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Abstract

Globalization can exacerbate income inequality, as those who can harness global opportunities
benefit more than others. The unequal distribution of benefits from globalization can widen the
gap between the rich and poor in Nigeria. Also, weak and ineffective institutions in Nigeria pose
a significant challenge to addressing income inequality. Therefore, this research examines the
interrelationship among globalization, institutions, and income inequality in Nigeria over the
period 1985-2020. It investigates the role of institutions on globalization; .&fect of
globalization on income inequality; the extent to which institutions influence 1 inequality;
and the moderating role of institutions in globalization-income inequali '}i s in Nigeria.
Using the autoregressive distributed lag (ARDL) estimator, the findin howed that institutions
do not have significant impact on globalization both in the short- ‘Ssn -run. The result further
indicates that institutions positively impacted income 1nequal%%m the short and long run.
Likewise, it showed that globalization have a direct effec b@qcome inequality both in the short
and long run. It implies that globalization and k\institutional quality exacerbate income
inequality in Nigeria by concentrating econorp'\ﬁleﬁts among a privileged few. In the short
run, the study discovered that globalization and\institutions have a positive marginal effect on
income inequality in Nigeria. Intuitiv% inadequate governance, corruption, and lack of
regulatory mechanisms allow a dlspx@(bhonate share of the gains from globalization to accrue
to powerful interests, w1den1ng theNimcome gap and hindering inclusive economic development.
On the policy front, gove t"should prioritize institution-building initiatives, focusing on
strengthening governgn cing corruption, and enhancing regulatory frameworks to ensure

that the benefits of globatization are equitably shared across society.

Q

Keywords: Redjstribution, KOF globalization index, governance, Gini index, Nigeria.
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Chapter One
Introduction
1.1 Background to the Study

Globalization's impact on income inequality in Nigeria is undeniable, but it is not solely
responsible for the country's income disparities. The quality of institutions and gove:@%e play a
crucial role in shaping the distribution of the gains from globalization!. S rq&@%ﬁtutions are
essential for ensuring that the benefits of globalization are distributed equitably and that the
negative consequences, such as corruption and rent-seeking, are mi @ﬁ(? Corruption has been
a persistent problem in Nigeria, hindering economic clex&@ent and exacerbating income
inequality. Weak governance and ineffective insti 'o@ave allowed corruption to thrive,
diverting resources away from public goosls 3% services that could benefit the broader
population. The impact of corruption on i o’} inequality is profound, as it often favors the
wealthy and well-connected at the ex f the poor. The escalating disparities in income and
wealth are widely acknowledgedMniﬁcant economic concerns globally. Nigeria, recognized
as the most populous blackg%:’and the largest and fastest-growing economy in Africa, shares
the worldwide challe@%onfronting income inequality on an alarming scale, a factor that has
been observ %rpetuate poverty >3, The reality of income inequality manifests in various
forms, @)assing disparities in living standards, variations in income distribution among the
popul&o how the other opulent half live. Income inequality is primarily attributed to
institutional and operational frameworks and is intertwined with various economic processes,

making it a matter of paramount concern®.

Economic inequality, comprising both income and wealth disparities, serves as a catalyst for

social tensions within Nigerian communities and worldwide. This discontent among citizens
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finds expression in elevated levels of crime and various forms of aggression, including social,
domestic, political, religious, and inter-tribal conflicts. Additionally, inequality fosters corruption,
as it is commonly perceived that engaging with politicians is the primary means to amass wealth.
Nigeria's rapid expansion of economic disparities presents a significant challenge to the nation's
unity and stability. This income inequality closely correlates with the proliferation of poverty,

effectively demarcating the line between the privileged and the disadvantaged. Th@rcussions

of each social class significantly influence their exposure to and partici%ﬁ@@ the broader

global arena.
[ ) .3
)

Income inequality serves as a decisive determinant of an individ&g@ or certain groups' access to
luxuries. For example, a wealthy individual can opt for aﬁs@fzoﬁd the convenience of air travel,
while a less fortunate fellow can only manage t ore affordable option of road travel.
Consequently, the former individual can .%ph h more within a shorter time frame and
allocate the remaining time to more productive pursuits, while the latter person endures a
lengthier journey. This scenario %%% various facets of life, underscoring that the privileged

individuals have access to an nqu superior means of advanced technology, transportation, and

communication. C Q Q

Enhanced tra @i’on and communication technologies stand as the cornerstones of the
pervasive L@n enon known as globalization. This global transformation has steadily evolved
over t@ars and, more recently, has experienced an accelerated surge, effectively compressing
the world into a more interconnected entity. Fueled by concerted efforts from nations worldwide,
as well as support from various organizations and associations, globalization has grown into a
prominent concept of universal significance. It has become a vital aspect of the agenda for

countries across the globe, particularly in the context of international trade—both export and



import. Technological advancements have streamlined and facilitated these global exchanges,

rendering the world a more accessible and secure place.

The pursuit of international trade has naturally led to increased interactions among nations. This
inter connectivity has undergone significant refinements over the years, making the world more
compact and fostering safety in global interactions. The imperative to maintain onious
international relations and promote peaceful coexistence has been a driving f@behind the
emergence and academic exploration of globalization. This conca%g\bn widespread
recognition in the late 1980s, gaining even greater prominence fgl@gﬂhe fall of the Berlin

Wall in 1989 and the subsequent partial collapse of communismi@

O

Globalization has sparked extensive debates, partg@g regarding its impact on global

inequality, with a particular focus on global income“#equality. Scholars and academics have
engaged in heated discussions on this ma@%ﬁ has become a prominent topic in global
discourse. Notably, the glaring disparit‘;bi%ween the average incomes in the world's wealthiest
economies and those in the worlﬁ&ggeest countries has been a consistent trend observed in data

spanning several years®. fiderlying reasons for this trend have sparked considerable

contention and divers@ ts.

Some perspegti Q)ntend that inequality should not be the primary concern but rather poverty,
as elimi @ poverty would render measures to reduce inequality unnecessary. Conversely,
othersgrd income and wealth inequality as significant social issues that warrant attention. A
separate school of thought suggests that income and wealth inequality are inherent features of the

capitalist system’. Additionally, some argue that contemporary global inequality stems from the

historical ascendancy of the Western world and the subsequent lagging behind of Asia and



Africa. These multifaceted perspectives contribute to the ongoing discourse surrounding global

inequality.

Institutions worldwide have played a pivotal role in fostering the advancement of globalization.
This phenomenon has, however, attracted the attention of academic scholars and researchers due
to its perceived role in exacerbating global inequalities among nations. These instig&ions are
scattered across the globe and encompass a diverse array, including well-knf)wn @S such as
The World Bank Group, the International Monetary Fund (IMF), the E \e ommunity of
West African States (ECOWAS), the International Finance Qo@&mn (IFC), the Asian

A

Development Bank (ADB), the Bank of International Set%@ts (BIS), the International

Migration Institute (IMI), the Organization for Econ «A Cooperation and Development
0& p p

(OECD), the United Nations (UN), the World Qomic Forum, and the World Health

Organization (WHO), among numerous oth t@ some are international in scope (e.g., IMF),
S)

others operate regionally (such as ECO and some represent associations of a select few

countries (e.g., G7 and GI10 en%(jgsd). Despite their diversity, these institutions share a
common thread—they are gs;)ituted through the collaboration of different states, each
possessing varying c@%, economic resources, and state power. This variation in power

and resources t§a s into varying degrees of influence over the affairs of these organizations.
at

Certain int@

of coun with many members, provide financial support in the form of long-term loans and

nal institutions, notably the multilateral development banks formed by groups

grants (e.g., the World Bank). Critics of globalization and these institutions have perpetuated
myths suggesting that they are instruments of larger economies and transnational corporations
aimed at subjugating smaller countries. However, research indicates that globalization has, in

fact, reduced global wealth inequality between nations while simultaneously increasing wealth



inequality within nations. This trend is particularly pronounced in developing countries,
including many in Africa, where income inequality is deeply entrenched in economic structures.
Here, a small number of powerful sectors exert significant economic control, while the majority
of lower-income earners remain trapped in low-paying sectors. This disparity is exacerbated by
inefficient and inadequate educational systems, which fail to adequately prepare the majority for

higher-paying skilled jobs, coupled with the pervasive issue of oppressiv&')&hl corrupt

governance. E ‘\QO

Globalization is a multifaceted phenomenon driven by Vari_ol.;&otprs, including trade
liberalization, financial openness, capital movements, Inf@fon and Communication
Technologies (ICT), and international migration. This int.e@q@onal interconnection has fostered
global interdependence by integrating different facets\of gconomies. Given the vast opportunities
it offers through foreign markets, economi@m@ and international exchanges, globalization
cannot be ignored by countries and businesses. However, the spread of globalization has
prompted a growing discourse@g economists, researchers, and academia regarding its
impact on inequality and we Qistribution, both within and between countries. A substantial

body of research sugé)t@’%} globalization has led to increased inequality in most developed

and developin na&@.

Nigeria, aﬁ veloping nation, has experienced technology and trade transfers from the
develc@world and has enjoyed the benefits of globalization. Yet, despite its immense potential
for growth, the country faces stagnation and significant income inequality, both within its
borders and in comparison to developed nations worldwide. This paper seeks to delve into the

causation, direction, and effects of globalization on income inequality in Nigeria.



One plausible explanation for the persistent challenges faced by developing nations like Nigeria
may be attributed to their inadequate institutional frameworks. In contrast to their less-developed
counterparts, developed nations have benefited from robust institutional structures that not only
shape their economies but also allow them to harness the benefits of globalization in areas such
as trade, finance, governance, and technology. Sound institutions and effective governance are
recognized as the linchpins of sustainable growth, sound macroeconomic polici@ﬁg overall
economic development. This underscores the vital link between globa'. % institutional
quality, and income inequality. It is imperative to investigate these }%nections, as developed
countries with robust institutional frameworks grapple with \hzation challenges, while
developing nations plagued by dysfunctional institutionsﬁ\&gdually formidable globalization-
related hurdles. Therefore, the primary goal of @%onsible government is to facilitate
favorable engagement with global trade a@%‘&;mﬁon, a goal that may remain elusive if

institutions fail to fulfill their statutory artg' ight roles effectively.

1.2 Statement of the Problexg)%

Income inequality has bee fgstanding economic concern, and research and debates have
pointed to globaliza@l)g factor that has exacerbated inequality in both developed and
developing co t@dncluding Nigeria. Nigeria, classified as a developing economy, has forged
relationshi%w1 numerous international organizations aimed at fostering economic growth.
Howe@he nation faces a complex array of economic challenges, with income inequality
standing out prominently among them. This raises a significant question: has Nigeria’s
engagement with international trade-promoting institutions contributed to the growth of income

inequality within the country?



Inequalities in international trade relations have stifled the growth of domestic industrial and
entrepreneurial capabilities in developing countries, ultimately leading to the decline of domestic
enterprises and the inundation of markets with goods from advanced nations®. In a liberalized
environment, domestic enterprises struggle to compete effectively with established and

technologically advanced foreign firms.

AL
Globalization has exerted a profound impact on economies and societies wo @ﬂ\e, Nigeria
included. While globalization has ushered in several advantages, suﬁ%\i reased trade,
technological progress, and cultural exchange, it has also prqsg@humerous challenges,
particularly in terms of institutions and inequality within Niéefk%.\The rapid flow of capital,
goods, and services across borders has posed challen e@ed to market regulation, ensuring
)

fair competition, and enforcing labor and environm tandards. Weaker domestic institutions

find it challenging to grapple with the c@fé&it' s of globalization, potentially leading to

resource exploitation, corruption, and ina@uate protection of citizens' rights.

Globalization has yielded both pasifive and negative consequences for Nigeria’s economy!.
While it has opened doors %r'ﬂ)mic growth, foreign investments, and job creation, it has also
contributed to econ@ inequality. The benefits of globalization have not been equitably
distributed, re t@ in an uneven allocation of wealth and resources. This growing gap between
the affl r@n the less privileged has led to increased poverty levels, social unrest, and

restrictedYaccess to essential services such as healthcare and education.

Furthermore, globalization has left its mark on cultural norms, values, and social structures in
Nigeria. The influence of Westernization and global media has brought about changes in societal
expectations and aspirations. However, these transformations have also heightened social

disparities. Specific groups, including women, marginalized ethnic communities, and rural
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populations, face heightened challenges in accessing opportunities and resources''. Globalization
has also played a role in eroding traditional practices and cultural values, further deepening

social divisions and marginalization.

Globalization has facilitated the movement of skilled individuals across borders, presenting
opportunities for Nigerians to seek better prospects abroad. However, this has alsp&ed to a
phenomenon known as the brain drain. Highly skilled professionals, includin.g d @'}, engineers,
and academics, leave Nigeria in pursuit of improved employment and ed@%pportunitieslz.
This brain drain hampers the development of domestic institutions, a@d@erhates inequality by

A
depriving the country of its human capital. %
&>

&

Despite their membership in international instituti n@veloping nations that have been
pressured to adopt policy prescriptions and pr: % have made limited progress toward
development, often sinking further into poverty @nd underdevelopment. Rather than bridging the
gap, global inequality has grown in r nations. While developed nations have steadily
improved their balance of paymwrpluses, developing countries have experienced widening
deficits, rising unemploan e?eriorating industrial and technical capabilities, and declining
standards of living. @Qample, in the 2019 Poverty and Inequality in Nigeria report by the
National Bure &tatistics (NBS), it was reported that approximately 40 percent of the
country’ t%l opulation lived below Nigeria's poverty line, set at US$381.75 per year'’. In
stark contfast, in the United States, the poverty threshold in 2020 for a single person under 65
was an annual income of US$12,760, equivalent to about $35 per day'#. This stark disparity

underscores the significant differences in poverty standards: Nigeria considers those living below

$1 per day as poor, while in the United States, the threshold is considerably higher at $35 per day.

1.3 Research Questions



This research will seek to answer the following research questions:

14

a) What is the effect of institutional quality on globalization in Nigeria?
b) What is the impact of institutional quality on income inequality gap in Nigeria?
c) Does globalization widen or reduce income inequality gap in Nigeria?

d) What role do institutions play in the relationship between globalizatio&ncome

inequality in Nigeria? @Q%
N
NS

Objectives of the Study

The main objective of this study is to investiga @relationship among globalization,

institutional quality and income inequality in Ni%e&'% e specific objectives are:

1.5

N

a) Examine the effect of institutiona,l‘ qLQi_t)' on globalization in Nigeria.

b) Examine the effect of ins@ quality on income inequality in Nigeria.

b

c) Assess globalization
and C)Q Q

d) Investi t@ role of institutional quality in globalization-income inequality nexus in

pact in reducing or widening income inequality gap in Nigeria;

ia.

Research Hypotheses



For the purpose of this study, the following hypotheses are constructed:

Hoi:  There is no significant relationship between institutional quality and globalization in

Nigeria.

Ho2:  There is no significant relationship between institutional quality and income inequality in

Nigeria. &

Hos: There is no significant relationship between globalization and 1 ;Q%ﬂwquality in

Nigeria.

. "
Ho4: Institutional quality does not have a significant impact bet%c‘\}‘ibalization and income

oS
S
1.6  Scope of the Study C.-)@

inequality in Nigeria.

This research endeavors to contribute@e existing body of scholarly work by conducting a
comprehensive analysis of the interplay between institutional quality, globalization, and income
inequality in Nigeria spanni e period from 1985 to 2020. Within the scope of this study,
globalization will pri@n&be examined through the lens of international trade, with a specific

focus on the i @'of international institutions dedicated to facilitating cross-border trade.

The c e span, which runs from 1985 to 2020, encompasses an important turning point in
Nigeria's "political and economic history. Nigeria changed its economic policy and started
undertaking structural adjustment programmes in 1985. Increased integration into the global
economy also occurred during this time, propelled by developments in technology and trade
liberalisation. By extending the study to 2020, we capture anticipated changes in the 21st-century
economic landscape and enable an analysis of long-term patterns, covering a significant period

10



of time following the return to democratic governance in 1999. The selected time frame offers a
thorough framework for examining the complex connections among institutional quality,

globalization, and income inequality in Nigeria.

The research will entail a thorough review of Nigeria's historical engagements with these
international institutions, encompassing an assessment of previous financial arran.ge%nts and
financing structures, as well as an exploration of trade agreements that Nig?ria }@&n‘[ered into
over time. This examination will extend to evaluating the state of incorx%& ty within the
country both before and after the implementation of these agre tsn Through a rigorous
analysis, this study aims to quantify the extent to which thes&?meral agreements and policy

measures have shaped the distribution of income in N1ger1a$

1.7 Significance of the Study Q

This study seeks to make a unique contribu@’}the existing body of knowledge by conducting
a nuanced analysis of how Nigeria's i tions and affiliations with international institutions
that promote globalization, notawe World Bank and the IMF, have influenced the country's
income inequality dynami ? research is deemed essential due to its potential to shed light
on the specific pathv@@%rough which income inequality in Nigeria has been shaped by the

forces of globali g@n driven by institutional dominance.

The si ce of this study lies in its capacity to enhance our comprehension of the intricate
relationship between income inequality in Nigeria and the rise of globalization facilitated by
institutional actors. By delving into the consequences of globalization as championed by these
multilateral organizations, this research seeks to uncover critical facets of how income inequality

has evolved in Nigeria.
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This research distinguishes itself from prior studies by adopting a holistic approach that goes
beyond examining the effects of globalization in isolation. Instead, it systematically explores the
interconnectedness among globalization, institutional quality, and income inequality, with

Nigeria as its focal point.

In essence, this study makes a threefold contribution to the existing literature. First, i&.gidges a
noticeable gap by addressing the intricate interplay among globalization, inst.itutio@'%\nd income
inequality - a dimension that has been underrepresented in previous resez@ d, it offers an
in-depth examination of this tripartite relationship within the cont_e;@l\ﬁgeria, a key player in
the global landscape. Lastly, it provides valuable insight&.&@ the challenges posed by
globalization, institutional influences, and inequality, .o@ng recommendations for policy

measures and interventions that can foster a more equitable and resilient society.

Addressing the multifaceted challenges po@@e confluence of globalization, institutions,
and inequality in Nigeria demands @mprehensive approach. Strengthening institutions,
promoting inclusive economic poﬂq%investing in education and healthcare, and implementing
sustainable environmental iCes are critical steps toward mitigating the adverse effects of
globalization and Q@g inequality. Additionally, supporting local entrepreneurship,
empowering mar ized groups, and celebrating cultural diversity can contribute to a more
equitable s@et . Policymakers, civil society organizations, and international stakeholders must
collaborate’ and devise strategies that harness the benefits of globalization while effectively
addressing its negative consequences. In doing so, Nigeria can work towards achieving
sustainable development, fostering social cohesion, and reducing inequality in an increasingly

interconnected world.

1.8 Operational Definition of Terms
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Globalization: Refers to the growing interconnectedness and interdependence of economies,
cultures, and populations worldwide. This phenomenon arises from the cross-border exchange of
goods and services, technological advancements, investment flows, migration, and the free flow
of information. It encompasses the intricate dynamics of how various countries' economies
operate, emphasizing the expansion of international trade, the establishment of global supply
chains, and the collaborative utilization of natural resources and labor markets. Q’)&\

KOF Index of globalization: Measures the economic, social and Q@ mensions of

globalisation. \% N

Institutional quality: Refers to the overall effectiveness, re%% ty, and performance of a
country's institutions, including its government, legal .sg@'n, regulatory bodies, and other
organizations that play a role in shaping and go g its economic, social, and political
systems. .‘\\.

Measurement of Institutional quality:%

¢ Government Effectivené&%\;?;aptures the perceptions of the quality of public service,
quality of the civil ¢, and the degree of it’s independence from political pressures,
the quality @ic formulation and implementation, and it’s credibility and
commi f@ﬂ such policies.
e Re tory Quality: This captures perceptions of the ability of the government to
%ulate and implement sound policies and regulations that permit and promote private
sector development.
e Corruption Control: This captures perceptions of the extent to which public power is
exercised for private gain, including both petty and grand forms of corruption, as well as

capture of the states by elites and private interests.

13



Income Inequality: The disproportionate distribution of income across units (e.g., gender,

households, nations, regions, etc).

14
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Chapter Two

Literature Review
2.0 Preamble

This section presents the review of related concepts, theories, and empirical studies on
institutional quality, globalization, and income inequality in Nigeria. Specifically; t\ section
conceptualizes institutional quality, globalization, and income inequality._ &eories and
empirical studies related to the topic of the study were discussed. Lastl@aps in literature

were identified. . )\ )

2.1 Conceptual Review QQ
2.1.1 Globalization Q@

Numerous attempts have been made b:’,@ess researchers to define globalization

comprehensively, recognizing its multiﬁ%’e ature. While acknowledging the extensive body
of definitions, this study aims tc@ a diverse range of these definitions to distill the core

essence of globalization and @g’l te a working definition tailored to the scope of this research.

Globalization encom@@&vide array of interconnected issues, spanning global governance,
the concept of léhcitizenship, human rights, migration patterns leading to the formation of
diasporas, écéous forms of transnational connections. This complexity makes it challenging
to enc@ate globalization within a single definition. Existing literature on globalization often
posits that it comprises three primary dimensions: economic, political, and cultural, with cultural
aspects gaining prominence, partly in response to concerns related to economic globalization'.

The social facet of globalization places particular emphasis on the communicative aspects of our
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increasingly interconnected world. However, none of these dimensions can be exclusively

prioritized over the others.

Wallerstein's perspective underscores the historical development of the current world-system,
alternatively referred to as world society, the global ecumene, or global society?. This system has,
over the course of the past five to six centuries, primarily evolved through the, diffusion of

capitalism. Wallerstein also highlights that this ongoing expansion faces resistanoé}l what he

terms anti-systemic movements. ‘%I\QO

In the endeavor to delineate the concept of globalization, it @[5}1 depicted as being
characterized by two predominant trends: the intensification of@'&bﬁ interconnectedness and the
emergence of global consciousness. Here, the notion o g@giousness does not imply unanimous

consensus but rather denotes a shared recognition of t orld as an intricately interlinked entity.

Globalization assumes a distinct form, Ql-g)\that has been substantially shaped by the

establishment of various specialized in onal organizations.

Globalization encompasses fourMamental dimensions of human existence: cultural, social,
political, and economic. '@d .\ensions are inherently intertwined, with certain aspects taking
precedence in spe,Kid ontexts or periods!. Globalization is a multifaceted concept that
transcends nﬁ%ggorization within any specific academic discipline, whether sociological or

econo @deﬁes confinement and sprawls across diverse domains, involving extensive global

linkages, and thus, it resists precise or uniform definition.

Over the years, globalization has assumed various interpretations and labels, reflecting its
dynamic nature and the myriad perspectives it engenders. It has been likened to colonization, the

shrinking of the world, interdependence, multiculturalism, neoliberalism, universalization, world
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integration, modernization, internalization, and a transformative process, among other
descriptors—all striving to capture its essence and aid in comprehending this multifarious

concept.

At its core, globalization signifies the process through which individuals, businesses, and
governments establish connections and merge on a global scale®. This phenomenon led to a
notable surge in international trade and the free flow of ideas, values, anfi cu%&l\elements.
Globalization manifests primarily as an economic nexus that has prof 'Bc and cultural
implications. It profoundly impacts the economy by facilitating the @nge of goods, services,
data, technology, and vital economic assets like capital®. Th&%})liferation of globalization
prompts market expansion, fostering the liberalization gezc)onomic activities such as the
seamless exchange of goods, services, financial re&%es, and more. Moreover, it entails the
dismantling of cross-border trade barriers, h@)ling the establishment of global markets.
Advancements in transportation and teleeommunication infrastructure, including technologies
like the telegraph, Internet, a n@,;be' phones, have played pivotal roles in accelerating

globalization and enhancing t in.gerdependence of economic and cultural endeavors worldwide>.

According to the @)@%ealth Organization, globalization constitutes the heightened
interconnected e@id mutual reliance among peoples and nations. This intricate concept
encompasses, two interwoven facets: the opening of international borders to expedited flows of
goods@vices, finances, people, and ideas, coupled with adjustments in national and

international institutions and policies that facilitate or encourage these multifaceted exchanges®.

According to the Committee for Development Policy, globalization can be defined as the
heightening interdependence of world economies resulting from the expanding scale of cross-

border trade in goods and services, the flow of international capital, and the rapid and extensive
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dissemination of technologies’. This definition underscores the ongoing enlargement and mutual
integration of global markets, as well as the growing significance of information in various
productive endeavors. Marketization and economic globalization emerge as the primary driving

forces.

Fernandez offers a comprehensive perspective on globalization, characterizin&.&t as a
multifaceted phenomenon encompassing social, cultural, political, and le:gal c@&}sions. He
posits that globalization facilitates the dissemination of products, techne%& mformation, and
employment opportunities across national borders and cultural boundasi¢s®In economic terms, it
signifies the interconnectedness of nations fostered through free& . Fernandez delves into the
manifold aspects of globalization: it encourages increés@social interaction among diverse
populations, fosters cultural exchange by facilitating, the sharing of ideas, values, and artistic
expressions across cultures, and promotes t , c@ment of a unified global culture. Politically,
globalization accentuates the role of intemév'ernmental organizations like the United Nations and
the World Trade Organization. @, it has transformed the processes of international law

creation and enforcement. N

Karl Marx, in his sc@%&ks, recognized the growing degree of national interdependence
catalyzed by i@ . He succinctly described globalization as the universal interdependence
of nations96A thony Giddens characterizes globalization as the intensification of worldwide
social&ons that connect distant localities in a manner where local events are influenced by
occurrences happening thousands of miles away and vice versa'!. The term globalization was
coined by Robertson to signify the compression of the world and the heightened awareness of the

world as a unified entity'?. Held, a scholar, and his associates in their words state that:
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Although in its simplistic sense globalization refers to the widening,
deepening and speeding up of global interconnection, such a definition
begs further elaboration. ... Globalization can be on a continuum with the
local, national and regional. At one end of the continuum lie social and
economic relations and networks which are organized on a local and/or
national basis; at the other end lie social and economic relations and
networks which crystallize on the wider scale of regional and global
interactions. Globalization can refer to those spatial-temporal processes
of change which underpin a transformation in the organization of hu

affairs by linking together and expanding human activity across ns

and continents. Without reference to such expansive spatial;(c' ons,

there can be no clear or coherent formulation of t A

satisfactory definition of globalization must captur of these

elements: extensity (stretching), intensity, velocity and< o3
Globalization has been defined by the phenomenon of the éﬂ% shrinking, where distances
contract, and entities become more closely interconn tg@&speciﬁcally pertains to the growing
ease with which individuals on one side of the glxﬁ engage with those on the opposite side,

resulting in mutual benefits for both parties‘{. \

Another insightful view of globahz@‘comes from the concept of extending social relations
across global space!®. This perspedfive emphasizes the historically contingent ways in which
globalization has been %and understood over time, thereby highlighting the importance
of its historical co Qlobahzatlon is the process through which more individuals across vast
distances be‘% interconnected in increasingly diverse manners'®!’. Globalization as an
ongoi Qess encompassing the causes, trajectory, and consequences of transnational and
trans-cultural integration across human and non-human activities'®. Moreover, globalization
defies precise definition and universal application, as it represents a multifaceted global process,
concept, revolution, and the establishment of a global market free from socio-political controls.

Now, according to Ghai, globalization is defined as:
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simply the process of intensification of economic, social, cultural,
political and environmental relations across international boundaries. It
is the process of increasing relationships among states and stands out as
one of the defining force of contemporary International Society. It is the
process by which the people of the world are incorporated into a single
world society or global society. It is the intensification of worldwide
social relations that link distant locations in such a way that local
happenings are shaped by events occurring many miles away and vice
.

versa'®. \‘b
S [ ]

‘gl\@tion. They

have expanded their businesses internationally, facilitated the transfe technology and

Transnational corporations have played a significant role in the proces

managerial expertise, made substantial investments in other coum&@s, engaged in marketing

efforts, hired talent from around the world, and actively pr@&a} global trade and advertising,

among other strategies. @6\

The pace of globalization has been greatly acqel@d by the rapid advancements in technology,
particularly in the realms of transpo atlgu)\communications, and information processing.
Additionally, the adoption of market%él'y policies, significant investments in infrastructure,
the cultivation of technical skills}d) entrepreneurial capabilities, and various other factors have
contributed to the swift p@s ?1 of globalization. This has led to robust economic growth, the
broadening of trad& economic connections worldwide, and an increase in the number of
countries acé%ggarticipating in global competition. Simultaneously, the rapid expansion of
media passing the press, radio, television, and digital content has played

a pivotal role in facilitating communication. The travel and tourism industry has also been

instrumental in advancing globalization across various dimensions®’.

Globalization is observable not only in the economic sphere but also in the political, social, and

cultural domains. The substantial expansion of communication networks, travel infrastructure,
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and tourism has been instrumental in promoting globalization across a wide spectrum of human
activities. This multifaceted phenomenon has been described and analyzed through various
lenses, including integration, interdependence, liberalization, convergence, global awareness, and
persuasion. It encompasses a complex interplay of factors, including integration and
disintegration, the push and pull of liberalization and mercantilist competition among nations,
both convergence and accentuation of disparities, the dynamics of interde@cbnce and

dependencies, and the presence of inequities. It blurs the lines between %nmg@ and external

distinctions in the economic context while simultaneously maintaining ei'r3 istinctiveness in the
L ]

political realm. Globalization is a process that fosters global co @sness and awareness while

also leaving room for pockets of ignorance and misunderstan&%l’”.

History of Globalization @

Globalization is a multifaceted concept @@ generated a plethora of definitions and
interpretations. Historians, scholars, ac@cs, and sociologists have all grappled with defining
globalization, often perceiving &as)qaﬁ intrinsic outcome of human nature. Some historians
contend that globalization's “¢an be traced back approximately 60,000 years, aligning with
the dawn of human Qst& roughout various epochs, diverse civilizations have established
commercial tr. e@tes and engaged in cultural exchanges. Furthermore, the phenomenon of
widespreadgig tion has historically driven interactions among populations. This propensity has
grown%bly in contemporary times, thanks to the increased accessibility, comfort, and
affordability of travel, resulting in a heightened exchange of goods and services across human

societies®.

Antecedents of globalization extend back to significant trade and imperial movements that

traversed Southeast Asia and the Indian Ocean from the 15th century onward®. Traders embarked

22



on extensive journeys in ancient times to procure commodities that were scarce and costly in
their homelands, subsequently selling them in their places of origin. Alternatively, another
school of thought suggests that globalization took a substantial leap during the 19th century?,
coinciding with the Industrial Revolution's innovations in transportation and communication,
which facilitated cross-border trade. (b

Throughout history, global interactions persisted through various means, inc@ﬁg military
conquests and expeditions. However, the tempo of globalization did ne@ celerate until
transportation and communication technologies underwent sig@m,t advancements. In

particular, the latter half of the 20th century witnessed a dram@ expansion in global trade's

scope and pace, eventually solidifying the widespread accep@ce of the term globalization’.

Scholars have delineated distinct eras in the prog es of globalization, often categorizing it
into periods such as archaic, early modern, dn \d globalization?}. Friedman's classification,
as quoted by Grinin and Korotayev, (@nates three globalization phases: Globalization 1
(1492-1800), involving the globﬂ'{l&n of countries; Globalization 2 (1800-2000), centered on
the globalization of compahies!) and Globalization 3 (2000 — present), focusing on the
globalization of indiv@ arious scholars have proposed alternative periodizations based on
different criteri offering its unique time frame and rationale. For instance, Grinin and
Korotayev amined Chumakov's periodization, which is based on the scale of global
conne& Period of Fragmentary Events (until 5000 BP), Period of Regional Events (until the
15th century CE), Period of Global Events (until the mid-20th century), and the Period of
Cosmic Expansion starting in 19572, Several historians have articulated distinct eras of

globalization, as summarized in the table below:
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Table 2.1: Spatial and Periods of Globalization Types

Type of Spatial Links
Periods
(Globalization Level)
Local links 1) Till the 7th — 6" millennium BCE
2) From the 7" — 6" millennium till the second half of the 4th
Regional links

millennium BCE

3) From the second half of the 4th millennium BCE to the
Regional-continental links
first half of the 1st millennium BCE

4) From the second half of the 1st millennium CE to the late
Transcontinental links
15th century CE

Oceanic (intercontinental) links | 5) From the late 15th century to the early 19th century

Global links 6) From the early 19th century to the 1960s and 1970s

7) From the last third of the 20th century to the mid-21st
Planetary links
century

Source: Gl@n\and Koroyatev (2013): Globalistics and Globalization Studies®?
Types of Globalization

Globalization has permeated societies and significantly reshaped the lives and behaviors of
individuals in various ways. While some aspects of globalization have led to progress, others

have resulted in a loss of originality and a sense of independence for entire societies. In this
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study, we will explore the three main types of globalization, with reference to specific research

and indicators:

Economic Globalization

Economic globalization is the most prominent form of globalization, with its impact extending
across all other dimensions. It is primarily associated with economic activities and f&ﬂwined
with various other forms of globalization. Scholars have attempted t a@e economic
globalization through different dimensions, driven by widespread trade agreements (often
involving the removal of trade tariffs), the influence of capitalism, @g ?aally applicable fiscal
policies®. This form of globalization has led to signiﬁca.nt @tements in economic systems

worldwide, resulting in increased economic growth,d%@‘lent, and financial opportunities for

many nations. %
° \\

Economic globalization is mainly driven& Itinational Companies (MNCs) or Transnational
Corporations (TNCs) and Interna Institutions. These profit-driven entities allocate
resources and organize prod&ti(z? to maximize their gains, contributing to global industrial
restructuring, readjus e%%d technological advancements, along with an increase in global
income levels. In t ie%d of economics, globalization is evident in the growing acceptance of
free markets‘%gprivate enterprise as primary tools for promoting economic activity and
devel@QKey indicators of economic globalization include international trade in goods and
services, private capital flows in various forms, foreign direct investment, technology transfers,
operations of transnational enterprises, business travel, communications, migration, and

remittances'®.
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Scholars over the years define economic globalization as the increasing interdependence of
world economies due to the growing scale of cross-border trade in commodities and services, the
flow of international capital, and the rapid spread of technologies!®. It reflects the continuous
expansion and mutual integration of market frontiers, marking an irreversible trend for global

economic development in the new millennium.

Conley, in an effort to provide insight into economic globalization, refers to, it 1ncrease in
the global political economic growth effects on countries and the pohcy‘\%x g process. It also
represents a construction that has increasingly dominated d1scuss1m@srﬁorcmg rhetoric about

the constraints of politics and the inexorable and permanent ec%'@c liberal policy implications

in recent decades. @

Notable features and elements of economic glo@tlon include trade liberalization (free trade
across borders), privatization, 1nternat10§' laboratlon economic reforms, access to world

markets, international financing, and %j@ product standardization, among_others>*

Cultural Globalization % *

Cultural globalizat'v{lngﬂQrs to the worldwide convergence of cultures. It encompasses various
fundamental@, including values, religion, and personal identity?!. Additionally, it
encom %recreational pursuits like television, videos, popular music, dancing, nightclubs,
sports, and international travel'®. This phenomenon is sometimes perceived as a form of cultural
imperialism, characterized by the pervasive influence of Western, especially American, culture
across the globe, potentially posing a threat to the preservation of distinct non-Western cultural
traditions®!. Cultural globalization involves the dissemination of ideas, meanings, and values on a
global scale, thereby extending and intensifying social connections??. It is exemplified by the
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widespread consumption of cultures diffused through the Internet, popular media, and

international travel, among other channels.

Cultural globalization necessitates the establishment of shared norms and knowledge to facilitate
the integration of individual and collective cultural identities, fostering a sense of
interconnectedness among diverse communities and civilizations?>. While it pr@es the
dissemination of religion, ideas, languages, styles, fashion, and music, it.caq%’é% erode the
uniqueness of certain societies and cultures. ‘@
. @w
C:,

&>

Political globalization, one of the three key facets of glob H@ion, is defined as the expansion of

Political globalization

a global political system and its institutions, mana, @\ter-regional transactions, including but
not limited to trade?®. Some scholars int .c’é&%‘[ical globalization as the emergence of a
transnational elite and a reduction in the@ninence of the nation-state?!. Indicators of political
globalization include pluralist &ligdal systems, multi-party democracies, open elections,
independent judiciaries, and h%tap rights?6. Some researchers argue that political globalization
involves intricate i@r)@o among global geopolitics, global normative culture, and
polycentric ne (@They assert that the worldwide spread of parliamentary democracy is the
clearest mé%tion of political globalization?’. Furthermore, political globalization has
trigge@rious dimensions of social transformation, including changes in the structure of the

nation-state, nationality, and citizenship, as well as transformations in the public sphere, political

communication, civil society, spaces, and borders?’.

Effects of Globalization
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Globalization is frequently perceived as an irreversible force imposed on the globe by
governments and organizations like the IMF and the World Bank. The IMF contends that
globalization is a political decision in favour of international economic integration, which has
often accompanied democratic consolidation. A decision, it may be contested and even
overturned, but at enormous cost to mankind. The IMF thinks globalization has considerable

potential to contribute to the growth required to reduce global poverty?S. Q’&\

In the widespread unification of the whole world into a single global spac{c&%\iive and negative
fall outs must abound in different contexts and capacities. For im{{‘ Some antagonists who
are focused on social sustainability of long term continuo%%momic expansion, and the
structural inequalities caused by this process have %@alimtion as detrimental to social

well-being on a local and global scale. Proponents” of economic growth, expansion and

development have, on the other hand, ViGWG‘d 1&}5 eficial to the well-being of individuals and

societies?’. (bd%'
Positive Effects: \)

"
. Globalization@@%ts argue that it allows developing countries to catch up to

develo in terms of manufacturing, diversification, economic growth, and living
ards'’.

stan6
. C;mpanies outsource labour and technology to underdeveloped countries, helping them

boost their economies. Supply-side and trade-related limitations are removed via trade

efforts?!.
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* Globalization has also increased social justice globally, bringing attention to issues such

as human rights that might otherwise go unnoticed'”.

* Globalization gives firms a competitive advantage by allowing them to source cheap raw

materials!7-2,

* Globalization also allows firms to benefit from cheaper labour costs in un&/eloped

countries while using more developed economies' technical compet c&&expenence”

» Globalization allows different pieces of a product to be crea@ different places. In the

automobile business, for example, distinct elements o %&%r may be made in different

Q‘Q

» Globalization is an important factor ing@ living standards®. This is as a direct result

nations?®.

of it helping to create more job iana where labour is cheaper, and also decreasing

manufacturing costs, leading t&) er pricing for goods and services*’.

Negative Effects % N

* One evident A;quuence of globalization is that a country's economic decline can have

negativ @equences on its global trading partners®’.

. @ization critics claim that it has resulted in the concentration of wealth and power in

the hands of a few corporate elite capable of absorbing smaller global competitors>>%°.

* Globalization has resulted in the relocation of entire industries, leading to a decline in

economic output of the old location?*?7,
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» Critics of globalization claim that increased employment opportunities for children in
developing nations will increase child labour and divert the youth from education, further

plunging them into crisis?*-°,

» It has been argued that globalization encourages an environment that abuses employees in

&

» Researchers argue that globalization increases the wealth and i Oi@eequality gap

countries with inadequate labour protection standards*.

within a country, and that due to the increasing pressure on wages, Unskilled employees

)\ "
may suffer’. \
N
2.1.2 Institutional quality ) QQ
Institutions can be defined as multifaceted and end&ocial structures composed of symbolic
elements, social practices, and material r .hés. hey represent the humanly devised rules
within a society that govern and shape h@n interactions—essentially, they are the rules of the

game?!. Across various deﬁnitiodwgdmmon thread is the notion of persistence and continuity.

Institutions encompass a wida%ee;rum, ranging from formal to informal.

Formal institutioni\d@ngmass written laws, regulations, legal agreements, contracts, and
constitution @ are upheld and enforced by third-party authorities. In contrast, informal
instituti %: often unwritten norms, procedures, conventions, and traditions deeply embedded
ina c&. Informal institutions can either complement, compete with, or overlap with formal
ones. Their implicit nature becomes apparent when examining the incentives and norms guiding
individuals' behavior. The strength, inclusiveness, or discriminatory nature of institutions

depends on the specific context in which they operate32.
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The recognition of institutions' pivotal role in economic prosperity can be traced back to the
writings of Adam Smith and has been substantiated by numerous scholars and researchers in
recent times. Institutions serve as the fundamental rules of the game in any society, comprising
both formal and informal constraints on human interactions. Favorable institutions are those that
establish incentive structures reducing uncertainty and fostering efficiency, thereby contributing

to enhanced economic performance*. @Q

Narrowing down the concept of institutions, we find organization%ﬂ%ﬁties procedural
mechanisms, and regulatory frameworks. These 1nst1tut10ns¥\ abmmantly influence
performance by promoting sound policy choices. Examples é&e commitment mechanisms
like central bank independence and balanced budge @ ents the design and existence of

international trade agreements, and regulations gov labor, product, and financial markets.

To achieve a fully market-based economyzf iQ,u)Jtlons must fulfill several crucial roles, such as:

.  Protecting Property Rights:@g the security of property rights, upholding the rule of

law, and curbing corruptm%q

« Regulating M kQ)Prowdlng appropriate regulations for product, factor, and financial

markets J%@eract market failures.

. S@mg Macro-economy: Supporting macroeconomic stability, including safeguarding

the value of currency and maintaining a sustainable fiscal stance.

« Fostering Social Cohesion: Promoting social cohesion and stability by addressing extreme
poverty, reducing civil conflicts, and mitigating adverse consequences of economic

disruptions and transformations.
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Good institutions serve as catalysts for business development and facilitate social interactions,
enabling advantages in the division of labor and the specialization of knowledge, which are key

sources of prosperity?>.
Criteria for Institutional Quality

Any analysis of institutions is rooted in fundamental properties that underpin th%@iq{ity and

effectiveness. The first criterion for evaluating institutional quality i L %ality, which

'3

L ]
diverse range of situations®. A classic example of a universal rul%&le rinciple that no one is

A\

above the law. Unfortunately, numerous instances exist Wh@s principle is violated, such as

signifies the presence of general, open, and abstract social rules appi%ab;le 0 an unknown and

the preferential granting of benefits and subsidies@iﬁc sectors or industries, the hasty
enactment of emergency laws, and frequent.cb@gs in taxation. Rules designed for specific
purposes often lead to economic and ﬂéogjensions while failing to fulfill their intended

regulatory and coordination functionsgg)bd

N

The second criterion emerga%@m a critical role of institutions: the reduction of transaction
costs and uncertaint@n;n interactions. Institutions should exhibit characteristics such as
credibility, sta il'@ ransparency, and ease of comprehension to provide a high degree of

security an%ta ility in economic and social relationships.

Another criterion for assessing institutional quality is adaptability, denoting an institution's
ability to anticipate changes and offer socio-economic incentives to facilitate adaptation to

evolving socio-economic conditions.
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Over the past two decades, numerous studies have explored the pivotal role of institutions in
development. To support these investigations, a plethora of institutional quality indicators have
been developed by multilateral organizations, risk-rating agencies, academic institutions, and
non-governmental organizations. However, the characteristics and quality levels of these
indicators vary widely, and many lack a theoretical framework linking them to established
criteria for institutional quality. Consequently, effective institutions are those % centivize
agents to engage in socially beneficial activities with a high collective. QQ Conversely,
ineffective institutions encourage socially wasteful or unproductiv bg\haviors. To evaluate
institutions, it is crucial to analyze not only the rules they establi \‘fa so the motivations that

drive individuals to comply with these rules*. . '\QQ

Therefore, understanding both the incentive st@ within which agents operate and the

reasons behind their behavior is vital. Th@n

influencing their efficiency??. Institutio designed to address challenges arising from social

cy of institutions is a fundamental factor

interactions in an uncertain worl&{h% serve as mechanisms to reduce discretionary actions and
limit opportunism, while shaping social behaviors, promoting social interaction, and
reducing coordinatio@ owever, it is erroneous to assume that all necessary institutions

exist within a c@ér that existing ones are necessarily optimal.
Deter@g of institutional quality

The assessment of institutional quality faces several significant challenges, as existing
institutional quality indicators exhibit notable limitations. These limitations can be categorized

into five main areas:
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« Subjectivity and Representativeness: Many indicators rely on subjective opinions from
individuals such as firm managers, international bureaucrats, or scholars, and the sample

used may not always be representative.

o Implicit Value Judgments: Indicators often incorporate implicit value judgments. For

example, they may link institutional quality to market flexibility while overlooki tential
social values such as risk aversion. . q?&

. Institution-Policy Confusion: There is often a lack of distinction between institutions and
. y\ |

. Aggregation Methods: In cases of composite indic%@he aggregation methods used are

policies within these indicators.

not always well-justified or conducted effectively®

« Heterogeneous Data: The quality of th@sed to construct these indicators varies among

countries, making cross-country ¢ 1sons challenging.

Due to these shortcomings, a 'lalgle indicators provide only an imperfect representation of true

institutional quality. e@%, caution is warranted when interpreting results from empirical

research in this co&@.

One ir%@that stands out as a potentially reliable proxy for institutional quality is the World
Bank Governance Indicators average (GlIs). It offers greater accuracy and broader geographical
coverage compared to other indicators'. Researchers can explore the effectiveness of this
composite index as a dependent variable and compare it to the use of the six components of the

GIs and alternative indicators.
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Regarding explanatory variables, the selection is based on their relevance to previously defined

criteria for institutional quality:

Development Level: This is a clear explanatory variable that operates on institutional quality
through both supply and demand. It determines the availability of resources for building
sound institutions and generates a greater demand for quality institutions. Thi iable is

related to the static efficiency of institutions and has been supported by p.re@')gesearch.

D

Income Distribution: Income inequality affects institutional predic a;il%and legitimacy. It
leads to divergent interests among social groups, potentiall:%éﬁl ng in conflicts, socio-
political instability, and insecurity. Inequality can alsg:ggibetuate institutional capture by
powerful groups, hindering institutions from s@%he common good. Previous studies
have highlighted the relationship between i@te inequality and institutional quality, with

some variations based on regional fa%gg_)

International Openness: Th@r can encourage institutional quality by promoting a
dynamic and competitiv%mironment. It fosters a larger demand for sound institutions,
hinders rent-seek@g)%i ities, corruption, and nepotism, and facilitates learning from other

countries' ;x;éwces. Research has pointed to the positive impact of international openness

on institutignal quality, although results may vary depending on other factors such as
de@ament level and democracy.

Education: Education is related to the dynamic efficiency of institutions. A well-educated
population demands transparent and dynamic institutions and contributes to their
construction. While seldom considered in empirical research, education has shown a positive
impact on institutional quality in studies where it has been examined.
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. Taxes: Effective tax administration provides the necessary foundations for strong and
reliable institutions and fosters a social contract that encourages a demanding relationship
between government and citizens. This, in turn, leads to higher levels of openness and

improved institutional quality.

. Ethno-Linguistic Fragmentation: Greater heterogeneity within a country ca'a@gatively
influence institutional quality by fueling tensions and conflicts, reducing s ooperation,

and creating a mismatch between formal and informal institutions. ‘@

[ ) “
. Legal System Origin: The origin of a country's legal syster%é(sso impact institutional
quality. Systems with a British, German, or Scandina.via&gﬁgin tend to recognize economic

freedom and limit state intervention in th%%ny, potentially leading to higher

institutional quality. In contrast, French, @Viet legal systems prioritize state control,

N

potentially resulting in weaker propa%;b)fs and individual freedom:s.

In summary, these variables, at@ith specific criteria for institutional quality, provide a

comprehensive framework fos%so,ssing and understanding the dynamics of institutions and their

impact on socio-econém;i@&lopment.

2.1.3 Incon@uality

Ineque@s a multifaceted concept, often associated with disparities in various dimensions
within societies. In academic discourse, several aspects of inequality are examined, including
economic inequality (commonly referred to as income inequality), monetary inequality (related

to wealth distribution), and inequalities in living standards>’.
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Economic inequality specifically pertains to the distribution of economic resources among
individuals, groups within a population, or even among different nations. Development theory
has traditionally focused on inequalities in standards of living, encompassing disparities in
income, wealth, education, health, and nutrition39. It assesses where individuals or groups stand

relative to others in society, often quantifying the extent of the gap between the highest and

lowest positions®. Q’)&{b

The Gini coefficient is the most frequently employed measure of inequaﬁ'%ranges from zero,

representing perfect equality where everyone possesses the same‘\{ﬂd%lﬁe or wealth, to one,

signifying perfect inequality where one individual has every%*g%vhile others have nothing*®

4142 For instance, in developed nations, Gini coeffici n@isposable income, after taxes and
N

transfers, vary from 0.26 (Norway) to 0.41 (Swit§ and the United States), and as high as
c

0.64 (South Africa)***. Additional measu@ me inequality include the decile ratio, the

proportion of income earned by the po egments of households (e.g., 50%, 60%, and 70%),
o

the Robin Hood index, the Atkiné&i%ex, and Theil's entropy measure*.

Inequality can be approa@r?l various angles, including inequality of outcomes (related to
wealth and income)\adgi)wquality of opportunities (such as access to healthcare, education, and
financial se@ It is essential to note that wealth concentration globally rests with
approxd one percent of the world's population and is on the rise, surpassing the intensity of
income inequality®8. Additionally, there is a less-known form of inequality termed existential

inequality®.

Concerning inequality of opportunities, it is observed that inequality in healthcare access and

usage is more pervasive in developing countries, while inequality in education is diminishing in
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more developed nations. Disparities in access to financial services are also substantial between
developing and more developed countries®®. Research has explored various factors contributing

to income inequality, including:

« Technological Change: The rapid advancement of technology has increased the demand for

skilled labor while potentially eliminating jobs through automation, leading\ income
. Trade Globalization: High levels of trade and financial flows between Countries have been

'3

inequality?® 4043,

identified as drivers of income inequality3%: 3% 40, ’é\\‘

Q

. Financial Globalization: Increased foreign direct in\@ﬂ (FDI) and portfolio flows have
been linked to rising income inequality in both loped and emerging economies, driven

by the concentration of foreign assets ir@n technology-intensive sectors**.

. Financial Inclusion and Access: elopment of financial markets and access to finance
can increase income ineque%y)as those with higher incomes and assets tend to have a

. . *
disproportionately la@n e of access to finance3® 4043, 44,

. Changes in !éq Market Institutions: Labor market flexibility, reallocation of resources,
and restructuring of firms can exacerbate income inequality, especially affecting low-skilled
w. Weak employment protection regulations and income protection systems in

emerging economies contribute to this disparity*® 4344,

« Social Changes: Socioeconomic assortative mating, where individuals tend to marry partners
with similar income levels, has led to a concentration of high incomes in some households

while others rely on the earnings of lower-wage workers*® 46,
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« Redistributive Policies: Inefficient tax and transfer systems, regressive tax regimes, and
inadequate progressive taxation can all contribute to increased income inequality in

advanced economies40.

« Education: Education plays a crucial role in reducing income inequality by influencing
occupational choices, employment opportunities, salaries, and individuals' comK ce and

productivity in the workforce?®. QO

In conclusion, inequality encompasses a complex web of factors a d dimensions, and

understanding its various facets is crucial for addressing sgﬁ%ﬁ economic disparities

2.2 Theoretical Review . < \)
2.2.1 The Neo-colonial Depen@del

within societies.

The neo-colonial depend %del, an outgrowth of Marxist ideology, posits a strong
connection between @ersmtence of underdevelopment and the historical evolution of an

inherently une a@obal capitalist system, characterized by stark disparities in the relationships

betwe%@n and impoverished nations.

Efforts by less affluent nations to attain self-sufficiency and independence are hindered within an
international framework dominated by imbalanced power dynamics, where the developed
countries, known as the center, wield substantial influence over the developing countries, or

periphery. This occurs, whether intentionally or unintentionally, through the neglectful actions of
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affluent nations. Within these developing nations, a small elite ruling class emerges, comprising
individuals who enjoy privileged access to high incomes, social status, and political authority.
These elites, whether consciously or subconsciously, are primarily invested in perpetuating the
international capitalist system marked by inequality and conformity, from which they reap
benefits. %

This elite ruling class encompasses various segments of society, inc '&\landlords,
entrepreneurs, military leaders, merchants, salaried public officials, aﬁﬂ%de union leaders.
Their actions and perspectives often serve as obstacles to genuine@;{r'ﬁ initiatives that could

enhance the well-being of the broader population. In some ins% , their actions may even lead

to deteriorating living standards and the perpetuatior% evelopment.

In essence, the neo-Marxist, neo-colonial . g@gctive on underdevelopment attributes a
significant portion of the ongoing pove 1@& developing world to the existence and policies
of industrialized capitalist nations in %borthem hemisphere and their proxies in the developing

0\

world?®, This viewpoint regardQn development as an externally imposed problem, in contrast
aints emphasized by linear-stages and structural-change theories,

to the focus on internal

such as financial aq(ld tment deficiencies, as well as shortcomings in education and skills?’.

Q

As a conse&e e, the liberation of dependent developing nations from the direct and indirect
economig¢_control exerted by both external oppressors in the developed world and their own
domestic elites necessitates revolutionary efforts, or at the very least, substantial reforms within

the global capitalist system?®’.

Todaro and Smith quoted Theotonio Dos Santos who offered one of the most emphatic assertions
in support of the international-dependence school of thought, which is as follows:

40



Underdevelopment, far from constituting a state of backwardness prior to
capitalism, is rather a consequence and a particular form of capitalist
development known as dependent capitalism....Dependence is a
conditioning situation in which the economies of one group of countries
are conditioned by the development and expansion of others. A
relationship of interdependence between two or more economies or
between such economies and the world trading system becomes a
dependent relationship when some countries can expand through self-
impulsion while others, being in a dependent position, can only expancf

a reflection of the expansion of the dominant countries, which may
positive or negative effects on their immediate development. In it@qse,
the basic situation of dependence causes these countrie!%b oth
backward and exploited. Dominant countries are endowed with
technological, commercial, capital and socio-political %{W nance over
dependent countries—the form of this predominanc ing according to
the particular historical moment—and can t@jél exploit them, and

extract part of the locally produced surplus. ndence, then, is based
upon an international division of %&which allows industrial
development to take place in some countries’ while restricting it in others,
whose growth is conditioned by andés

world 3

ected to the power centres of the

2.2.2 The Hausmann-Rodrick-Vela@owth Diagnostics Framework

'\
framework that offers e@ ts into the study of economic instability, particularly in relation

Economists Ricardo HausmaI%]\)Xal) Rodrik, and Andrés Velasco introduced a novel diagnostic
to the factors contrﬂ«udt to growing inequality. Their innovative approach centers on a decision
tree framewﬂ%r growth diagnostics, designed to identify the primary obstacles impeding a
counti@omic growth. This approach holds distinct advantages over alternative methods of

policy selection, as outlined in their framework.

According to their analysis, countries grapple with a diverse array of constraints as they
endeavor to foster growth and enact reforms. The economists argue that countries should

pinpoint the one or two most pressing constraints on their economies and direct their efforts
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towards addressing these challenges®®*’. Traditional policymaking often involves attempting to
address all issues simultaneously or focusing on non-critical factors that may not significantly
impact growth potential, leading to further economic imbalances. Instead of trying to predict
future obstacles to growth, their model utilizes a decision tree approach to identify current
constraints that can spur economic growth and recognize constraints that naturally arise as an

economy develops. This method offers a more practical and efficient way to all@resources

and focus efforts. ‘%»SO

To substantiate their theory, the economists conducted case studie%%r’ézil, E1 Salvador, and
the Dominican Republic. In the cases of Brazil and El %ﬁ@%or, despite their efforts to
implement comprehensive reforms following inte @ best practices, both countries
encountered extended periods of sluggish economi Q

th. In contrast, the Dominican Republic

°®
managed to circumvent its most signiﬁcan‘éé nomic constraint with minimal reform

endeavors®’. ’6'
O
L%

Time for a checkup
A decislon tree, such a3 the one below, can help ldentify the biggest obstaciss o growth.
Problem: Low levels of prvate investment and entreprensurship

Possitle causes

TERLITE: - MH
o ¥ e o e
. Poor Bad Gawvernment Markat intaenational local
B0gply | infastructun Fabures falures finance inance
b N



Source: Ricardo Hausmann, Dani Rodrik, and Andrés Velasco, Getting the diagnosis right,

Finance and Development 43 (2006)*'.

According to the HRV diagram above, Low investor returns may be the result of investors'
failure to gain a fair share of the benefits of their profitable investments. A low-income country's
ability to initiate and sustain economic development may be hampered by poor geogr\ . Low
human capital management - including skills, education, and health - supplemeé%}%er areas of
production, diminishing economic activity returns. Every growing count@}provide the key
infrastructure needed to build and sustain a modern economy, be{tﬂ%{é with basic physical
infrastructure such as roads, bridges, railroads, ports, telepho.é%d other utilities. Otherwise,
high-return economic enterprises may become n@le as a result of inadequate
infrastructure. In certain countries, inadequate éneven infrastructure is the principal
impediment to increasing growth; in such ce%s}%‘e ures aimed at delivering it would have the
biggest impact on investment and gro@The problem could be one of low appropriability,
which means that investors are ﬂ\t%eiving a fair share of investment gains. A poor rate of
return on economic operati alises low appropriability. Appropriability concerns can arise as
a result of either go@t r market failures. In the HRV diagram, government failures are
classed as eithe icro or macro hazards. Micro risks address fundamental institutional
weaknesse % as insufficient property rights, government wrongdoing, and exorbitant
effectiv@xaﬁon. That is, even if the return on economic activity is high enough, elites rather
than investors may receive a disproportionate share of the advantages, making investment
unappealing. Despite the difficulty of changing institutions in an efficient manner when reform

threatens the interests of elites, when micro risks are binding, such reform must become a

development priority. Large-scale market failures could be the source of the issue.In other
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instances, the primary problem may not be the underlying low rates of return but rather an
abnormally high cost of finance, which may reflect bad local finance due to either a lack of
loanable funds through domestic financial markets, which can be linked to a lack of domestic
saving, or poor intermediation as a result of an inadequate or overly regulated monetary

system?63747

AL
2.2.3 World System Theory . Qg)'&\
The world system theory, initially proposed by Immanuel Wallerstein, posi 'tlat globalization
emerged as a phenomena concurrent with the ascendance of c%)éﬁ Wthroughout the 16th
century. The theory, similar to other theories, offers a_ cﬂ%&of capitalism as a pervasive
system that has permeated the global landscape o%@mrse of the past five centuries. It
posits that capitalism has superseded pre—exi.st@ystems, exerting control over markets and
various economic variables, thereby uni i@’}fn within a singular spatial framework that has
progressively evolved into the pheng recognized today as globalization. The concept of
world system theory does not};@*ﬁcally align with the term globalization. However, its
underlying explanation revn%s ;}ound the historical development of a global system that has

unified the world into‘a cohesive unit?*%,

The theory @%nsideration grounds its analyses on a capitalist framework that divides the
globa\@scape into three distinct regions. The first region, known as the core, consists of the
most influential and advanced nations worldwide, namely Western Europe, North America, and
Japan. The second region, referred to as the periphery, encompasses geographical areas that have
historically been subjected to the dominance of the core regions through colonialism. This

includes Latin America, Africa, Asia, the Middle East, and Eastern Europe. Lastly, the third
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region known as the semi-periphery comprises regions that are in a transitional state, either
ascending from the periphery or descending from the core*®®. Each of these regions assumes a
significant role in the global division of labour, facilitating the exchange of values, particularly
from the periphery to the core. This phenomenon, as theorized by Wallerstein, serves as a
foundation for the perpetuation of exploitation and inequality on a global scale. (b

The world system theory places significant emphasis on the concept of interst i }ry, which
serves as a forerunner to the emergence of the world system. Accorﬂ%‘o this theoretical
perspective, no single nation-state assumes the preeminent posfuon‘((d in the global system or
economy. However, there is a consistent pattern of growﬂ%‘@ crisis, as well as outward
expansion, heightened industrialization, and the co rg@ﬁcatlon of resources. Additionally,

&

there is ongoing competition among core powers lish dominance over the entire system,
alongside competition from external po rs \é rating outside of the system. Wallerstein's
hypothesis offers a plausible explanatl?@ social transformation in the era of globalization, as
it elucidates the fundamental caﬁ\l%udenmes of an imminent catastrophe inside the current
world order?. This analysis s"to elucidate the pervasive influence of capitalism on nations

across the globe, rs@@ h the emergence of exploitative practices and socioeconomic

disparities. I{lt%@}' this phenomenon is regarded as a crisis of immeasurable magnitude*®.
2.3 Q@w of Empirical Studies

The process of globalization has produced many effects in countries across the word on differing
spheres and magnitudes, to the extent that it is a broadly approached component of recent
research. The impact of institutional involvement in globalization on the income inequality of

nation states is a widely researched topic of study in the academia, and this study will in this
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section, draw from some previous researches on the subject matter to get to see the views of
different researchers, and also serve as a background to the gap which this study has set out to
fill. This study cannot claim not have a glimpse through every available previous research, as
that is impossible, however, it will draw insight from as many studies as possible on each of the
following subheadings.

&

2.3.1 Institutions and Globalization . QO

03

A group of researchers conducted an investigation into the significance of institutional
ﬁowth. The researchers

development in the relationship between globalization and econ,:oo&
employed the System GMM methodology to analyse a da@g})f 124 countries for the period
from 1996 to 2019. It has been determined that na@ have enhanced institutional quality
tend to derive greater advantages from economi@balization. Therefore, it is essential to have
policy complementarities in place in org_)} establish a connection between economic

§y'sis of the marginal effect, a minimal threshold level

globalization and growth. By doing a@a

of institutional quality was ident%.)The study additionally conducted a sensitivity analysis by
'\
comparing the outcome@s veral econometric methodologies. As a result, a series of

regressions were c% d, encompassing numerous growth models, in order to ascertain the

model that e@ the highest degree of stability and robustness®.

Q

The researchers conducted a study utilizing time series data spanning from 1982 to 2016 to
investigate the impact of globalization and institutional quality on the economic performance of
the Indian economy. In their analysis, they also incorporated the influence of financial
development as an endogenous factor. The researchers employed the Saikkonen and Liitkepohl

unit root test to examine the stationarity qualities of the variables. Additionally, the Bayer-Hanck
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co-integration test was utilized to assess the long- and short-run relationships among the
variables. The study employed the autoregressive distributed lag technique (ARDL) to establish
the robustness of the findings. Additionally, the Granger causality test was utilized to evaluate
the causal relationship between the variables. The empirical evidence suggests the presence of a
co-integrating connection between the variables, and the autoregressive distributed lag (ARDL)
estimates demonstrate that both globalization and institutional quality play sign@éitbroles in

influencing India's economic success. Nevertheless, the impact of institutio Ng@rity on short-

term economic growth is negligible. The research revealed that the. qu;%ty;o institutions and the
index of globalization play a pivotal role in fostering economic ’%ﬁ ence, it is imperative
that policy initiatives concentrate on enhancing these iﬂ&{%’tors through the provision of
safeguards for property rights, mitigating govemme@tion, minimizing political volatility,
ensuring pricing stability, and establishing a@se macroeconomic framework. This study
suggests that policy measures should be &Q& towards the advancement of the financial sector
and the facilitation of financial integ@%. These actions are expected to foster an environment
conducive to the effective disﬁr%b%-l)of credit™.

A group of scholars @ga study to examine the influence of institutional quality on trade
costs across 1 @&tries from 1995 to 2014. The findings of the study indicate that there is a
substantial@ga ive relationship between institutional quality and the three categories of trade
costs,@ely overall trade costs, trade costs of agricultural goods, and trade costs of
manufactured goods. Moreover, the impact of institutional quality exhibited statistical
significance in the reduction of trade costs across various trading country pairs, distinct sub

periods, components of institutional quality, and the endogeneity concern. The study made a

valuable contribution to the existing body of literature by providing empirical evidence that
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supports the existence of a substantial and adverse correlation between institutional quality and

trade costs on a worldwide scale’!.

Certain scholars endeavored to attain an enhanced comprehension of the correlation between a
nation's institutional quality and its levels of innovation activities and outcomes. After
accounting for the influence of research and development (R&D) efforts and ft) direct
investments (FDI), the study conducted regression analysis in order to determi latlonshlp
between the quality of a country's institutions and its innovative act1v1t1‘e%hr?8ta utilized in
this study was sourced from two reputable indices: the Global @.\tlon Index (GII) for
measuring innovation activities, and the Worldwide Govema@@dex which is developed by
the World Bank and assesses the quality of institutions. e indices were employed to gather
information on 127 countries. The findings indic t the efficacy of public administration
and the quality of regulation are institution ﬁhat are linked to innovation activities. The
report conducted a clustering analysis (@wegorlze nations based on their ranking in terms of
innovative activities and the qua nstltutlonal circumstances. This ranking was determined
by considering factors su “government effectiveness, regulatory quality, research and
development (R&D) expenditure, foreign direct investment (FDI), and the Global innovative

Index (GII). Q countries were classified into three clusters according to this new

compound @ss' ication: mature innovators, new innovators, and structuring for innovation>2.

The influence of institutional quality on the facilitation of foreign direct investment (FDI) was
empirically evaluated by a group of academics. They examined the impact mechanism using
panel data at the national level from countries along the Belt and Road. The data set has
undergone normalization for all variables, followed by the application of principal component

analysis. To address the issues of heteroscedasticity and endogeneity, robust standard errors and
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the dynamic Generalized Method of Moments (GMM) approach have been employed in the
empirical models. The findings of the study demonstrate that there is a strong and positive
relationship between the quality of institutions and the level of facilitation of foreign direct
investment (FDI). Moreover, the effect mechanism encompasses the mediating mechanism. In
essence, the impact of institutional quality, which fosters the facilitation of foreign direct
investment (FDI), is contingent upon various elements, including laws at%égulations.
Furthermore, the execution of the Belt and Road Initiative (BRI) has consi ! g@bolstered the
promotional impact of institutional quality on the facilitation of foreig&di’rsect investment (FDI).

The recommendation put forth is for policymakers to prioritize Xancement of institutional

quality and the efficacy of mediating mechanisms, such Q@Ns and regulations, within the

institutional framework?>>. @

The relationship between institutional quali@&ncial development in developing and rising
countries was reexamined by a grou}%b'@cholars utilizing a panel data set comprising 189
nations and employs various dyn@odels such as ordinary least squares (OLS), fixed effects,
random effects, and generaliged, Miethod of moments (GMM) estimators. The study's empirical
results rely on the Ge@@d ethod of Moments (GMM). Their findings suggested that strong
institutions pl ial role in fostering financial development. More specifically, the study
demonstrated that factors such as political stability, control of corruption, and regulatory quality
have @eﬁcial impact on financial development in the worldwide panel of analysis. The
impact of the rule of law on financial development is predominantly negative, indicating a
widespread weakness in the rule of law across numerous countries worldwide. The favourable
impact of the control of corruption index on financial development in developing and global

panels is evident, suggesting that a significant number of nations have successfully reduced
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corruption to a low level. The research additionally revealed that developing nations have made
strides in decreasing corruption; nevertheless, it determined that other indicators pertaining to
institutions were not found to be statistically significant. The overarching finding suggested that
institutions of high quality serve as the primary catalysts for financial growth, hence fostering its
advancement. The report proposes that developing and growing nations should prioritize
enhancing institutional quality by a reassessment of issues such as the rule of la%gbemment

effectiveness, and voice accountability. This would contribute to overau@@ ent in these
.3

countries>*.
25

Several authors conducted a comprehensive analysis of the effq@ institutional quality, border
and transit efficiency, as well as physical and comm i@nfrastructure on both overall and
intra-Africa trade. This analysis encompassed a t 211%44 African nations and their 173 trade
partners, spanning the time period from 20@3‘%‘1 . Principal component analysis was utilized
to create aggregate indicators for the (% ment of economic institutions, border and transit
efficiency, as well as physical @munication infrastructure. The results revealed that the
strength of intra-Africa an all Africa's trade is significantly influenced by factors such as
the quality of institut@s),gﬁ iency of borders and transportation, and the state of physical and
communicatio i@ ructure. The estimations also suggest that the impact of the quality of
institutionssphysical infrastructure, and communication infrastructure on trade flow tends to be
greate@‘vDP per capita increases. On the other hand, there is a decline in the marginal effect
of border and transport efficiency on commerce when GDP per capita increases. The authors

construct a simulation in which they assess the improvement of each indicator by comparing it to

the performance of the best performer in the sample. The results of their study remain consistent
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and reliable when various estimating methods are employed to address the possible issue of

endogeneity™.

2.3.2 Institutions and Income Inequality

A group of scholars conducted an analysis on the correlation between institutional quality and

{%{e inequality,

revealing a non monotonic association between these two variables. The ‘sglationship between

income inequality in selected post-Soviet nations from 2002 to 2017. The research’%‘b{ployed
panel analysis to examine the relationship between institutional quality %

institutional quality and income disparity exhibits a positive associ:gt@%?o a specific threshold,
beyond which higher institutional quality is found to be .in&@ related to income inequality.
The increasing level of institutional quality contri @ a widening disparity in income
distribution, particularly between the wealthiest sg%l stratum and the lower-income and middle-

income classes. A significant regulatory fa@observed to have a role in this process, which

appears to disproportionately benefit t 0% of individuals>®.

'\
the phenomenon of seve@o e inequality. . This study examined the time frame spanning

A number of scholars conducit@§dﬂre arch on the impact of reconstituted institutional quality on
from 2010 to 2012\21‘ mployed the quantile regression technique. This choice is made in
response to ﬂ%kgtion of the assumption of normality in the residuals and the presence of data
clusteri Qselection of 43 nations was made depending on the availability of data. The
presence of wealth-generating industries (WGIs) does not consistently exhibit a negative
correlation with income inequality. All of the recomposed WGI-plus and WGI-minus variables
exhibit statistical significance at the appropriate direction, with the exception of one case which

was insignificant. These findings have six implications. The World Governance Indicators (WGI)

have implicitly established democracy and free market as institutions of high quality. However,
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empirical evidence suggests that the positive association between these institutions and their
perceived goodness is not entirely accurate. Furthermore, the identification of positive outcomes
in the realm of corruption control suggests the existence of potential significant deficiencies in
terms of policy, perception, and the conceptual framework surrounding this issue. Moreover, it is
worth noting that middle-income countries have a comparatively higher prevalence of anomalies.

In addition, the relatively less significant outcomes of specific World Govem%g\'ndicators

(WGI) components in middle-income nations raise concerns about the effj@@eir system of

checks and balances. This prompts a critical examination of the political determination and
[ ) .3
effectiveness of governance in promoting inclusivity. Furtherm: \he noteworthy findings of

the restructured World Governance Indicators (WGI) 'qﬁ\dk%eore the need to refrain from

amalgamating all facets of institutional quality in fo@g studies and policy formulation®’.

A group of scholars conducted an analysis .®igate the impact of institutional quality on
income inequality in Africa. Through use of a dynamic two-step difference generalized
method of moments (GMM) a ro%, incorporating robust standard errors, the researchers
ascertained that there exists n. tat%stically significant impact of institutions in a broader sense on
the level of income i @%This analysis was conducted throughout the time span from 1990
to 2017. Neverth%g, it has been discovered that indices of institutional quality, such as the
extent of co;ﬁ)n control and the rigorous execution of the rule of law, have a substantial
impac@w reduction of economic disparity. In addition, the researchers observe that there are
no statistically significant impacts of the remaining measures of institutional quality, namely
government effectiveness, voice and accountability, regulatory quality, and political stability, on
income inequality within their selected sample. It has been proposed that greater emphasis

should be placed on corruption control and strict respect to the rule of law in order to achieve a
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fair distribution of income in Africa. Moreover, they reinforce recommendations that advocate
for the advancement of institutional development in Africa, given the prevailing state of overall

institutional fragility in the region>®.

Some researchers conducted an investigation of the impact of trade openness on income
inequality utilizing the panel system Generalized Method of Moments (GMM)., The sample
comprises a total of 65 countries, encompassing both developed and developir@mtions. The
time frame for the study spans from 1984 to 2012. Additionally, thi '}f esents novel
empirical findings that contribute to our understanding of how instlt\i@lMuahty influences the
relationship between trade openness and income inequality. The@ ngs derived from empirical
analysis indicated a positive correlation between tréd&penness and income disparity.

Furthermore, the analysis of the marginal effect also onstrates that the quality of institutions

plays a significant role in mitigating the ‘ﬁhlp between trade openness and income
G p

disparity>°. %

Some researchers examined ‘K%rrelation between income inequality and financial
development, taking into ac the varied levels of institutional quality. In order to achieve this
objective, they utiliz@n alanced panel data set encompassing 124 nations throughout the
period of 199 %\‘hey employed the instrumental variable threshold regression approach for
their analy e findings of the study indicated that a well-established institutional framework
1ns1de®ountry is associated with greater income equality in conjunction with financial
development. Furthermore, it was observed that when the quality of institutions falls below a
certain threshold, an increase in GDP growth tends to exacerbate income disparity. On the other
hand, it has been found that educational attainment has a significant role in mitigating income

inequality. In terms of policy implications, it is possible that the financial sector might play a
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significant role in addressing income inequality, provided that policy makers elevate the level of

institutional quality to meet the threshold level of the respective country®,

Some scholars have conducted an analysis on the impact of institutional quality as a
supplementary factor in determining the effectiveness of sector-specific allocations of foreign aid.
The study focused on the influence of foreign aid in various sectors, including social, %momic,
production, and multi-sectoral aid, on income inequality in a selected group oéuntries that
receive foreign aid. The research employed the System-Generalized Met ent (GMM)
technique to analyse a panel dataset consisting of 50 nations that rpg@i-ﬁoreign help. The data
covered the time span from 1995 to 2017. The study's empirica&%;b\[ts indicated that there is a
negative and statistically significant impact on incoﬁélze)quality when considering the
interaction variables between sectoral allocations of\foreign aid and institutional quality. This
conclusion suggests that the quality of insti .®s a determining element in the success of

sector-specific foreign aid allocations in @cmg income inequality in developing nations®!.

Similarly, some scholars have @3221 an analysis of the linear and nonlinear long-term
association between public @dﬁmre, institutional quality, and income inequality in the region
of Asia and the Pac 1c.%le study utilized panel cointegration methods to analyse a dataset
spanning from % 2014. The results of the analysis indicated that both public expenditure
and institu@a quality have negative long-term, equilibrium impacts on income inequality in
the A@ciﬁc region. The relationship between institutional quality and economic inequality
exhibits a unidirectional Granger causation. The presence of a non-linear correlation between
public expenditure and institutional characteristics associated with income disparity has also
been observed. The statement suggests that during the initial phase of institutional development,

a nation with a history of increased public spending tends to observe a rise in income inequality.
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However, over time, as the country enhances its institutional quality, higher levels of public

expenditure are associated with a decrease in income inequality®?.
2.3.3 Globalization and Income Inequality

Some scholars analyzed the effects of three distinct forms of globalization, including trade
globalization, financial globalization, and technological globalization, on income di@@ within
the Asian rising economies. The study employed the Hecksher—Ohlin and, S &Samuelson
theorem as a theoretical framework to examine the association between g‘@zaﬁon and income
inequality. The study employs pooling least squares (POLS) and{tﬂkfu.}nental variable least
squares (IVLS) estimation techniques, with a preference for Iv&er POLS. This preference is
based on the presence of omitted variable bias and en o@ issues associated with POLS. In
light of limited data availability pertaining to all émerging economies, this study focuses
on a subset of 11 countries, namely Bang@@l}' ina, India, Indonesia, Malaysia, Pakistan,
Philippines, Sri Lanka, Singapore, So@rea, and Thailand. The time period considered for
the trade and technological glotﬂ'{gﬁm model spans from 1980 to 2014, while the financial
globalization model enco & the years 1990 to 2014. The phenomenon of trade
globalization has a S\@Qa role in the reduction of income disparity within the Asian rising
nations. The i @ﬁons of financial globalization on income inequality indicate that the
process of@a ial integration leads to a rise in income disparity. Hence, the advantages of
ﬁnanc@obalization are not equitably allocated between individuals of higher socioeconomic
status and those of lower socioeconomic status. Technological globalization plays a substantial
role in the mitigation of economic disparity. It is imperative for the government to allocate

resources towards research and development initiatives, implement an effective financial

infrastructure, alleviate trade barriers, and offer subsidies to bolster trade expansion®?,
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Some scholars conducted a comprehensive analysis of time series data to investigate the impact
of globalization on income disparity in Bangladesh from 1975 to 2018. The findings of the study
suggested that there exists a substantial and enduring relationship between various indicators of
globalization, such as exports, imports, foreign aid, foreign direct investment (FDI), and
remittance inflows, and income inequality in the context of Bangladesh. During the study period,
it was observed that the income distribution in Bangladesh was adversely affected%&xe decline
in exports, foreign direct investment (FDI), and remittance inflows, while . %n foreign aid
and imports showed signs of improvement. However, in the immedhggi\me frame, the model

suggests that exports, imports, and foreign direct investment (l@have minimal to negligible

effects, whereas alterations in foreign aid and remittm}égﬁwe a substantial conservative

influence in attempting to address the system®*. @

Similarly, some scholars analyzed the imp .»@ancial globalization on the distribution of
income. The researchers utilized panel @tl e regression analysis to investigate the impact of
financial globalization on incom: ineg;gi'ty across a span of 73 nations from 2000 to 2016. The
researchers utilized fixed efft angl panel quantile regressions to examine the varying impacts of
financial globalizatio @%rent income groups. They categorized the countries into several
income groups in@\@er to facilitate comparisons. Additionally, the researchers dis-aggregated
financial globalization into de facto and de jure financial globalization in order to examine
poten@?ations in their impact on income inequality. In general, financial globalization
exacerbates income disparity to a greater extent among individuals situated in the lower quantiles
of the inequality spectrum. The phenomenon of financial globalization, as recognised by legal
frameworks, serves to diminish income inequality among nations of higher economic status. In

high-income nations, the implementation of de jure financial globalization has been found to
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have a more positive impact on income distribution, particularly at the lower quantiles of
inequality. In contrast, the phenomenon of de facto financial globalization has been found to

exacerbate inequality, irrespective of the income classification of nations®.

In Ghana, a researcher investigated the impact of foreign direct investment, trade openness, and
foreign remittance on income inequality. The study employed the vector error corr,ec® model
to analyse the impact of foreign direct investment (FDI) inflow, foreign re@ﬂnce, trade
openness, and income inequality in Ghana. The findings suggested t '}&1 Remittance,
Foreign Direct Investment (FDI), Trade Openness, and Gini index integrated at order one.
Furthermore, the use of Johansen's test for cointegration ind&&@ﬁe presence of a long run
association between the Gini coefficient, which rep;e@s income distribution, and the
independent variables under investigation. The stt@iditionally revealed that there exists a
notable inverse correlation between internatiot %ittance and income disparity in Ghana, but

FDI inflows do not exhibit a statistically ificant influence on Ghana's income inequality®®.

>

Some scholars examined the e% f globalization on income inequality, focusing on its
significant economic, socia “political aspects. The analysis used a comprehensive data set
consisting of 121 nat@ga ning the years 1984 to 2014. Additionally, they examined if there
are variations 'n@“connections between globalization and inequality based on economic,
financial, @tical country risk variables. The findings indicated that globalization has a
negati@mpact on income distribution. However, they also found that economic and financial
stability can help alleviate this detrimental effect. Furthermore, it was observed that lower-
income or non-OECD countries tend to experience heightened levels of inequality as a

consequence of the process of globalization. Understanding these links can assist governmental
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entities in developing more targeted policies with the objective of enhancing income

distribution®’.

Likewise, some researchers examined the potential influence of globalization and energy use on
income disparity within developing nations. The study utilized the System-GMM methodology
on a panel data set spanning from 1996 to 2018. The data set consisted of obser,va{a'&rlls from
sixty-nine developing nations, as classified by the World Bank. In order t@ance the
credibility of the empirical results, the study conducted regression ana)@h ding various
interaction terms. Specifically, the interaction variables between oye;&@lobalization and energy
use, political globalization and energy consumption, and éﬁ%\globalization and energy
consumption are regressed against income inequality. .Tb@rimary outcome of the research
indicated a positive correlation between globalizatio a%ncome disparity, with a statistically
significant relationship. The study also .Vgéed an inverse relationship between energy
consumption and income disparity. The study posits that it would be beneficial for developing
nations to implement policies ai%&ilitaﬁng market openness on a global scale, harnessing

the potential of globalization,%l qdvocating for measures that mitigate income inequality®s.

In Europe, some res@@nalyzed the effects of globalization on income inequality within
both develope a@herging economies in the region. A comparative analysis was conducted
to examin@e impact of globalization on inequality in developed European countries and
emerg@conomies, using an econometric assessment as the basis for analysis. The study
examined the fundamental elements and consequences of income inequality dynamics,
encompassing both horizontal and vertical dimensions. Furthermore, the inquiry delved into the
matter of whether the impact of globalization on economic growth and inequality is uniform

throughout emerging and developed nations, respectively®’.
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24 Conceptual Framework

Figure 2.1 depicts the conceptual interactions among institutional quality, globalization, and
income inequality. The nexus between institutional quality, globalization, and income inequality
constitutes a critical area of inquiry in contemporary economic research. This conceptual
framework aims to elucidate the intricate interplay among these factors, seeking,to‘.&ovide a
comprehensive understanding of the mechanisms through which instit?tion@lity and
globalization dynamics influence the distribution of income. As the gl@ orld becomes
increasingly interconnected, it is imperative to investigate how ips@on)s, both domestic and
international, mediate the impact of globalization on income ine@ty. This framework lays the

groundwork for a nuanced analysis that acknowled;%d@qe multifaceted nature of these

relationships. Q

Institutions play a pivotal role in shap@@conomic landscape and influencing the
distribution of wealth within a society(bd%ective institutions contribute to equitable economic
development by ensuring the riﬁxcg‘qaw, protecting property rights, and fostering inclusive
policies. Conversely, weak rfupt institutions may exacerbate income inequality by favoring
certain groups, hinde@g)go omic mobility, and impeding the fair allocation of resources. The
conceptual fﬁ%@k explores how variations in institutional quality mediate the relationship

between g@a' ation and income inequality, emphasizing the importance of institutional

frame& in determining the distributional consequences of global economic integration.

Globalization, characterized by increased cross-border trade, investment, and information flow,
has profound implications for income distribution. The framework scrutinizes how globalization
processes impact income inequality through various channels. For instance, the outsourcing of

production to low-wage countries may affect employment opportunities and wage levels in high-
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income nations. Simultaneously, the mobility of capital and technological advancements may
create winners and losers in the global market. By delineating these channels, the conceptual
framework aims to identify the mechanisms through which globalization interacts with

institutional quality to shape income distribution patterns.

Institutional Quality . (b

Globalization

Institutional

Quality Index

Income
Inequality

KOF Globalization Index

Figure 2.1: Conceptual linkages between institutional quality, globalization and income inequality
Note: (+ sign in circle) denotes increase and (— sign in circle) implies decrease
Source: Author’s conceptualization 2023.

N
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This framework underscores the interconnectedness of institutional quality, globalization, and
income inequality. It posits that institutional quality not only serves as a mediating factor in the
globalization-income inequality relationship but is also influenced by the global economic
context. Globalization may exert pressures on domestic institutions, prompting reforms or
exacerbating existing weaknesses. Reciprocally, the quality of institutions within a country can
impact its integration into the global economy. Understanding these bidirectional @t}vnships is
essential for crafting effective policies that mitigate the adverse effects alization on

income inequality while bolstering institutional resilience in N1ger1a %

2.5 Theoretical Framework &%\

The theoretical foundation of the Kuznets inequality )% sis is crucial to this investigation.
According to Kuznets, inequality will rise durm thé=tarly stages of economic development.
Inequality may decline if governments( im %nt redistributive policies that combine

progressive taxes with welfare spendne%‘%a later stage in the economic cycle. The paragraph

that follows discusses the mai nts of Kuznets’ argument regarding the link between

inequality and progress an @se’ﬁ from his 1955 paper:

The transition ay from agriculture, which is typically referred to as
industrializ and urbanization, is an invariable accompaniment of growth in
devel trles In the most basic form, the whole population's income

d1str tion can be seen as a synthesis of the total income distributions of the rural
’ an populations. The two component income distributions' structure, which

do know a little about, shows that a) the average per capita income of the rural
population is typically lower than that of the urban population and b) inequality in
the percentage shares within the distribution for the rural population is somewhat
narrower than that in the urban population. What conclusions do we draw using this
straightforward model? First, given all other factors being equal, the proportion of
urban dwellers will increase, favoring the more unequal of the two component
distributions. Second, the relative gap in per capita income between the rural and
urban populations does not always narrow because of economic expansion; in fact,
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some evidence suggests that it is, at best, stable and tends to widen as per capita
productivity in urban rather than agricultural pursuits rise more quickly. Inequality
in the distribution of all income should rise if this is the case.”®

Two sub-processes make up the Kuznets process, which is the growing of inequality with
structural change (the movement of labor away from agriculture). Within-sector inequality is the
movement of the population from a sector with low within-sector inequality to a sg‘ﬁt‘or with
higher within-sector inequality, and between-sector inequality is the movement O@pulation
from a sector characterized by lower mean income to a sector characteti }sb higher mean
income. Inequality will undoubtedly rise as a result of structural c@eﬂf both sub-processes
move in the same direction, that is, if employees shift from a s& with a low mean and low
variance in earnings to one with a higher mean and high \7@06. However, it is less certain that

inequality will inevitably rise if workers transfer fro@ector with a low mean income but large
variance of income to a sector with a higher C’z@pme but reduced variance of income™.

Following the above discussion on th%uznets Curve hypothesis, the general form of the

relationship between income gro@ income inequality is stated as:

ineq = f(inc,inc’) ;@“ (2.1)
The above model &ncome inequality (ineq) as a function of income per capita and the

square of inéﬁ%per capita. In mathematical form, it becomes:

Q

ineq = O,inc + 0,inc’ (2.2)

Where: ineq represents income inequality; inc is income per capita measured by gross domestic

product per capita; inc* denotes the square of income per capita; 6, is constant; 6 is the

parameter of inc; 6, is the coefficient of inc’>. From the equation, there is no relationship if
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o, =0, =0. Meanwhile, if 0,<0,0,=0 and/or o, >0,0, =0, the relationship is said to be
monotonically reducing and/or increasing respectively. Also, if o,<0,0,>0 , a U-shape
relationship is represented. However, if o, > 0,0, <0 , an inverted U-shape relationship is

depicted, that is, the Kuznets Curve hypothesis exists.

Regarding globalization, the advocate thought it reduced the disparate distribution 'o@ome in
an economy. More specifically, there has been discussion on whether the rise @alization is
accompanied by an increase in inequality. The effects of globalization on inequality are
becoming more and more politicized and disparate. Globalization @azed for exacerbating
inequality within and across nations’!’2. Despite the fact the@ﬂmation may increase people's
relative and absolute wages, some research indicates h@ere are definite winners and losers.
Others contend that these assertions are demonstrably false, asserting that the collapse of
national borders and the ensuing economi@‘%%alon has lifted millions out of poverty and

reduced inequality’®. Incorporating glo@ion indices into equation (2.2), it becomes:

ineq=0, + O,inc + 0,inc> + @ %) (2.3)
'\

The variables and p Q,remained as earlier discussed while glob denotes globalization

variables and @ coefficient of globalization.

In shaping@e conomic terrain and molding wealth distribution within a society, institutions
assume cial role. Robust institutions play a key part in fostering fair economic development
by upholding the rule of law, safeguarding property rights, and nurturing inclusive policies. On
the flip side, institutions characterized by weakness or corruption can escalate income inequality

by exhibiting favoritism towards specific groups, obstructing economic mobility, and obstructing
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the just allocation of resources. Integrating institutional quality indicators into equation (2.3), it

becomes:
ineq = 0, + 0,inc + 0,inc* + Oglob + Binst (2.4)

Equally, the variables and parameters remained as earlier discussed while inst denotes
Institutional quality variables and B is the coefficient of Institutional quality. The& model
forms the theoretical basis of this study which is aimed towar "S%ﬁigating the
interrelationship among Institutional quality, globalization and income inequality in Nigeria.

: ‘%w

5\

&

The existing literature on institutional quality, global@, and income inequality reveals

2.6  Summary of Gaps in Literature Reviewed

several gaps that merit further research and explor @Mﬂle numerous studies have examined
each of these elements independently, there{s:a%é for more comprehensive investigations that

consider their intricate interplay and how collectively influence income inequality.

Firstly, there is a gap in undewqiflg the precise mechanisms through which institutional
quality affects income int ?n a globalized context. While it is acknowledged that strong
institutions can mit%ﬁiﬁequality, the specific channels and dynamics involved require more in-
depth analys%grch should delve into whether certain institutional features, such as property
rights n or the rule of law, have varying impacts on income distribution in the face of

globalization.

Secondly, literature often explores globalization as a singular phenomenon, overlooking its
multidimensional nature. This research discern between different aspects of globalization, such

as trade liberalization, financial integration, and technology transfer, to pinpoint which
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dimensions contribute most significantly to income inequality. Additionally, the mediating role

of institutions in the globalization-income inequality relationship remains underexplored.

Lastly, there is a scarcity of research that considers the role of specific policy interventions in
addressing income inequality in the context of globalization and institutional quality. Examining
the effectiveness of various policy measures, such as progressive taxation, social sa ets, or
education reforms, in mitigating inequality within the globalized framework, ar% er different

institutional settings would offer practical insights for policymakers. ‘@

In conclusion, the literature on institutional quality, globalization @me inequality calls for
more nuanced and holistic examinations that bridge the gag)ln understanding the complex

interactions among these factors. Addressing !%%ps would contribute to a more

comprehensive grasp of the forces shaping ms@s distribution in an increasingly globalized

world.
®
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Chapter Three
Methodology
3.0 Preamble

This chapter discusses the methodology employed to estimate the parameters through empirical

modelling and estimating approaches. The discourse within this chapter is segme@to four

distinct areas. Therefore, the empirical modelling is represented in accordang@e particular

aims of the investigation. In the second section, the theoretical framewerk is introduced to

. W) :
elucidate the underlying assumptions regarding the relationships b‘éw%n the variables in the

S

model specifications. The third section of the paper ou@ e estimating methodologies
employed to estimate the coefficients, while the%@ion presents the data sources and

measurements utilized. \%
3.1 Model Specification ? C_)
3.1.1 Empirical Model of the @thp between institutional quality and globalization

Based on the conceptual fra ork presented in the last section of the preceding chapter and
drawing from previo@% models, we have formulated an adapted model that delineates
the connectio l@wen institutional quality and globalization while accounting for pertinent
control Var'ﬁbl‘ésuch as income per capita, investment, financial sector development, interest

rates, @\ﬂaﬁon. This model is expressed in functional form as follows!->3*:
glob, = f(insq,, gdppc,,inv,, fsd,,int,,inf,) 3.1
In mathematical form, it becomes:

glob, = @, + @,insq, + @, gdppc, + @;inv, + @, fsd, + @5 int, + ¢ inf, + e, (3.2)
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Where: glob represents globalization indices; insq denotes institutional quality; gdppc denotes
gross domestic product (GDP) per capita growth measuring income per capita; inv represents
capital investment measured by gross fixed capital formation to GDP; fsd is financial sector
development proxy by domestic credit to private sector by banks to GDP; int denotes interest
rate; inf1s inflation rate; ¢,,¢, , are parameters; ¢ denotes time; and e is error term. %

3.1.2 Empirical Model of the nexus between institutional quality and inyo&%y%uality

D

For this sub-section, the study adapts and modifies the model of previous'studies to investigate
the impact of institutions on income inequality in Nigeria®>®78° @ygdel specifies income
inequality (ineq) as a function of institutional quality (ins?),i&@%ing other controlling variables
like income per capita (gdppc), capital investment @ncial sector development proxy by
domestic credit to private sector by banks to GDP (fsd), inflation rate (inf), and interest rate (int).

Consequently, the model is stated functiona@
ineq , = f(insqt,invz,gdppct,ﬁd“t%bﬁ;t) (3.3)

In mathematical form, it beco S"’

ineq, =y, +y,insq, @, ;1)/3gdppc, +y,fsd, +ysinf, +y int, +v, 3.4)
Where: ine Qs income inequality; insq is institutional quality; inv represents capital
invest asured by gross fixed capital formation to GDP; gdppc denotes gross domestic

product (GDP) per capita growth; fsd is financial sector development proxy by domestic credit to

private sector by banks to GDP; inf is inflation rate; int denotes interest rate; y,,y, , are

parameters; ¢ denotes time; and V is error term.
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3.1.3 Empirical Model of the nexus between globalization and income inequality

To investigate the impact of globalization on income inequality, the study modeled income
inequality as a function of globalization indices, including the relevant control variables i.e.

income per capita, capital investment, financial sector development, interest rate, and inflation

AL
‘Z'»&\ (3.5)

ineq, = f(glob,,inv,,gdppc,, fsd,,tinf,,int ) . QO

rate®!%!!. The baseline model for the time series analysis is specified below as:

To estimate the parameters, the function is transformed into the generalized equation below as:
A
ineq, = 0, + 0,glob, + 0,inv, + 0,gdppc, + 0, fsd, + 0 inf, + H{Q}ut (3.6)

Where: ineq denotes income inequality; glob is globali@;\; inv represents capital investment

measured by gross fixed capital formation to GDI@ denotes gross domestic product (GDP)

per capita growth; fsd is financial sector deé?)ét

by banks to GDP; inf'is inflation rate measwring price stability; int denotes interest rate; 6,6,

proxy by domestic credit to private sector

are parameters; ¢ denotes time; ar&% disturbance term.

'\
3.1.4 Empirical Modegl@’he links between institutional quality, globalization and

income ineaﬁ'tﬁ
In this sub-sé&ti e study adapts and modifies the model of previous studies to investigate the
interae@@ects of institutions and globalization on income inequality in Nigeria. The model
specifies income inequality (ineq) as a function of institutional quality (insg), globalization
(glob), interaction of institutional quality and globalization (insgxglob), including other
controlling variables like income per capita (gdppc), capital investment (inv), financial sector

development proxy by domestic credit to private sector by banks to GDP (fsd), inflation rate (inf),

and interest rate (inf). Consequently, the model is stated functionally as:
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ineq, = f(insq,,glob,,(insq x glob),,inv,, gdppc ,, fsd,,tinf ,int ) (3.7)
In mathematical form, it becomes:

ineq, = m, + minsq, + mw,glob, + r,(insq x glob), + x jinv, + w,gdppc , + 7 fsd, (3.8)
+ 7, inf, + 7y int, + ¢, '

Where: ineq denotes income inequality; insq is institutional quality; glob denotes '@zaﬁon;
insqxglob is the interaction of institutional quality and globalization; iny %%éents capital
investment measured by gross fixed capital formation to GDP; gdppc denotes gross domestic
product (GDP) per capita growth; fsd is financial sector developméq@a‘%}; by domestic credit to

private sector by banks to GDP; inf is inflation rate; int&@‘es interest rate; 7,7, , are

parameters; ¢ denotes time; and & is error term. @6\
3.2 Theoretical Expectation . @

For globalization model, the study expec@ rect relationship between institutional quality and
globalization measures. Intuitiy, ly,%%s reasonable to expect that countries with higher
institutional quality would b are likely to participate and benefit from globalization. Strong
institutions provide a V@e environment for economic growth, investment, and trade. They
help protect prop%g}rights, enforce contracts, and ensure a level playing field for businesses.
Countries withwwell-functioning institutions are typically more attractive to foreign investors and
are be@quipped to integrate into global markets. Similarly, capital investment, income per
capita, and financial sector development have positive level of association with globalization. In
contrary, inflation rate and interest rate have an indirect impact on the level of globalization
measured by trade openness and KOF index. This means that stability in general price and low

interest have the chances of improving trade volume with other countries.
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Concerning income inequality model, the study presumes that an improvement in institutional
quality has a negative impact on income inequality in the country. Thus, higher institutional
quality is generally associated with more stable and predictable economic and political
environments. There is a theoretical expectation that higher institutional quality can help mitigate
income inequality. Strong institutions can provide a more conducive environment for economic
growth, investment, and social development. They can enforce property rights, @t contract
enforcement, and promote fair competition. By providing a level playing fie ' Q@Jsinesses and
individuals, strong institutions can help create opportunities for upwa m.g)bility and reduce the
concentration of wealth and power in the hands of a few.’&@:\‘eeming globalization and
inequality, globalization can lead to a reduction in n@g) inequality between countries.
According to convergence theory, it suggests that a&@‘%es integrate into the global economy,
they can benefit from technology transfer, a e@)larger markets, and increased trade, which
G

can contribute to economic growth and eduction. This, in turn, may lead to a decrease in

global income inequality. Likewise, @al and income per capita are expected to enhance the

level of equality. Output gro@ipected to have an indirect relationship with inequality. If
'\

there is an inflow of iy)@

sector, it is expectk{} increase domestic investment as there is high tendency of increasing

edit to private sector by banks through an improved financial

equal distrib‘%of income in an economy. However, high inflation and interest rates are

expec@guse an increase to income inequality.
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33 Estimation Techniques

The specification and estimation of the models requires that we test the time series properties of
the data in order to determine whether the variables contain integrated components, hence, this
study adopt time series estimation techniques. Before estimating the parameters, the study
examines the stationarity (presence of a unit root) of the variables using the Augmgnted Dickey
Fuller (ADF) test. Afterwards, the study tests for the cointegration of the Variable@nding on
the results of the stationarity of the variables. In addition, the appropri '§h tor was also

employed to evaluate the coefficients of the empirical models. | \4%'3
3.3.1 Unit root test 6&%

This study used the unit root test to test for the statio @'f the times series data collected for
the research to avoid the danger of bias that st.atiqgrity of data may pose to the study if they are
not checked. The unit root test was employ@xause in the literature most time series variables
are non-stationary and using non-stati variables in the model might lead to a spurious
regression. In order to ascertain wer time series data were stationary or non-stationary and to
determine the number on L@(ﬁqe level) at which the variables must be differenced before

becoming stationary, Qiyroot tests were conducted. The Dickey — Fuller regression is estimated

as follows for u '@ot.

AY, =QQ\A (3.9)

If A equals 0, Y. is non-stationary, as a result Y and X; are not co-integrated. In order words, if A
is significantly different from 0 Y and X; are found integrated individually. Given the inherent

weakness of the unit root to distinguish between null and the alternative hypotheses, it is
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desirable that the Augmented Dickey Fuller (ADF) test be applied. To be co-integrated; both Y

and X; must have the same order of integration'>!3. The ADF regression is specified as follows:

AY, =0+ Bt+38Y, ,+7, DAY,  +g, (3.10)
t=1

A is the first difference operator, &, is the new random error term, M is the optimum B&r‘nber of

RN

lags needed to obtain white noise. The null hypothesis of non-stationarity 13 @cted if the

estimated ADF statistic is found to be larger in absolute term or more '}e an its critical

values at 1 or 5 percent level of significance. . )\4%'3

>
3.3.2 Co-integration test 6&%
-

The purpose of the co-integration test is to determi &@her a group of non-stationary time
series is co-integrated to reduce bias. The cg@of co-integration creates the link between
integrated processes and the concept oQttj}ﬂy state equilibrium'. Thus, in this study,
autoregressive distributed lag (ARD%%'ES for co-integration analysis was employed to

investigate the long-term relatiorwetween the variables of interest.

0’
3.3.3 ARDL Estimiti(@

In this study, the &ft%regressive distributed lag (ARDL) was used to estimate the short-run and
long-run estimates of the existing relationship among institutional quality, globalization and
incom@equality. Firstly, this methodology offers three notable advantages. (a) It
accommodates limited data set, making it useful when working with small sample data. (b) It
effectively handles variables with mixed stationarity levels, encompassing both 1(0) and I(1). (c)
One of its strengths lies in its ability to derive both long-term and short-term estimates

simultaneously'.
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In the selection of the lag length, the Akaike information criteria (AIC) plays a pivotal role. This
criterion aids in determining the appropriate lag order for the model. Subsequently, the decision

regarding cointegration is based on the calculated F-statistic value.

To ascertain the presence of co-integration, our computed F-statistic value is compared to two
reference values, namely the upper bound and lower bound. These reference %165 are
established by a respected scholar and serve as benchmarks for the analysi.sm. I@&}decision-
making process:(a) If the calculated F-statistic value exceeds the upper be@ ds support to
the hypothesis of co-integration. (b) Conversely, if the calculate.dK efalls below the lower
bound, it indicates the absence of co-integration. (c) When the&%@l\ated F-statistic value falls
between these two bounds, the results are inconclusive,. @ssitating further examination and
analysis. This method and its associated decisio@eria provide a robust framework for

exploring the relationships between instit ’@Jality, globalization, and relevant control

variables in empirical research. %

34 Sources of Data Q)

This study examines the li %%ng institutional quality, globalization, and income inequality
in Nigeria for the per@%S to 2020. The study uses secondary type of time series data for the
variables, gl @ion, income inequality, gross domestic product per capita, investment,
inflatio @ inancial sector development, and interest rate that were obtained from the
Statistical’Bulletin Annual Report of the Central Bank of Nigeria (CBN) 2022 and World Bank

Development Indicators 2022. Table 3.1 presents the source and measurement of the variables.
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Table 3.1: Definition and source of data and variable measurements

Variables Description Measurement Data source
ineq Gini coefficient is used to measure income  Index (0 represents perfect World Development
inequality within a country’s population. The equality and 1 represents Indicators (2023)
coefficient ranges from 0 to 1. maximum inequality). . ®

glob Globalization measured by trade openness It is measured as total trades g)orld Development

(which captures the total trade as a as a percentage of GDP a% Indicators (2023)

. ‘%'3
S
KOF globalization index. QQ&

percentage of gross domestic product) and index

gdppc  GDP per capita growth is the total monetary Aq@}wth rate (%) World Development

income earned per person in a country. . ‘\% Indicators (2023)

inv Capital investment involves all privatdt C-) It is measured as total gross World Development
expenses on fixed capital gom@. fixed capital formation as % Indicators (2023)

of GDP
"

inf Inflation is measur@eépercentage It is measured as an annual World Development

change in ge e@mice level using 2005 as  rate of consumer price index Indicator (2023)
ea§

the base 6

fsd Finangial sector development includes the It is measured as percentage World Development
domestic credit to private sector by banks of GDP Indicators (2023)

int Interest rate spreads captures the difference It is measured by rates (%) World Development
between deposit and lending rate. Indicators (2023)

Source: Author’s compilation (2023).
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Chapter Four
Results and Discussion
4.0 Preamble

This study entails data presentation, estimation, and the results of the empirical investigation of

the links among institutional quality, globalization and income inequality in Ni@lso, it
addresses the long-run and short-run relationship among institutional qual'ty@lization and
income inequality in Nigeria. This is divided into descriptive analysis v&ﬁunclude the mean,
median as well measures of variation, it also takes into considera &t e trend analysis which
shows the trend of the time series data used from 1985 to 20@5}&1@ econometric analysis which

focuses on unit root tests, co-integration test and aut%a%s}&e distributed lagged model.

4.1 Presentation of Results . \%
4.1.1 Summary Statistics % "

The summary of the preliminar&&is showing the mean, standard deviation, skewness and
peakedness of the variables 16yed for analyzing the relationship among institutional quality,

globalization and inc@q ality in Nigeria is presented in Table 4.1.

From Table 4. é\sﬁows that the mean of income inequality measured by gini is 41.52%.
Corres (@ly, the table revealed its maximum value to be 51.9% and minimum value to be
35.1%§s indicates that the income inequality in Nigeria is relatively high. The average of
institutional quality stood at 2.990 indicating the low level of institutions in terms of government
stability, control of corruption, law and order and bureaucracy quality. The average of

globalization proxy by kofgi stood at 49.19%, while the table presents the maximum and

minimum value to 57.2% and 37.62% respectively. In addition, the average values of gross fixed
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capital formation, gross domestic product per capita, financial sector development measured by
domestic credit to private sector by banks, inflation and interest rate are 30.61%, 9.7%, 19.51%
and 2.54% respectively. Also their maximum values are 54.95%, 12.46%, 19.62%, 72.84% and
18.18% whereas the minimum values are at 14.17%, -4.46%, 4.95%, 5.39% and -31.45

correspondingly.

&

%\%
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Table 4.1: Descriptive statistics

GINI INST KOFGI GFCF GDPPC FSD INF INT
Mean 41.51714  2.990157 49.1896  30.60888  1.548636 9.73014  19.51369  2.547113
Median 40.1 2.958333 49.54598 26.76866  1.634594  8.435095 12.55496 5.37128
Maximum 51.9 3.9375 57.22692  54.94827  12.45747 19.6256 72.8355 18.18
Minimum 35.1 1.9375 37.62296 14.16873 -4.457078 4.957522  5.388008 -31.45257
Std. Dev. 6.091242 0.417046 6.471732 13.07636  3.845034 3.56721?&\%7.82607 10.09646
Skewness 0.73056 -0.142645 -0.395463 0.321475 0.496722 098 1.703021 -1.192216
Kurtosis 2.126352  3.682634 1.80556  1.816227  3.338651 ‘@%21 4547347  5.073133
Jarque-Bera 4226446  0.798262  2.992865 2.646443 1.60.6%'6.308732 20.40997 14.55912
Probability 0.120848  0.670903  0.223928  0.266276 0@%6 0.042665  0.000037  0.000689
Observations 35 35 35 35 35

Source: Author’s computation (2023).
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Moreover, the skewness which measures the asymmetry of the distribution of the series around
its mean always has a normal distribution at zero. A positive skewness implies that the
distribution has a long right tail and a negative skewness implies that the distribution has a long
left tail. The outcomes from Table 4.1 showed that all the variables are positively skewed except
for institutional quality, KOF globalization index and interest rate (which are negatively skewed)
thereby implying long right tails. Also, Kurtosis measures the peakedness or %@& of the
distribution of the series. If the kurtosis is above three, the distribution is .éig@r leptokurtic
relative to the normal and if the kurtosis is less than three, the distrilg%io't% 1s flat or platykurtic
relative to normal. The result from the table indicated that only t@ues of institutional quality,
gdp per capita, financial sector development, inﬂation°an&%ﬂerest rate exceed three which

implies peakedness or leptokurtic. As for the ot@bles, their values are below three

therefore implying flatness or platykurtic. Tl@gplies that the variables are not normally

distributed. %

The trend analysis of variables u%%nalysis the interrelationship between institutional quality,
globalization and income ine lﬁ)y in Nigeria are presented in Figures 1 and 2. Figure 1 shows

the trend series of i L@a;t quality and globalization in Nigeria while the trend analysis of

institutional qu?i@yd globalization and income inequality is presented in Figure 2.
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Source: Author’s computation (2023)
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Table 4.2: Correlation Matrix

gini Inst kofgi gfef gdppc fsd inf int
gini 1
inst 0.5702 1
kofgi -0.4417 0.1156 1 .@
gfef 0.4342 -0.0605 -0.9517 1 \
gdppc 0.0592 -0.1263 0.0868 -0.1917 ‘%
fsd -0.4229 -0.0323 0.7743 -0.7667 0. O \%
inf 0.1482 -0.0546 -0.4261 0. 3997 %@1 18 -0.3701 1

Source: Author’s computation (2023).
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4.1.2 Correlation Analysis

The correlation analyses of the variables are presented in Table 4.2. The coefficients show that
the level of association between the variables used to explain the existing relationship among

institutional quality, globalization, and income inequality in Nigeria.

From Table 4.2, the results show that KOF globalization index is positively cor;\ d with
institutional quality while gross fixed capita formation, gdp per capita, cial sector
development, and inflation are negatively correlated with institutional @y As for income
inequality measured by gini as the outcome variable, the results sh@?e’ﬁ institutional quality,
gross fixed capita formation, gdp per capita, and inflation areéq%ely correlated with income
inequality while KOF globalization index and fin ctor development are negatively
correlated with income inequality. Meanwhile, t ﬁlatlon coefficients of these controlling
variables are equally reported. Some of th CO%?U n coefficients are weak which indicate the
absence of multicollinearity problem. quently, these results are just preliminary analysis

subject to confirmation using t%priate estimation method to reveal the parameter signs

and magnitudes of the varia "
4.3 Pre-EstimatiQT}sts (Unit Root Test)

This section@ the unit root test results as it examines the stationarity level of the variables.
Itisu eck for the presence of a unit root i.e. if the variables are not stationary at levels.
This unit root test is carried out using the Augmented Dickey Fuller (ADF) and Phillip-Perron
(PP) tests. This is the first test carried out before the co-integration analysis and is known as the
pre estimation test. The ADF and PP are carried out using the E-views software package and the

results from the test are presented in Table 4.3.

88



Table 4.4: ADF and PP Test Results [Trend and Intercept]

Augmented Dickey Fuller Test Phillip-Perron Test
Variables Remarks
Stat at level Stat at first diff. Stat at level Stat at first diff.
gini -1.1047(0)[-2.954] -5.5356***(3)[-3.646] -1.1417(1)[-2.951] -5.5356***(0)[-3.646] I(1)

st -2.8708(0) [-2.951] -4.6677***(0)[-3.646] -2.880(4)[-2.951] -4.5722***(7-)@46] (1)
kofgi -2.0173(8)[-2.981] -6.3270%**(4)[-3.580] -1.8712(5)[-2.951] 4.9293*@%4[-3.6461 (1)

ofef  -1.9662(0)[-2.951] -4.9298%**(0)[-3.646] -1.9886(3)[-3.639] -4. 88 #6%(2)[-2.954] (1)

gdppe  -3.706%¥*(0)[-3.694] - -3.592%%%(1)[-3 @1} - 1(0)
fod -2.329(1)[-2.954]  -5.378***(2)[-3.661] -1 5406(@ 951 -4.2689%**(3)[-3.646]  I(1)
inf  4.539%%%(7)[3.699] - -2.8524%(2)[-2.951] - 1(0)
it -3.535%*%(0)[-2.951] - C_)\.:,.557***(2)[-2.951] - 1(0)

Sources: Author s computation (202

Note: *** ** and * signify mgn@%l at 1%, 5% and 10% respectively.
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Furthermore, the a priori expectation when using the ADF and PP tests is that a variable is
stationary when the value of the ADF and PP test statistics are greater than the critical value at
5%. From the test result reported in Table 4.3, GDP per capita, inflation and interest rate were
found not to accept the null hypothesis they have unit root test at 5% level. This implies that the
series (i.e. GDP per capita, inflation and interest rate) are stationary at levels. Thus, their series
are integrated at order zero i.e. I(0). However, the series of income inequality me@ by gini,
institutional quality, kof globalization index, gross fixed capital formation.h%ancial sector
development are not stationary at levels but they are integrated of ord 0%6 i.e. I(1). Therefore,
they were found not to reject the null hypothesis no stationary a&@u after several iterations
based on the number of lag length and differencing, the s&%ﬁ were found to reject the null
hypothesis at first difference. This indicates that @difference of these series (i.e. gini,

institutional quality, kof globalization index '@xed capital formation and financial sector

C

development) were stationary. 't
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4.4 Presentation of Results

4.4.1 Empirical Result of the Relationship between institutional quality and globalization

Cointegration Results

In this section, the long-run relationship between institutional quality, globalization and other
controlling variables are tested using the autoregressive distributed lag (AR bound
cointegration tests prior to the estimation of both the short-run and long-run.paﬁg;%rs. For the
first model showing the relationship between institutional quality, gdp‘%'}pita, gross fixed
capita formation, financial sector development, interest rate, inﬂatiwo% Kof globalization index,
the ARDL bound test is employed because it is suitable f% 1ables at different order of
integration. The F-statistics estimate for testing the i:@;% of long-run relationship between
institutional quality, globalization and other controllingvariables in Nigeria is presented in Table
¢S

Table 4.4 showed that the estimated E@stics of the normalized equation (Fa, = 5.6282) is
greater than the lower and uppewcal bound at 1% significance level. This implies that the
null hypothesis of no long@sfe}tionship is rejected at 1% significance level. The implication
of the above estimat@hat institutional quality, control variables (such as gdp per capita,
gross fixed ca 'thrmation, financial sector development, interest rate, inflation) and kof

globali '@n ex, all have equilibrium condition that keep them together in the long-run. Thus,

there exists a long-run relationship between institutional quality and globalization in Nigeria.
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Table 4.4.1: Existence of long-run cointegration between institutional quality and globalization
(1,2,2,0,1,1, 1)

Test Statistic Value K
F-statistics (kofgi, inst, gdppc, gfcf, fsd, int, inf) 5.6282 6
Critical Value Bounds

Significance 1(0) Bound I(1) Bound
10% 1.99 2.9@
5% 227 . Q}
2.5% 2.55 ‘% 61

1% 2.88 ‘A\A" 3.99

Source: Author’s computation (2023).

’\\' d
&
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Results of Short-run and Long-run Estimates

In this sub-section, this discussion answers the first null hypothesis that institutional quality has
no significant effect on globalization in Nigeria. This examines both the short-run and long-run
estimates of institutional quality and other controlling variables in Nigeria using the estimated
ARDL approach described extensively in the previous chapter. The estimated ARDL {@del isa
composite of short-run and long-run estimates of the interrelationship among.con%% series in
this study. The clear evidence of the empirical estimates from insti@ ality, control
variables (such as gdp per capita, gross fixed capita formation, .ﬁ@al) sector development,

interest rate, inflation) and kof globalization index are present%&@'}iale 4.5.

The short-run estimation results show the error correc io@anism which measures the speed
or degree of adjustment. It is the rate of adjustmen ﬁich the dependent variable changes due
to changes in the independent variables. Th@@u analysis shows the dynamic pattern in the
model and to ensure that dynamics of del have not been constrained by inappropriate lag
length specification. The ARDL“?t%tomatically choose the lag length on all variables as the
model was set at four to en fficient degree of the freedom based on automatic selection of
Akaike Information Critetion.” The short-run estimates of the relationship between institutional
quality and gl @ﬁon is presented in Table 4.5. The coefficient of the ECT is found to be
negative a ﬁtically significant at the conventional level. The ECT value (-0.3494) implied
that t®d61 corrects its short-run disequilibrium by 34.94% speed of adjustment in order to

return to the long run equilibrium.
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Table 4.5: Results of Estimated ARDL Model of Globalization

Dependent Variable: KOFGI

Selected Model: ARDL(1,2,2,0,1,1,1)

Sample: 1985 2020

Included observations: 33

Short-Run Estimates
Variable Coefficient Std. Error t-Statistic Prob.
A(INST) -3.470497 0.679135 -5.110173 0.0001
A(INST(-1)) -1.081189 0.703926 -1.535942 0..14(8‘
A(GDPPC) -0.244564 0.049586 -4.932083 @9
A(GDPPC(-1)) -0.13201 0.048567 -2.718069 \ 0141
A(FSD) -0.155249 0.079543 -1.951755 0.0667
A(INT) -0.004362 0.021538 -0.2 0.8418
A(INF) -0.083887 0.017656 -K% 166 0.0002
-0.349416 0.044185 ° Q—%.90794 0.0000
ECT(-1) P AQ
Long-run Estimgt}q\y
-2.728306 2.160398~ -1.262872 0.2228
INST .
-0.299921 g?}‘l -1.342376 0.1962
GDPPC
0.080333 1185543 0.43296 0.6702
GFCF
1.013 72% 0.385782 2.626024 0.0171
FSD
-0.488 0.218365 -2.237304 0.0382
INT
%94?24 0.168776 -2.66876 0.0157
INF Q
c ( ) 8.06915 7.606031 7.634619 0.0000
\ . 2
R-squared Q 0.75658 F-stat 5.6282 (0.000)
68842 1.7792
Adj. l}s&@ed 0.688425 D-Watson 779298

Sourcwlthor’s computation (2023).
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As for the short-run, the negative coefficient of the current and first lag of institutional quality
shows that it has negative and significant impact on globalization at 5%. Likewise, the
coefficients of the short-run of gross domestic product per capita at current and lag one, are
negative and significant statistically. It means that the level of income per capita in short run
have an adverse and significant impact on globalization at 5%. As for financial sector
development and interest rate both at their current level show a negative impact o%&%alization,
which implies that they have adverse impact on globalization in Nigeria in d ?@1 run but are
both not statistically significant at 5%. Lastly, for inflation at the current level show a negative
. gw
impact on globalization, which implies that consumer price in{%\&ave an adverse impact on

globalization in Nigeria in the short run and it is statisticaHy\l&}ggﬁ'lcant at 5%.

The long-run estimates in Table 4.5 indicated that @tlonal quality have negative impact on

globalization in Nigeria. However, the prob@ue was found to be insignificant at the 5%
r

i
conventional level. Likewise, the contro%'ia les i.e. interest rate and inflation are statistically

significant at 5% conventional ev@)cgldd have negative impact on globalization. The two
indicators conform to the th¢ regical expectation and also statistically proven. Thus, a 1%
increase in interest ra @’%ation will adversely affect globalization by -0.488% and -0.450%
respectively in t‘r@gng run. Meanwhile, gross fixed capital formation and financial sector
developmen‘[‘ﬁ positive impact on globalization in the long-run. Thus, a 1% increase in gross
fixed @1 formation and financial sector development will improve globalization by 0.080%

and 1.013% respectively in the long run.

The coefficient of determination (Adjusted-R?) is high (68.84%) indicating that about 68.84% of
the total variations in globalization was explained by the variables in the model. It simply

indicated that the variation of changes in globalization was explained by 68.84% variations in
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institutional quality and other controlling variables. The overall test using the F-statistic (5.6282)
is statistically significant at 5% level of significance showing that model is well specified and
statistically significant. The Durbin Watson statistic (1.7793) shows that there is absence of

serial autocorrelation in the model.

Diagnostic Test
AL

The estimated ARDL model is tested for heteroscedasticity, serial correlatjo %nal form
misspecification, parameter stability and normality. The results from t(v%ests are shown in
Table 4.6. The estimated ARDL model revealed that the models %ﬁg’ihe serial correlation,
normality test, and heteroskedasticity test. It means that the e%&ﬁms are normally distributed
with same variables and they are not serially corre t%\‘ﬁso, the Ramsey RESET test was
satisfactory for the ARDL model indicating that Q’l

odel is well distributed. As well, the

cumulative sum (CUSUM) and cumulative‘su& uares (CUSUMSQ) respectively presented

in Figures 3a and 3b are stable. @
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Table 4.6: Diagnostic Tests of Selected ARDL Model

Results

Serial Correlation: 1.1155 [0.8917] Normality Test:3.9007 [0.0039]

Functional Form:0.1118 [0.9132] Heteroskedasticity Test:0.1819 [0.9131]

Source: Author’s computation (2023).
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4.6.1 Empirical Result of the Relationship between Institutional quality and Income
Inequality

Cointegration Results

In this section, the long-run relationship between institutional quality, income inequality and
other controlling variables are tested using the autoregressive distributed lag ( ) bound
cointegration tests prior to the estimation of both the short-run and long-run.para@&}rs. For the
first model showing the relationship between institutional quality, gdp‘@) , gross fixed
capita formation, financial sector development, interest rate, inﬂati.oq\ kof globalization index,
the ARDL bound test is employed because it is suitable for@bles at different order of
integration. The F-statistics estimate for testing the exisfe@%f long-run relationship between

institutional quality, income inequality and other corttolling variables in Nigeria is presented in

Table 4.7. C_)@

Table 4.7 showed that the estimated l@stics of the normalized equation (Fa, = 5.6282) is
greater than the lower and uppé%&l bound at 1% significance level. This implies that the
null hypothesis of no long®htionship is rejected at 1% significance level. The implication
of the above estimation Qh t institutional quality, control variables (such as gdp per capita,
gross fixed ca 't@ination, financial sector development, interest rate, inflation) and income
ineequality@ll ave equilibrium condition that keep them together in the long-run. Thus, there

exists a lemg-run relationship between institutional quality and globalization in Nigeria.
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Table 4.7: Existence of long-run cointegration between institutional quality and income
inequality (3,1,3,2,3,1, 1)

Test Statistic Value K
F-statistics ( inst, gdppc, gfcf, fsd, int, inf) 13.6485 6
Critical Value Bounds

Significance 1(0) Bound I(1) Bound
10% 1.99 2.9@
5% 227 . Q}
2.5% 2.55 ‘% 61

1%

2.88 ‘A\A" 3.99

Source: Author’s computation (2023).
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Results of Short-run and Long-run Estimates

In this sub-section, this discussion answers the second null hypothesis that institutional quality
has no significant effect on income inequality in Nigeria. This examines both the short-run and
long-run estimates of institutional quality and other controlling variables in Nigeria using the
estimated ARDL approach described extensively in the previous chapter. The estimated ARDL
model is a composite of short-run and long-run estimates of the inte{relat@%}lp among
considered series in this study. The clear evidence of the empirical estim@o institutional
quality, control variables (such as gdp per capita, gross fixed cagit§\d tion, financial sector

development, interest rate, inflation) and income inequality are %ﬁ@}ed in Table 4.8.

The short-run estimation results show the error correc io@anism which measures the speed
or degree of adjustment. It is the rate of adjustmen ﬁich the dependent variable changes due
to changes in the independent variables. Th@@u analysis shows the dynamic pattern in the
model and to ensure that dynamics of del have not been constrained by inappropriate lag
length specification. The ARDL“?t%tomatically choose the lag length on all variables as the
model was set at four to en fficient degree of the freedom based on automatic selection of
Akaike Information Critetion.” The short-run estimates of the relationship between institutional
quality and gl @ﬁon is presented in Table 4.5. The coefficient of the ECT is found to be
negative a ﬁtically significant at the conventional level. The ECT value (-0.7943) implied
that t®d61 corrects its short-run disequilibrium by 79.43% speed of adjustment in order to

return to the long run equilibrium.

100



Table 4.8: Results of Estimated ARDL Model of Income Inequality

Dependent Variable: GINI

Selected Model: ARDL(3,1,3,2,3,1,1)

Sample: 1985 2020

Included observations: 33

Short-Run Estimates

Variable Coefficient Std. Error t-Statistic Prob.
A(GINI(-1)) -0.343447 0.070137 -4.896777 0.0004
A(GINI(-2)) -0.306259 0.078616 -3.895631 0.0021
A(INST) 1.938517 0.800634 2.421226 O!Q;@,

A(GDPPC) 0.097395 0.059008 1.65053 &
A(GDPPC(-1)) 0.482953 0.07736 6.242916 Q@ 000
A(GDPPC(-2)) 0.312462 0.073325 4.261345@ 0011
A(GFCF) -0.353334 0.064463 -5.481208 0.0001
A(GFCEF(-1)) -0.450441 0.059877 ) 0.0000
A(FSD) -0.191504 0.116169 %@ 0.1252
A(FSD(-1)) 0.716462 0.109389 665 0.0000
A(FSD(-2)) 0.482021 0.108438 45 123 0.0008
A(INT) 0.111987 0.0298 3 746117 0.0028
A(INF) 0.006289 0. 017& 0.352339 0.7307
ECT(-1) -0.7943 -13.14835 0.0000
Long-nan %Aw

INST 11.50009 \L.485209 7.743076 0.0000
GDPPC -0.519618 0.2089 -2.4874 0.0286
GFCF -0.018 41@ 0.075464 -0.247014 0.8091
FSD -1 123 0.251214 -4.472563 0.0008

INT 0.103023 2.288454 0.041

INF '%(6) 0.065916 1.532455 0.1513

C C Q 3944 6.263652 2.496856 0.0281
R-squared \ 0.92863 F-stat 13.6484 (0.0000)

Adj. R-squ Q 0.87978 D-Watson 2.6867

Source: Auth

QQ

’s computation (2023).
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In the short-run, the results reveals the immediate effects of changes in independent variables on
the dependent variable, GINI. Several key observations emerge from the short-run estimates.
First, lagged values of GINI (A (GINI(-1)) and A (GINI(-2))) exhibit negative coefficients,
indicating that if GINI was higher in the previous periods, it tends to exert a negative influence
on GINI in the current period. This implies a tendency for GINI to revert towards its long-run

equilibrium when it deviates from it in the short run. These effects are statistically%&ant.

Moreover, variables such as A (INST), A(GDPPC), A(GFCF), A(INT), also impact
GINI in the short run. A(INST) and A(INT) have positive coefficien mifying that an increase
in these variables leads to an immediate increase in GINI. Con@% A(GDPPC) and A(GFCF)
have positive and negative coefficients, respectively, indi?:a& that they affect GINI in the short
run. A(GDPPC(-1)) and A(GDPPC(-2)) are particulatly significant, suggesting that past changes

in GDP per capita strongly influence GINI i@j\‘@u nt period.

On the other hand, A(FSD) and its la%@walues, while showing varying coefficients, are not
statistically significant in the shd&u%l’ inally, the Error Correction Term (ECT(-1)) has a large
negative coefficient, indicafing “rapid adjustment towards the long-run equilibrium after

deviations, which is @o understanding the short-run dynamics of the model.

In the long runy %11’ model provides insights into the equilibrium relationships between the
indepe%@arlables and GINI after all short-run adjustments have taken place. These estimates
highlight "the sustained impacts of the variables. Notably, INST exhibits a strong positive
relationship with GINI, indicating that an increase in INST leads to a consistent increase in
income inequality (GINI) in the long run. GDPPC, on the other hand, shows a negative long-run
relationship with GINI, implying that a higher GDP per capita is associated with lower income
inequality.
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GFCEF does not appear to have a statistically significant relationship with GINI in the long run, as
its coefficient is small and inconclusive. FSD, however, has a significant negative coefficient in
the long run, suggesting that higher financial sector development is associated with lower income
inequality. INT has a positive long-run relationship with GINI, indicating that higher interest
rates are linked to increased income inequality. Lastly, INF shows a positive long-run

relationship with GINI, but the relationship is not statistically significant. Q’)&\

The coefficient of determination (Adjusted-R?) is high (87.98%) indicatim%&ut 87.98% of
the total variations in income inequality was explained by the Vagia‘&in) the model. It simply
indicated that the variation of changes in income inequality w%@ined by 87.98% variations
in institutional quality and other controlling mriablesf@overall test using the F-statistic
(13.6484) is statistically significant at 5% level @niﬁcance showing that model is well
specified and statistically significant. The H\@atson statistic (2.6867) shows that there is

absence of serial autocorrelation in the m%'l
Diagnostic Test \g)
'\

The estimated ARDL mo %’ested for heteroscedasticity, serial correlation, functional form
misspecification, parQe)er stability and normality. The results from these tests are shown in
Table 4.9. The %ated ARDL model revealed that the model passed the serial correlation,
normalj @, and heteroskedasticity test. It means that the error terms are normally distributed
with sam€ variables and they are not serially correlated. Also, the Ramsey RESET test was
satisfactory for the ARDL model indicating that the model is well distributed.As well, the
cumulative sum (CUSUM) and cumulative sum of squares (CUSUMSQ) respectively presented

in Figures 3a and 3b are stable.
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Table 4.9: Diagnostic Tests of Selected ARDL Model

Results

Serial Correlation: 7.1925 [0.0116] Normality Test: 0.4303 [0.8064]

Functional Form:0.1118 [0.9132] Heteroskedasticity Test:0.1819 [0.9131]

Source: Author’s computation (2023).
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4.9.1 Empirical Model of the Nexus between Globalization and Income Inequality
Cointegration Test Result

The study tests the long-run relationship between globalization and income inequality and other
controlling variables using the autoregressive distributed lag (ARDL) bound cointegration tests
in the stated hypotheses before estimating both the short-run and long-run param@t@l:or the
model showing the relationship between globalization, income inequality and controlling
variables, the ARDL bound test is employed because it is suitable for Varﬁ%;\at different order

of integration. The F-statistics estimate for testing the existence of'l n relationship between

globalization, income inequality and other controlling Variablqé&%igeria is presented in Table

4.10. ®

From the table, the estimated F-statistics of ttle &ta 1zed equation (Fap = 13.6483) is greater
than the lower and upper critical bound at 1%”significance level. This implies that the null
hypothesis of no long-run relationship i cted at 1% significance level. The implication of the
above estimation is that globali}@n, control variables (such as gdp per capita, gross fixed
capita formation, ﬁnancialQ @ Revelopment, interest rate, inflation) and income inequality, all

have equilibrium con@gh that keep them together in the long-run. Thus, there exists a long-run

relationship bet % globalization and income inequality in Nigeria.

QQ
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Table 4.10: Existence of Long-Run cointegration between 1 globalization and income inequality (2, 0, 2,
2,2,2,2)

Test Statistic Value K

F-statistics (gini, inst, gdppe, gfcf, fsd, int, inf) 13.6483 6

Critical Value Bounds

Significance 1(0) Bound

1(1)
<
10% 1.99 ‘%\\2@.94
3% 227 -\%'\ 3.28
2.5% . i(é&% 361
1% Q’Q\z.gs 3.99

Source: Author’s computation (2023).
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Results of Short-run and Long-run Estimates

The discussion in here answers the third null hypothesis that globalization have no significant
effect on income inequality in Nigeria. It examines both the short-run and long-run relationship
estimates of globalization, income inequality and other controlling variables in Nigeria using the
estimated ARDL approach described extensively in the previous chapter. The estimated ARDL
model is a composite of short-run and long-run estimates of the inte{relat@%}lp among
considered series in this study. The clear evidence of our empirical estime@ globalization,
gdp per capita, gross fixed capita formation, financial sector develo t,sinterest rate, inflation,

and income inequality are presented in Table 4.11. 6&%\

The short-run estimation results show the error correc io@anism which measures the speed
or degree of adjustment. It is the rate of adjustmen ﬁich the dependent variable changes due
to changes in the independent variables. Th@@u analysis shows the dynamic pattern in the
model and to ensure that dynamics of del have not been constrained by inappropriate lag
length specification. The ARDL“?t%tomatically choose the lag length on all variables as the
model was set at four to en fficient degree of the freedom based on automatic selection of
Akaike Information Critetion.”The short-run estimates of the relationship between globalization
and income ineq \y is presented in Table 4.11. The coefficient of the ECT is found to be
negative a ‘ﬁtically significant at the conventional level. The ECT value (-0.3200) implied
that t®d61 corrects its short-run disequilibrium by 32.00% speed of adjustment in order to

return to the long run equilibrium.
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Table 4.11: Results of Estimated ARDL Model of Income Inequality

Dependent Variable: GINI
Selected Model: ARDL(2, 4,0, 4, 3, 4)

Sample: 1985 2020 Included observations: 33
Short-Run Estimates
Variable Coefficient Std. Error t-Statistic Prob.
A(GINI(-1)) -0.247671 0.107121 -2.312069 0.0328
A(KOFGI) 0.443636 0.220503 2.011933 0.0594
A(KOFGI(-1)) -0.972409 0.244514 -3.976905 0.0009 &
A(GDPPC) -0.138983 0.077462 -1.794225 G.O@%
A(GFCF) 0.047339 0.095044 0.498078 4
A(GFCEF(-1)) -0.812666 0.12095 -6. 719(}_27\d %0.0000
A(INT) -0.027823 0.0346 -0.80 95\ 0.4318
ECT(-1) -0.320017 0.03897 . 8&%863 0.0000
Long-run Esttmatgv\‘\\y
KOFGI 2.120004 0.957327 \_) 2.214505 0.0399
GDPPC -1.899117 @ -3.13221 0.0058
GFCF 1.579716 '§' 842 2.964697 0.0083
FSD 0.028872 524607 0.055035 0.9567
INF -0. 452%@) 0.145817 -3.10153 0.0062
INT @ 0.262119 -1.191394 0.249
C < : @ 4159 61.49422 -1.608958 0.125
0.74872
R-squared F-stat 6.0691 (0.0000)
0.66832
Adj. R-square D-Watson 2.453

Sour thor’s computation (2023).
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The coefficient of the short-run at lag one of change in income income inequality proxy by gini
is significant at 5% level, which implies that the previous level of income inequality play a key
role on the current level of income inequality in Nigeria. Meanwhile, the current and first lags of
globalization have positive and negative impact at 10% and 5% level of significance respectively.
As for gdp per capita at current level and gross fixed capita formation at first lag the result show
that they both have a negative and statistically significant impact on income irﬁ\aﬁty in the

short run in Nigeria. Thus, this results corroborate with apriori expectations. ‘\QO

The long-run estimates from Table 4.11 indicated that globaliz_at.i&laﬁ positive impact on
income inequality in Nigeria. The result shows that the indi%Q%\vas not in tandem with the
theoretical expectations and is statistically significant at SB@means that globalization is one of
the factors responsible for discrepancy in income levgls)in Nigeria. On magnitude basis, a unit
increase in globalization will cause inco .'n%ua ity to increase by 2.12%. As for gdp per
capita the result shows a negative and st%t'ically significant effect on income inequality, this is
line with the theoretical expectation. K;Q;r the gross fixed capita formation the result shows that
there exist a positive impa n.\income inequality and it is statistically significant at 5%,
however, this result @@%lign with theoretical expectations. Likewise, as regards inflation

rate the result sgo%\a negative impact on income inequality and it is statistically significant at

5%.

The c@i?nt of determination (Adjusted-R?) is high (66.83%) indicating that about 66.83% of
the total variations in income inequality was explained by the variables in the model. It simply
indicated that the variation of changes in income inequality was explained by 66.83% variations
in globalization changes and other controlling variables. The overall test using the F-statistic

(6.0691) is statistically significant at 5% level of significance showing that model is well
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specified and statistically significant. The Durbin Watson statistic (2.453) shows that there is

absence of serial autocorrelation in the model.
Diagnostic Test

The estimated ARDL model is tested for heteroscedasticity, serial correlation, functional form
misspecification, parameter stability and normality. The results from these tests a wn in
Table 4.9. The estimated ARDL model revealed that the model passed the '&correlation,
normality test, and heteroskedasticity test. It means that the error terms ﬁ%}nally distributed
with same variances and they are not serially correlated. Also, -t@n'l’sey RESET test was
satisfactory for the ARDL model indicating that the model %@ distributed.In addition, the
cumulative sum (CUSUM) and cumulative sum of %@J SUMSAQ) respectively presented

=
O

in Figures 4a and 4b are stable.
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Table 4.12: Diagnostic Tests of Selected ARDL Model
Results

Serial Correlation:2.0054 [0.1670] Normality Test:0.6895 [0.7084]

Functional Form: 1.9201 [0.0718] Heteroskedasticity Test:1.4151 [0.2393]

Source: Author’s computation (2023).
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4.11.1 Empirical Results of the Interactive Effects of Institutional quality and

Globalization on Income Inequality
Cointegration Test Result

Concerning this section, the study examines the long-run relationship between the institutional
quality, globalization, income inequality and other controlling variables using the ak rssive
distributed lag (ARDL) bound cointegration tests before the estimation of bqth ort-run and
long-run parameters. For the first model showing the relationship amoﬁ%tltutional quality,
globalization, income inequality, the ARDL bound test is employé&c’éuse it is suitable for
variables at different order of integration. The F-statistics es%q,%for testing the existence of

long-run relationship between institutional quality, glo@%’éﬁon, income inequality in Nigeria is

presented in Table 4.13.

From the table, the estimated F-statistics (Ql-lj)\\‘hormalized equation (Fap = 4.4919) is greater
than the lower and upper critical bo 5% significance level. This implies that the null
hypothesis of no long-run relatiowis rejected at 5% significance level. The implication of the
above estimation is that ir@@lal quality, globalization, control variables (such as gdp per
capita, gross fixed c@@gormation, financial sector development, interest rate, inflation) and
income ineq 1 have equilibrium condition that keep them together in the long-run. Thus,
there e@@ong-run relationship between institutional quality, globalization, income inequality

in Nigeria.
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Table 4.13.1: Existence of long-run cointegration among institutional quality, globalization,
income inequality (1, 2,2,2,2,2,0,0, 2)

Test Statistic Value K

F-statistics (gini, kofgi, inst, inst*kofgi, gdppe, gfcf, fsd,

inf, int) 5.7513 8

Critical Value Bounds

Significance 10 Bound &’ound
- Q

10% 1.85 ,%V‘O 2.85
5% 5

2101 o 3.1
2.5% &%lﬁ

3.42

1% ‘ Q 2.62 3.77
N

Source: Author’s computation (2023).
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Results of Short-run and Long-run Estimates

The discussion in here answers the fourth null hypothesis that institutional quality does not have
a significant impact between globalization and income inequality in Nigeria. It examines both the
short-run and long-run relationship estimates of institutional quality, globalization and income
inequality and other controlling variables in Nigeria using the estimated ARDL~approach
described extensively in the previous chapter. The estimated ARDL mode.l is Q's&x\ﬁposite of
short-run and long-run estimates of the interrelationship among consid&%\fm in this study.
The clear evidence of our empirical estimates from income inequa_li@ﬁt\he interactive term of
institutions and globalization, with other control variables su&l)&%?}dp per capita, gross fixed

capita formation, financial sector development, interest ra{a@]aﬁon are presented in Table 4.14.

S

The short-run estimation results show the error C(@ mechanism which measures the speed
or degree of adjustment. It is the rate of adjéstngb}f

% short run analysis shows the dynamic pattern in the

which the dependent variable changes due
to changes in the independent Variables(bd
model and to ensure that dynam&%ﬂe model have not been constrained by inappropriate lag
length specification. The A fest automatically choose the lag length on all variables as the
model was set at thre@u e sufficient degree of the freedom based on automatic selection of
Akaike Info ti@riterion. The short-run estimates of the relationship among institutional
quality, gl(%li tion and income inequality are presented in Table 4.14. The coefficient of the
ECT is d to be negative and statistically significant at the conventional level. The ECT value
(-0.8786) implied that the model corrects its short-run disequilibrium by 87.86% speed of

adjustment in order to return to the long run equilibrium.
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Table 4.15: Results of Estimated ARDL Model of Income inequality

Dependent Variable: GINI

Selected Model: ARDL(1, 2,2,2,2,2,0,0,2)
Included observations: 34

Sample: 1985 2020

Short-Run Estimates
Variable Coefficient Std. Error t-Statistic Prob.
A(KOFGI) -4.30228 0.66629 -6.457069 0.0000
A(KOFGI(-1)) -3.139094 0.833856 -3.764551 0.0027
A (INST) -57.25819 8.971408 -6.382297 0,
A(INST(-1)) -42.09445 12.17714 -3.456842 0047
A(INST _KOFGI) 1.171255 0.189125 6.193012 ';\QQ.OOOO
A(INST _KOFGI(-1)) 0.881115 0.244634 3.60177 1‘% .0036
A(GDPPC) 0.28525 0.071379 3.9962 0.0018
A(GDPPC(-1)) 0.207483 0.076458 ‘;ﬂ 0.0188
A(GFCF) -0.259095 0.071755 && 0.0036
A(GFCEF(-1)) -0.694169 0.107685 % 46314 0.0000
A(INT) 0.062497 0.026094 2 395071 0.0338
A(INT(-1)) 0.119339 0.0276%Q 4.311591 0.0010
ECT(-1) -0.8786 0.08757 -10.03236 0.0000
Long-run Estimates
KOFGI 1.52754 Q{? 1.352886 0.0201
INST 29.16982 3169 2.368276 0.0355
INST x KOFGI -0.556708 0 305189 -1.824144 0.0231
GDPPC -0. 16%@ 0.215466 -0.765497 0.0458
GFCF 0.40523 0.269648 1.502828 0.0158
FSD - 311 0.186524 -0.816574 0.4301
INF 50633 0.060657 -2.483346 0.0288
INT C) -0.056178 0.0805 -0.697867 0.4986
LA\, -15.50446 10.51109 -1.475057297 0.0035
R-squared ,?\) 0.903161 F-stat 5.7513(0.0000)
Adj. R-sqddye 0.847824 D-Watson 2.7725
SourcenAtuthor’s computation (2023).
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As for the short-run, the negative coefficient of globalization at current and first lag shows that it
has negative and significant impact on income inequality at 5%. It implies that as globalization is
increasing there will be a corresponding decrease in income inequality. Thus this is in line with
the theoretical expectations. Likewise, the coefficient of the short-run of institutional quality is
negative and significant statistically at 5% conventional level. It means increase in institutional
quality will lead to a corresponding decrease in income inequality in Nigeria. ThLéf@m in line
with the theoretical expectations. However, the interactive term of ins G Q@ quality and
globalization is positive and statistically significant at 5% level in the orgrun. This implies that
globalization increases income inequality due to weak institutio’{éb\f\ﬁgeria. Also, for gdp per
capita at current and first lag, there is a positive and statist@%igniﬁcant relationship between
them and income inequality. This does not align with, theoretical expectations. As for gross fixed
capital formation both at current and first | g{@}tave a positive and statistically significant
.

impact on income inequality at 5% con%' 1 level. This implies that increase in investment
reduces income inequality in the % . Thus, this aligns with theoretical expectations. As for
Yy

interest rate and income inequalit ere exist a positive and statistically significant relationship

-
between them in the s r@%‘[ % conventional level in the short run.

The long-run e ti%‘gs in Table 4.14 indicated that Kof globalization index has a positive and
statistically significant relationship with income inequality in the long run at 5% conventional
level. @implies that in the long run globalization will further continue to increase the gaps in
income level in Nigeria. As regards institutions, there exists a positive and statistically
significant relationship with income inequality at 5% conventional level, this implies that in

Nigeria, weak institutions will further expand the gaps in income levels in the long run. As

regards the interactive effect of institution and globalization, they have a negative and
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statistically significant relationship on income inequality at 5% conventional level. This implies
that the role of strong and quality institutions further close the bridge in income disparities in
Nigeria in the long run. As for gdp per capita it has a negative and statistically significant
relationship on income inequality at 5% conventional level. This implies that increase in GDP
per capita further bridge the gaps in income levels. Thus, this aligns with theoretical expectations.

As for gross fixed capita formation it has a positive and statistically significant @bnship on

income inequality at 5% conventional level. This implies that increasel@@ﬁxed capital

formation further expands the gaps in income levels. Thus, this does not_align with theoretical
: \ﬁw

expectations. Lastly, as for inflation it has a negative and statisti@ fect on income inequality

at 5% conventional level in the longrun. Thus, this does ne &&sgr)with theoretical expectations.

The coefficient of determination (Adjusted-R?) is h®478%) indicating that about 84.78% of
the total variations in income inequality w : a@ai d by the variables in the model. It simply
indicated that the variation of changes in@ome inequality was explained by 84.78% variations
in institutions, globalization and the%ontrolling variables. The overall test using the F-statistic
(5.7513) 1is statistically sigqgaqt at 5% level of significance showing that model is well

specified and statisti }@gﬁcant. The Durbin Watson statistic (2.7725) shows that there is

absence of seriél ﬁgorrelation in the model.

Diagnostic@es

The esti;ated ARDL model is tested for heteroscedasticity, serial correlation, functional form
misspecification, parameter stability and normality. The results from these tests are shown in
Table 4.15. The estimated ARDL model revealed that the model passed the serial correlation,
normality test, and heteroskedasticity test. It means that the error terms are normally distributed

with same variables and they are not serially correlated. Also, the Ramsey RESET test was
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satisfactory for the ARDL model indicating that the model is well distributed. As well, the
cumulative sum (CUSUM) and cumulative sum of squares (CUSUMSQ) respectively presented

in Figures 5a and 5b are stable.
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Table 4.16: Diagnostic Tests of Selected ARDL Model

Results

Serial Correlation:8.6413 [0.0066]

Functional Form:0.2057 [0.8408]

Normality Test:1.2124 [0.5454]

Heteroskedasticity Test:1.8578[0.1347]

Source: Author’s computation (2023).
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4.5  Discussion of Findings

The results offer valuable insights into the relationships between various factors and income

inequality in Nigeria. This discussion aims to provide a thorough interpretation of these findings.

First and foremost, the long-run estimates reveal a crucial relationship between globalization and
income inequality in Nigeria. The positive and statistically significant relationsh@,; a 5%
conventional level suggests that as globalization continues to evolve in the lon it will likely

contribute to widening income disparities in the country. This ﬁnding‘%'}sistent with past

studies!- >34, . ‘%'\
S

Moving on to the role of institutions, the results show.a @&e and statistically significant
relationship between institutions and income inequali igeria at a 5% conventional level.
This finding implies that, in the long run, a lgc‘kQ%strong and effective institutions is likely to
exacerbate income disparities. It undersco@ importance of improving and strengthening

institutional frameworks to promote equitable income distribution in the country. This

finding is consistent with past stM?

When considering the ir@%:effect of institutions and globalization, the results reveal a
fascinating dynarniy\d negative and statistically significant relationship at a 5% conventional
level suggesv%gtrong and high-quality institutions can play a role in closing the income
inequ in Nigeria over time. This finding highlights the potential of well-functioning
institutions to counteract the negative effects of globalization and promote more equitable

income distribution.

GDP per capita, as another key determinant, exhibits a negative and statistically significant

relationship with income inequality at a 5% conventional level. This means that an increase in
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GDP per capita has the effect of narrowing income disparities. This finding aligns with
theoretical expectations and underscores the importance of economic growth and prosperity in

addressing income inequality. The findings is consistent with previous studies "% .

In contrast, gross fixed capital formation displays a surprising result, with a positive and

statistically significant relationship with income inequality at a 5% conventional leyel. This

gaps in the long run. :%\

Lastly, inflation's impact on income inequality is explored, reveali@?ative and statistically

implies that an increase in gross fixed capital formation may, counter-intuitive%@den income

significant effect at a 5% conventional level in the long run. @ding contradicts theoretical

expectations and suggests that higher inflation mi q& associated with reduced income
inequality. 6

In conclusion, the findings shed light 0@\complex web of factors influencing income
inequality in Nigeria. Policymakers sh onsider the implications of globalization, the critical
role of institutions, and the effects DP per capita, gross fixed capital formation, and inflation
when designing strategies@ﬁﬁress income inequality in the long run. It is essential to
acknowledge that theergationships are multifaceted, and effective policy responses should be

tailored to the s @c challenges and dynamics present in the Nigerian context.

QQ
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Chapter Five
Conclusion

This chapter presents the summary, conclusion, and recommendation of the study. This is

divided into five sections which includes summary of findings, conclusion, recommendations,
5.1 Summary of Findings . @

The broad objective of this study was to examine the relationship a%f stitutional quality,

contribution to knowledge, and suggestions for future studies.

[ ) “
globalization and income inequality in Nigeria using annual éﬁ&‘r 1985 to 2020. The
estimator employed was the ARDL estimation techniquc‘q%é empirical results of specific

objectives are reported and discussed in the previm@ér in details. However, the summary

findings from this study are discussed in this suhi%gion.

The result of the trend analysis did not presefit a precise or exact relationship among income
inequality, globalization, and in om@quality in Nigeria whether it is direct or indirect. It
however, necessitated the need, for émpirical analysis with more appropriate econometrics tools
as the directions of th z@%s are inconclusive. The unit root results revealed that some of the
series are not statid%ry at levels but after differencing once, they were stationary. This implies
that many of%series trended with prevalent economic, political, financial, social, institutions,
trade,@external sector reforms. Therefore, they have stochastic trends. The long-run co-
movement of the variables was confirmed using cointegration test. The parameter estimates were
estimated using ARDL estimation technique based on the different stationarity order of the

variables.
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The study reveals a positive and statistically significant relationship between the Kof
globalization index and income inequality. This suggests that, in the long run, increasing

globalization is likely to widen income disparities in Nigeria.

Weak institutions exhibit a positive and statistically significant relationship with income

inequality, implying that inadequate institutional quality will likely exacerbate income disparities

over time. . Q’&\

Interestingly, the combination of strong institutions and globalizatio‘\%s a negative and
statistically significant relationship with income inequality. This # ﬁé{hat robust institutions

can mitigate the negative effects of globalization on income 1n??§gl%

An increase in GDP per capita is negatively and st% assoc1ated with income inequality.
This aligns with theoretical expectatlons 1nd1c g that economic growth can lead to more

equitable income distribution.

Surprisingly, the study finds a positi d statistically significant relationship between gross

fixed capital formation and ir@quality. This suggests that an increase in capital formation

"
may widen income dis ar@n he long run, contrary to theoretical expectations.
Lastly, as for inflation has a negative and statistically significant effect on income inequality.
This contradic oretical expectations, indicating that higher inflation might be associated with

reduc@%e inequality.
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5.2 Conclusion

This study provides an empirical insight on the links among institutional quality, globalization,

and income inequality in Nigeria for a period of 1985 and 2020.

When considering the interactive effect of institutions and globalization, the results reveal a
fascinating dynamic. The negative and statistically significant relationship at a 5% 'co%ntional
level suggests that strong and high-quality institutions can play a role in cl %'&fhe income
inequality gap in Nigeria over time. This finding highlights the potenfﬁ%}well-functioning

institutions to counteract the negative effects of globalization -a#@g&note more equitable

The study formulated four specific objectives and eva a@sing appropriate statistical methods

income distribution.

like auto-regressive estimation technique, wheteas pre-estimation tests (such as graph,
descriptive statistics, correlation matrix, un@and cointegration) were carried out to validate
the choice of the estimation techni wSeveral diagnostic tests such as serial correlation,

normality tests, heteroskedasticiwt, as well as functional form were carried out to further

ensure the validity of the es@gﬁ technique.

Q

The long-run estingiti of Kof globalization index has a positive and statistically significant
relationship @ome inequality in the long run at 5% conventional level. This implies that in
the lo lobalization will further continue to increase the gaps in income level in Nigeria.
As regards institutions, there exists a positive and statistically significant relationship with
income inequality at 5% conventional level, this implies that in Nigeria, weak institutions will
further expand the gaps in income levels in the long run. As regards the interactive effect of
institution and globalization, they have a negative and statistically significant relationship on

income inequality at 5% conventional level. This implies that the role of strong and quality

125



institutions further close the bridge in income disparities in Nigeria in the long run. As for gdp
per capita it has a negative and statistically significant relationship on income inequality at 5%
conventional level. This implies that increase in GDP per capita further bridge the gaps in
income levels. Thus, this aligns with theoretical expectations. As for gross fixed capita formation
it has a positive and statistically significant relationship on income inequality at 5% conventional
level. This implies that increase in gross fixed capital formation further expa% gaps in
income levels. Thus, this does not align with theoretical expectations. Las ! ) Q@)r inflation it
has a negative and statistically effect on income inequality at S@xentional level in the
A
N

. Q@
5.3 Recommendations ®

The following recommendations arising from the @al results of this study are suggested in
this sub-section. The following suggestions ére&%

i.  Government should prioritize @tion-building initiatives, focusing on strengthening

longrun. Thus, this does not align with theoretical expectations.

as follows:

governance, reducing cown, and enhancing regulatory frameworks to ensure that the

benefits of globaliza@rg equitably shared across society.

Q

il. Recognizing\td ositive relationship between globalization and income inequality, it is

cmciﬂ%gelop strategies to mitigate the adverse impacts of globalization on income

tion. This might involve targeted social safety nets, education and skill
development programs, and policies that support job creation for lower-income

individuals.

iii.  Government should increase investment in improving the quality and effectiveness of

institutions in Nigeria. This includes measures to enhance the rule of law, reduce
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corruption, and ensure fair and transparent governance. Strong institutions can play a

crucial role in reducing income inequality by creating a level playing field for all citizens.

iv.  Government should focus on policies that promote inclusive economic growth. While
GDP per capita has a negative relationship with income inequality, ensuring that
economic growth benefits all segments of the population is essential. Impleme@&argeted

programs to support vulnerable and marginalized groups, providing them@&‘ access to

education, healthcare, and economic opportunities. ‘%‘\QO
5.4 Contribution to Knowledge \%"

The contributions made by this study to the existing hteratx@}&m the areas of identified gaps
and achieved with the proposition of appropriate poli s@stlons based on the results obtained

from empirical findings. The following major con%utlons are stated below as:.
Empirical Evidence C_)

The research provides empirical e ce of the specific relationships between institutional

quality, globalization, and 1gor‘ne inequality in Nigeria. This empirical basis enhances the

understanding of the @

reference and bu11(KgBon It adds credibility to the discourse on the socioeconomic landscape of

ships and offers concrete data for policymakers and scholars to

Nigeria and ﬁ%& of institutions and globalization in shaping income distribution.

Nuanc@nderstandmg

By uncovering the positive relationship between institutional quality and income inequality, the
work challenges conventional wisdom. While it might seem counterintuitive, the findings

highlight the intricate dynamics at play in Nigeria’s socioeconomic landscape. This nuanced
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understanding is crucial for developing more effective policies that consider the multifaceted

nature of income inequality.
Globalization Impact:

The research sheds light on how globalization affects income inequality in Nigeria. The positive
relationship between globalization and income inequality underscores the need for p akers
to consider the consequences of globalization on income distribution. This insi%g;%articularly

relevant in a globalized world where nations are increasingly intercoﬁ%'}, and economic

policies have far-reaching implications. . \%"

S
Policy Implications: . Qé

The findings have practical implications for poli@lation in Nigeria. It emphasize the
importance of strengthening institutions m@gate the potentially adverse effects of

globalization on income inequality. Polvz'c;@l&ers can use this research as a guide to design

measures that address income dispar@e

equitable and just societies. \)

0’

Interdisciplinary Sign@@

The research ri@e economics, political science, and international relations, offering an

fectively. This knowledge is vital for creating more

interdiscipl'gl perspective on the topic. This interdisciplinary approach enriches the academic
discour d contributes to a holistic understanding of the issues at hand. It underscores the
complexity of the challenges in addressing income inequality and the need for multifaceted

approaches.
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5.5 Suggestion for Further Studies

Future studies could delve into the causal mechanisms behind how institutional quality impacts
income inequality, examining specific reforms and policies that may lead to more equitable
income distribution. This analysis could provide actionable insights for policymakers seeking to

inequality, institutional quality, and globalization over time in Nigeriﬁ%s approach could

design effective strategies to address income disparities.

Secondly, conducting longitudinal research would enable the tracking of ¢ in income

reveal evolving trends and their interconnections, shedding lighb@\'ﬁhether and how the

A
relationships among these variables are changing. Q@'&%

These research suggestions promise to expand ou \edge of the complex relationship
between institutional quality, globalization, and inceme inequality in Nigeria, ultimately offering
a more comprehensive understanding of th@cal issue and informing policies and strategies

to promote greater income equity in th try.
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Descriptive statistics

GINI
Mean 41.51714
Median 40.10000
Maximum 51.90000
Minimum 35.10000
Std. Dev. 6.091242
Skewness 0.730560
Kurtosis 2.126352
Jarque-Bera 4.226446
Probability 0.120848
Sum 1453.100
Sum Sa. Dev. 1261.510
Observations 35
Correlation
GINI
GINI 1
INST 0.57023248...
KOFGI -0.4417155...
GFCF 0.43417299...
GDPPC 0.05916477...
FSD -0.4228594...
INF 0.14823051...
INT -0.1771054...

INST
2.990157
2.958333
3.937500
1.937500
0.417046

-0.142645
3.682634

0.798262
0.670903

104.6555
5.913544

35

INST
0.57023248...

1
0.11558018...
-0.0604550...
-0.1262721...
-0.0323021...
-0.0546457...
0.03985348...

Appendix

KOFGI
49.18960
49.54598
57.22692
37.62296
6.471732

-0.395463
1.805560

2.992865
0.223928

1721.636
1424.033

35

KOFGI
-0.4417155...

0.11558018...

1
-0.9516498...

0.08688056...
0.77429675...

-0.4261381...

0.40715049...

GFCF
30.60888
26.76866
54.94827
14.16873
13.07636
0.321475
1.816227

2.646443
0.266276

1071.311
5813.698

35

GFCF

0.43417299...

-0.0604550...

-0.9516498...
1

-0.1916355...
-0.7667155...
0.39972021...
-0.3699161...
‘ -

GDPPC
1.548636
1.634594
12.45747
-4.457078
3.845034
0.496722
3.338651

1.606523
0.447866

54.20226
502.6657

35

FSD
9.730140
8.435095
19.62560
4.957522
3.5667212
0.989421
3.640444

6.308732
0.042665

340.5549
432.6500

35

AN

GDPPC

1
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0.05916477...
-0.1262721...
0.08688056...
-0.1916355...

0.08729782...
-0.3117583...
0.30891170...

FSD

-0.4228594...
-0.0323021...
0.77429675...
-0.7667155...
0.08729782...

1
-0.3701395...
0.45686645...

&
S

INF
19.51369
12.55496
72.83550
5.388008
17.82607
1.703021
4.547347

20.40997
0.000037

682.9792
10804.13

35

INF

-0.0546457...
-0.4261381...

-0.3117583...
-0.3701395...
1
-0.7827390...

0.14823051...

0.39972021...

INT
2.547113
5.371280
18.18000

-31.45257
10.09646
-1.192216
5.073133

14.55912
0.000689

89.14897
3465.911

35

INT

-0.1771054...
0.03985348...
0.40715049...
-0.3699161...
0.30891170...
0.45686645...
-0.7827390...

1
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Unit root tests

Null Hypothesis: GINI has a unit root
Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*
Auamented Dickev-Fuller test statistic -1.104705 _ 0.7026
Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(GINI)
Method: Least Squares
Date: 11/04/23 Time: 16:43
Sample (adjusted): 1987 2020
Included observations: 34 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
GINI(-1) -0.085528 0.077422  -1.104705 0.2775 °
C 3.461139 3.262049 1.061032 0.2966
R-squared 0.036736 Mean dependent var -0.105882)
Adjusted R-squared 0.006634 S.D. dependent var 2.712255
S.E. of regression 2.703244  Akaike info criterion 4.883805
Sum squared resid 233.8409 Schwarz criterion 4.973591
Log likelihood -81.02468 Hannan-Quinn criter. 4.914424
F-statistic 1.220372 Durbin-Watson stat 1.895203
Prob(F-statistic) 0.277525
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Null Hypothesis: D(GINI) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

Auamented Dickev-Fuller test statistic -5.535580 _ 0.0001
Test critical values: 1% level -3.646342

5% level -2.954021

10% level -2.615817

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(GINI,2)

Method: Least Squares ° q%
Date: 11/04/23 Time: 16:33 \
Sample (adjusted): 1988 2020

Included observations: 33 after adjustments

'\
Variable Coefficient Std. Error t-Statistic Prob. N @

D(GINI(-1)) -0.994203 0.179602  -5.535580 0.0000 &%
C -0.108458 0.487510 -0.222475 0.8254 AQ
e
R-squared 0.497101 Mean dependent var 0.000000
Adjusted R-squared 0.480879 S.D. dependent var 3.883780Q
S.E. of regression 2.798266 Akaike info criterion 4.954569)
Sum squared resid 242.7391 Schwarz criterion 5.045266
Log likelihood -79.75039 Hannan-Quinn criter. 4.985086
F-statistic 30.64264 Durbin-Watson stat 2.000023
Prob(F-statistic) 0.000005
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Null Hypothesis: GINI has a unit root
Exogenous: Constant

Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-Perron test statistic -1.141721 0.6876
Test critical values: 1% level -3.639407

5% level -2.951125

10% level -2.614300
*MacKinnon (1996) one-sided p-values.

A

Residual variance (no correction) 6.877674 \
HAC corrected variance (Bartlett kernel) 7.234619

Phillips-Perron Test Equation

Dependent Variable: D(GINI)

Method: Least Squares

Date: 11/04/23 Time: 16:51

Sample (adjusted): 1987 2020

Included observations: 34 after adjustments

&

2
S

Variable Coefficient Std. Error t-Statistic Prob. X
GINI(-1) -0.085528 0.077422  -1.104705 0.2775 \
C 3.461139 3.262049 1.061032 0.2966

R-squared 0.036736 Mean dependent var -0.105882
Adjusted R-squared 0.006634 S.D. dependent var 2.712255
S.E. of regression 2.703244  Akaike info criterion 4.883805
Sum squared resid 233.8409 Schwarz criterion 4.973591
Log likelihood -81.02468 Hannan-Quinn criter. 4.914424
F-statistic 1.220372 Durbin-Watson stat 1.895203
Prob(F-statistic) 0.277525
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Null Hypothesis: INST has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; Di -Ful _ -2.870855__ 0.059

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(INST)

Method: Least Squares

Date: 11/04/23 Time: 16:55

Sample (adjusted): 1987 2020

Included observations: 34 after adjustments

Variable Coefficient Std. Error t-Statistic Prob. \
INST(-1) -0.258212 0.089943 -2.870855 0.0072 &%
C 0.805663 0.271226 2.970445 0.0056 AQ

R-squared 0.204807 Mean dependent var 0.034475 \

Adjusted R-squared 0.179957 S.D. dependent var 0.241230Q

S.E. of regression 0.218449  Akaike info criterion -0.147509)

Sum squared resid 1.527034  Schwarz criterion -0.057723

Log likelihood 4507652 Hannan-Quinn criter. -0.116889

F-statistic 8.241809 Durbin-Watson stat 1.596744

Prob(F-statistic) 0.007202
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Null Hypothesis: D(INST) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; Di -Ful _ -4.66766 0.0007

Test critical values: 1% level -3.646342
5% level -2.954021
10% level -2.615817
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(INST,2)
Method: Least Squares
Date: 11/04/23 Time: 16:58
Sample (adjusted): 1988 2020
Included observations: 33 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
D(INST(-1)) -0.819156 0.175496 -4.667661 0.0001
C 0.023647 0.042758 0.553027 0.5842
R-squared 0.412735 Mean dependent var -0.004398
Adjusted R-squared 0.393791 S.D. dependent var 0.312347
S.E. of regression 0.243191  Akaike info criterion 0.068756
Sum squared resid 1.833404 Schwarz criterion 0.159454
Log likelihood 0.865524 Hannan-Quinn criter. 0.099273
F-statistic 21.78706  Durbin-Watson stat 2.047957
Prob(F-statistic) 0.000056
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Null Hypothesis: INST has a unit root
Exogenous: Constant
Bandwidth: 4 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-P - -2.88018 0.0582

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

QP

Residual variance (no correction) 0.044913 &
HAC corrected variance (Bartlett kernel) 0.050018 . q%
Phillips-Perron Test Equation E

Dependent Variable: D(INST) . 4%'3

Method: Least Squares \

Date: 11/04/23 Time: 17:00 \

Sample (adiusted): 1987 2020 &3
Included observations: 34 after adjustments ‘@
e

Variable Coefficient Std. Error t-Statistic Prob. X
INST(-1) -0.258212 0.089943 -2.870855 0.0072 \
C 0.805663 0.271226 2.970445 0.0056

R-squared 0.204807 Mean dependent var 0.034475
Adjusted R-squared 0.179957 S.D. dependent var 0.241230
S.E. of regression 0.218449  Akaike info criterion -0.147509
Sum squared resid 1.527034  Schwarz criterion -0.057723
Log likelihood 4507652 Hannan-Quinn criter. -0.116889
F-statistic 8.241809 Durbin-Watson stat 1.596744
Prob(F-statistic) 0.007202
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Null Hypothesis: D(INST) has a unit root
Exogenous: Constant
Bandwidth: 7 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-P - 4572256 0.0009

Test critical values: 1% level -3.646342
5% level -2.954021
10% level -2.615817

*MacKinnon (1996) one-sided p-values.

A
. %
Phillips-Perron Test Equation E

Dependent Variable: D(INST,2) . *
Method: Least Squares ‘\\‘

Date: 11/04/23 Time: 17:02

Residual variance (no correction) 0.055558
HAC corrected variance (Bartlett kernel) 0.038679

Sample (adjusted): 1988 2020 &
Included observations: 33 after adjustments @
e
Variable Coefficient Std. Error t-Statistic Prob. J\\
D(INST(-1)) -0.819156 0.175496 -4.667661 0.0001 \

C 0.023647 0.042758 0.553027 0.5842
R-squared 0.412735 Mean dependent var -0.004398
Adjusted R-squared 0.393791 S.D. dependent var 0.312347
S.E. of regression 0.243191  Akaike info criterion 0.068756
Sum squared resid 1.833404 Schwarz criterion 0.159454
Log likelihood 0.865524 Hannan-Quinn criter. 0.099273
F-statistic 21.78706 Durbin-Watson stat 2.047957
Prob(F-statistic) 0.000056
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Null Hypothesis: KOFGI has a unit root
Exogenous: Constant
Lag Length: 8 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

: DI F _ -2.017332 0.2780

Test critical values: 1% level -3.711457
5% level -2.981038
10% level -2.629906

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

° %‘
Dependent Variable: D(KOFGI)

Method: Least Squares ° Q%
Date: 11/04/23 Time: 17:04 \
Sample (adjusted): 1995 2020
Included observations: 26 after adjustments ‘%

'3

Variable Coefficient Std. Error t-Statistic Prob. N )\\a
KOFGI(-1) -0.057296 0.028402 -2.017332 0.0608 &%
D(KOFGI(-1)) 0.669829 0.142763 4.691909 0.0002 %
D(KOFGI(-2)) -0.123712 0.108565 -1.139517 0.2713 © Q
D(KOFGI(-3)) -0.072508 0.105305 -0.688546 0.5010 \
D(KOFGI(-4)) 0.057197 0.105963 0.539787 0.5968Q
D(KOFGI(-5)) -0.167015 0.096312  -1.734102 0.1021>
D(KOFGI(-6)) 0.499065 0.101760 4.904345 0.0002
D(KOFGI(-7)) -0.238170 0.109049 -2.184060 0.0442
D(KOFGI(-8)) 0.192908 0.108387 1.779801 0.0941
C 2.976179 1.5652399 1.917148 0.0733

R-squared 0.816013 Mean dependent var 0.344502

Adjusted R-squared 0.712521 S.D. dependent var 1.179778

S.E. of regression 0.632562  Akaike info criterion 2.205647

Sum squared resid 6.402164 Schwarz criterion 2.689531

Log likelihood -18.67342 Hannan-Quinn criter. 2.344988

F-statistic 7.884754  Durbin-Watson stat 2.288375

Prob(F-statistic) 0.000206
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Null Hypothesis: D(KOFGI,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

: DI F _ -6.327042 0.000

Test critical values: 1% level -4.323979
5% level -3.580623
10% level -3.225334

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(KOFGI,3)

Method: Least Squares ° Q%
Date: 11/04/23 Time: 17:06 \
Sample (adjusted): 1993 2020
Included observations: 28 after adjustments ‘%

'3

Variable Coefficient Std. Error t-Statistic Prob. N ‘\\‘
D(KOFGI(-1),2) -3.888125 0.614525 -6.327042 0.0000 '@
D(KOFGI(-1),3) 2.180307 0.512955 4.250484 0.0004 @
D(KOFGI(-2),3) 1.725986 0.414105 4.167989 0.0004 © Q
D(KOFGI(-3),3) 1.274537 0.290163 4.392482 0.0003 \
D(KOFGI(-4),3) 0.581769 0.162469 3.580810 0.0018Q

C 0.159545 0.719571 0.221723 0.8267
@TREND("1986") -0.016562 0.032650 -0.507269 0.6173
R-squared 0.847223 Mean dependent var 0.023753
Adjusted R-squared 0.803572 S.D. dependent var 3.130872
S.E. of regression 1.387609 Akaike info criterion 3.705359
Sum squared resid 40.43462 Schwarz criterion 4.038410
Log likelihood -44.87503 Hannan-Quinn criter. 3.807176
F-statistic 19.40915 Durbin-Watson stat 1.819340
Prob(F-statistic) 0.000000
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Null Hypothesis: KOFGI has a unit root

Exogenous: Constant

Bandwidth: 5 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-Perron test statistic -1.871254 0.3413
Test critical values: 1% level -3.639407

5% level -2.951125

10% level -2.614300
*MacKinnon (1996) one-sided p-values.
Residual variance (no correction) 1.854847
HAC corrected variance (Bartlett kernel) 0.977558
Phillips-Perron Test Equation
Dependent Variable: D(KOFGI)
Method: Least Squares
Date: 11/04/23 Time: 17:08 c
Sample (adjusted): 1987 2020 &
Included observations: 34 after adjustments @

(Y Q
Variable Coefficient Std. Error t-Statistic Prob. J\\
KOFGI(-1) -0.062189 0.037642  -1.652097 0.1083 \
C 3.555822 1.860968 1.910738 0.0650

R-squared 0.078591 Mean dependent var 0.507161
Adjusted R-squared 0.049797 S.D. dependent var 1.440159
S.E. of regression 1.403843 Akaike info criterion 3.573327
Sum squared resid 63.06481 Schwarz criterion 3.663112
Log likelihood -58.74655 Hannan-Quinn criter. 3.603946
F-statistic 2.729423  Durbin-Watson stat 1.822180
Prob(F-statistic) 0.108295
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Null Hypothesis: D(KOFGI) has a unit root
Exogenous: Constant
Bandwidth: 3 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-P - -4.929334 0.0003

Test critical values: 1% level -3.646342
5% level -2.954021
10% level -2.615817

*MacKinnon (1996) one-sided p-values.

QP

Residual variance (no correction) 2.058048 &
HAC corrected variance (Bartlett kernel) 1.841914 . Q%
Phillips-Perron Test Equation E

Dependent Variable: D(KOFGI,2) . 4%'3

Method: Least Squares \

Date: 11/04/23 Time: 17:10 \

Sample (adiusted): 1988 2020 &3
Included observations: 33 after adjustments ‘@
e

Variable Coefficient Std. Error t-Statistic Prob. X
D(KOFGI(-1)) -0.910348 0.183136  -4.970893 0.0000 \

C 0.458672 0.277314 1.653983 0.1082
R-squared 0.443545 Mean dependent var -0.051037
Adjusted R-squared 0.425595 S.D. dependent var 1.952966
S.E. of regression 1.480144  Akaike info criterion 3.680847
Sum squared resid 67.91558 Schwarz criterion 3.771545
Log likelihood -58.73398 Hannan-Quinn criter. 3.711364
F-statistic 24.70977 Durbin-Watson stat 1.928937
Prob(F-statistic) 0.000023
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Null Hypothesis: GFCF has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

Auamented Dickev-Fuller test statistic -1.966233  0.2996
Test critical values: 1% level -3.639407

5% level -2.951125

10% level -2.614300
*MacKinnon (1996) one-sided p-values.

A
Augmented Dickey-Fuller Test Equation &\
Dependent Variable: D(GFCF) %
Method: Least Squares ° QO
Date: 11/04/23 Time: 17:12 \
Sample (adjusted): 1987 2020
Included observations: 34 after adjustments
'\
Variable Coefficient Std. Error t-Statistic Prob. N @
GFCF(-1) -0.083958 0.042700 -1.966233 0.0580 &3
C 1.749862 1.425439 1.227595 0.2286 @
(Y A

R-squared 0.107792 Mean dependent var -0.829531 \
Adjusted R-squared 0.079910 S.D. dependent var 3 389702Q
S.E. of regression 3.251446  Akaike info criterion 5.253099)
Sum squared resid 338.3009 Schwarz criterion 5.342885
Log likelihood -87.30269 Hannan-Quinn criter. 5.283719
F-statistic 3.866071  Durbin-Watson stat 1.725486
Prob(F-statistic) 0.057997
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Null Hypothesis: D(GFCF) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic

Prob.*

; Di -Ful _ -4.929825 _ 0.0003

Test critical values: 1% level -3.646342

5% level -2.954021

10% level -2.615817
*MacKinnon (1996) one-sided p-values.

A
Augmented Dickey-Fuller Test Equation &\
Dependent Variable: D(GFCF,2) %
Method: Least Squares ° QO
Date: 11/04/23 Time: 17:13 \
Sample (adjusted): 1988 2020
Included observations: 33 after adjustments
'3
Variable Coefficient Std. Error t-Statistic Prob. N @
D(GFCF(-1)) -0.867828 0.176036  -4.929825 0.0000 &3
C -0.584782 0.611406  -0.956456 0.3462 @
(Y A

R-squared 0.439454 Mean dependent var 0.212647 \
Adjusted R-squared 0.421371 S.D. dependent var 4.452760Q
S.E. of regression 3.387110 Akaike info criterion 5.336523)
Sum squared resid 355.6479  Schwarz criterion 5.427220
Log likelihood -86.05263 Hannan-Quinn criter. 5.367040
F-statistic 24.30317  Durbin-Watson stat 1.958475
Prob(F-statistic) 0.000026
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Null Hypothesis: D(GFCF) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic

Prob.*

; Di -Ful _ -4.929825 _ 0.0003

Test critical values: 1% level -3.646342

5% level -2.954021

10% level -2.615817
*MacKinnon (1996) one-sided p-values.

A
Augmented Dickey-Fuller Test Equation &\
Dependent Variable: D(GFCF,2) %
Method: Least Squares ° QO
Date: 11/04/23 Time: 17:13 \
Sample (adjusted): 1988 2020
Included observations: 33 after adjustments
'3
Variable Coefficient Std. Error t-Statistic Prob. N @
D(GFCF(-1)) -0.867828 0.176036  -4.929825 0.0000 &3
C -0.584782 0.611406  -0.956456 0.3462 @
(Y A

R-squared 0.439454 Mean dependent var 0.212647 \
Adjusted R-squared 0.421371 S.D. dependent var 4.452760Q
S.E. of regression 3.387110 Akaike info criterion 5.336523)
Sum squared resid 355.6479  Schwarz criterion 5.427220
Log likelihood -86.05263 Hannan-Quinn criter. 5.367040
F-statistic 24.30317  Durbin-Watson stat 1.958475
Prob(F-statistic) 0.000026
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Null Hypothesis: D(GFCF) has a unit root
Exogenous: Constant
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-Perron test statistic -4.888464 0.0004
Test critical values: 1% level -3.646342

5% level -2.954021

10% level -2.615817
*MacKinnon (1996) one-sided p-values.

A
Residual variance (no correction) 10.77721 &\
HAC corrected variance (Bartlett kernel) 9.120296 . Q%
Phillips-Perron Test Equation E
Dependent Variable: D(GFCF,2) . *
Method: Least Squares \
Date: 11/04/23 Time: 17:16 C\
Sample (adjusted): 1988 2020 &
Included observations: 33 after adjustments @
[y Q
Variable Coefficient Std. Error t-Statistic Prob. J\\
D(GFCF(-1)) -0.867828 0.176036  -4.929825 0.0000 \
C -0.584782 0.611406  -0.956456 0.3462

R-squared 0.439454 Mean dependent var 0.212647
Adjusted R-squared 0.421371 S.D. dependent var 4.452760
S.E. of regression 3.387110 Akaike info criterion 5.336523
Sum squared resid 355.6479  Schwarz criterion 5.427220
Log likelihood -86.05263 Hannan-Quinn criter. 5.367040
F-statistic 24.30317  Durbin-Watson stat 1.958475

Prob(F-statistic) 0.000026
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Null Hypothesis: GDPPC has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; Di -Ful _ .3.705466 _ 0.0085

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(GDPPC)

Method: Least Squares ° q%
Date: 11/04/23 Time: 17:17 \
Sample (adjusted): 1987 2020
Included observations: 34 after adjustments ‘%

'\

Variable Coefficient Std. Error t-Statistic Prob.

GDPPC(-1) -0.618926 0.167030  -3.705466 0.0008 &3
C 1.012756 0.682975 1.482859 0.1479 @
°

R-squared 0.300248 Mean dependent var -0.051475
Adjusted R-squared 0.278381 S.D. dependent var 4.253368Q
S.E. of regression 3.613158  Akaike info criterion 5.464064)
Sum squared resid 417.7572  Schwarz criterion 5.553850

Log likelihood -90.88909 Hannan-Quinn criter. 5.494684
F-statistic 13.73048 Durbin-Watson stat 2.188284
Prob(F-statistic) 0.000795
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Null Hypothesis: GDPPC has a unit root

Exogenous: Constant

Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-Perron test statistic -3.592407 0.0112
Test critical values: 1% level -3.639407

5% level -2.951125

10% level -2.614300
*MacKinnon (1996) one-sided p-values.
Residual variance (no correction) 12.28698
HAC corrected variance (Bartlett kernel) 10.74028
Phillips-Perron Test Equation
Dependent Variable: D(GDPPC)
Method: Least Squares
Date: 11/04/23 Time: 17:19 c
Sample (adjusted): 1987 2020 &
Included observations: 34 after adjustments @

[y Q
Variable Coefficient Std. Error t-Statistic Prob. J\\
GDPPC(-1) -0.618926 0.167030 -3.705466 0.0008 \
C 1.012756 0.682975 1.482859 0.1479

R-squared 0.300248 Mean dependent var -0.051475
Adjusted R-squared 0.278381 S.D. dependent var 4.253368
S.E. of regression 3.613158  Akaike info criterion 5.464064
Sum squared resid 417.7572  Schwarz criterion 5.553850
Log likelihood -90.88909 Hannan-Quinn criter. 5.494684
F-statistic 13.73048 Durbin-Watson stat 2.188284
Prob(F-statistic) 0.000795
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Null Hypothesis: FSD has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

: Di -Ful _ -2.309638 0.169

Test critical values: 1% level -3.646342
5% level -2.954021
10% level -2.615817

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(FSD)

Method: Least Squares

Date: 11/04/23 Time: 17:22

Sample (adjusted): 1988 2020

Included observations: 33 after adjustments

Variable Coefficient Std. Error t-Statistic Prob. \
FSD(-1) -0.229621 0.098565 -2.329638 0.0267 &%
D(FSD(-1)) 0.344121 0.170202 2.021839 0.0522 @
C 2.362710 1.011341 2.336215 0.0264 © $
R-squared 0.198576  Mean dependent var 0.167541 Q
Adjusted R-squared 0.145148 S.D. dependent var 2.099627)
S.E. of regression 1.941278 Akaike info criterion 4.251078
Sum squared resid 113.0568 Schwarz criterion 4.387124
Log likelihood -67.14279 Hannan-Quinn criter. 4.296853
F-statistic 3.716688 Durbin-Watson stat 1.919329
Prob(F-statistic) 0.036135
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Null Hypothesis: D(FSD) has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; DI F _ .5.378377 __ 0.000

Test critical values: 1% level -3.661661
5% level -2.960411
10% level -2.619160

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(FSD,2)

Method: Least Squares ¢ q%
Date: 11/04/23 Time: 17:23 \
Sample (adjusted): 1990 2020
Included observations: 31 after adjustments ‘%

'3

Variable Coefficient Std. Error t-Statistic Prob. N ‘\\d
D(FSD(-1)) -1.424464 0.264850 -5.378377 0.0000 &%
D(FSD(-1),2) 0.592484 0.205948 2.876862 0.0078 @
D(FSD(-2),2) 0.461131 0.175962 2.620629 0.0142 © A
C 0.293485 0.344349 0.852291 0.4015‘(\\
R-squared 0.549380 Mean dependent var 0.062903 \
Adjusted R-squared 0.499311 S.D. dependent var 2.688520
S.E. of regression 1.902380 Akaike info criterion 4.244003
Sum squared resid 97.71434  Schwarz criterion 4.429033
Log likelihood -61.78204 Hannan-Quinn criter. 4.304318
F-statistic 10.97247 Durbin-Watson stat 2.092437
Prob(F-statistic) 0.000069
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Null Hypothesis: FSD has a unit root
Exogenous: Constant

Bandwidth: 11 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-Perron test statistic -1.540608 0.5013
Test critical values: 1% level -3.639407

5% level -2.951125

10% level -2.614300
*MacKinnon (1996) one-sided p-values.
Residual variance (no correction) 3.842759
HAC corrected variance (Bartlett kernel) 3.122577
Phillips-Perron Test Equation
Dependent Variable: D(FSD)
Method: Least Squares
Date: 11/04/23 Time: 17:24 c
Sample (adjusted): 1987 2020 &
Included observations: 34 after adjustments @

(Y Q
Variable Coefficient Std. Error t-Statistic Prob. J\\
FSD(-1) -0.165420 0.097818 -1.691104 0.1005 \
C 1.731903 1.006415 1.720865 0.0949

R-squared 0.082038 Mean dependent var 0.134025
Adjusted R-squared 0.053352 S.D. dependent var 2.076786
S.E. of regression 2.020626 Akaike info criterion 4.301715
Sum squared resid 130.6538 Schwarz criterion 4.391501
Log likelihood -71.12915 Hannan-Quinn criter. 4.332334
F-statistic 2.859833 Durbin-Watson stat 1.418105
Prob(F-statistic) 0.100536
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Null Hypothesis: D(FSD) has a unit root

Exogenous: Constant

Bandwidth: 3 (Used-specified) using Bartlett kernel

Adi. t-Stat Prob.*
Phillips-Perron test statistic -4.268852  0.0020
Test critical values: 1% level -3.646342
5% level -2.954021
10% level -2.615817
*MacKinnon (1996) one-sided p-values.
Residual variance (no correction) 4.045745
HAC corrected variance (Bartlett kernel) 2.817791
Phillips-Perron Test Equation
Dependent Variable: D(FSD,2)
Method: Least Squares
Date: 11/04/23 Time: 17:28
Sample (adjusted): 1988 2020
Included observations: 33 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
D(FSD(-1)) -0.768935 0.174397  -4.409100 0.0001
C 0.142456 0.361755 0.393793 0.6964
R-squared 0.385410 Mean dependent var 0.058979
Adjusted R-squared 0.365585 S.D. dependent var 2.605485
S.E. of regression 2.075274  Akaike info criterion 4.356755
Sum squared resid 133.5096 Schwarz criterion 4.447452
Log likelihood -69.88646 Hannan-Quinn criter. 4.387272
F-statistic 19.44017 Durbin-Watson stat 1.882130
Prob(F-statistic) 0.000116
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Null Hypothesis: INF has a unit root
Exogenous: Constant
Lag Length: 7 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; DI F _ -4.539364 0.0013

Test critical values: 1% level -3.699871
5% level -2.976263
10% level -2.627420

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(INF)

Method: Least Squares ° Q%
Date: 11/04/23 Time: 17:29 \
Sample (adjusted): 1994 2020
Included observations: 27 after adjustments ‘%

'3

Variable Coefficient Std. Error t-Statistic Prob. N ‘\\‘
INF(-1) -0.472331 0.104052  -4.539364 0.0003 &%
D(INF(-1)) -0.038122 0.141944  -0.268569 0.7913 @
D(INF(-2)) 0.223175 0.134324 1.661467 0.1139 © Q
D(INF(-3)) 0.216107 0.118984 1.816271 0.0860 \
D(INF(-4)) -0.053787 0.107681  -0.499508 0.6235Q
D(INF(-5)) -0.262407 0.107302  -2.445507 0.0250>
D(INF(-6)) 0.167974 0.087578 1.918003 0.0711
D(INF(-7)) 0.194349 0.094616 2.054083 0.0548
C 6.195186 2.316110 2.674824 0.0155
R-squared 0.797571 Mean dependent var -1.626638
Adjusted R-squared 0.707602 S.D. dependent var 10.64234
S.E. of regression 5.754720 Akaike info criterion 6.599119
Sum squared resid 596.1024  Schwarz criterion 7.031065
Log likelihood -80.08811 Hannan-Quinn criter. 6.727559
F-statistic 8.864987  Durbin-Watson stat 1.979140
Prob(F-statistic) 0.000069
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Null Hypothesis: INF has a unit root
Exogenous: Constant
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-P - -2.852100 0.0618

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

A
Residual variance (no correction) 189.4046 \
HAC corrected variance (Bartlett kernel) 209.1013

. %
Phillips-Perron Test Equation ‘% E
'3

Dependent Variable: D(INF)

Method: Least Squares N ‘\\‘

Date: 11/04/23 Time: 17:31

Sample (adiusted): 1987 2020 &3
Included observations: 34 after adjustments ‘@
e

Variable Coefficient Std. Error t-Statistic Prob. X
INF(-1) -0.377691 0.136735 -2.762219 0.0094 \
C 7.661217 3.629509 2.110814 0.0427

R-squared 0.192528 Mean dependent var 0.221437
Adjusted R-squared 0.167294 S.D. dependent var 15.54583
S.E. of regression 14.18599 Akaike info criterion 8.199410
Sum squared resid 6439.757  Schwarz criterion 8.289196
Log likelihood -137.3900 Hannan-Quinn criter. 8.230029
F-statistic 7.629853 Durbin-Watson stat 1.584947
Prob(F-statistic) 0.009433
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Null Hypothesis: INT has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=8)

t-Statistic Prob.*

; Di -Ful _ .3.534826  0.0129

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

A
Dependent Variable: D(INT)

Method: Least Squares ° q%
Date: 11/04/23 Time: 17:33 \
Sample (adjusted): 1987 2020
Included observations: 34 after adjustments ‘%

'\

Variable Coefficient Std. Error t-Statistic Prob.

INT(-1) -0.562360 0.159091  -3.534826 0.0013 &3
C 1.416888 1.651552 0.857913 0.3973 @
°

R-squared 0.280818 Mean dependent var 0.031206
Adjusted R-squared 0.258344 S.D. dependent var 10.86272Q
S.E. of regression 9.354913  Akaike info criterion 7.366703)
Sum squared resid 2800.461 Schwarz criterion 7.456489

Log likelihood -123.2339 Hannan-Quinn criter. 7.397322
F-statistic 12.49500 Durbin-Watson stat 1.943914
Prob(F-statistic) 0.001267
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Null Hypothesis: INT has a unit root
Exogenous: Constant
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel

Adi. t-Stat Prob.*

Phillips-P - -3.556959 0.0123

Test critical values: 1% level -3.639407
5% level -2.951125
10% level -2.614300

*MacKinnon (1996) one-sided p-values.

QP

Residual variance (no correction) 82.36650 &
HAC corrected variance (Bartlett kernel) 84.49452 . Q%
Phillips-Perron Test Equation E

Dependent Variable: D(INT) . 4%'3

Method: Least Squares \

Date: 11/04/23 Time: 17:34 \

Sample (adiusted): 1987 2020 &3
Included observations: 34 after adjustments ‘@
e

Variable Coefficient Std. Error t-Statistic Prob. X
INT(-1) -0.562360 0.159091  -3.534826 0.0013 \
C 1.416888 1.651552 0.857913 0.3973

R-squared 0.280818 Mean dependent var 0.031206
Adjusted R-squared 0.258344 S.D. dependent var 10.86272
S.E. of regression 9.354913  Akaike info criterion 7.366703
Sum squared resid 2800.461 Schwarz criterion 7.456489
Log likelihood -123.2339 Hannan-Quinn criter. 7.397322
F-statistic 12.49500 Durbin-Watson stat 1.943914
Prob(F-statistic) 0.001267
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ARDL

Dependent Variable: KOFGI

Method: ARDL

Date: 11/07/23 Time: 17:49
Sample (adjusted): 1988 2020
Included observations: 33 after adjustments
Maximum dependent lags: 2 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (2 lags, automatic): INST GDPPC GFCF FSD INT

INF
Fixed regressors: C

Number of models evalulated: 1458
Selected Model: ARDL(1,2,2,0,1,1,1)

QP

N
e
<
. \%w

\

&
>

Variable Coefficient Std. Error t-Statistic  Prob.*
KOFGI(-1) 0.650584 0.119719 5.434275 0.0000
INST -3.470497 1.123809 -3.088157 0.0063
INST(-1) 1.435994 1.195276 1.201391 0.2452
INST(-2) 1.081189 0.872904 1.238612 0.2314
GDPPC -0.244564 0.073050 -3.347922 0.0036
GDPPC(-1) 0.007757 0.058316 0.133018 0.8957
GDPPC(-2) 0.132010 0.061421 2.149248 0.0455
GFCF 0.028070 0.057398 0.489034 0.6307
FSD -0.155249 0.111602  -1.391092 0.1812
FSD(-1) 0.509233 0.128512 3.962524 0.0009
INT -0.004362 0.037214  -0.117208 0.9080
INT(-1) -0.166345 0.038473  -4.323673 0.0004
INF -0.083887 0.030816  -2.722199 0.0140
INF(-1) -0.073498 0.020983  -3.502702 0.0025
C 20.29030 8.123913 2.497601 0.0224
R-squared 0.985527 Mean dependent var 49.87695
Adjusted R-squared 0.974270 S.D. dependent var 5.997637
S.E. of regression 0.962048 Akaike info criterion 3.063450
Sum squared resid 16.65965 Schwarz criterion 3.743681
Log likelihood -35.54693 Hannan-Quinn criter. 3.292327
F-statistic 87.55024 Durbin-Watson stat 1.779298

Prob(F-statistic) 0.000000

*Note: p-values and any subsequent tests do not account for model

selection.

QQ

-
>
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(KOFGI)

Selected Model: ARDL(1, 2,2,0,1,1,1)
Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 17:50

Sample: 1986 2020

Included observations: 33

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C 20.29030 8.123913 2.497601 0.0224
KOFGI(-1)* -0.349416 0.119719  -2.918645 0.0092
INST(-1) -0.953314 0.777712  -1.225793 0.2361
GDPPC(-1) -0.104797 0.088992 -1.177600 0.2543
GFCF** 0.028070 0.057398 0.489034 0.6307
FSD(-1) 0.353984 0.114989 3.078416 0.0065
INT(-1) -0.170707 0.058495 -2.918311 0.0092
INF(-1) -0.157385 0.039100 -4.025243 0.0008
D(INST) -3.470497 1.123809 -3.088157 0.0063 . *
D(INST(-1)) -1.081189 0.872904  -1.238612 0.2314 ‘\
D(GDPPC) -0.244564 0.073050 -3.347922 0.0036 %\
D(GDPPC(-1)) -0.132010 0.061421 -2.149248 0.0455 &
D(FSD) -0.155249 0.111602  -1.391092 0.1812 %
D(INT) -0.004362 0.037214  -0.117208 0.9080 Q
D(INF) -0.083887 0.030816  -2.722199 0.0140\\
* p-value incompatible with t-Bounds distribution. y
** Variable interpreted as Z = Z(-1) + D(Z).
Levels Equation
Case 2: Restricted Constant and No Trend
Variable Coefficient Std. Error t-Statistic Prob.
INST -2.728306 2.160398 -1.262872 0.2228
GDPPC -0.299921 0.223425  -1.342376 0.1962
GFCF 0.080333 0.185543 0.432960 0.6702
FSD 1.013072 0.385782 2.626024 0.0171
INT -0.488550 0.218365 -2.237304 0.0382
INF -0.450424 0.168776  -2.668760 0.0157
C 58.06915 7.606031 7.634619 0.0000

EC = KOFGI - (-2.7283*INST -0.2999*GDPPC + 0.0803*GFCF + 1.0131

*FSD -0.4885*INT -0.4504*INF + 58.0691 )

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) (1)
Asymptotic: n=1000
F-statistic 5.628197 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61
1% 2.88 3.99
Actual Sample Size 33 Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326
Finite Sample: n=30
10% 2.334 3.515
5% 2.794 4.148
1% 3.976 5.691




ARDL Error Correction Regression
Dependent Variable: D(KOFGI)

Selected Model: ARDL(1,2,2,0,1,1,1)
Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 18:01

Sample: 1986 2020

Included observations: 33

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(INST) -3.470497 0.679135 -5.110173 0.0001
D(INST(-1)) -1.081189 0.703926  -1.535942 0.1419
D(GDPPC) -0.244564 0.049586  -4.932083 0.0001
D(GDPPC(-1)) -0.132010 0.048567 -2.718069 0.0141
D(FSD) -0.155249 0.079543  -1.951755 0.0667
D(INT) -0.004362 0.021538  -0.202521 0.8418
D(INF) -0.083887 0.017656  -4.751166 0.0002
CointEq(-1)* -0.349416 0.044185  -7.907940 0.0000
R-squared 0.756582 Mean dependent var 0.508869
Adjusted R-squared 0.688425 S.D. dependent var 1.462453
S.E. of regression 0.816325 Akaike info criterion 2.639208
Sum squared resid 16.65965 Schwarz criterion 3.001998
Log likelihood -35.54693 Hannan-Quinn criter. 2.761276

Durbin-Watson stat

1.779298

N

S
&
>

N

* p-value incompatible with t-Bounds distribution.

F-Bounds Test

Null Hypothesis: No levels relationship

L
<
4%*»

N

Test Statistic Value Signif. 1(0) (1)
F-statistic 5.628197 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61
1% 2.88 3.99
8 A f\Q )
Series: Residuals
7 Sample 1988 2020
Observations 33
6
5 Mean 1.61e-15
Median 0.012553
4 | Maximum 1.534838
Minimum -1.501120
3 Std. Dev. 0.721536
Skewness -0.166783
24 Kurtosis 2.855031
i Jarque-Bera  0.181888
0 Probability 0.913069
15 -1.0 05 0.0 0.5 1.0 15
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Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 3.907575 Prob. F(14,18) 0.0039
Obs*R-squared 24.83012 Prob. Chi-Square(14) 0.0363
Scaled explained SS 6.851996 Prob. Chi-Square(14) 0.9403
Test Equation:
Dependent Variable: RESID/2
Method: Least Squares
Date: 11/07/23 Time: 18:18
Sample: 1988 2020
Included observations: 33
Variable Coefficient Std. Error t-Statistic Prob.
C -9.254261 3.911721  -2.365777 0.0294
KOFGI(-1) 0.171326 0.057645 2.972063 0.0082
INST -1.552684 0.541122  -2.869381 0.0102
INST(-1) 1.495725 0.575534 2.598849 0.0181
INST(-2) -0.630251 0.420309  -1.499494 0.1511
GDPPC -0.080404 0.035174  -2.285914 0.0346
GDPPC(-1) 0.025069 0.028079 0.892791 0.3837
GDPPC(-2) -0.017945 0.029575 -0.606765 0.5516
GFCF 0.127987 0.027637 4.630903 0.0002
FSD -0.028067 0.053737  -0.522292 0.6078 ©
FSD(-1) 0.068290 0.061880 1.103601 0.2843
INT 0.004855 0.017919 0.270965 0.7895Q
INT(-1) -0.031990 0.018525 -1.726873 0.1013>
INF -0.014391 0.014838 -0.969889 0.3450
INF(-1) -0.012778 0.010104  -1.264683 0.2221
R-squared 0.752428 Mean dependent var 0.504838
Adjusted R-squared 0.559872 S.D. dependent var 0.698248
S.E. of regression 0.463233  Akaike info criterion 1.601781
Sum squared resid 3.862524  Schwarz criterion 2.282012
Log likelihood -11.42939 Hannan-Quinn criter. 1.830658
F-statistic 3.907575 Durbin-Watson stat 2.436837
Prob(F-statistic) 0.003905
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.115452  Prob. F(2,16) 0.8917
Obs*R-squared 0.469464 Prob. Chi-Square(2) 0.7908
Test Equation:
Dependent Variable: RESID
Method: ARDL
Date: 11/07/23 Time: 18:36
Sample: 1988 2020
Included observations: 33
Presample missing value lagged residuals set to zero.
Variable Coefficient Std. Error t-Statistic Prob.
KOFGI(-1) 0.005020 0.166323 0.030183 0.9763
INST 0.140558 1.245235 0.112877 0.9115
INST(-1) -0.016003 1.270946  -0.012591 0.9901
INST(-2) -0.005833 0.957839  -0.006090 0.9952
GDPPC -0.000621 0.077637  -0.007995 0.9937
GDPPC(-1) -0.004568 0.062796  -0.072745 0.9429
GDPPC(-2) 0.009803 0.068726 0.142646 0.8884
GFCF -0.002700 0.074508 -0.036240 0.9715
FSD -0.000493 0.123495 -0.003994 0.9969
FSD(-1) 0.000633 0.136823 0.004623 0.9964 ©
INT 0.007684 0.042865 0.179255 0.8600
INT(-1) -0.004232 0.043311  -0.097706 0.9234
INF 0.007654 0.038265 0.200013 0.8440>
INF(-1) -0.000492 0.023366  -0.021045 0.9835
C -0.697785 11.35232 -0.061466 0.9517
RESID(-1) 0.067855 0.438731 0.154663 0.8790
RESID(-2) -0.195007 0.513259  -0.379939 0.7090
R-squared 0.014226 Mean dependent var 1.61E-15
Adjusted R-squared -0.971548 S.D. dependent var 0.721536
S.E. of regression 1.013122 Akaike info criterion 3.170334
Sum squared resid 16.42265 Schwarz criterion 3.941262
Log likelihood -35.31051 Hannan-Quinn criter. 3.429728
F-statistic 0.014431  Durbin-Watson stat 1.942005
Prob(F-statistic) 1.000000
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Ramsey RESET Test

Equation: UNTITLED

Specification: KOFGI KOFGI(-1) INST INST(-1) INST(-2) GDPPC
GDPPC(-1) GDPPC(-2) GFCF FSD FSD(-1) INT INT(-1) INF INF(
-1 C

Omitted Variables: Squares of fitted values

Value df Probability
t-statistic 0.111768 17 0.9123
F-statistic 0.012492 (1,17) 0.9123
F-test summary:

m of Sa. f Mean res
Test SSR 0.012233 1 0.012233
Restricted SSR 16.65965 18 0.925536
Unrestricted SSR 16.64742 17 0.979260

QP

Unrestricted Test Equation:

Dependent Variable: KOFGI

Method: ARDL

Date: 11/07/23 Time: 18:37

Sample: 1988 2020

Included observations: 33

Maximum dependent lags: 2 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (2 lags, automatic):

Fixed regressors: C

S
. &
i
e
>

Variable Coefficient  Std. Error  t-Statistic ~ Prob.* )
KOFGI(-1) 0.732371 0.742048  0.986959 0.3375
INST -3.867657  3.736734 -1.035037 0.3152
INST(-1) 1.603851 1.940912  0.826339 0.4201
INST(-2) 1.146436  1.070971 1.070464 0.2994
GDPPC -0.273733  0.271579 -1.007932 0.3276
GDPPC(-1) 0.006895 0.060478 0.114010 0.9106
GDPPC(-2) 0.147637  0.153431 0.962239 0.3494
GFCF 0.032934  0.073351 0.448998 0.6591
FSD -0.176535 0.222369 -0.793882 0.4382
FSD(-1) 0.572419 0.580585 0.985934 0.3380
INT -0.003213  0.039636 -0.081058 0.9363
INT(-1) -0.185925  0.179598 -1.035231 0.3151
INF -0.093350 0.090401 -1.032619 0.3162
INF(-1) -0.082351 0.082096 -1.003103 0.3299
C 19.76167 9.602013  2.058076 0.0553
FITTED"2 -0.001233 0.011031 -0.111768 0.9123
R-squared 0.985538 Mean dependent var 49.87695
Adjusted R-squared 0.972777 S.D. dependent var 5.997637
S.E. of regression 0.989576  Akaike info criterion 3.123322
Sum squared resid 16.64742 Schwarz criterion 3.848901
Log likelihood -35.53481 Hannan-Quinn criter. 3.367457
F-statistic 77.23145 Durbin-Watson stat 1.765407

Prob(F-statistic) 0.000000

*Note: p-values and any subsequent tests do not account for model
selection.
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(GINI)
Selected Model: ARDL(3, 1, 3,2,3,1, 1)

Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 19:01

Sample: 1985 2020

Included observations: 33

Conditional Error Correction Regression

d

Variable Coefficient Std. Error t-Statistic Prob.
C 12.42240 5.301115 2.343357 0.0372
GINI(-1)* -0.794300 0.093599  -8.486239 0.0000
INST(-1) 9.134516 1.652171 5.528795 0.0001
GDPPC(-1) -0.412732 0.150085  -2.749993 0.0176
GFCF(-1) -0.014806 0.060508  -0.244700 0.8108
FSD(-1) -0.892453 0.240036  -3.717993 0.0029
INT(-1) 0.187267 0.083559 2.241124 0.0447
INF(-1) 0.080235 0.054616 1.469091 0.1675
D(GINI(-1)) -0.343447 0.099780  -3.442035 0.0049
D(GINI(-2)) -0.306259 0.111162  -2.755072 0.0174
D(INST) 1.938517 1.582873 1.224683 0.2442
D(GDPPC) 0.097395 0.120994 0.804959 0.4365
D(GDPPC(-1)) 0.482953 0.115862 4.168340 0.0013
D(GDPPC(-2)) 0.312462 0.115872 2.696606 0.0194
D(GFCF) -0.353334 0.107745  -3.279340 0.0066
D(GFCF(-1)) -0.450441 0.096467 -4.669354 0.0005
D(FSD) -0.191504 0.195347  -0.980330 0.3463
D(FSD(-1)) 0.716462 0.180780 3.963166 0.0019
D(FSD(-2)) 0.482021 0.172771 2.789948 0.0163
D(INT) 0.111987 0.051298 2.183049 0.0496
D(INF) 0.006289 0.044455 0.141477 0.8898

* p-value incompatible with t-Bounds distribution.
Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
INST 11.50009 1.485209 7.743076 0.0000
GDPPC -0.519618 0.208900 -2.487400 0.0286
GFCF -0.018641 0.075464  -0.247014 0.8091
FSD -1.123571 0.251214  -4.472563 0.0008
INT 0.235764 0.103023 2.288454 0.0410
INF 0.101014 0.065916 1.532455 0.1513
C 15.63944 6.263652 2.496856 0.0281

EC = GINI- (11.5001*INST -0.5196*GDPPC -0.0186*GFCF -1.1236*FSD
+ 0.2358*INT + 0.1010*INF + 15.6394 )

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Sianif. 1(0) (1)
Asymptotic: n=1000
F-statistic 13.64836 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61
1% 2.88 3.99
Actual Sample Size 33 Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326
Finite Sample: n=30
10% 2.334 3.515
5% 2.794 4.148
1% 3.976 5.691




ARDL Error Correction Regression
Dependent Variable: D(GINI)

Selected Model: ARDL(3, 1, 3,2,3,1,1)
Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 19:05

Sample: 1985 2020

Included observations: 33

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
L ]
D(GINI(-1)) -0.343447 0.070137  -4.896777 0.0004 \‘b‘
D(GINI(-2)) -0.306259 0.078616  -3.895631 0.0021 &
D(INST) 1.938517 0.800634 2.421226 0.0322 %
D(GDPPC) 0.097395 0.059008 1.650530 0.1247 N %
D(GDPPC(-1)) 0.482953 0.077360 6.242916 0.0000 \
D(GDPPC(-2)) 0.312462 0.073325 4.261345 0.0011
D(GFCF) -0.353334 0.064463 -5.481208 0.0001
D(GFCF(-1)) -0.450441 0.059877  -7.522735 0.0000 *
D(FSD) -0.191504 0.116169  -1.648504 0.1252 N ‘\
D(FSD(-1)) 0.716462 0.109389 6.549665 0.0000 %\
D(FSD(-2)) 0.482021 0.108438 4.445123 0.0008 &
D(INT) 0.111987 0.029894 3.746117 0.0028 %
D(INF) 0.006289 0.017851 0.352339 0.7307 Q
CointEq(-1)* -0.794300 0.060411  -13.14835 0.0000\\
R-squared 0.928625 Mean dependent var -0.109091 y
Adjusted R-squared 0.879789 S.D. dependent var 2.754243
S.E. of regression 0.954936  Akaike info criterion 3.042072
Sum squared resid 17.32617  Schwarz criterion 3.676954
Log likelihood -36.19419 Hannan-Quinn criter. 3.255691
Durbin-Watson stat 2.686709

* p-value incompatible with t-Bounds distribution.

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) (1)
F-statistic 13.64836 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61

1% 2.88 3.99

~
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Breusch-Godfrey Serial Correlation LM Test:

QP

L&
&%
‘Z@
S

>

F-statistic 7.192543 Prob. F(2,10) 0.0116
Obs*R-squared 19.46714  Prob. Chi-Square(2) 0.0001
Test Equation:
Dependent Variable: RESID
Method: ARDL
Date: 11/07/23 Time: 19:10
Sample: 1988 2020
Included observations: 33
Presample missing value lagged residuals set to zero.
Variable Coefficient Std. Error t-Statistic Prob.
GINI(-1) 0.073065 0.121268 0.602509 0.5602
GINI(-2) 0.241121 0.135866 1.774705 0.1063
GINI(-3) -0.218181 0.099680 -2.188819 0.0534
INST 0.926764 1.331854 0.695845 0.5024
INST(-1) -2.431189 1.317709  -1.845012 0.0948
GDPPC 0.051134 0.095463 0.535639 0.6039
GDPPC(-1) -0.088612 0.075826  -1.168621 0.2697
GDPPC(-2) -0.077084 0.074547  -1.034032 0.3255
GDPPC(-3) 0.141672 0.095010 1.491137 0.1668
GFCF 0.029664 0.082596 0.359145 0.7270
GFCF(-1) -0.110008 0.112800 -0.975247 0.3524
GFCF(-2) 0.115998 0.081589 1.421735 0.1855
FSD 0.222546 0.153926 1.445801 0.1788
FSD(-1) -0.167531 0.204080 -0.820909 0.4308
FSD(-2) 0.014266 0.141703 0.100677 0.9218
FSD(-3) 0.166384 0.128895 1.290853 0.2258
INT -0.048687 0.038467 -1.265682 0.2343
INT(-1) 0.022214 0.044261 0.501880 0.6266
INF -0.053617 0.034692  -1.545504 0.1533
INF(-1) 0.018402 0.021750 0.846074 0.4173
C -2.181248 3.958642 -0.551009 0.5937
RESID(-1) -0.831830 0.275565 -3.018629 0.0129
RESID(-2) -1.150267 0.383149  -3.002140 0.0133
R-squared 0.589913 Mean dependent var -9.00E-15
Adjusted R-squared -0.312278 S.D. dependent var 0.735828
S.E. of regression 0.842925 Akaike info criterion 2.696140
Sum squared resid 7.105231 Schwarz criterion 3.739161
Log likelihood -21.48631 Hannan-Quinn criter. 3.047085
F-statistic 0.653868 Durbin-Watson stat 2.415091
Prob(F-statistic) 0.805375
Yy

QQ
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Series: Residuals
7 - Sample 1988 2020
Observations 33

Mean -9.00e-15
Median -0.001830
Maximum 1.692139
Minimum -1.470184
Std. Dev. 0.735828
Skewness 0.230328
Kurtosis 2.682600

%

Jarque-Bera  0.430301
Probability 0.806420

Nl
\%w
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(GINI)

Selected Model: ARDL(2, 2, 1, 2,0, 0, 2)
Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 19:31

Sample: 1985 2020

Included observations: 34

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -31.66300 19.09220 -1.658426 0.1146
GINI(-1)* -0.320017 0.071693  -4.463724 0.0003
KOFGI(-1) 0.678438 0.306368 2.214452 0.0399
GDPPC(-1) -0.607750 0.143544  -4.233893 0.0005
GFCF(-1) 0.505536 0.167821 3.012346 0.0075
FSD** 0.009240 0.167573 0.055137 0.9566
INF** -0.144730 0.042248  -3.425687 0.0030
INT(-1) -0.099937 0.080773  -1.237252 0.2319
D(GINI(-1)) -0.247671 0.138696 -1.785716 0.0910 L)
D(KOFGI) 0.443636 0.324610 1.366673 0.1886 ° \
D(KOFGI(-1)) -0.972409 0.385617 -2.521696 0.0213 \
D(GDPPC) -0.138983 0.112116  -1.239638 0.2310 &%
D(GFCF) 0.047339 0.142324 0.332616 0.7433 %
D(GFCF(-1)) -0.812666 0171772  -4.731078 0.0002 Q
D(INT) -0.027823 0.067105 -0.414610 0.6833 \
D(INT(-1)) 0.151793 0.043148 3.517947 0.0025>
y

* p-value incompatible with t-Bounds distribution.
** Variable interpreted as Z = Z(-1) + D(Z).

Levels Equation

Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
KOFGI 2.120004 0.957327 2.214505 0.0399
GDPPC -1.899117 0.606318 -3.132210 0.0058
GFCF 1.579716 0.532842 2.964697 0.0083
FSD 0.028872 0.524607 0.055035 0.9567
INF -0.452256 0.145817 -3.101530 0.0062
INT -0.312287 0.262119  -1.191394 0.2490
C -98.94159 61.49422  -1.608958 0.1250

EC = GINI - (2.1200*KOFGI -1.8991*GDPPC + 1.5797*GFCF + 0.0289

*FSD -0.4523*INF -0.3123*INT -98.9416)

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) (1)
Asymptotic: n=1000
F-statistic 6.069122 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61
1% 2.88 3.99
Actual Sample Size 34 Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326
Finite Sample: n=30
10% 2.334 3.515
5% 2.794 4.148
1% 3.976 5.691




ARDL Error Correction Regression
Dependent Variable: D(GINI)

Selected Model: ARDL(2, 2, 1, 2,0, 0, 2)
Case 2: Restricted Constant and No Trend
Date: 11/07/23 Time: 19:44

Sample: 1985 2020

Included observations: 34

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(GINI(-1)) -0.247671 0.107121  -2.312069 0.0328
D(KOFGI) 0.443636 0.220503 2.011933 0.0594
D(KOFGI(-1)) -0.972409 0.244514  -3.976905 0.0009
D(GDPPC) -0.138983 0.077462  -1.794225 0.0896
D(GFCF) 0.047339 0.095044 0.498078 0.6245
D(GFCF(-1)) -0.812666 0.120950 -6.719027 0.0000 °
D(INT) -0.027823 0.034600 -0.804114 0.4318 )\\J
D(INT(-1)) 0.151793 0.031111 4.879109 0.0001 %
CointEq(-1)* -0.320017 0.038970 -8.211863 0.0000 %&
R-squared 0.748724 Mean dependent var -0.105882 Q
Adjusted R-squared 0.668316 S.D. dependent var 2.712255\\
S.E. of regression 1.562043 Akaike info criterion 3.951794,,
Sum squared resid 60.99947  Schwarz criterion 4.355830
Log likelihood -58.18049 Hannan-Quinn criter. 4.089582
Durbin-Watson stat 2.453102
* p-value incompatible with t-Bounds distribution.
F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) (1)
F-statistic 6.069122 10% 1.99 2.94
k 6 5% 2.27 3.28
2.5% 2.55 3.61
1% 2.88 3.99

6\\,
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Breusch-Godfrey Serial Correlation LM Test:

N

F-statistic 2.005411 Prob. F(2,16) 0.1670
Obs*R-squared 6.814710 Prob. Chi-Square(2) 0.0331
Test Equation:
Dependent Variable: RESID
Method: ARDL
Date: 11/07/23 Time: 19:49
Sample: 1987 2020
Included observations: 34
Presample missing value lagged residuals set to zero. °
Variable Coefficient Std. Error t-Statistic Prob. Q)&
GINI(-1) 0.144310 0.209679 0.688240 0.5012 N QO
GINI(-2) -0.098918 0.196471  -0.503471 0.6215 \
KOFGI 0.096350 0.315669 0.305226 0.7641
KOFGI(-1) -0.155681 0.467318 -0.333137 0.7434
KOFGI(-2) -0.015527 0.387986  -0.040020 0.9686 . 4%03
GDPPC -0.066186 0.122470 -0.540424 0.5963 \
GDPPC(-1) 0.019889 0.116685 0.170447 0.8668 %\
GFCF -0.068034 0.141824  -0.479710 0.6379 &
GFCF(-1) 0.045920 0.164305 0.279481 0.7835 %
GFCF(-2) -0.040020 0.169183  -0.236548 0.8160 © Q
FSD 0.017099 0.162564 0.105181 0.9175 \
INF -0.015593 0.040860 -0.381630 0.7078Q
INT -0.037565 0.074928 -0.501342 0.6230>
INT(-1) -0.016409 0.057940 -0.283209 0.7806
INT(-2) 0.007067 0.041082 0.172023 0.8656
C 3.968526 18.45228 0.215070 0.8324
RESID(-1) -0.579251 0.340907 -1.699146 0.1086
RESID(-2) -0.350067 0.326375  -1.072592 0.2994
R-squared 0.200433 Mean dependent var 2.10E-15
Adjusted R-squared -0.649108 S.D. dependent var 1.359584
S.E. of regression 1.745945  Akaike info criterion 4.257521
Sum squared resid 48.77319  Schwarz criterion 5.065594
Log likelihood -54.37785 Hannan-Quinn criter. 4.533097
F-statistic 0.235931  Durbin-Watson stat 2.096298
Prob(F-statistic) 0.997446
U~
g A (‘\\
Series: Residuals
7 Sample 1987 2020
. Observations 34
5 Mean 2.10e-15
Median 0.194565
4 | Maximum 2.924679
Minimum -3.417283
3 Std. Dev. 1.359584
Skewness -0.307978
24 Kurtosis 3.327565
" Jarque-Bera  0.689492
0 | Probability 0.708400
-3 -2 -1 0 1 2 3
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ARDL Error Correction Regression
Dependent Variable: D(GINI)

Selected Model: ARDL(1, 2, 2, 2,2, 2,0,0, 2)
Case 2: Restricted Constant and No Trend
Date: 11/08/23 Time: 05:18

Sample: 1985 2020

Included observations: 34

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
L ]
D(KOFGI) -4.302280 0.666290 -6.457069 0.0000 \‘b‘
D(KOFGI(-1)) -3.139094 0.833856  -3.764551 0.0027

D(INST) -57.25819 8.971408  -6.382297 0.0000

D(INST(-1)) -42.09445 12.17714  -3.456842 0.0047 ° %
D(INST KOFGI) 1.171255 0.189125 6.193012 0.0000 ‘%\
‘%'3

D(INST KOFGI(-1)) 0.881115 0.244634 3.601771 0.0036

D(GDPPC) 0.285250 0.071379 3.996295 0.0018
D(GDPPC(-1)) 0.207483 0.076458 2.713694 0.0188 .
D(GFCF) -0.259095 0.071755 -3.610845 0.0036 ‘\
D(GFCF(-1)) -0.694169 0.107685 -6.446314 0.0000 %\
D(INT) 0.062497 0.026094 2.395071 0.0338 &
D(INT(-1)) 0.119339 0.027679 4.311591 0.0010 %
CointEq(-1)* -0.878600 0.087577 -10.03236 0.0000 AQ
R-squared 0.903161 Mean dependent var -0.1 05882\\
Adjusted R-squared 0.847824 S.D. dependent var 2.712255"
S.E. of regression 1.058042 Akaike info criterion 3.233585
Sum squared resid 23.50851 Schwarz criterion 3.817193
Log likelihood -41.97095 Hannan-Quinn criter. 3.432612
Durbin-Watson stat 2.772501

* p-value incompatible with t-Bounds distribution.

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) (1)
F-statistic 5.751331 10% 1.85 2.85
k 8 5% 2.1 3.15
2.5% 2.33 3.42

1% 2.62 3.77

Qﬁw
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