kesan  yang  positif  dan  signifikan  kesemua  empat  jenis  aliran  masuk 
 modal keatas pertumbuhan ekonomi negara disemua tingkat pendapatan kecuali kiriman 
 wang di  negara berpendapatan rendah dan hutang luar negara di  negara  berpendapatan 
 pertengahan bawah. Kedua-dua keputusan tersebut menunjukkan impak yang negatif ke 
 atas  pertumbuhan  ekonomi.  Keputusan  juga  menyimpulkan  bahawa  krisis  perbankan 
 dan  krisis  mata  wang  adalah  memudaratkan  kepada  hubungan  antara  pelaburan  luar 
 langsung  dan  pertumbuhan  ekonomi  negara  di  semua  tingkat  pendapatan.  Kajian  ini 
 mencadangkan  beberapa  implikasi  ekonomi  bagi  memperbaiki  impak  positif  aliran 
 masuk  modal  ke  atas  pertumbuhan  ekonomi  dan  mengurangkan  atau  mengawal 
 pengaruh  negatif  krisis  sistemik  perbankan  dan  krisis  matawang    ke  atas  hubungan 
 antara aliran masuk modal dan pertumbuhan ekonomi. 


Kata kunci: krisis sistemik perbankan, krisis mata wang, aliran masuk modal, 
       pertumbuhan ekonomi 



(9)vii 


ACKNOWLEDGEMENT 


I  thank  Allah  (SWT)  who  has  made  it  possible  for  me  to  successfully  complete  my 
 Doctor of Philosophy programme. I would also like to express my sincere appreciation 
 to  my  supervisor  Professor  Dr.  Mohd  Zaini  Abd  Karim  for  his  guidance  towards  the 
 successful  completion  of  this  thesis.  I  equally  thank  him  for  his  encouragement  and 
 kindness, all of which have made me to learn so much from him.  


My  gratitude  goes  to  the  members  of  the  proposal  defence  committee,  Professor  Dr. 


Jauhari  Dahalan  and  Associate  Professor  Dr.  Hussin  Abdullah  for  their  useful 
 contribution.  My  sincere  appreciation  goes  to  my  family  members:  Syed  Safir  ul 
 Hassan, Kauser Sultana, Syeda Kanwal Hassan, Kanza Khan, Syeda Javeria Hassan and 
 Syed  Ahmed  Raza  for  their  support  and  prayers,  while  they  endured  my  continued 
 absence  during  my  study  in  Malaysia.    I  am  indebted  to  them  for  their  understanding, 
 love and appreciations during my study. 


I would like to register my appreciation to Dr. Wasim Qazi and Mr. Imtiaz Arif for their 
 continuance  support.    I  would  also  like  to  express  my  sincere  appreciation  to  my  first 
 research mentor Mr. Syed Tehseen Jawaid. I would also like to convey my great thanks 
 to my colleagues and friends Arsalan Najmi, Muhammad Ali, Nida Shah, Amna Umer 
 and Muhammad Asif Qureshi   


Last but not least, my sincere appreciation goes out to all those involved in making this 
thesis  a  reality  and  those  who  have  contributed  towards  this  profound  learning 
experience.  



(10)viii 


TABLE OF CONTENTS 


TITLE PAGE ... I 
 CERTIFICATION OF THESIS WORK ... II 
 CERTIFICATION OF THESIS WORK ... III 
 PERMISSION TO USE ... IV 
 ABSTRACT ... V 
 ABSTRAK ... VI 
 ACKNOWLEDGEMENT ... VII 
 TABLE OF CONTENTS ... VIII 
 LIST OF TABLES ... X 
 LIST OF FIGURES ... XII 
 LIST OF ABBREVIATIONS ... XIII 


CHAPTER ONE INTRODUCTION ... 1 


1.1  Introduction ... 1 


1.2  Background of the Study ... 1 


1.3  Problem Statement ... 27 


1.4  Research Questions... 34 


1.5  Objective(s) of the Study ... 34 


1.6  Justification and Contribution of the Study ... 35 


1.7  Scope of the Study ... 38 


1.8  Plan of the Study... 39 


1.9  Summary of the Chapter ... 39 


CHAPTER TWO LITERATURE REVIEW ... 41 


2.1 Introduction ... 41 


2.2 Theoretical background ... 41 


2.2.1 Theories of Economic Growth ... 41 


2.2.2 Foreign Direct Investment and Economic Growth ... 51 


2.2.3 Foreign Debt and Economic Growth ... 60 


2.2.4 Workers‘ Remittances and Economic Growth ... 67 


2.2.5 Exports and Economic Growth ... 71 


2.3 Empirical Studies ... 93 


2.3.1 Foreign Capital Inflows and Banking & Currency Crises ... 93 


2.3.2 Foreign Direct Investment and Economic Growth ... 101 


2.3.3 Foreign Debt and Economic Growth ... 110 


2.3.4 Workers‘ Remittances and Economic Growth ... 116 


2.3.5 Exports and Economic Growth ... 125 


2.4 Research Gap ... 135 


CHAPTER THREE THEORETICAL FRAMEWORK AND RESEARCH 
 METHODOLOGY ... 138 


3.1 Introduction ... 138 


3.2 Theoretical Framework ... 138 


3.3 Methodology ... 145 



(11)ix 


3.4 Model Specification ... 147 


3.5  Estimation of the Procedure ... 154 


3.5.1 Panel Unit Root and Co-Integration Test ... 155 


3.5.2 Fixed Effects Model... 155 


3.5.3 Random Effects Model ... 157 


3.6 Description of Variables ... 159 


3.7 Research Hypothesis ... 163 


3.8 Sources of Data ... 164 


3.9 Summary of Chapter ... 166 


CHAPTER FOUR RESULTS AND DISCUSSION ... 167 


4.1 Introduction ... 167 


4.2 Descriptive Statistics ... 167 


4.3 Low Income Countries ... 177 


4.3.1 Unit Root Analyses ... 177 


4.3.2 Cointegration Analyses ... 178 


4.3.3 Long Run Analysis ... 182 


4.4 Lower Middle Income Countries... 193 


4.4.1 Unit Root Analyses ... 193 


4.4.2 Cointegration Analyses ... 194 


4.4.3 Long Run Analysis ... 198 


4.5 Upper Middle Income Countries ... 209 


4.5.1 Unit Root Analyses ... 209 


4.5.2 Cointegration Analyses ... 210 


4.5.3 Long Run Analysis ... 214 


4.6 High Income Countries... 224 


4.6.1 Unit Root Analyses ... 224 


4.6.2 Cointegration Analyses ... 225 


4.6.3 Long Run Analysis ... 229 


4.7 Aggregate Results of 96 Countries ... 237 


4.7.1 Unit Root Analyses ... 237 


4.7.2 Cointegration Analyses ... 238 


4.7.3 Long Run Analysis ... 242 


4.8 Fully Modified Ordinary Least Square ... 253 


4.9 Discussion of Result ... 261 


4.10 Summary of Chapter... 268 


CHAPTER FIVE SUMMARY OF MAJOR FINDINGS, CONCLUSION AND 
 POLICY IMPLICATIONS ... 270 


5.1 Introduction ... 270 


5.2 Summary of Major Findings & Conclusion ... 270 


5.3 Policy Implications ... 274 


5.4 Limitations of the Study ... 279 


5.5 Recommendations for Future Research ... 281 


REFERENCES ... 282 



(12)x 


LIST OF TABLES 


Table 3.1: List of 96  Low, Lower Middle, Upper Middle and High Income Countries ... 165 


Table 4.1: Summary Statistics for Variables of Low Income Countries ... 168 


Table 4.2: Summary Statistics for Variables of Lower Middle Income Countries ... 170 


Table 4.3: Summary Statistics for Variables of Upper Middle Income Countries ... 172 


Table 4.4: Summary Statistics for Variables of High Income Countries ... 173 


Table 4.6: Results of Stationary Analyses for Low Income Countries ... 177 


Table 4.7: Results of Pedroni ((Engle-Granger based) Panel Cointegration in Low 
 Income Countries ... 179 


Table 4.8: Results of Pedroni ((Engle-Granger based) Panel Cointegration of Interaction 
 Terms in Low Income Countries... 180 


Table 4.9: Results of Kao (Engle-Granger based) Panel Cointegration in Low Income 
 Countries ... 181 


Table 4.10: Long Run Results of Banking and Currency Crisis in Low Income Countries ... 184 


Table 4.11: Long Run Results of Foreign Direct Investment in Low Income Countries ... 186 


Table 4.12: Long Run Results of Exports in Low Income Countries ... 188 


Table 4.13: Long Run Results of Remittances in Low Income Countries... 190 


Table 4.14: Long Run Results of External Debt in Low Income Countries ... 192 


Table 4.15: Results of Stationary Analyses for Lower Middle Income Countries ... 193 


Table 4.16: Results of Pedroni ((Engle-Granger based) Panel Cointegration in Lower 
 Middle Income Countries ... 195 


Table 4.17: Results of Pedroni ((Engle-Granger based) Panel Cointegration of 
 Interaction Terms in Lower Middle Income Countries... 196 


Table 4.18: Results of Kao (Engle-Granger based) Panel Cointegration in Lower Middle 
 Income Countries ... 197 


Table 4.19: Long Run Results of Banking and Currency Crisis in Lower Middle Income 
 Countries ... 199 


Table 4.20: Long Run Results of Foreign Direct Investment in Lower Middle Income 
 Countries ... 201 


Table 4.21: Long Run Results of Exports in Lower Middle Income Countries ... 203 


Table 4.22: Long Run Results of Remittances in Lower Middle Income Countries ... 206 


Table 4.23: Long Run Results of External Debt in Lower Middle Income Countries ... 208 


Table 4.24: Results of Stationary Analyses for Upper Middle Income Countries... 209 


Table 4.25: Results of Pedroni ((Engle-Granger based) Panel Cointegration in Upper 
 Middle Income Countries ... 210 


Table 4.26: Results of Pedroni ((Engle-Granger based) Panel Cointegration of 
 Interaction Terms in Upper Middle Income Countries ... 212 


Table 4.27: Results of Kao (Engle-Granger based) Panel Cointegration in Upper Middle 
 Income Countries ... 213 


Table 4.28: Long Run Results of Banking and Currency Crisis in Upper Middle Income 
 Countries ... 215 


Table 4.29: Long Run Results of Foreign Direct Investment in Upper Middle Income 
 Countries ... 217 


Table 4.30: Long Run Results of Exports in Upper Middle Income Countries ... 219 



(13)xi 


Table 4.31: Long Run Results of Remittances in Upper Middle Income Countries ... 221 


Table 4.32: Long Run Results of External Debt in Upper Middle Income Countries ... 223 


Table 4.33: Results of Stationary Analyses for High Income Countries ... 224 


Table 4.34: Results of Pedroni ((Engle-Granger based) Panel Cointegration in High 
 Income Countries ... 226 


Table 4.35: Results of Pedroni ((Engle-Granger based) Panel Cointegration of 
 Interaction Terms in High Income Countries... 227 


Table 4.36: Results of Kao (Engle-Granger based) Panel Cointegration in High Income 
 Countries ... 228 


Table 4.37: Long Run Results of Banking and Currency Crisis in High Income 
 Countries ... 230 


Table 4.38: Long Run Results of Foreign Direct Investment in High Income Countries ... 232 


Table 4.39: Long Run Results of Exports in High Income Countries ... 234 


Table 4.40: Long Run Results of Remittances in High Income Countries ... 236 


Table 4.41: Results of Stationary Analyses for Upper Middle Income Countries... 237 


Table 4.42: Results of Pedroni ((Engle-Granger based) Panel Cointegration in 
 Aggregate Sample of 96 Countries ... 239 


Table 4.43: Results of Pedroni ((Engle-Granger based) Panel Cointegration of 
 Interaction Terms in Aggregate Sample of 96 Countries... 240 


Table 4.44: Results of Kao (Engle-Granger based) Panel Cointegration in Aggregate 
 Sample of 96 Countries ... 241 


Table 4.45: Long Run Results of Banking and Currency Crisis in Aggregate Sample of 
 96 Countries ... 243 


Table 4.46: Long Run Results of Foreign Direct Investment in Aggregate Sample of 96 
 Countries ... 246 


Table 4.47: Long Run Results of Exports in Aggregate Sample of 96 Countries ... 248 


Table 4.48: Long Run Results of Remittances in Aggregate Sample of 96 Countries ... 250 


Table 4.49: Long Run Results of External Debt in Aggregate Sample of 96 Countries ... 252 


Table 4.50: Results of FMOLS in Low Income Countries ... 254 


Table 4.51: Results of FMOLS in Low Income Countries ... 254 


Table 4.52: Results of FMOLS in Lower Middle Income Countries ... 255 


Table 4.53: Results of FMOLS in Lower Middle Income Countries ... 256 


Table 4.54: Results of FMOLS in Upper Middle Income Countries ... 257 


Table 4.55: Results of FMOLS in Upper Middle Income Countries ... 257 


Table 4.56: Results of FMOLS in High Income Countries ... 258 


Table 4.57: Results of FMOLS in High Income Countries ... 259 


Table 4.58: Results of FMOLS in in Aggregate Sample of 96 Countries ... 260 


Table 4.59: Results of FMOLS in in Aggregate Sample of 96 Countries ... 260 


Table 4.60: Summary of Estimation Results of all Countries ... 262 



(14)xii 


LIST OF FIGURES 


Figure 1.1  Exports of goods and services as % of gdp for different income level 


countries ... 21


Figure 1.2 Exports of goods and services (annual growth) for different income level 
 countries ... 22


Figure 1.3 Foreign direct investment as % of gdp for different income level countries... 22


Figure 1.4 Foreign direct investment (annual growth) for different income level 
 countries ... 23


Figure 1.5 Workers‘ remittances as % of gdp for different income level countries ... 24


Figure 1.6 Workers‘ remittances (annual growth) for different income level countries ... 25


Figure 1.7 External debt (annual growth) for different income level countries ... 26


Figure 1.8 Gross domestic product (annual growth) for different income level countries ... 26


Figure 2.1 Graphical representation of the laffer curve for debt relief ... 66


Figure 3.1 Conceptual framework of the study ... 145



(15)xiii 


LIST OF ABBREVIATIONS 


FCI – Foreign Capital Inflows 
 EG – Economic Growth 


FDI – Foreign Direct Investment 
 EXP – Exports of Goods and Services 
 ED – External Debt 


EXD – External Debt 
 FD – Foreign Debt 


REM – Workers‘ Remittances 
 CRC – Currency Crises 
 BAC – Banking Crises 
 FC – Financial Crises 


SSE – Secondary School Enrollment 
 INF – Inflation (Consumer Price Index) 


GCE – Government Consumption Expenditure 
 DOC – Domestic Credit provided by financial sector 
 FE – Fixed Effect Model 


RE – Random Effect Model 


FMOLS – Fully Modified Ordinary Least Square 
 GNI – Gross National Income 


MNCs – Multi National Corporations 
 GDP – Gross Domestic Product  
 IMF – International Monetary Funds 
 WDI – World Development Indicators 
 IPS – Im, Pesaran & Shin 


PP - Phillips and Perron 


ADF - Augmented Dickey Fuller 
 VIF - Variance Inflation factor 
 OLS - Ordinary Least Square 
 LI – Low Income 


LMI – Lower Middle Income 
UMI – Upper Middle Income 
HI – High Income



(16)1 


CHAPTER ONE  
 INTRODUCTION 


1.1  Introduction   


This  chapter  shed  some  light  on  the  background  information  related  to  the  foreign 
 capital  inflows,  systemic  banking  crisis,  currency  crisis  and  economic  growth.  This  is 
 followed  by  statement  of  problem  where  the  influence  of  financial  crises  on  the 
 relationship  of  foreign  capital  inflows  and  economic  is  discussed.  This  chapter  also 
 presents the research questions, research objectives, justification and contribution of the 
 study, scope of study, and the organization of the study. 


1.2  Background of the Study 


Foreign  capital  inflows  play  a  significant  role  in  the  economic  growth  of  both 
 developing  and  developed  countries  (Raza  &  Jawaid,  2014).  Foreign  capital  has  also 
 been  considered  to  be  a  key  element  in  the  process  of  economic  globalization  and 
 integration  of  the  world  economy.  The  flows  of  capital  have  been  welcomed,  to 
 complement  domestic  financial  resources,  as  a  development  catalyst.  The  resource 
 deficient economies relied heavily on foreign capital to achieve the objective of higher 
 economic growth. The experience of the newly industrialized economies has firmed the 
 belief that foreign capital could fill the resource gap of the capital-deficient economies. 


Foreign  capital  comprises  the  movement  of  financial  resources  from  one  economy  to 
another.  Foreign  capital  movements,  in  broader  term,  includes  the  borrowing  of  the 
governments  by  other  governments,  international  financial  institutions,  short  term  or 
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long  term  lending  from  banks,  investment  in  public  and  private  bonds  and  equities, 
 foreign  direct  investment  to  increase  the  productive  capacity  of  the  economy,  aid, 
 grants, exports of goods and services and the workers‘ remittances (Ali, 2014; Nkoro & 


KelvinUko, 2012).  


Financial  aid  and  grants  are  considered  as  a  volatile  or  event  based  flow  of  foreign 
 capital  in  the  economies  whereas,  foreign  direct  investment,  external  debt,  workers‘ 


remittances and exports of goods and services are considered as a more sustainable form 
 of foreign capital inflows for developed and developing economies. International capital 
 inflows have played an increasingly important role in the business cycles and economic 
 activities of high-income, middle-income and low-income countries, especially since the 
 1970s  and  during  episodes  of  financial  crises.  As  a  consequence,  a  large  literature  has 
 grown,  analyzing  the  cyclical  behavior  of  capital  inflows,  mostly  in  emerging 
 economies (Broner & Rigobon, 2004; Dornbusch, Goldfajn, Valdés, Edwards, & Bruno, 
 1995; G. Kaminsky, Lizondo, & Reinhart, 1998; Levchenko & Mauro, 2007; Mendoza, 
 2010). The existing literature has shown that foreign capital inflows are volatile and pro-
 cyclical  and  is  declines  during  crisis  times.  These  patterns  have  more  intensity  in  the 
 countries  having  different  income  levels  and  are  also  referred  to  ―sudden  stops‖  that 
 refers  to  immense  collapses  in  capital  inflows  that  subsequently  brings  crises  (Calvo, 
 1998; Calvo, Izquierdo, & Mejía, 2008; Cavallo & Frankel, 2008).  


The recent wave of financial globalization experienced worldwide in recent decades was 
marked  by  a  significant  movement  of  flow  of  international  capital  between  countries. 
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These assets are mainly in the form of loans, foreign direct investment (FDI), exports of 
 goods  and  services  (EXP)  and  remittances  by  workers.  Countries  that  have  opted  for 
 their financial sector liberalization were intended to enjoy the effects expected of such a 
 policy.  Indeed,  by  lifting  restrictions  on  incoming  and  outgoing  international  capital 
 movements, financial liberalization improves the sharing of risk, the effectiveness of an 
 international  allocation  of  capital  and  the  promotion  of  financial  development  and 
 economic  growth.  Foreign  direct  investment,  workers  remittances  external  debt  and 
 exports of goods and services are the main sources to collect the foreign capital inflows 
 in  the  economy  (Bhagwati,  1978;  Ghazali,  2010;  Hwang,  1998;  Jin,  2000;  Rachdi  & 


Saidi, 2011; Paul M Romer, 1990).  These all foreign capital inflows play a vital role in 
 the economic development of an economy. Empirical studies conclude that these foreign 
 inflows have positive as well as negative impact on economic development and results 
 vary between different countries. 


Debates  on  foreign  direct  investment,  both  in  academia  and  in  industries,  majorly 
indicate that these flows to a suite of benefits for the host country. Foreign investment 
(FDI) are especially desired in developing countries that they are perceived as a factor of 
economic growth, a complement to domestic investment and a source of financing of the 
current  account  deficit.  The  main  issue  is  not  focused  on  the  direct  effects,  but  it  is 
especially related to indirect effects that FDI can generate on the local  economy in the 
form  of  technological  externalities,  the  formation  of  human  capital  or  have  access  to 
foreign  markets  which  lead  to  long-term  economic  growth.  FDI  was  reported  as  an 
essential  source  for  the  development  of  economy  in  the  developing  countries.  FDI  not 
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only resulted a reduction in unemployment by creating more employment  opportunities 
 but  it  also  provide  assistance  by  technology  transfers,  accelerates  local  investment, 
 nurturing human capital and institutions in the host developing countries.  The literature 
 has  identified  two  main  theories  on  the  basis  of  endogenous  and  exogenous  growth. 


These  theories  have  used  in  the  existing  literature  in  order  to  explain  the  relationship 
 between FDI and economic growth.  


Most  of  the  innovations  and  new  technologies  are  created  in  developed  countries.  For 
 developing  countries  the  only  chance  is  to  import  this  technology.  Due  to  financial 
 constraints,  the  formal  transfer  of  technology  seems  to  be  too  expensive  for  these 
 countries.  More  viable  options  in  terms  of  cost  are  international  trade  and  FDI.  Past 
 studies suggests the FDI as a main vector for technology transfer. This approach is also 
 justified by the fact that about 70% of expenditure on research and development in the 
 world  are concentrated in  a small number of multinational corporations.  The increased 
 interest for the externalities of the FDI seems to be explained first of all by the increase 
 in  flows  to  the  host  country,  with  a  peak  in  2007  (according  to  the  World  Bank  $  1.9 
 billion). Paradoxically, the majority of the stream are not oriented towards countries that 
 have the greatest potential for profit. Statistics show that developed countries are capture 
 the  most  of  the  FDI.  However,  in  terms  of  growth  of  FDI,  developing  countries  have 
 begun to catch up with the shift.  


The developing countries in general increased measures to attract foreign investors. FDI 
flows  are  particularly  encouraged  by  developing  countries  as  perceived  as  a  universal 
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panacea  and  as  a  panacea  to  the  problems  of  transition.  The  literature  considers 
 technology transfer associated with flows of capital as the essential part through which 
 FDI  contribute  to  economic  development  in  the  host  country  Keller  &  Yeaple,  2009; 


Lipsey  & Sjöholm,  2004). Thus, even without any  contribution to  the accumulation of 
 capital,  the  FDI  should  stimulate  technical  progress  through  the  transfer  of  technology 
 and knowledge.  If at  the theoretical  level,  the arguments  are obvious, the lack of solid 
 empirical evidence remains surprising. Despite the relative consensus in the literature on 
 the fact that foreign enterprises enjoy a direct transfer from the parent  company, it has 
 no  clear  indications  about  the  effects  driven  at  the  level  of  local  enterprises.  It  is 
 theoretically possible that increased competition can compensate any indirect transfer of 
 technology, leading to an overall impact neutral, or even negative. 


Alfaro,  Rodríguez-Clare,  Hanson,  and  Bravo-Ortega  (2004)  and  Keller  and  Yeaple 
 (2009)  argue  that  foreign  direct  investment  should  be  considered  as  an  alternative  to 
 export.  In  certain  circumstances,  multinationals  prefer  to  serve  the  local  market  by 
 creating their own subsidiaries on the spot instead of export, thus creating a horizontals 
 FDI. If transport costs are high and the differences in cost of production are important, 
 corporations  can  engage  in  vertical  FDI,  then  export  to  foreign  markets.  Mentioned 
 theoretical models take into account both horizontal and vertical FDI by modeling their 
 implications at the level of the competitive structure of the sectors of the home country. 


Given  that  multinationals  usually  act  in  sectors  characterized  by  an  oligopolistic 
competition.  Markusen and Venables  (1999)  argue that the penetration of  FDI in  local 
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market  increases  competition,  which  creates  a  sign  of  alarm  for  the  local  competitors 
 especially in the developing economies.  


More  generally,  most  of  the  empirical  studies  discuss  two  main  ideas.  The  first  is  that 
 the  vertical  transfer  of  technology  is  more  intense  than  the  horizontal  (Hanousek, 
 Kočenda,  &  Maurel,  2011).  The  second  idea  concerns  the  role  of  the  specific 
 characteristics  of  firms,  sectors  or  the  host  country.  Mentioned  factors,  at  the  micro 
 level,  to  influence  the  extent  of  externalities  include:  the  size  of  the  business,  human 
 capital,  innovation  efforts,  the  structure  of  the  shareholding,  technological  intensity  or 
 orientation to export (Castellani & Zanfei, 2003; Javorcik & Spatareanu, 2008; Nicolini 


& Resmini, 2010).  


Migrant workers‘ remittances are gradually becoming an important source of income for 
 developing economies. Remittances are more important for economic growth because of 
 its  stable  nature  as  compared  to  other  external  inflows  of  capital  like  loans,  aids  and 
 FDI. The year of 2009 has reported more than $440 billion of workers‘ remittances that 
 was remitted using official channels.1 The last two decades have shown a positive trend 
 in the workers‘ remittances. Though in the last five years, FDI has fallen drastically due 
 to  recession  in  the  economies  of  many  developing  countries  but  the  workers‘ 


remittances  are  increasing  continuously.  Even  some  developing  countries  have  more 
 workers‘ remittances than their FDI. Remittances by the migrant workers have played a 
 crucial  role  in  nurturing  the  economic  development  in  the  respective  countries 
 (Siddique, Selvanathan, & Selvanathan, 2012). Remittances are said to be different from 
        


1 Source: World Bank (World Development Indicators) 2010 
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other foreign capital  inflow like FDI, loans and aids  because these are of stable nature 
 relatively (Shahbaz, Aamir, & Butt, 2007). On the other hand, remittances are found to 
 be  in  a  positive  trend  when  the  host  economy  suffers  a  recession  because  of  financial 
 crisis, political conflicts or natural disasters etc. as expatriates remit more during crucial 
 time for so that they can support their nations accordingly (Siddique et al., 2012).  


Studies also  argues  empirically the positive relationship between workers‘ remittances 
 and growth of the economy (Azam & Khan, 2011; Faini, 2006; Fayissa & Nsiah, 2010; 


Jongwanich,  2007).  More  precisely,  workers‘  remittances  are  found  to  be  significant 
 source  of  increase  in  investments  and  consumption  in  host  countries.  Such  increase  is 
 the major signal of development in the economy and both can be increased by efficient 
 usage of workers‘ remittances. Workers‘ remittances have been proved to be a source of 
 alleviating  poverty  in  developing  countries  (Imai,  Gaiha,  &  Kang,  2011;  Jongwanich, 
 2007).  Increase  in  workers‘  remittances  also  resulted  in  an  increase  in  the  private 
 investments. In economic downturn and adversity, such remittances continue to increase 
 and  are  found  to  be  comparatively  less  volatile  than  FDI  in  those  countries  that  have 
 high marginal propensity to invest.  


Since the developing countries are very much depending on such type of foreign capital 
inflows and therefore volatility in these inflows may affect the economic growth. These 
can  be  supposed  to  probably  have  significant  consequences  on  growth  in  receiving 
countries.  Remittances  resulted  in  the  accumulation  of  capital  by  direct  increase  in 
investor‘s funds and in the growth of physical and human capital of the host households. 
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On  the  contrary,  it  also  increase  credit  merit  of  the  local  investor  which  results  in 
 decrease cost of capital in the country and when such cost decreases, consequences are 
 increase  in  new  investment  borrowing.  Simultaneously,  remittances  may  expedite 
 economic stability of the host country and make the economy less volatile accordingly. 


This subsequently resulted in reduction of risks in the host economy so that in order to 
 increase investment (Jawaid & Raza, 2014).  


The economic growth may have negative impact of capital inflows (remittances) in the 
 host country which causes the decrease in labor force participation. This type of capital 
 inflows may consider as transfer of income. Furthermore, this transfer of income may be 
 beleaguered  by  stern  moral  hazard  problem.  In  this  regard,  the  recipients  promotes  to 
 use  alternate  way  of  consumption  and  the  labor  market  effort  reduce  accordingly 
 (Jawaid & Raza, 2014). Remittances may affect overall productivity of the through the 
 enhancement  of  effective  investment  which  further  change  the  eminence  of  remittance 
 receiving  country‘s  financial  intermediation.  Considering  remittance  as  capital  inflow 
 where  the  investment  of  remitter  amount  is  invested,  then  the  investment  pattern  is 
 distressed  due  to  drawbacks  and  informational  benefits  compared  with  local  financial 
 intermediaries. However, the quantity of funds may also increase through remittance in 
 the  banking  system.  Therefore,  the  financial  expansion  improve  and  the  growth  of 
 economy is appreciated (Barajas, Chami, Fullenkamp, Gapen, & Montiel, 2009).  


Efficient sum of foreign exchange reserves is a necessary factor to pay the  import bills 
whereas  the  gap  in  the  foreign  reserve  are  an  important  dilemma  for  developing 
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countries.  It is to be noted that, remittances may be useful in strengthening the foreign 
 exchange earrings specifically in the case of developing countries. Remittances inflows 
 creates  an  opportunity  to  reduce  the  gap  of  foreign  exchange  reserves.  In  past,  many 
 empirical studies have highlighted this argument using panel and cross sectional data to 
 explain the relationship between economic growth and remittances (Chami, Fullenkamp, 


& Jahjah, 2003;  Faini, 2006; Fayissa & Nsiah, 2010and many more)  and many more). 


Additionally,  fewer  time  series  empirical  investigation  has  also  been  conducted  in  this 
 manner (Azam & Khan, 2011; Karagöz, 2009; Waheed & Aleem, 2008). In this context, 
 the  relationship  between  economic  growth  and  worker  remittances  were  found  to  be 
 significant negative (Chami et al., 2003; Jawaid & Raza, 2014; Karagöz, 2009; Tehseen 
 Jawaid & Raza, 2012; Waheed & Aleem, 2008). 


Some  empirical  studies  also  found  the  negative  impact  of  workers‘  remittances  on 
economic  growth  (Chami  et  al.,  2003;  Jawaid  &  Raza,  2014;  Karagöz,  2009;  Tehseen 
Jawaid & Raza, 2012; Waheed & Aleem, 2008). In 1974, one study of Becker‘s pointed 
out that migrant‘s remittances may not be considered as profit driven due to spending on 
consumption  rather  than  investment  in  Pakistan.  Another  study  of  Kritz,  Keely,  and 
Tomasi  (1981)  signify  that  imports  may  increase  through  remittances  in  the  country 
which  further  widen  the  deficit  in  balance  of  payment.  On  the  same  vein,  Keely  and 
Tran (1989) argued that remittances are the dangerous source of finance due to volatility 
in the migration of people which further diminish the foreign exchange reserves of the 
country.  Sofranko  and  Idris  (1999)  continue  this  argument  and  further  suggest  that 
people  use  remittances  for  their  daily  use  of  consumption  while  the  savings  through 
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remittances  may  obsolete  in  this  manner.  However,  remittances  have  compensatory 
 nature and it is considered as idleness among recipients (Kapur & McHale, 2003). 


In most of the developing countries, it is expected that when facing a scarcity of capital 
 would  resort  to  borrowing  from  external  sources  so  as  to  supplement  domestic  saving 
 (Aluko & Arowolo, 2010; Safdari & Mehrizi, 2011; Sulaiman & Azeez, 2012). Soludo 
 (2003) asserted that countries borrow for two broad reasons; macroeconomic reason that 
 is to finance higher level of consumption and investment or to finance transitory balance 
 of  payment  deficit  and  avoid  budget  constraint  so  as  to  boost  economic  growth  and 
 reduce poverty. The constant need for governments to borrow in order to finance budget 
 deficit has led to the creation of external debt (Osinubi & Olaleru, 2006).  


External debt is a major source of public receipts and financing capital accumulation in 
 any economy  (Adepoju,  Salau, & Obayelu, 2007). It is a medium used by countries to 
 bridge  their  deficits  and  carry  out  economic  projects  that  are  able  to  increase  the 
 standard  of  living  of  the  citizenry  and  promote  sustainable  growth  and  development. 


(Hameed,  Ashraf,  &  Chaudhary,  2008)  stated  that  external  borrowing  ought  to 
accelerate economic growth especially when domestic financing is inadequate. External 
debt also improves total factor productivity through an increase in output which in turn 
enhances Gross Domestic product (GDP) growth of a nation. The importance of external 
debt  cannot  be overemphasized as  it is  an ardent booster of  growth and thus  improves 
living standards thereby alleviating poverty.  
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It  is  widely  recognized  in  the  international  community  that  excessive  foreign 
 indebtedness  in  most  developing  countries  is  a  major  impediment  to  their  economic 
 growth  and  stability  (Audu,  2004;  Mutasa,  2003).  Developing  countries  like  Nigeria 
 have  often  contracted  large  amount  of  external  debts  that  has  led  to  the  mounting  of 
 trade debt  arrears  at  highly concessional  interest  rates.  Gohar,  Bhutto, and Butt (2007) 
 opined  that  accumulated  debt  service  payments  create  a  lot  of  problems  for  countries 
 especially the developing nations reason being that a debt is actually serviced for more 
 than the amount it was acquired and this slows down the growth process in such nations. 


The inability of the Nigerian economy to meet its debt service payments obligations has 
 resulted  in  debt  overhang  or  debt  service  burden  that  has  militated  against  her  growth 
 and development (Audu, 2004).  


External borrowing has a significant impact on the growth and investment of a nation up 
to a point where high levels of external debt servicing sets in and affects the growth as 
the  focus  moves  from  financing  private  investment  to  repayments  of  debts.  Pattillo, 
Poirson, and Ricci (2002) asserted that at low levels debt has positive effects on growth 
but  above  particular  points  or  thresholds  accumulated  debt  begins  to  have  a  negative 
impact on growth.  Furthermore,  Fosu (2009) observed that high debt service payments 
shifts  spending  away  from  health,  educational  and  social  sectors.  This  obscures  the 
motive behind external borrowing which is to boost growth and development rather than 
get  drowned  in  a  pool  of  debt  service  payments  which  eats  up  most  of  the  nation‘s 
resources and hinders growth due to high interest payments on external debt. 
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These  days  the  foreign  debt  crisis  represent  a  reality  worldwide.  Currently  there  are 
 several  countries  that  pass  through  a  period  of  serious  economic  difficulties,  in 
 particular through the triggering of several external debt crises. Despite the current debt 
 crisis  being huge object  emphasis,  this kind  of economic phenomenon is nothing new, 
 and there are in fact several registers of external debt crises that have occurred in the last 
 few centuries. Reinhart and Rogoff (2009), make a detailed study of many crises of the 
 last  eight  centuries.  And  yet,  despite  all  the  studies  done  over  the  years,  the  crises  (in 
 particular the external debt crisis) continue to emerge.  


Debt  allows  countries  to  invest  beyond  its  own  available  funds  by  borrowing  from 
 surpluses of capital (Klein, 1994). The resulting debt is supposed to generate growth and 
 foster  development.  However,  to  generate  resources  and  be  able  to  repay  the  loan,  the 
 latter must be used effectively and in productive sectors. The gap between the need for 
 necessary investments and available resources was enormous. This is why most of these 
 countries  have  had  to  rely  on  a  strong  debt  that  they  must  now  manage,  the  increased 
 requirements very quickly exceeded the financing capacities. 


Many  researchers  believe  that  exports  of  a  country  play  a  vital  and  significant  role  to 
 enhance the growth of the economy (Balaguer & Cantavella-Jorda, 2002; Dodaro, 1991; 


Omri, Daly, Rault, & Chaibi, 2015; Tang, Lai, & Ozturk, 2015; Vamvoukas, 2007). The 
macro-economic theory is in line with this argument since the exports are included in an 
economy (Kaldor, 1967; Krueger, 1990; Paul Michael Romer, 1989). On the same vein, 
the  spillover  effect  of  the  export  sector  in  the  production  process  of  an  economy  also 
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contributes  in  the  total  productivity  of  a  country.  Moreover,  export  help  in  importing 
 high  value  technology,  products  and  inputs  that  cause  increases  in  the  productive 
 capacity  of  a  country  (Jung  &  Marshall,  1985;  Vamvoukas,  2007).  On  the  other  hand, 
 economic growth excludes export if the domestic investment and consumption is crowd 
 out.  However,  highly  specialized  product  may  negatively  affect  the  economic  growth 
 (Moon, 1998).  


In  the  sense  of  export  growth,  it  increases  the  production  possibility  and  allow 
 employment  growth  of  a  country.  Past  studies  dealt  with  export  and  economic  growth 
 relationship  discuss  on  two  broader  canvas.  Firstly,  the  effort  in  the  foreign  trade 
 multiplier is mainly associated with the export-economic growth relationship.  Secondly, 
 the economies  of scale created through  competition  in  the export sector, which in  turn 
 greater economic growth (Ramos, 2001).  In developing countries, this export-economic 
 growth  relationship  has  attained  much  attention  in  both  empirically  and  theoretically. 


The  significant  impact  of  export  on  economic  growth  introduces  the  nature  of  the 
 relationship  between  them.  More  precisely,  the  examination  of  the  co-movement  of 
 these  two  economic  variables  is  necessary  to  investigate.  In  addition,  then  it  may  also 
 provide an evidence over the causal relationship between these two variables. 


In  the  light  of  the  above  argument,  theoretically,  there  exist  four  major  relationships 
between export and economic growth, namely, growth led export, export led growth, no 
causal  and  no  relationship  and  two  way  causal  relationship  between  economic  growth 
and export. All these relationships are possible and investigate empirically.  
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According to  the basic economic theory,  growth in  exports may directly influence  and 
 contribute to economic growth (Stolper, 1947). The output growth accelerates if scared 
 resources shift from lower productivity local sector to greater productivity export sector. 


Economic theory also signifies that economic growth is mainly due to exports because it 
 provides a source of foreign exchange in the country. It is very important when domestic 
 savings in the country are inadequate. Additionally, economic growth may also trigger 
 in  the  presence  of  efficient  market  size  expansion,  this  leads  towards  sufficient 
 technological  change  and  higher  capital  formation.  By  keeping  in  view  of  causal 
 relationship  between  economic  growth  and  exports,  these  two  variables  can  behave  in 
 both the directions. The reverse relationship might well exist from economic growth to 
 export  growth.  This  reverse  causality  direction  is  often  termed  growth-led  export 
 hypothesis.  The  argument  is  that  the  dynamics  of  domestic  growth  is  sufficient  to 
 describe  export  growth  (Jung  &  Marshall,  1985).  In  addition,  the  competitiveness  of 
 export products increases, which in turn accelerates economic growth (Kaldor, 1967).  


In  recent  years,  the  frequent  occurrence  of  financial  crises  around  the  world,  has 
awakened  the  debate  about  the  causes,  consequences,  impact  and  aftershocks  of  these 
crises. In general, the financial crises are associated with problems in the banking sector, 
the increased uncertainty, the existence of "bubbles", to globalization, to the climate of 
financial  instability  or  the  periods  when  economies  show  poor  performance.  The 
literature  shows  that  foreign  capital  inflows  are  volatile  and  pro-cyclical  and  decline 
during crisis times. These patterns are more extreme in different income level countries 
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and  have  even  motivated  the  use  of  the  term  ‗‗sudden  stops‘‘  to  refer  to  the  large 
 collapses in capital inflows that often accompany crises.2  


At the beginning of the Decade of 90, Finland and Japan were affected by serious bank 
 crises. In the case of Finland, the devaluation of assets resulted in the slowdown of the 
 economy,  which  led  to  severe  crises  in  the  banking  sector  (Drees  &  Pazarbasioglu, 
 1998). As for Japan, the collapse of the asset price bubble has led most banks to the state 
 of  insolvency  (Hoshi  &  Kashyap,  2004).  Also  the  so-called  Tequila  Crisis  of  Mexico 
 1994  was  a  combination  of  a  weakened  banking  system,  debt  denominated  in  dollars 
 and political shocks, which led to devaluation of the currency and a deep financial crisis 
 (Calvo,  1998;  S.  Edwards  &  Vegh,  1997).  In  the  study  of  Balino  et  al.  (1999),  the 
 evidence that the financial weakness could harm and influence the behavior of an entire 
 economy, was demonstrated in the crises in East Asia in 1997, during which the decline 
 of  asset  prices,  has  led  these  countries  to  high  economic  growth,  the  encounter  and 
 facing an economic decline. 


International  economic  integration  puts  a  country‘s  fortunes  partly  into  the  hands  of 
 others.  When  integration  takes  the  form  of  financial  interdependence,  the  potential 
 domestic impact of external events is magnified manifold. The global economic crisis of 
 2007–2009 and the European sovereign debt crisis that followed have unleashed market 
 forces that even policymakers in the mature economies were ill prepared to counteract. 


The  existing  informational  and  institutional  structure  for  global  policymaking  remains 
 woefully  inadequate  to  the  challenge  of  financial  globalization.  The  large  swings  of 
        


2 See for example, Calvo (1998), Calvo et al. (2008), and Cavallo and Frankel (2008). 
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financial flows during the financial  crisis  of 2007-09 have put  the link between  global 
 financial  integration,  financial  contagion  and  financial  stability  to  the  forefront.  While 
 there is no clear consensus in the literature regarding the main causal factors of financial 
 crises, or their main propagation mechanisms, one channel that has received increasing 
 interest  is  the  external  financial  account.  Excessive  non-contingent  liabilities  (such  as 
 debt),  overly  large short-term  debt,  as  well  as  currency  mismatches  may  increase  the 
 riskiness of countries‘ external  balance sheets.  Certain  forms  of international  financial 
 integration,  especially  via  leveraged  financial  institutions  such  as  banks,  or  through 
 synchronized  and  abruptly  changing  financial  market  perceptions  may  propagate 
 financial shocks across countries. 


The  experience  of  emerging  and  developing  economies  on  the  relationship  of  foreign 
capital inflows and financial or banking crises do not shows the uniform results. Joyce, 
Lasaosa, Stevens, and Tong (2011) argue that ―While the economies of Asia and Latin 
America  suffered  from  a  precipitous  fall  in  their  exports,  their  financial  sectors  were 
largely able to weather the turbulence due to the intervention of domestic regulators and 
central banks. On the other hand, foreign direct investment (FDI) are determined, in the 
long  term  by  more  stable  fundamental  economic  characteristics.  They  therefore 
represent  less  risky  capital  flows  and  are  instead  immune  to  a  movement  of  massive 
withdrawal  in  case  of  deterioration  of  the  economic  situation  of  the  host  country 
(Prasad, Rogoff, Wei, & Kose, 2003).  
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The trade links between the economies of the world plays an important role specifically, 
 when  one  country  crisis  period  affects  the  other  country.  Previously,  empirical  studies 
 report  that  the  impact  of  financial  crisis  mainly  decreases  the  trade  flows  of  a  country 
 (Chor  &  Manova,  2012;  Iacovone  &  Zavacka,  2009).  By  keeping  in  view  of  an 
 assumption about the exogenous effect of the financial crisis on the real sector, it can be 
 seen that the sectors that are heavily dependent on external financing produce the worst 
 performance in financial distress period.   


The trade flows in crisis time are mainly associated with three theoretical developments. 


The  first  argument  is  that,  the  chance  of  being  international  firm  is  to  better  access 
 towards  the  financial  markets,  specifically  due  to  the  sunk  cost  of  the  foreign  market. 


The second argument is  linked to the greater share of trade balances and  export shares 
 due  to  efficient  developed  financial  markets  in  the  country.    This  fact  is  supported  by 
 financial market long-term investment in export markets.  Lastly, the trade openness and 
 the export pattern follow decreasing trend due to the financial crisis in which an indirect 
 effect observes on economic growth and direct effect on trade finance. Additionally, the 
 cost of trade finance transactions increases that covers higher credit costs, drop in trade 
 flows  and  funding  cost.  Overall,  the  export  activities  are  mainly  linked  with  finance 
 especially to those sectors that are involved in external financing.  


It  is  a  due  fact  that  the  demand  of  goods  in  global  economic  decline  in  the  financial 
crisis which is not very surprising. In this sense, three major attributes cause the demand 
of goods. First, the income of an individual is lower down while the production process 
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gets also slow. This signifies that, lower the income level, lesser the purchasing power 
 promoted  the  lower  demand.  Although,  in  financial  crisis  time,  investment  and 
 consumption  trends  are  mainly  associated  with  the  expectations  of  decision  making 
 plans.  On  the  same  token,  the  second  reason  of  the  lower  demand  rise  as  the  negative 
 sentiments generate among investor and consumer about future economic growth during 
 the  financial  crisis  period.  Therefore,  crisis  period  can  be  a  survival  time  if  income, 
 spending  is  less  and income save is  more.  Lastly, the third  reason of decline in  global 
 demand due to economic policy namely, Protectionism.  


In past, many empirical studies have conducted to check the impact of financial crisis on 
 the  foreign  direct  investment  of  a  country  (Alfaro,  Chanda,  Kalemli-Ozcan,  &  Sayek, 
 2010;  Bogach  &  Noy,  2012;  Dornean,  Işan,  &  Oanea,  2012;  Skovgaard  Poulsen  & 


Hufbauer,  2011).  The  earlier  studies  mainly  focused  on  the  different  fundamental 
 reasons of financial crisis such as currency, etc. The first generation model of financial 
 crisis  deals  with  the  fiscal  policy  choices  (Burnside,  Eichenbaum,  &  Rebelo,  2001; 


Flood  &  Garber,  1984;  P.  R.  Krugman,  1979).  These  models  explain  the  drop  in 
exchange rates during the financial crisis and this decline in exchange rate, prolonged as 
long  as  government  continues  to  monetize  its  deficit.  However,  no  change  in  real 
exchange rate is observed, which further did not  impact foreign direct investment. The 
second generation of financial crisis study explain the multiple equilibrium and signifies 
that  foreign  direct  investment  opportunities  increases  due  to  equilibrium  in  which,  the 
depreciation  in  real  exchange  rate  is  not  necessary  in  the  economic  growth  (Chamley, 
2003; Masson & Drazen, 1994; Obstfeld, 1996). 
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In  recent  years  we  have  been  witnessing  the  increasing  occurrence  of  currency  and 
 financial  crises,  both  in  developed  or  less  developed  countries.  The  countries  have 
 become more vulnerable and not able to predict currency collapses. A currency crisis is 
 considered  a  sudden  loss  in  confidence  and  consequent  depreciation  of  the  national 
 currency  in  relation  to  other  currencies,  hence  the  importance  of  studies  on  the 
 speculative attacks, since in these cases is affected the real sphere of economy. In last 20 
 years, the world seen a 20 major events of banking, currency or financial crisis. The list 
 of financial crises is given below 


1.  Savings and loan crisis of the 1990s in the U.S. 


2.  Early 1990s Recession 
 3.  1991 India economic crisis 
 4.  Finnish banking crisis (1990s) 
 5.  Swedish banking crisis (1990s) 


6.  European Monetary System (EMS) crisis (1992-1993) 
 7.  1994 economic crisis in Mexico 


8.  1997 Asian financial crisis 
 9.  1998 Russian financial crisis 


10.  Argentine economic crisis (1999–2002) 
 11.  Dot-com bubble crises of 2000 


12.  Subprime mortgage crisis 


13.  United States housing bubble and United States housing market  
      correction 
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 14.  2008–2012 Icelandic financial crisis 
 15.  2007–08 – Global financial crisis 
 16.  Russian financial crisis of 2008–2009 
 17.  Automotive industry crisis of 2008–2010 
 18.  European sovereign debt crisis 


19.  2014 Russian financial crisis 
 20.  2015 Greece Debt Crisis 


In the remaining paragraphs of this section, we discuss the statistics of different forms of 
 foreign capital inflows and economic growth in low income, low middle income, upper 
 middle income and high income countries for the last 19 years from 1995-2013 by using 
 the WDI database of World bank. In Figure 1.1 and 1.2, we discuss the trend analysis of 
 last 19 years of exports of goods and services for the low income, low middle income, 
 upper middle income and high income countries.   


The  trend  analysis  of  exports  available  at  Figure1.1  and  1.2  explain  us  that  the  upper 
 middle income countries are having the highest share of exports as percentage of GDP. 


The high income countries are relatively low share as compare to upper middle income 
countries, but it must be remain that in the high income countries the size of the gross 
domestic  product  are  much  higher  as  compare  to  middle  income  countries.  The  low 
income countries are having the lowest share of exports as %age of GDP as compare to 
other  income  level  countries.  It  can  also  be  seen  from  the  both  Figures  that  the  global 
financial crisis of 2007-08 have significantly affected the share of exports in all income 
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level  countries,  but  the  intensity  of  that  crisis  was  more  harmful  for  the  high,  upper 
 middle and low middle income countries as compare to low income countries. We can 
 also  see  the  negative  downward  trend  in  the  upper  middle  income  and  lower  middle 
 income countries during the period of Asian financial crisis of 1997-1999. In Asia, the 
 most  of  the  economies  are  lower  middle  income  or  upper  middle  income  countries, 
 therefore this effect is more significant in these income level countries. In Figure 1.3 and 
 1.4,  we  discuss  the  trend  analysis  of  last  19  years  of  foreign  direct  investment  for  the 
 low income, low middle income, upper middle income and high income countries. 


Figure 1.1  Exports of goods and services as % of GDP for different income level 
countries 
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Figure 1.2 Exports of goods and services (Annual growth) for different income level 
 countries 


Figure 1.3 Foreign direct investment as % of GDP for different income level countries 
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Figure 1.4 Foreign direct investment (Annual growth) for different income level 
 countries 


The trend analysis of FDI available at Figure1.3 and 1.4 explain us that the upper middle 
 income  countries  are  having  the  highest  share  of  FDI  as  percentage  of  GDP  till  the 
 coming of global financial crisis of 2007-08, but after that crisis the trend of FDI shifted 
 towards the low income countries. It is more sensible to change the flow of FDI towards 
 low income countries because these countries were less effective of the financial crisis 
 and their market share of exports is also less affected as compare to other income level 
 countries,  which  is  also  can  be  seen  of  Figure  1.1  and  1.2.  The  low  middle  income 
 countries  are  having  the  lowest  share  of  FDI  as  %  age  of  GDP  as  compare  to  other 
 income level countries throughout the study period.  


It can also be seen from the both Figures that the global financial crisis of 2007-08 have 
significantly affected the share of FDI in all income level countries, but the intensity of 
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that  crisis  was  more  harmful  for  the  high,  upper  middle  and  low  middle  income 
 countries as compare to low income countries. We can also see that the Dot-Com bubble 
 crisis  of  early  2000‘s  have  also  significantly  affected  the  share  of  FDI  in  all  income 
 level countries. The Asian financial crisis also affected in the negative downward trend 
 in the upper middle income, lower middle income and low income countries during the 
 period  of  Asian  financial  crisis  of  1997-1999.  However,  the  Asian  financial  crisis  did 
 not severely affect the high income countries. In Figure 1.5 and 1.6, we discuss the trend 
 analysis  of  last  19  years  of  workers‘  remittances  for  the  low  income,  low  middle 
 income, upper middle income and high income countries.  


Figure 1.5 Workers’ remittances as % of GDP for different income level countries 
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Figure 1.6 Workers’ remittances (Annual growth) for different income level countries 
The  trend  analysis  of  remittances  available  at  Figure  1.5  and  1.6  explain  us  that  the 
lower  middle  income  countries  are  having  the  highest  share  of  REM  as  percentage  of 
GDP till the 2013, but from 2013, the low income countries are almost having the same 
share of REM as % of GDP as compare to lower middle income countries. We can see 
that  the  share  of  REM  has  increased  during  the  global  financial  crisis  of  2007-08  in 
lower  middle  income  and  low  income  countries.  In  the  period  of  financial  crisis,  the 
migrants  send  more  money  to  their  households  for  protecting  their  families  from  the 
negative  shocks  of  financial  crisis.  The  same  pattern  we  can  also  see  in  the  period  of 
Asian  financial  crisis  and  Dot-Com  bubble  crisis.  In  Figure  1.7  we  discuss  the  trend 
analysis of last 19 years of external debt for the low income, low middle income, upper 
middle income and high income countries.  
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Figure 1.7 External Debt (Annual growth) for different income level countries 


Figure 1.8 Gross domestic product (Annual growth) for different income level countries 
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The  trend  analysis  of  GDP  available  at  Figure  1.8  show  that  the  upper  middle  income 
 countries  are  having  the  highest  growth  rate  in  GDP  in  the  last  19  years.  The  high 
 income developed economies are having the comparatively low but sustainable growth 
 in last two decades and till the occurrence of global financial crisis of 2007-2008. The 
 lower middle income and low income countries are having very mix and volatile growth 
 rates in the last 20 years. We can see that the GDP growth rate severely affected in the 
 period  of  global  financial  crisis.  The  high  income  countries  are  most  effected  in  the 
 period  of  global  financial  crisis.  The  upper  middle  income  is  the  second  one  whose 
 growth rate are down significantly. The growth rates in low income countries remained 
 comparatively stable in the period of global financial crises.  


The same pattern  we can also  see in  the period  of Dot-Com  bubble crisis.  The growth 
 rates of upper middle, lower middle and low income countries were significantly down. 


Whereas,  the  growth rate of high income countries was marginally  effected.  However, 
 in the period of Asian financial crisis the middle income and low income countries are 
 more effected as compare to high income countries.  


1.3  Problem Statement 


Foreign capital inflows play a significant role in the economic growth of developing and 
developed  countries  (Raza  &  Jawaid,  2014).  Foreign  capital  has  been  considered  as  a 
key  element  in  the  process  of  economic  globalization  and  integration  of  the  world 
economy.  The  flows  of  foreign  capital  have  been  welcomed,  to  complement  domestic 
financial  resources,  as  a  development  catalyst.  The  experience  of  the  newly 
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industrialized or emerging economies has firmed the belief that foreign capital could fill 
 the  resource  gap  of  the  capital-deficient  economies  (Ali,  2014;  Nkoro  &  KelvinUko, 
 2012).  


These  all  foreign  capital  inflows  play  a  vital  role  in  the  economic  development  of  an 
 economy. Empirical studies conclude that these foreign inflows have positive as well as 
 negative impact on economic development and results vary between different countries. 


Foreign  direct  investment  (FDI)  are  perceived  as  a  factor  of  economic  growth,  a 
 complement  to  domestic  investment  and  a  source  of  financing  of  the  current  account 
 deficit (Campos & Kinoshita, 2002; De Mello Jr, 1997). FDI contribute the host country 
 in the form of technological externalities, the formation of human capital or have access 
 to  foreign  markets  which  lead  to  long-term  economic  growth  (Nicolini  &  Resmini, 
 2010).  FDI  also  resulted  a  reduction  in  unemployment  by  creating  more  employment 
 opportunities in host economy (Siddique et al., 2012).  


The entrance of FDI in the host country may also have negative influence on economic 
growth.  The  introduction  of  new  technologies  assumes  or  requires  the  existence  of 
skilled  labor  in  the  host  country,  which  are  capable  and  trained  of  using  those 
technologies.  If  the  supply  of  labor  is  short  in  host  country  than  it  leads  to  negative 
impact  on  production  and  economic  growth  (Yousaf,  Nasir,  Naqvi,  Haider,  &  Bhutta, 
2011). Entrance of foreign companies in the imperfect competitive markets may leads to 
reduce market share of domestic producers (Belloumi, 2014). Capabilities of economies 
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of  scale  also  suffer  in  domestic  producers  because  of  loss  of  market  share,  which  also 
 have a negative impact on productivity (Markusen & Venables, 1999).  


Migrant  workers‘  remittances  are  gradually  becoming  an  important  source  of  foreign 
 income  for  developing  economies  (Jawaid  &  Raza,  2014).  More  precisely,  workers‘ 


remittances  are  found  to  be  significant  source  of  increase  in  investments  and 
 consumption in host countries. Workers‘ remittances have been proved to be a source of 
 alleviating poverty in developing countries (Imai et al., 2011). The increase in workers‘ 


remittances  also resulted in an increase in the private investments  (Jongwanich, 2007). 


Furthermore,  remittances  are  found  to  be  in  a  positive  trend  when  the  host  economy 
 suffers a recession because of financial crisis, political conflicts or natural disasters etc. 


as expatriates remit more during crucial time for so that they can support their families 
 and nations accordingly (Siddique et al., 2012).  


Some  empirical  studies  also  found  the  negative  impact  of  workers‘  remittances  on 
 economic  growth.  The  economic  growth  may  have  negative  impact  of  capital  inflows 
 (remittances) in the host country which causes the decrease in labor force participation. 


This  type of capital  inflows may consider just as  transfer of income.  Furthermore, this 
transfer of income may be stressed by severe moral hazard problem. In this regard, the 
recipients  promotes  to  use  alternate  way  of  consumption  and  the  labor  market  effort 
reduce  accordingly  (Jawaid  &  Raza,  2014).  The  migrant‘s  remittances  may  not  be 
considered  as  profit  driven  due  to  spending  on  consumption  rather  than  on  investment 
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activities (S. Lim & Simmons, 2015). The imports may increase through remittances in 
 the country which further widen the deficit in balance of payment (Jouini, 2015).  


In most of the developing countries, it is expected that when facing a scarcity of capital 
 would  resort  to  borrowing  from  external  sources  so  as  to  supplement  domestic  saving 
 (Sulaiman & Azeez, 2012). Soludo (2003) asserted that countries borrow for two broad 
 reasons;  macroeconomic  reason  that  is  to  finance  higher  level  of  consumption  and 
 investment  or  to  finance  transitory  balance  of  payment  deficit  and  avoid  budget 
 constraint so as to boost economic growth and reduce poverty. External debt is a major 
 source of public receipts and financing capital accumulation in any economy  (Adepoju 
 et  al.,  2007).  It  is  a  medium  used  by  countries  to  bridge  their  deficits  and  carry  out 
 economic  projects  that  are  able  to  increase  the  standard  of  living  of  the  citizenry  and 
 promote sustainable growth and development.  


Gohar  et  al.  (2007)  opined  that  accumulated  debt  service  payments  create  a  lot  of 
problems  for  countries  especially  the  developing  nations  reason  being  that  a  debt  is 
actually  serviced  for  more  than  the  amount  it  was  acquired  and  this  slows  down  the 
growth process in such nations. Daud, Ahmad, and Azman-Saini (2013) asserted that at 
low levels debt has positive effects on growth but above particular points or thresholds 
accumulated debt begins to have a negative impact on growth. Furthermore, Kasidi and 
Said (2013) observed that high debt service payments shifts spending away from health, 
educational and other social sectors. 
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The exports of a country play a vital  and significant  role to  enhance the  growth of the 
 economy (Omri et al., 2015; Tang et al., 2015). The spillover effect of the export sector 
 in  the  production  process  of  an  economy  contributes  in  the  total  productivity  of  a 
 country. Moreover, export help in importing high value technology products and inputs 
 that cause increases in the productive capacity of a country which also leads to improve 
 the  efficiency  in  the  production  process  (P.  Krugman,  1984;  Lancaster,  1980; 


Vamvoukas,  2007).  The  realization  of  economies  of  scale  results  export  rise  with  the 
 help  of  rise  in  productivity.  This  increment  in  exports  can  further  reduce  cost,  which 
 may also increase in the productivity growth  (Helpman & Krugman, 1985). Moreover, 
 the  possibility  of  negative  linkage  between  economic  growth  and  exchange  rate  may 
 exist, meaning that, rise in economic output level decline in the export growth level. On 
 the same note, the decrease in economic growth in the presence of export growth occurs 
 when  growth  in  exports  is  appreciating  against  the  domestic  consumption  (Dodaro, 
 1993). 


In  last  two  decades,  the  frequent  occurrence  of  financial  crises  around  the  world,  has 
awakened  the  debate  about  the  causes,  consequences,  impact  and  aftershocks  of  these 
crises. In general, the financial crises are associated with problems in the banking sector, 
the  increased  economic  uncertainties,  existence  of  "bubbles",  globalization,  climate  of 
financial  instability  or  the  periods  when  economies  show  poor  performance.  The 
literature  shows  that  foreign  capital  inflows  are  volatile  and  pro-cyclical  and  decline 
during  times  of  financial  crisis.  These  patterns  are  more  extreme  in  different  income 
level countries and have even motivated the use of the term ―sudden stops‖ to refer to 
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