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Chapter # 1 

Financial Openness, Capital Flows, Gross 

Capital Flows, Capital Inflows and Outflows 

Introduction 

Financial Openness 

The economy of the world has been progressing with time. The early economies included trade 

within the state only. With the passage of time, the circle of the trade increased to the cross 

border states which introduced the concept of financial globalization. The financial globalization 

gave rise to many restrictions on cross border trade which should be removed. When the 

restrictions on the cross border trade are minimum, the financial openness in that country is 

maximum. 

The governmental authorities are involved in putting restrictions on the cross border trade. The 

purpose behind these restrictions is to control the capital flow of the country effectively. The 

restrictions are effective to some extent but the negative side of these restrictions is that they stop 

the countries from becoming financially integrated in the international market (Heathcote & 

Perri, 2004).  

The main concept of the financial openness lies under the fact that the cross-border financial 

operations are more likely to support the financial development of a country. The financial 

openness is the measure of the extent of restrictiveness on the cross-border trade. It defines how 



much a country is allowed to trade across the borders and how much the foreign investors are 

allowed to invest in that country. The more a country is has financial openness, the more it has 

chances to grow effectively in the financial aspect.  

The measures of financial openness have some shortcomings. The study does not capture 

enforcement extent of the capital control on the capital account. It doesn’t help to measure the 

effectiveness of the enforcement. The enforcement of the capital control changes with time 

where the legal restrictions on the capital account remain same. The measures also do not help to 

measure the actual degree of integration in the economies of the countries. Another problem is 

that every country has some other types of restrictions rather than those discussed in the 

AREAER which are not studied in the measurement of financial openness.  

Developing countries provide a totally opposite view of the financial openness versus capital 

flows i.e. more financial openness but least capital flow. To make it more clearly, developing 

countries were further divided into two groups i.e. Most Financially Integrated Countries and 

Least Financially Integrated Country. The purpose was not to create groups within countries but 

to study the impact of integration at micro-level. Categorizing helped to narrow down the 

restriction-differences, degree and timing of integration across the countries. The most 

financially integrated countries had less financial openness due to a high degree of integration. 

While the least financially integrated countries had more financial openness.  

Indirect and Direct Channels 

Capital inflows to developing countries are because of mutual be nefit i.e. developed countries 

find a field to diversify their risk versus the advantages of capital inflows for the developing 

countries. Diversification offered through the concept of financial globalization encourages more 

capital inflow towards the southern countries of Europe. Indirectly, government’s 
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macroeconomic policies in the south change along with the policies of Northern governments 

that lead to more financial openness and better integration to attract investments. However, the 

absence of proper risk management raises volatility which negatively impacts the flow of the 

capital and wing to this, governments’ around the world look for financial risk sharing to avoid 

losses. Not only is that it push governments to commit to future financial policies which change 

the internal dynamics of a country’s financial market. The factor of financial openness and areas 

play an important role in changing the vulnerability to global shocks. 

It is clear from the above discussion that the financial development in the countries creates many 

problems and hurdles for the domestic incumbents. The financial openness in the country allows 

the foreign investors to invest in the country. This increase the financial integration of the 

country by inviting new players in the market. The negative side of this development is that the 

competition in the country increases. The prices increase which show that the financial openness 

decreases the financial development rate of the country.   

The financial openness is although welcomed by the government of the country but it is highly 

opposed by the domestic players. The solution to this problem is to provide the trade openness to 

the domestic players so that they can also easily enter the new markets which will develop their 

businesses. This will also help to increase the financial development rate of the country. So it is 

clear that the financial openness cannot alone help the financial development. The trade openness 

is necessary for the country. The financial openness and trade openness should both be positive. 

If the trade of the country is closed  

The relationship between the financial openness and the economic growth includes no extreme 

evidence. There have been a number of instances studied on the relationship which have 

suggested that the countries with less financial openness usually encounter economic growth. It 
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shows that the relationship between both variables is not direct at all. There are a number of 

other factors included in it. For example, GDP growth which has a weak association with the 

financial openness of a country.  

The major indices and measures used to capture the financial openness include de jure measure, 

de facto measure, KAOPEN index etc. The KAOPEN index provides systematic formula to find 

out the extent of financial openness of a country using many variables. The index also suggests 

that the industrialized countries have high levels of financial openness in their countries. The less 

developed market countries tend to have slowed down efforts in the aspect of financial openness.  

Capital Flows 

The market structure enables the capital flows for the productivity of the market. There are flows 

for the investment and employment sector. The employment opportunities are present for the 

investment sector. There are reasons for the capital flows related to the emerging market 

conditions. The change in terms of the physiological system may provide an accurate system for 

the fluctuations (Broner, et al., 2013). 

Capital flows play an important role in business cycles where there is a ratio of high income and 

expenditure areas. There are variations in the financial crises zones. The information related to 

capital flows provide enough form of variation for the purchases related to a volatile system and 

crisis use the change in low-income countries. Capital flows have been formed under the concept 

of income and risk. 

The argument has been reported for the capital flows which are present for the subject of 

financial integration. This depends upon the proper working of financial markets which have 

been addressed as a particular resolve against the financial market values. The contribution 

which been made according to the capital flows provide an address to the economic growth 
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policies and have been implemented as the source of globalization period for the gold standards. 

There is a consideration for the broad cross-section of industries which have implemented an 

important part of the growth area. 

The model which is used to produce a set of the final wave on instructions related to the de facto 

measure of integration. These values have been implemented with the help of a change in 

openness for the individual countries. The evidence for the capital flows was published during 

the patters for London exchange unit where the data firms were limited to the account balances 

for the change in findings patterns (BonÖglioli, 2008). 

The integration done through the financial patterns were limited with the help of capital flows. 

The framework which is present in the capital mobility provided a change in the economic 

policies for the capital growth periods from the era of First World War. In this context, the 

information revolves around the period of the 1990s to onwards where there was development 

pattern for the finance period. The globalization period is related to the number of gross flows. 

The patterns for the rich and poor countries have developed a system for the capital transfers. 

The pattern from the capital flows from Great Britain limits the value of the country where the 

capital outflows can be considered with the help of pattern for two countries. These countries are 

listed as the famous economies for Germany and France. The versions which were related to the 

difference between the capital rich and poor countries form the change economies for the 

marginal productivity. In the wave of financial globalization, there was a change in capital flows 

for the finance and study. 

The change in the diversification factor was related to the change which happened in the finance 

sector. The side of the capital flows is related to the gross capital mode. This made the change 

between the rich and poor countries. If the capital flows patterns are examined in a closer 



perspective, there is different for the globalization patterns. This dorm the change in the market 

system. 

The major form for the capital flows has been changed with the help of capital flows. This made 

the most important form of the capital flows in the verge of different economies. This made the 

chance for the change in countries where the gross domestic product have been effected with the 

Gross domestic product flow. This also allows the macroeconomic risk for the situations which 

are integrated into the opportunities in the consumption of activities where there is the amount of 

liberation involved (Schularick & Steger, 2016). 

The main site of the capital flow for countries has provided the change in financial liberalization. 

The important patterns are related to the risk sharing opportunities which limit the availability of 

the consumption change. The model is proposed which limits the amount of low for the changes 

in the magnitude of the capital flows and things which are accessible for the integrated period. 

The change in the output ratios has affected the pattern for the developing countries. 

The importance of default risk present in the risk sharing abilities also poses a threat to overall 

maintain system. This also helps to pattern the change in capital flows for the countries which 

make the important steps for the cash requirements. In the first place of the activities, there are 

changes in the reason for the recalibration. If the overall data for the financial liberalization is 

maintained there comes a type of cash flows for the direct investment procedures. The change 

which can be implemented in the investment and equity flows can also prove a worth for the risk 

benefits. 

The change in cash flows has been important for the areas where there are changes in the debt 

volumes. This makes the side to change the average values for risk sharing activities. If the area 

of changes is taken into account, there is a pattern for the markets for financial integration 



system. If there is a continuation for the model to be generated with a simple type of meaning the 

most important type forms the areas related to the integrated periods. The important sector for 

the risk is present for the integration factors. 

The important activities for the trade route include cash flow as-as the major concern for the 

economies. This may promote the sector for different sides of market incentives. The major 

approach is related to the financial openness and how the things are related to the development 

culture. The mains die of the argument is listed with the help of block evidence and provide an 

instrumental work for the efficient sides of the financial development.  

The first sides of loan change the subsidiaries for most of the terms which are related to the 

finance competition areas. The main important area for capital flows is related to tap foreign 

fund into the desired markets. The domestic financial sector related to the finance to prove the 

development for the liberalization access. The main push and pull factors are responsible for the 

changes in gross and capital flows. 

There are types of capital flows depending on the nature of the flow. The two major capital flows 

are inflows and outflows. The capital inflows indicate the inflow of the capital in a country while 

the capital outflow indicates the outflow of the capital from the country. The de facto and de jure 

measures are used to find the financial openness. It is not possible to distinguish between the de 

facto and de jure measure in the aspect of capital transactions (Devereux & Sutherland, 2008). 

There are no policies for capital flow control with explicit policy goals. The controls are not used 

to control the type of capital flows and the volume of the flow. The flows are usually set as freely 

flowing by the financial institutions of the country. Edwards in 1999 discussed that the private 

sector usually avoids the restrictions on the capital flows which reduces the effects of the 
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restrictions on the private sector players. The restrictions on the private sector are referred as de 

facto restrictions on the trade.  

The financial openness and the restrictions implemented by the government and the financial 

institutes on the cross-border financial operations are usually measured by the AREAER. The 

researchers have been trying to find the determinants and the impacts of the capital controls. The 

study of these researchers usually relies on the AREAER report of IMF. The report of IMF 

provides brief information of the rules and regulations on the trade and financial openness with 

external account transactions in a wide range of countries. The table in the report provides the 

restrictions details of the countries. The report has been published by the IMF since 1967 which 

includes the 60 different varieties of the controls.   

The recent AREAER report includes the distinguished categories and types of the controls in the 

financial transactions on cross-border operations. The categories include the exchange rates 

between the countries, the current account transactions restrictions, the capital account 

transactions restrictions and the regulatory requirements in the export proceeds surrender. The 

second and third category is usually mixed together to effectively study the extent of the cross-

border restrictions for financial operations.  

The composition of the capital flows matter a lot in the financial globalization. The types of 

capital flows are not created equally. The composition of financial flows changes over time. The 

debt flows do not provide the benefit able risk related to inflows of capital. Another type of flows 

named as FDI (Foreign Direct Investment) are more prone to reversals and are less stable than 

others. These capital flows also bring many indirect benefits in the financial globalization. The 

example includes the transfer of technological and managerial expertise. 

Gross Capital Flows 
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The international capital flows have an important role when it comes to economic conditions of 

the high-income and middle-income countries during the financial crisis situation. Capital flows 

have therefore gained a lot of importance and on the other hand, the gross capital flows are not 

given enough attention. This is not right because capital flows depend on many factors and 

unless to understand them all it is difficult to analyse it and gross capital flow is one of the 

driving factors there. It is possible that the gross capital flows by the foreign and domestic agents 

are behaving in a different fashion and therefore it is worth investigating (Ahmed. & Zlate., 

2013).  

Many researchers have worked in the past on the gross capital flows to analyse how they affect 

the international investment positions. Researchers didn’t focus much on the cyclical behaviour 

of the gross capital flows. Because of this limited research, there are still many unanswered 

questions on the topic. There are still questions like whether the correlation between the capital 

flows due to domestic and foreign agents is positive or negative? In comparison to net capital 

flow, how much volatile behaviour is seen in the gross capital flows? The periods of the foreign 

agents purchasing a domestic asset is the same as when domestic agents are selling their foreign 

assets?  

The integration of a country into global financial markets also depends upon the gross capital 

flows and many other factors. The scholars and researchers prefer to use non-indexed 

measurement factors like blended measurements or de facto measurements. The reason for using 

these phenomena is that they exploit the results from increased capital mobility, domestic equity 

shares, and the decrement in the correlations between investments and savings (Mendoza, et al., 
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There are two types of flows: Net capital flows and gross capital flows. The net capital flows are 

just like a real-time mirror image of the financial status of the companies or the countries. It 

shows the image of current account balance. The gross capital flows are the financial image of 

the country in the form of foreign investments and foreign shares. It shows the financial 

integration of the country in the world. The net capital flows are good to be studied in case of the 

in-country study while gross capital flows are good for international financial study. The gross 

capital flows are most favourable for the study. The reason is that the two-way flow of the capital 

is studied in detail in this study. There are two types of benefits for these two capital flows. 

These are 

 

 Gross Capital Flows Net Capital Flows 

Production Benefits More risky with more 

productivity allocation in the 

global markets. The risk is 

higher with higher returns 

Global capital is more 

efficiently allocated  

Consumption Benefits The income variability in the 

state dependent form reduced  

Inter-temporal consumption 

path improved 

 

The inter-temporal term used in the above table refers to the trading of the assets for the other 

assets. The production benefit of the gross capital flows shows that the higher risks yield high 

returns. The risk is shared between numbers of investors which helps to allocate the capital 

ineffective way. If the capital is shared between local investors, the ratio of the risk sharing will 

be lower and consequently, the returns on the risk will be lower. The narrower will be the risk, 



the narrower will be the return ratio which is not good for a particular country. This shows that 

the global capital flow helps to efficiently allocate the capital so that the productivity can be 

maximized. When the productivity will be maximum, the return will be maximum and all types 

of investors will earn more (Badi H. Baltagi, et al., 2008).  

A theoretical model designed by Obstfeld shows the relationship of international risk sharing 

with the returns. The model shows how this risk sharing helps to produce more returns using a 

diversified risk sharing portfolio in the world. The difference between the gross capital and net 

capital flows is that the gross capital flows help to earn more profit with more risk while net 

capital helps to earn more return with the given amount of the risk. The gross capital flows are 

more useful for the countries (Allen & Behram, 2016).  

The consumption side of the benefits of both flows shows that the diversification in the portfolio 

gives the facility of risk sharing to the investors who help them against the concentrated risk. As 

the risk is well-shared, the investors of the country enjoy inter-temporal trade with a smooth 

consumption path. The example can be seen in the form of a country whose capital is majorly 

owned by the foreign investors. In the case of loss, the local investors are not much affected. The 

foreign investors are also not heavily affected due to diversified nature of the risk sharing.  

The table of benefits of both capital flows shows that the portfolio diversification of the gross 

capital flows benefits the individual investors. The other three benefits in the table emanate the 

residents of the countries. These residents include those who actively participate in the exchange 

of assets on an international level. The portfolio diversification of the assets help the investors 

most widely in the aspect of push and pull literature that drives the capital flows.  

There were two main determinant categories more commonly analysed in the form of factors; 

push and pull. The ‘push factors’ included the common elements that were found between the 
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nations as a result of the main factors that affected them. Whereas, the ‘pull factors’ differed in 

both natural as well as the stimulus effects they had on the economies of the nations, more 

figuratively throughout the time of the crisis. The pull factors are also important in part for the 

highlighting the global challenges that were faced by the new entrants into the markets of the 

years 2009-2010. 

Capital Inflows & Outflows 

The financial openness is measured in two types of measures. Inflows and outflows. The inflows 

include the capital flowing into the country from the cross-border countries. Outflows include the 

capital going out to other countries from the country. Both the phenomena are very important to 

measure the financial openness. If a country has more capital account inflow but not capital 

outflow, it cannot be said as a financially open country. Similarly, if the country has more capital 

account outflow but less inflow, it is also not considered as a financially open country. The major 

study on the financial openness is based on the AREAER report of IMF. De jure and de facto are 

the major types of measures used for the measurement of financial openness.  

Literature Review 

Financial Openness 

Initially, traditional measures of evaluating capital controls (or money related receptiveness) 

neglect to represent the power of capital controls. The most conspicuous case of such measures 

incorporates paired factors in light of the IMF's all out list revealed in Annual Report on 

Exchange Arrangements and Exchange Restrictions (AREAER). Second, IMF-based factors are 

excessively collected, making it impossible to catch the nuances of real capital controls. Capital 
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controls can vary contingent upon the heading of capital streams (i.e., inflows or surges) and the 

sort of money related exchanges targeted (Anon., 2008).  

Thirdly, it is practically difficult to recognize by right and accepted controls on capital 

exchanges. Capital control arrangements are frequently actualized without unequivocal approach 

objectives to control the volume as well as kind of capital streams. On the other hand, as 

Edwards (1999) examines, it is frequently the case that the private division dodges capital record 

confinements, invalidating the normal impact of administrative capital controls. 

In this manner, analysts regularly allude to money related coordination among nations and 

translate it as true confinements on capital exchanges. (Menzie D. Chinn).  

Populism and economics of Globalization 

Populism has been defined as the economic problems arising due to increase in population. The 

Samuelsson Theorem defines the concept populism in the financial openness. Populism is a 

unique term, the stats show its missing identity but the real changes show there is a rise in 

population. In my view, the economic history the theory provides sufficient details for the 

economic globalization. There may be a backlash between the systems. The backlash may be 

predicted but the form in which this system converted itself was not specified. I think that there 

are two areas of the populations which can be classified from the left and right wing. The 

prominent factor was present in Latin America and then the factors were in Europe. I think that 

these factors are related to different type of globalization risk. My full responses support the 

argument for populism. Samuelsson Theorem was used to explain the trade behaviours in the 

study. Here advantages and disadvantages represented and analysed to get an output for the 

economic trade in the openness of the business organization (Mishkin, 2005). 



It was observed that the economic and political order was predicted in the course of economic 

view. Economic globalization will continue to advance because the trade agreements helped to 

lower the cost of business during the national borders. If the concept of advanced democracies is 

studied, this will be central to the political elites which have remained open to the economy with 

their activities going towards the inequality at home. Members of the EU will grow for the 

economic and financial crisis and any continue their path on the mode of financial integration. 

Norms which take place with the help of electoral competition will help to change the separation 

of powers. 

These assumptions have been made under the developments of the Brexit vote. The other two 

factors are Donald Trump’s victory and the significant rise of national parties. The election in 

France and Netherland kept the reduction of the victories. There are issues to populism which 

take the side of inflexion point. Actually, the future direction keeps the point of view in balance. 

Populism is a label which helps to change the diverse moments of the study. This term is related 

to concepts from the 19th century where the workers in the U.S stood against the banking and 

finance establishment. Latin America has a tradition going back in the area of 1930s. The 

populism takes into account the meaning of the immigrant’s from Europe to the movement in the 

economic part of US.  Many countries are mentioned which share the scope of populism in 

comparison with the United States. The main idea of the populism is to maintain an 

antiestablishment chain for people who can stand against the elites in the society. 

There is evidence of populism are present in the history. The rate was predictable to rise. The 

pattern was more predictable. The study will focus on the economic roots of populism. 

Globalization was not only the first factor which comes into the play during the economic 

stability and growth. The factors also contribute in terms of changing technology, the rise of 



markets and change in the labour styles (Rodrik, 2017). The reasons from economic history and 

theory provide important points for the backlash in Populism concept. 

The forms can be predicted but the category which it took was most annoying. These areas were 

distinguished on the basis of the left wing and right wing variants of populism. The movement 

from American soil and Latin American wing formed two groups in defining the concept. The 

position of Donald Trump and European area constitute the right wing creation where the left 

wing is the Americans from their origin.  

In my suggestion, all the distributions are meant with the form where the effect of globalization 

has made a rapid impact on the society. This becomes an easy way for the politicians which find 

a way in a situation where the second parties remain silent for major changes. This outline the 

story of most of the countries in Europe. In contrast to these activities in the form of trade which 

comes with finance and direct investment. The shocks which were observed in the United States 

have made both the culture to response in a silent tone. 

In my belief, it is important to keep the demand and supply ratio in balance with each other. This 

is the main part of the populism (Kalemli-Ozcan, et al., 2013).  

The economy present condition are more globalized as compared to the history. The first part of 

the globalization was related to the Golds standard where the economic integration was 

comparable. In the second half of the century, Europe gained a trade liberalization from Europe. 

In the first era of globalization, there were improvements in the transport system. There were 

inventions of railroad and telegraph facility was made to hit in a trade. 

The nature of globalization is not a unique term for most of the persons. The model which were 

given by different economist provided a strong distributive implication. The real question comes 

from the high level of openness from the recent decades. This will be maintained through long-



term questions. The trade theory states that the distribution and trade are essential elements for 

tracing the changes of identifiable economic groups. The most import theorem which was 

proposed by Samuelson 1941, present a sharp boundary for trade. There are two most important 

factors included in this model. The first factor is the experience in decline earnings. There was 

also skilled workers ambiguity for the trade liberalization. The studies which are summarized 

look for the local labour markets in specific trade shocks. Total earnings and employment were 

also discussed as an important part of the models. 

According to the principles, trade can be redistributed for the compensation of losers. It also 

identifies the group which is not present in the business group. European experience is the most 

productive type of the work. It targets the investor-state and regularity harmonization. This 

classification for the left and right wing populist have proven a barrier to trade activities. 

Economies understand that there is caused by the job displacement and income losses for groups 

which are involved in trade and redistribution, Imports from the only source in the labour 

markets. 

The perils of financial globalization 

The relation of economist favours the free trade where the distributional impacts are rendered in 

a negative sense for the trade deficits. Financial globalization effects the countries her there are 

economic benefits. 

Globalization proves a bid side for the company. It helps to expand the opportunities for 

exporters and multinational companies. Here there are relations for poor countries as well which 

produced a backlash for the ownership requirement (Boucekkine, et al., 2015). 

The Samuelsson theorem generates sharp implication about the trade. This model deals with two 

positive sides of the trade in context to the negative sides. The development of this model was 



generated through conditions which demanded realistic models for the study. This model was 

highlighted to pick an answer from the trade deficit which effected populism. This will provide a 

high level of openness for the trade activities. The recent work which was done in trade theory 

respond to the heterogeneity among firms and different workers. Samuelsson Theorem explains 

all the characteristics which were not studies in similar models to compare populism with the 

financial activities of the country. 

The model can be used for testing a different kind of hypothesis. Conditions were made through 

the equilibrium factors and the unit cost was defined in equity price and unit cost. This is the 

description of the model. The main mechanics which are involved in theorem related an integral 

part of the mathematical model. There are uncertain factors which are regarded in the budget for 

the capital control. In the first stance, this model was developed in accordance with the variation 

of populism and countries which respond to share of the goods (Broner & Ventura, 2016). 

The logic which is used in the model is simply the main estimation are governed from the 

denominators in the ratio. As the efficiency of the cost increases m the import tariff also 

increases. This provides complexities in the tariffs. 

The recent work which is done on the topic of trade theory emphasizes the role of firms which 

work in different situations for the firms and workers. These models have prepared additional 

margins for redistribution of firms where the role are described in similar ways. The work of 

Grossman et al. (2017) helped the Stopler-Samuelson model by using the different nature of the 

worker categories. The concept of this approach deals with the relation of managers and workers 

where their combinations will help in productivity of the case. Trade liberalization maintains the 

distributional effects of industries and occupation. A recently published academic study by two 

authors Caliendo and Parro (2015) use bell and whistle approach to justify the modern trade 



theory with 0.08% of welfare gains. Dorn and Hansson have documented the labour market 

using different models. These authors focus on the period of 1990-2007 entry where the 

commuting zones are recently compared with the production lines of China. 

This model was chosen to solve the puzzle in the real economy which hindered in achieving 

openness of for countries. This struggle continued for a decrease. There were examples available 

in the history where practices employ the theory of price changes of the wellbeing material for 

the economic groups. There are two goods which deal with the matter of production. These two 

factors are made important for the trade start-up’s which continue to start a new business in trade 

limits. This factor is immensely used in the normal trade routines. The importable goods have 

experienced a decline in the sales and goods. 

The other reason for this theorem is the link which it describes the losses which occur during the 

trade deficit situations. Relative losses are not explained in all detail because if they were pointed 

out the discussion will go endlessly without any result. Another point for this model is 

preferences which remain valid even in the condition of loses. In the practical cases, there rarely 

loses in a group where the budget is spent on the importable goods or less percentage is saved for 

the trade. Losses may reduce in magnitude but the effects on the economy remain prominent 

without the revival of funds. 

The main development of this model was due to the fact that conditions were specific and it 

becomes more complex when realistic models make the conclusion more ineffective. This model 

provides results which are extremely general and can be tested under competitive question. The 

activity of trade generally provides loses. This theorem effectively manages all lose and prepares 

future outcomes for a heavy amount of funds leakage (Koepke, 2015). 



This model helps to provide information about the trade level liberalization. This model provides 

a factor which allows the openness of the financial market. The model uses the magnification 

effect from trade theory to regulate the price changes. The main benefit of this approach 

produces a neoclassical equilibrium. This model analyses the gains present in the trade. This 

model link a positive approach in the generally accepted behaviour of the trade. Their ratio 

which is collected from the net gains in trade helps to lower the potential barriers which help to 

reduce the amount of trade liberalization. 

If the barriers are reduced in making the financial liberalization, this also reduces the tax ratios 

and the tariff also decreases with the imports ratio. The decrease in the tariff rate is the positive 

advantage for the efficiency gains. This model also provides an advantage for the redistributive 

effects. The losses which take place in the distribution factor are removed through the collective 

policies of the model. The main terms link low barriers and overall economic pie. The theorem 

also presents advantages for the trade effects. 

The disadvantages are related to problems in liberalization which limit the model activities. The 

margin between firms was not kept in the case. Imports were also kept to a minimum level 

during the model studies. Loses from this model are the major implications, which are a demerit 

for labour and a large part of the model (Forbes & Warnock, 2012). 

Data were calculated from the calculation of trade liberalization. Here the set of the initial tariff 

was analysed. These include different categories as a change in low wage skill and increase in 

early economy. Then the absolute ratios are calculated based on the data available from eh 

survey. The tariffs limit are moved from 40% to 3%. Another data uses the immigration sources 

from different countries. Six different countries were analysed in this data set and they share four 

section of Market of Europe. Here the share of migrant stock and home population were recorded 



in terms of percentage. The populism databases were recorded from the global databases. These 

parties label the data set from different journals and activities. The data are collected through a 

unique set of state, year and ideology. The areas are related to the left wing and right wing 

populism (Asongu, 2015). 

This model provided gains in efficiency. This result keeps on increasing the gain factors. The 

main point is collecting results from globalization and model in terms of trade and advancements 

factors. The model also provides values which relate the factors of liberalization. The model 

provides features which have a reversed effect on the economies of countries. The expansion in 

the trade was carried out with the developed countries in strong focus for the model. This model 

provided domestic macro management. It analysed the sensitive factors like agriculture and 

garments. This helped to devise a system which made the global trade and investment to increase 

for the advanced and developed economies. 

Alternative Model is termed as the specific factors model. In this model, only one sector has 

been targeted for each good. This helps to generate significant vales which can compare the risk 

involved in the specific sectors. This also increases loses in a sector where investment is 

required. Most forms of the activities are done to force import in countries which are developing. 

The trade theory suggests that the business routes are important for the most of workers in 

achieving a range of opening in finance. The broad working groups are going too made with the 

help of this model. 

The model describes the importance of two good for the market openness and financial 

liberalization. This study first from the model description and its advantages and disadvantages. 

The advantage was given as it helps to minimize losses and increase profit in the trade activities. 

The disadvantages were the theory which did not allow the model to provide long terms solution 



to the trade case. The alternative model and data set were calculated through a survey of election 

data and countries whose stock market shares depend on trade. The final solution was given to 

the financial behaviour (Badi H. Baltagi, et al., 2008). 

One conclusion can be drawn from the simple economics that there are no significant relations of 

globalization with the political instability. The data which was generated from history signifies 

that national markets have required a permit to led the project without any interference of 

political factors. In the world which is divided into political terms, markets ace the strong 

centrifugal forces. The global arrangements for the post-war era were built around the 

international trade and investment opportunities. This was the simple ratio for the principle 

which followed the domains as well. This policy leads to the arrangement for most of the 

countries to take part in a sensitive factor for investment. 

The system which was meant to make related success factors. It also increased the importance of 

global trade and liberalism. The increase was recorded in prominent terms. Where the economies 

started to bloom and advance. This was the result of all the efforts. In late 1980, the policy 

changed to deeper economic integration system. The agreements which reached the border in the 

domestic region helped to made regulation for the trade. The rise of populism factor was a reality 

check in events which promoted globalization. Now form the study there are challenged for the 

open world to balance the globalization wave and again come back to the concept of open 

economy. 

The open economy provides advantages for both sides of the case. It is important for the 

regulation of the deep source of knowledge (Bai & Zhang, 2012). 

Capital account openness 
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In auditing the writing on capital record progression and development, Eichengreen (2001) 

noticed that different hypothetical models suggest conflicting or, then again frail impacts from 

capital record advancement. (It's obvious, e.g., Gourinchas and Jeanne, 2006.) Given this 

uniqueness in principle, researchers attempted exact tests.  

The main flood of "substantial” exact investigations of the immediate impacts of capital account 

progression delivered hesitant outcomes that did little to limit the hypothetical talk. Alesina, 

Grilli, and Milesi-Ferretti (1994) discover no relationship between the levels of capital record 

transparency and development for cutting-edge mechanical countries. Grilli and Milesi-Ferretti 

(1995; from this time forward GMF) decide no impacts in developing business sector countries, 

a finding that Rodrik (1998) duplicates and broadens. Quinn (1997), in any case, demonstrates 

that adjustments in capital account transparency are related to higher long-run development.  

BHL (2001, 2005) likewise found that frequencies of both capital record progression and value 

showcase progression are related to ensuring monetary development. Henry (2000) and Bekaert 

and Harvey (2000) locate that securities exchange progressions diminish the cost of capital, 

which prompts more noteworthy venture and expanded per-specialist yield, at any rate in the 

prompt result of progression. (See additionally Henry, 2003.) The creators of other late 

investigations report by and large positive coefficient assessments of capital record receptiveness 

on development, in any case, the standard mistakes have been huge with respect to the point 

gauges. (See Worldwide Monetary Fund (IMF), 2001, particularly, p. 153; and Edison et al., 

2004.)  (Dennis P. Quinn). 

Consequences of capital account openness 

Prior parts of this segment have talked about the different channels through which more 

prominent capital record transparency and expanding coordination with worldwide money 



related markets ought to bolster development, both for the individual economy and at the 

worldwide level, while likewise perceiving potential dangers from budgetary incorporation. Be 

that as it may, financial analysts who have looked for to adjust the quality of these linkages have 

accomplished exceptionally blended outcomes. As a rule, developing economies with more open 

capital records have had a tendency to develop to some degree quicker finished broadened 

periods (Anon., 2005).  

Nonetheless, extraordinary investigations have discovered differing extents for the effect, and the 

scale of the effect can be very little with regards to a standard cross-country developing business 

sector development relapse that controls for different variables including venture rates, 

arrangements what's more, administration. Various specialized elements have convoluted the 

exact work on this issue. As talked about prior, it is difficult to quantify capital record 

transparency. Concentrates in view of accepted measures, for example, the exceptional load of 

outside resources and liabilities—tend to work superior to by legal measures. Results are touchy 

to the decision of day and age, and to the national scope. In this manner, a nation with a high 

funds rate, for example, China might be ready to develop quickly for a significant timeframe 

without a lot of remote capital.  

The impacts are commonly observed to be more grounded in miniaturized scale studies and 

occasion examines, especially identified with the opening of the value showcase, as opposed to 

more extensive large scale thinks about. Be that as it may, two more central reasons contribute 

vitally to the scope of results. The first is that expanded capital record receptiveness has been 

related with a higher rate of capital record emergency that has tormented developing markets 

over the past forty years (Baltagi, et al., 2009).  



Occasions, for example, the Latin America obligation emergency in the 1980s and the Asia 

emergency in the late 1990s had considerable and industrious consequences for yield. The 2008 

worldwide monetary emergency prominently did not bring another flood of developing business 

sector emergencies afterwards, yet did have bigger development effect on nations with more 

prominent capital record transparency all the more widely coordinated into the worldwide 

economy (IMF 2013b).  

Second, the advantages of capital record joining on development have a tendency to rely upon 

edge impacts. Nations with more created local money related markets, better organizations 

what's more, better adjusted and more restrained macroeconomic approaches have been appeared 

to receive more noteworthy development rewards from capital record receptiveness (Kose et al. 

2009). Such nations will be less defenceless to a trade market or manage an accounting 

emergency, and prone to increase higher comes back from the extra speculation made 

conceivable by capital inflows.  

From this point of view, it is empowering that emergency rate in developing business sector 

economies has declined outstandingly as of late, as nations have profited from better adjusted 

what's more, more restrained macroeconomic strategies and better managed and all around 

promoted household money related frameworks, despite the higher level of the capital market 

mix. In any case, policymakers in rising economies have turned out to be worried about 

challenges in keeping up macroeconomic and money related adjusts despite swings in capital 

streams since the worldwide money related emergency.  

Such concerns have concentrated specifically on instability in rate differentials and hazard 

hunger identified with the usage of beat money related strategies as the Fed and other develop 

advertise national banks have attempted to help action in the fallout of the emergency (Chart 



5.20). EM policymakers have accentuated the swings in the conversion standard and surges in 

local credit following these swings and the expenses of overseeing such swings through ordinary 

arrangements (see for instance Rajan 2013).  

There is likewise a worry that high rates of outside responsibility for securities may intensify 

presentation to outside money related stuns (Box 5.4), as remote markets may look for to move 

out of EM resources on occasion of uplifted monetary anxiety and generally safe hunger. Swings 

can be enhanced in light of the low and declining turnover rates of EM bonds since the 

emergency. Such concerns have been aggravated by confirming that worldwide speculation 

banks have pulled back from advertising making exercises, incorporating into EM securities, as 

administrative changes have forced higher capital charges on exchanging books. Accordingly, 

spreads have enlarged, especially amid times of market stretch. 

KAOPEN Model 

The financial openness has been described using KAOPEN Model in the discussion below. The 

world economy has been facing rise and falls. This was the result of financial globalization and it 

started a considerable debate on a change in policy and financial openness. The system begins to 

explore the effectiveness of the debate. The reason was the restriction in cross-border trade. 

There were limitations in the transaction. The finance was not open to adding increasing 

boundaries to the business. Analysing the openness limits to the difficulties which are present in 

determining boundaries. Conventional measures which are present to quantify such figures do 

not explain the openness in detail (Koepke, 2015). 

Financial openness is the extent of openness in the capital transactions within the state and the 

cross-border states. It defines the capital openness of the country. There are a number of models 

proposed to find the extent of capital openness. KAOPEN model is a model used to find the 



extent of the financial openness and capital transaction openness between countries. This degree 

of capital account openness is used to determine the rate of trade between the countries. The 

model is based on IMF’s 2015 Annual report of Exchange Arrangements and Exchange 

Restrictions (AREAER).  

The model contains dummy variable that is used to codify the tabular data about the financial 

restrictions in the AREAER Report. The major variables used in the model are four. These are 

 The variable for the presentation of multiple exchange rates (K1). 

 The variable for the restrictions of current transactions on accounts (K2) 

 The variable for the restrictions on the transactions of capital account (K3) 

 The variable for export proceeds surrender restrictions (K4). 

These variables were disintegrated more to effectively find the financial openness degree. The 

study was conducted on the study based in 1996 on many countries and their financial openness 

degree.  

This model is based on binary dummy variables which are related to a report of the transaction 

form IMF modules. The model will be constructed based on binary variables where capital 

account restrictions are not present. The factors are mentioned in the form of the subscript. K is 

the symbol used in the model and subscripts are present to notify the variables. The variables are 

incorporated in KAOPEN model and transaction on these accounts are made. The index values 

have benefits, they promote the target of capital controls. The relative measurement of intensity 

is the main factor which makes this model effective in describing the openness of the financial 

system (Syllia, 2006). 

The major highlight of this model is to target those areas which account for the services of 

restrictions where international transactions are listed as the requirement of market openness. 



This will be an effective method of dealing with capital controls. This may also restrict the 

current account transactions where there are multiple exchange rates. The market has shown a 

stringent plan for the private sector for making restrictions (Beck, et al., 2009). 

The model represents the thought of world perception in targeting the need for openness of the 

market. The patterns clearly provide an effective approach towards the countries which have 

maintained the openness from the year 197-s.These countries have developed a vision to gather 

resources with the efforts of open markets during the year of the 1980s and the financial opening 

have gained a creation from the preceding year of 1990. 

Discussing the Asian region, it showed higher levels of financial openness. There was a decline 

in the Asia countries during the late Nineties. The counterparts of Latin America had a serious 

setback. They fell to the lowest rank at the start of the Ninetieth century. This was only due to 

rising debts which have made the industry prone to interest rate and borrowing activities. After a 

spike, this economy started to raise in 1980 when the economies moved in a serious openness to 

finance sector. The liberalizing movement has made a step to increase the benefit of the financial 

market which has used the financial openness terms to remain in the market of developing 

countries. 

The studies are not limited to only one author they are several attempts made to study the index 

of the financial market. The example of Quinn (1997, 2003) may be related to the intensity of 

capital controls. The comparison with the KAOPEN and Chin-Ito index is approximately more 

than eight percent of the intensity controls. This makes the fact that both models identify the 

same source of the openness. Later there was a disagreement between the approaches of people 

which gathered a significant change in the model description (BonÖglioli, 2008). 



The nature of the model shows that it measures the financial openness of the system. Hence the 

index changes the price based on the factors of financial openness. These type of financial 

openness have measured the strengths and weakness which rank the terms for usefulness. The 

index related to the facts of capital accounts. 

There have been many studies conducted on the capital controls in past. Some of the major 

studies include the study of Johnston and Tamirisa in 1998 in which they created the model on 

the basis of time series data using disintegrated variables. The study was also based on AREAER 

but the problem with the study was that it didn’t provide sufficiently long data. The study only 

gave the data after 1996. The solution to this was another model based on the study by the 

Miniane in 2004. The study was conducted to find the capital controls on the basis of AREAER 

data but the problem was that the data was outdated to 1983 and included the study on 34 

countries.  

A method was used to simplify the deficiencies in business areas. This method was used in 

literature as there is variables present which examine the mode where countries can use the 

variable for the openness concept. There were restrictions in the capital accounts.The openness 

was not simplified by previous literature. 

The Chinn-Ito Index included the index of capital controls and the study was based on the 

variables which were further disintegrated to accurately find the results. The reason for choosing 

this model was that it was based on de-jure integration. It gave results based on the indices of the 

de-jure indices. The model covers a wide range of countries and a larger span of time. The more 

the coverage will be, the more will be the accuracy of the data. The model is advantageous from 

the logit and probit models in the aspect that the model can show the impact of the variance of 



time in different countries. The other advantage of the model is that it can accommodate the 

observations that are usually censored for many other models (Felman, et al., 2014).  

Another reason for choosing this model is that the model captures and shows the relationships 

between the exit probability and the tranquil states durations. The relationship is monotonic for 

many other models while the CI index model can effectively capture and show the relationship. 

The model helps to find data of more countries over more period of time. The model can also 

help to find the intensity of mobility restrictions of capital.  

The countries with open capital controls, do not help to restrict the capital flow transactions. It 

also does not finds the multiple exchange rates and the surrender of export proceedings. There 

are some countries that have already the closed and restricted capital transactions. These 

countries may further need to strengthen the restrictions on the capital transactions. The model 

helps the countries to find and restrict more aspects of the capital transactions. The model defines 

the usability and the accessibility of the currency of a country from abroad.  

The advantage of the model is that it is used to find the restrictions on the wider range of 

countries and a wider span of time. The results produced by this model are more trustworthy than 

other models. The disadvantage of the model is that it does not consider any time-variant 

variables like the economy of the country which changes with time. It also does not provide 

more detailed results as the de jure financial integration model do.  

The dataset of the Chinn-Ito index consists of the data of many countries over a specified period 

of time. The current Chinn-Ito model was conducted on the data of 181 countries on the period 

of 1970 to 2005. The data was wide enough to cover many countries and their financial 

restrictions on trade and other financial operations. The financial restrictions of the countries 



differ from each other. One country may allow the financial operations across the border while 

the other country may apply restriction on doing that.  

The data conducted from countries is put into the variable and disintegrated variables. The 

formula of the model is applied which consist of four variables. These variables consist of 

multiple exchange rates variable, current accounts transactions, capital account transactions and 

the surrender restrictions of the exports proceedings. The variable is named as K1, K2, K3 and 

K4. The variables are not put in the formula as a whole. The new form of Chinn-Ito index 

contains disintegrated variables. The variables of the model are further disintegrated into mini-

variables (Chinn & Ito, 2008).  

The major disintegrated variables used in the KAOPEN are K1.t, K2.t and K4.t. The K3 variable 

is not focused on the calculations. The reason for not using K3 is that the other three variables 

give more accurate results in the form of capital transactions restrictions. The results of the 

model not only refer to direct restrictions on the capital transactions but also refer to existing 

different types of transactions in different countries.  

The output of the index model helps to define the extent of the financial openness. It defines the 

openness of capital transactions, the multiple exchange rates and the surrender of export 

proceeds. If the value of the KAOPEN Index is low, it means that the restrictions on the capital 

transactions are low. If the value of the index is high, it shows that the country has a high rate of 

restrictions on capital transactions and have multiple exchange rates.  

If the capital transactions of a country have low value, it usually uses the currency of some other 

country with more stability. I.e. if the currency of a country is not stable, it may use some other 

currency as a dollar or some other currency. The capital openness of a country is very important. 

It defines the development rate of the country (Anon., 2013).  



Every model has a varying degree of success. The Chinn-Ito index model helps to find the 

capital transactions restrictions but the model is not good enough to find the inflows and 

outflows of the capital. An alternative model that can be proposed for the purpose is Quinn 

Index. The model is very much similar to Chinn-Ito Index. The researchers have suggested that 

the Quinn index model is 83.9% similar to the Chinn-Ito index because it is also used to find the 

restrictions on the capital transactions. The difference is that KAOPEN model proxies the capital 

controls intensity while the Quinn model does not do that.  

Another flaw of the Quinn model is that it is conducted in a shorter period of time. The study 

was conducted from 1997 to 2003 while the Chinn-Ito Index was studied in larger time span 

(1970-2005). As the Quinn Index model covers a small span of time, the results of the model are 

not considered as much accurate as the KAOPEN model. The problem in both models is that 

they do not indicate the inflows and outflows of the capital transactions.  

The model proposed to solve that problem is Potchamanawong model proposed in 2007. The 

model helps to distinguish between the inflows of cash and the outflows of cash in the capital 

transactions but the results of the model do no indicate the major restrictions on the capital 

transactions of the account. So basically it is cleared that all models have a varying degree of 

success. Some models give the results in the form of a problem while the other models give a 

solution to other problems. It depends on the implementers to decide which model should be 

selected to find the accurate results of capital transactions restrictions.  

The financial openness of a country determines its capital transaction inflows and outflows and 

the restrictions rate on trade. The less will be the financial transactions restrictions, the more will 

be the foreign investment in the country which will determine development rate of the country. 

The Chinn-Ito Index helps to measure the restrictions on the capital transactions. The model uses 



disintegrated variables which help to find the restrictions rate. The model helps to find the 

multiple exchanges rates, current transactions on accounts and the surrender of export proceeds. 

The model is effective because it helps to find the restrictions of a wider range of countries over 

larger time span than other models. The alternative models include Quinn Index or 

Potchamanawong Index model which have their own limitations and varying rate of success 

(BonÖglioli, 2008).  

The study made a reflective work in providing a case for financial openness. The KAOPEN 

model easily formulates all the control measures which restrict the openness of finance. The 

factors and variables used to provide details about the control can be maintained. Many 

researchers have tried to work on eh complex real-world problems which analyze the exact 

figures. If the complexity is defined by control policies and regulation the financial openness 

become a challenge to the research. There is a key advantage in the transparency of construction 

where the case of updating and wide coverages can be leverage at significant intervals of time 

and countries. 

This model was an effective approach in determining the financial openness. The studies made in 

the previous attempts had a deficiency which is overcome in KAOPEN model. It made the 

change slight easy as the variables were amounting for the reason of control measures, they 

formulates all the areas where the restriction areas. In making the consideration, control values 

and intensity were discussed. The comparison was also done for other countries which face the 

openness constraint in their plan of their development activities. This model easily explained the 

complex terms without causing confusion in finance terms 

Why Did Financial Globalization Disappoint? 
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In the wake of the subprime monetary emergency, the cases that present money related arranging 

has made tremendous augmentations are sounding less conceivable, and it is winding up obvious 

that close-by store will go under nearer examination. On the overall front, notwithstanding 

leaving money related emergencies aside, it emits an impression of being ceaselessly sure that 

the advantages of money related globalization are elusive. Budgetary globalization has not made 

broadened meander or higher change in making markets. Nations that have ended up being most 

quickly have been those that depend upon less on capital inflows. Money related globalization 

has not incited better smoothing of use or reduced bizarreness. On the off chance that you need 

to make a show based case for monetary globalization today, you are compelled to swing to 

genuinely circumlocutory, speculative, and, in our view, at last unpersuasive, question 

(BonÖglioli, 2008).  

It is the ideal open entryway for another point of view on money-related globalization, and one 

that sees that more isn't for the most part better. For whatever time traverse that the world 

economy remains politically distributed among various sovereign and legitimate aces, worldwide 

back is sentenced to experience the shrewd effects of mutilations altogether more repulsive than 

those of family bolster. Subordinate after setting and nation, the fitting bit of approach will be as 

a significant part of an opportunity to stem the tide of capital inflows as to empower them.15 

Policymakers who see their difficulties solely from the last point of view will get it really topsy-

turvy. (DANI RODRIK, 2009).  

Scarcely 10 years sooner, just before the Asian budgetary emergency of 1997 hit the features, 

there was a rising accord among driving macroeconomists that it was the ideal open entryway for 

making nations to understand the movement of their capital records. In a popular talk amidst the 

Annual Gatherings of the International Monetary Fund (IMF) in 1997, Stanley Fischer set 



forward the case for money related globalization and kept up a solution for the IMF's articles the 

reason behind which ''is empower the Fund to drive the dealt with development of capital 

changes'' (Fischer, 1997). Truly, there were dangers related to opening up to capital streams, yet 

Fischer was affected that these were more than adjust to the potential central focuses. Rudiger 

Dornbusch, having made so compellingly and convincingly on the solace of money related 

exchanges powers only a concise time prior (Dornbusch, 1996), now reported capital controls ''a 

thought whose time is past'' (Dornbusch, 1998). He framed: ''The right response to the subject of 

capital adaptability is that it should be unhindered'' (Dornbusch, 1998, p. 20).  

At the time that these contemplations were being skimmed, there was irrelevantly capable certify 

that the hypothetical inclinations of capital streams would in affirmation be understood it. One 

could take a gander at the decrease in financing costs that getting to general markets connected 

with, or the mighty enlargements from outside bank closeness—as Fischer (1997) did—and 

reason that the additions were by then perceivable. Or, on the other hand, one could take a 

gander at the still-new Mexican peso emergency of 1994– 95 what's more, the Asian cash related 

emergency that was preparing to accept that the risks were too much enormous, making it 

difficult to go up against. Notwithstanding, so solid were the theoretical priors that one could 

expect, as did Fischer (2003, p. 14), that the assertion for the capital record would cumulate after 

some time, equivalently as with the confirmation on the upsides of exchange movement a few 

decades sooner. (DANI RODRIK, 2009).  

As Fischer had decided, there has been an effect in exploratory contemplates on the aftereffects 

of money related globalization. In any case, a long way from securing the case for capital-

account progress, these examinations paint an important blended beside, incomprehensible 

picture. Kose and others (2006, later on, KPRW), who give conceivably the nuttiest knotty and 



careful audit of the piece, the reason that the cross-country certify on the headway central 

purposes of capital record straightforwardness is uncertain and needs quality.  

They fight that one should filter for the augmentations not in improved access to back for the 

private hypothesis, yet in insidious purposes of intrigue that are difficult to see with 

macroeconomic information and systems (a contention that should be assessed underneath). In 

another paper, Kose, Prasad, and Terrones (2005) find that use precariousness really moved 

(concerning yield eccentricity) in making show economies amidst the present time of money 

related globalization—a finding that straight discredits theoretical needs.  

Potentially most jumbling of all are the exposures of Prasad, Rajan, and Subramanian (2007, 

beginning now and into the not so distant PRS) likewise, Gourinchas and Jeanne (2007), which 

fling nippy water on the acknowledged complementarity between remote capital and fiscal 

headway: it shows up that nation that development all the more quickly are those that depend on 

less and not more on outside capital, and thusly remote capital has a tendency to go to nations 

that experience not high, but rather low profitability change. (DANI RODRIK, 2009).  

What these revelations uncover are the inadequacies of the mental model that overwhelmed 

considering capital streams 10 years back. This model had two key premises. Regardless, it 

expected that low hold stores and weak money related markets at home were first-coordinate 

destinations on budgetary progression and change. Subsequently more detectable access to 

investable assets from abroad and overhauled money related intermediation would give a 

reasonable lift to family meander and headway near to better utilize smoothing. Second, paying 

little heed to the way that it saw the limit of contradicting correspondences between propel 

experts' powers abroad and borrowers' flashes at home, it recognized that enough careful 

prudential course and supervision could improve the escort threats agreeably. Unquestionably, 



given the acknowledged centrality of access to the worldwide back, this model required that 

policymakers give high need to the usage of fitting legitimate structures (Degryse, et al., 2017).  

To add up to things up, the contention was this: influencing countries to require outside money to 

develop, yet outside capital can be dangerous if those countries don't search for after sensible 

macroeconomic systems and proper prudential heading, so making nations must wind up being 

never-ending wary on those fronts as they open themselves up to capital streams. This syllogism 

stays at the point of convergence of the case for cash related globalization (for instance, Mishkin, 

2006), altogether regardless, as it can be seen, some more present question have started to take a 

substitute tack (for instance, KPRW). (DANI RODRIK, 2009). 

The Relationship between Foreign Capital and Growth 

The project aims to start by looking into the course book model of how outside capital inflows 

should affect cash related change in a nation that is enthusiastic about them. The project then 

continue testing the model's suggestions in cross-sectional loses the faith, check the power of the 

disclosures, and further affirm the outcomes in descends into sin utilizing board information for a 

tantamount case of nations.  

The Textbook Theory  

The looking at material model plots family sparing and meander against the considerable 

financing cost (figure 7). 24 When the economy is shut to outside capital, change is at point B 

with the propelling charge given by unpredictable. Right when the economy is opened, and the 

capital record is changed (or grindings debilitating the surge of outside capital are diminished), 

theory additions to point C, with the movement on a fundamental level financed more than 

absolutely by outside sparing (the present record mischance). In this world, increments in capital 

inflows, as obstacles slip, result in a time-tested development of private credit costs toward world 



financing costs (r), and as essentials are in the higher breeze and speedier change. In like manner, 

given breeze, the level of use of outside sparing ought to have no impact on change—it truly 

does not have any sort of impact whether meander is financed by private or remote capital 

(Hendrickson, 2013).  

Cash related Integration and Growth  

The discussion starts by testing the association between money related joining and change. Since 

the solid course book demonstrates concentrates on outside capital as a total wellspring of 

financing, the project will look at mean capital inflows, that is, the present record changes, in 

what takes after. Clearly, remarkable sorts of streams could well have specific outcomes. The 

made work has seen that FDI could be an essential wellspring of development exchange and 

what's a more significant measure of the back. Also, commitment and regard streams could have 

unmistakable results for a nation's macroeconomic hasty ideas.  

The made work has in this way utilized an outline of measures of cash related coordination, 

including approach or by law measures yet besides evident measures in light of genuine capital 

changes as for stocks what's more, streams. 25 The project will demonstrate some quality checks 

in the setting of these choices, regardless, our inside measure will be the present record alter, 

which has the upside of being identified with macroeconomic areas, for example, sparing, 

meander, and the change standard. Enable us to begin by setting the association between the 

present record changes and advance portrayed in figure 4 on firmer ground (Devereux & 

Sutherland, 2008).  

Table 1 demonstrates our inside fall a long way from the certainty happens obviously, which 

make made by Bosworth and Collins. 26 The needy variable is the yearly standard development 

rate of getting power correspondence balanced GDP per capita more than 1970-2004, taken from 



the Penn World Tables (change 6.2). The project will concrete the running with controls in the 

standard detail: log of starting (1970) GDP per capita, starting period future, beginning period 

exchange straightforwardness (the Sachs Warner measure), 27 the money related change, a 

measure of institutional quality, and sham fragments for sub-Saharan African nations and oil 

exporters. (Eswar S. Prasad) 

Robustness 

Before having any kind of illumination, the going to the table is having some basic healthiness 

checks. Above all, the inside points of interest have been evaluated throughout the day and age 

of 1985 to 1997 which is considered as a splendid age for the budgetary globalization as it was 

separate by numerous extent of the surge streams without having any kind of augmentation in the 

importance in the crises. The present co gainful of the record have a comparable positive and 

basic and inquisitively there is an enormity is twofold for the day and age of 1970 to 2004. There 

is an establishment of the common case for the non-mechanical countries and it is of worth to 

ask whether the illustration in like manner is accessible for having more monetarily pushed 

countries and there is come back to the period of 1970 to 2004. (Eswar S. Prasad (2007). 



Table 6 GDP per Capita 

 

Panel Evidence 

One all the more course to declare that whether the project is not snatching the consider central 

in the life cycle of the countries is for swinging to the board data and for assessing the progress 

over the shorter periods. This is significant for a wide number of the reasons. To the degree 

wellness is concerned, it is reliably of much use for checking either the watched connection 

between the countries also holds inside the countries or not. If there comes any kind of blunder 

between the board and the affirmation of the cross-sectional, by then it could require the alarm in 

the understanding and one more explanation behind doing this measure is that the estimation of 

the board is that help address which isn't absolutely about the issue of the disposed of elements. 

(Eswar S. Prasad (2007).  

Around here, It is examined about the macroeconomic accreditation on the effects of money 

related globalization to the degree both movement and irregularity. The major conclusion is that 



the underwriting in the setting of cross-country loses the sureness structures have been merciless 

in a couple of respects and, as it is audited underneath, has unmistakable sensible hindrances that 

can't without an enormous measure of a degree be vanquished just by using better cross-country 

enlightening records or further made econometric frameworks (Insitute of International Finance, 

2014).  

Results for Growth a wide swath of the mix on the upsides of cash related globalization has been 

passed on cross-country change loses the sureness. This structure encounters a stunning bit of the 

squares of other related charge related to works that use a comparable test approach. A little 

while later, there is some need that this approach may work better to see the progress effects of 

cash related joining. Everything considered, regardless of cross-country storing in levels of cash 

related joining, these levels have isolated gigantically after some time for most countries and the 

structures taken by different countries to opening up to trade-related streams have out like way 

changed all around.  

Central confirmations about the change positive states of cash related breaker owe much to the 

way that impacting business to zone economies have, as a social affair, experienced far higher 

joined progress since 1970 than other making countries or even mechanical countries (Figure 2). 

Banishing China and India from the vivacious review of having markets impacts the execution of 

this get-together to look less surprising, paying little character to how it is so unmistakably 

superior to that of the get-together of other making countries. (Eswar S. Prasad (2007). 

Dynamic Empirical Model for Financial Development 

The dynamic Empirical Model is directly related to the financial development of the countries. It 

defines that the financial globalization increases the financial development which in turn 

increases the productivity rate of the countries. The financial development of a country depends 



on financial openness and trade openness. The countries with more financial openness have 

much more chances of financial growth rather than the countries with closed financial traits. 

Similarly, the countries with trade openness gain the opportunities of economic and financial 

growth. The marginal effects of the openness of trade are negatively related to the openness of 

financial operations.  

The paper majorly focuses the Dynamic Empirical Model based on the financial openness and its 

relation to the financial development. The paper also discussed the hypothesis of Rajan and 

Zingales in which they defined that the trade openness and financial openness both are necessary 

for the financial development of a country. The empirical nature of the paper is helpful to 

effectively assess the financial development. The GMM estimation of a dynamic panel of study 

is also used. The empirical results of the research are then compared with the previous studies to 

differentiate the study among them. Policy implication and hypothesis testing highlight the 

credibility of the research. 

The financial development of a country determines the long-run growth rate of the country. It 

helps the economy of a country to grow in a more effective way. The financial development of a 

country depends on the financial aspects openness of the country. These aspects consist of the 

trade openness (Freedom to trade across the border or state) and financial openness (Freedom for 

financial institutions to operate across the borders). If the country has trade freedom, the 

financial development rate of the country will be high. Similarly, if the trade rate across the 

borders is high, the development rate will be high.  

Financial development is an important procedure when it comes to long-term planning. The 

focus of countries is shifting for the answers for the fact that why some countries are more 

financially developed than others. The hypothesis forwarded by Mr Rajan and Zingales (2003) is 



the major choice of focus for the studies. The main target of this study is to signify the reason 

why the most powerful financial areas lose their credibility when the mode of financial 

development comes into consideration. The reason behind this scope is the need of the financial 

reasons which provide opportunities for new firms to enter the market and provide their 

significant additions. This also makes a strong point where the new additions will find fewer 

oppositions from competitors as there will be open chances for trade on both sides of the 

development. 

 If there is an open relationship between trade and financial sector the incumbents will be 

blocked the financial development. It will also prove a new way of creating an incentive to the 

relevant markets where they have made the addition. The hypotheses made delivers the aspect 

that the there are two basic types of variables required to the openness of the financial 

development. If there are effects on financial repression and loan subsidies, it faces cheap 

finance to enter the market of competitions. The idea of financial openness can also allow 

potential investors to gather funds from the foreign markets. The domestic sector may face 

threats from financial openness. As the international finance and liberalizing access will move 

forward from their reach, this patterns will face opposition from people who are not willing to 

financial development. 

The main part of the analysis states that trade and capital accounts are the keys to successful 

financial development. This is also an important prediction for the empirical analysis using the 

modern methods and data. The evidence which is provided in the hypothesis has the great 

attraction towards the period of 1913-1999. The sample size is meant to be twenty-four which is 

the limit of the study. There was a limitation present in data collection. Which prove a 

disadvantage for collecting the samples. The studies from previous authors also analyze the 



model in a greater context while the direct studies are absent which clearly discuss the 

hypothesis (Anon., 2008). 

The study gives an evidence of using the modern panel methods to judge empirical questions 

about trade and capital accounts. There are considerations for the option of using both the trade 

and capital accounts for financial development. The main factors which promote the approach of 

the model are private credit and means for the stock market capitalization. Annual data was used 

to maximize the sample size and determine the parameters with more care and precision. 

The decision of implementing the hypothesis may be proved in a political sense. There is a 

common force which favours that an openness concept. The component of openness influences 

the hypothesis and establish a strong statement. There are judgements which take the effect of 

financial openness for the degree of trade. The study also provides information that there are no 

negative effects of financial openness on the market sector and capital accounts. 

The main area studies the financial development and helps to develop the main hypothesis. The 

strategy uses the time and crosses country dimension which is available for the datasets. The 

formulation of a hypothesis is done to calculate the long-term equilibrium. The model consists of 

an equation. For simplification, the equation is minimized and statistics are described (Travlos, et 

al., 2015). 

There are two parts of the model. They are mathematically correlated to form a database for 

trade and openness policies. Past history is summarized by the dependent variable. For economic 

development. There are derivatives and natural logs present in the hypothesis.  If there is a small 

increase in trade activity or openness it will provide a greater financial development. The version 

of the hypothesis requires the marginal type of effects from the non-positive accounts. These are 



accounted for the results. There are limitations for the economy when the vacancy is created the 

capital account remains on the negative side. 

The effects of financial opens are limited to zero grade when there are no possible situations for 

trade activities. The early assumption which was made in hypothesis provides a strict control to 

the formulation of the hypothesis. The equation contains partial derivate. These factors were 

used to assess the nature of finical economy and development. There was test calculated to find 

the results of the case. If closed economies are studied the financial development will happen for 

most of the accounts. If the consideration is made in such a way that if there is the opening of 

one account, it will still impact the financial development as a positive case. This evidence was 

made to support the hypothesis made for the present study. 

There are features for dynamic panel data where the test are performed to control the restrictions. 

The dataset is used in terms of mathematical calculation to gather a responsible practice. This 

whole panel analyses the data for the financial openness (BonÖglioli, 2008). 

In this study, there were two different data set used for the developing economies. Stock Market 

was used as a dependent variable. The number of countries declines to 21 and 31 respectively. 

There were two different type of measures taken to collect data sources. First is the de facto 

measures and other is the de jure measure. In the first type, data is collected from 42 countries 

with the area of 1980-2003. This indicator defines the country foreign assets and liabilities. 

There is a varying change in case of financial incumbents which make the private flows. 

The second measure given by de-jure model links the KAOPEN system. Here the measures are 

controlled with the help of Binary variables which limit the cross-border financial transactions. 

Here the binary variables and capital related to unity are considered to get data pattern. There are 

also additional variables added to the trade openness and comparing the US financial openness. 



The data sets are present for the key variables. This includes the measurement and means of the 

financial figures. The hypothesis uses the data variables from modelling parameters. These 

parameters helped to formulate the openness of the financial market. 

Rajan and Zingales presented their hypothesis in which they defined that the financial 

development of a country depends on the openness of the country in terms of financial aspects 

and the trade. The hypothesis was widely supported by many researchers but the problem was 

that the hypothesis included the concept that both factors are necessary for the financial 

development while the research shows that each factor of them has its own importance and can 

contribute in the development of a country (TURNER, 2013). 

The authors of the hypothesis defined that the financial development creates hurdles for the local 

industries and incumbents. When the financial openness will be provided, the external investors 

will start investing in the country. This is good for the economy of the country but it will 

increase the competition for the existing industries by raising prices and rents. Thus financial 

openness is unlikely to contribute to the financial development. If the financial openness is 

provided, the step will be surely opposed by the incumbents. The solution is the trade openness. 

The local incumbents will get the chance to expand to other markets which will help the business 

to grow better and consequently the financial development.  

The hypothesis provided by Rajan and Zingales was a good hypothesis but the problem with the 

hypothesis is that the study was conducted in a limited number of countries. The sample of the 

study was not very wide. Only twenty-four advanced and industrialized countries were used in 

the study. Another problem was that the study was conducted prior to World War I. The time 

variance changed many aspects and a recent a new study was necessary to find out the 

relationships of financial and trade openness on the financial development.  



In order to solve the problems, a new study was conducted in a model named the Dynamic 

Empirical Model. The reason for choosing the model is that it defines the relationships of the 

financial and trade openness on the pace of financial development. The model uses wider time 

series data from many data samples. The model was also chosen because it provides the evidence 

of whether the financial development is dependent on one factor (financial or trade openness) or 

on both factors simultaneously. The model also focuses on the pace of financial development 

across the countries because the pace of financial development across the countries may vary 

slightly (Pepinsky, 2011).  

The model uses annual data samples which helps to estimates the annual frequency. As the 

model uses more time variant and varied countries data, the results of the model are more 

favourable and accurate as compared to the old and traditional models which conducted a study 

on old and less time varied samples. The model accurately finds the relationship between 

financial openness and trade openness on the financial development of a country (Baltagi, et al., 

2009). The disadvantage of the model is that it does not find the restrictions of the capital 

accounts with time variance and country variance 

The Dynamic Empirical Model includes a log-linear equation of dynamic nature in which lagged 

dependent variables are used. The annual data for estimation is used to find the annual frequency 

of the financial development using different variables. The model uses steady-state equilibrium 

which helps the researchers to smooth out the data basis on time series. This helps to find out the 

parameters of interest in a more accurate and precise way. The major variables in the equation of 

the model are 

 Per Capita Income (Y). 

 Trade Openness (TO). 



 Financial Openness (FO) 

 Error containing time specific and country-specific fixed effects (u). 

A variance variable is also used that helps to identify the time and country variance in the sample 

data. The model not only helps in finding the financial variables of interest like financial 

openness or trade openness. It also includes the variables like the history of the financial 

development of a country, economic development, per capita income, lagged dependent 

variables and the country-specific variables like geography, ethnicity, climate etc. The effect of 

an increase in the trade or financial openness is determined by finding the derivatives of these 

factors with financial development rate calculated from the first equation (Rodrik, 2017).   

The output of the model is in the form of the pace of financial development. It defines how the 

increase in trade openness or financial openness may affect the financial development of a 

country. The variables for the relations are β2, β3 and β4. The relation between the financial 

openness, financial trade and financial development is as follows according to the output of the 

model 

 If the coefficients of both financial openness and trade openness are positive, the 

financial development rate of the country will be high. 

 If one of the coefficients are negative, the other will be positive.  

It means that the coefficients of the model have a direct relationship to each other. It means that 

if the trade is open but the capital accounts are closed, there will be financial repression by the 

incumbents of the industries. If the economy of a country closed to trade, the marginal effects of 

the financial openness of a country will be either zero or negative. Similarly, if the capital 

accounts of a country are closed, the marginal effects of financial openness of that country will 

be either zero or negative.  



The Dynamic Empirical Model is used to find the relationship between financial openness and 

trade openness on the financial development of a country. The model used empirical data with 

more accurate variables. The alternative model that can be used is the Chinn-Ito Index mode. 

The model helps to find the restrictions on the financial operations across the borders. The best 

thing about the model is that it uses variables to codify the restrictions found in the Tabular form 

of Annual Report of Arrangements and Exchange Restrictions.  

The model uses four variables that include the multiple currency exchange rates, current 

accounts transactions, transactions of capital accounts and surrender of export proceeds 

restrictions. The variables give accurate results of the multiple aspects. The model helps the 

country to decide which of the currency the country should trade in. If the country has the 

currency that is not stable, the country will possibly use another currency with more stability rate 

as a dollar. The model is based on de jure integration model which means that it is determined 

over the large span of time and a wider range of countries (Anon., 2005).  

The Chinn-Ito index model helps to find the relationship between the tranquil states duration and 

exit probability. The model is considered as an accurate model because the model is based on the 

study conducted over a wider span of time (1970-2005) and on a very large range of countries 

(183 countries). The reason for choosing Dynamic Empirical model is that it gives more precise 

results and the relationships between the financial aspects and the financial development. The 

Chinn-Ito Index gives an idea about the restrictions of capital accounts while it does not reflect 

the relationships of financial openness and trade openness on the financial development of the 

country. So using Dynamic Empirical model for the empirical study of the financial aspects is 

more favourable. 



Financial openness and trade openness helps the country in the financial development. Rajan and 

Zingales presented a hypothesis in which they defined the financial openness and trade openness 

both are necessary for the financial development of a country. The research was conducted to 

find out the relationship of each of the aspect of the financial growth. The Dynamic Empirical 

Model is used which provides the relationship of financial openness and trade openness on the 

financial growth of the country. Each of the aspects has a direct relationship with the financial 

development. If the financial openness and trade openness are positive, the financial 

development will be positive. Similarly if one of them is positive, the financial development will 

also be positive.  

The results from the study help to provide a range of alternative measures which will lead the 

changing the financial openness of the banking sector development. The results from the 

hypothesis suggest that if there are marginal changes in the financial sector, it would prove 

negative to closed economies. The companies can make the condition different for the banking 

sector. This can be done by implementing an open policy. The findings provide half support for 

the hypothesis as they are necessary for the financial development and openness. 

These results are in the form of mixed blessings for the policymakers which have low income in 

their financial system. This may provide an effective ease for the low-income countries because 

opening the trade wit provide effective investment to the financial sector. The countries which 

are more prominent are Pakistan, Nigeria, Guatemala and Zimbabwe. The end of the spectrum 

provides open chances for the countries. The empirical evidence which is presented in paper 

mostly confirm the importance of financial development. These are recently pointed in the 

literature as according to the wills of the policy factors. The research also tells that previous 

mechanism are not working in a precise mode. The political economy may help to shape the 



financial and economic development for the business areas. The information from the summary 

statics and the correlation matrix helps to gather data for most of the important data collection 

units. 

Impacts on Volatility  

The Dynamics of Financial Globalization 

The expansion of the advantages of outside and the liabilities of the remote which are 

communicated as the proportion of the GDP and known as the IFT is one of the exceptionally 

valuable measures of the accepted size of the cross-fringe coordination of the back. While the 

globalization of the monetary additionally gets in the operation by the assurance of the advantage 

costs and furthermore the responsiveness of the universal streams of the money to the stocks, 

there is a gathering of loads of the benefits in the outside and remote liabilities too.  

Moreover, there is a level and arrangement of the worldwide monetary record which matters of 

the presentation of the individual nations for the stocks for hidden resource process and rates of 

the trade. Toward the end, there is net venture on the worldwide scale which position is a key to 

the state factors in a considerable lot of the dynamic macroeconomic models. The accompanying 

figures 3 and 4 are demonstrating the total IFI proportion for the gatherings of the progressed and 

developing economies.  

Figure 3 is demonstrating the enormous development in the cross fringe of the places of the back 

and furthermore for the propelled gathering of the economy which begins from the estimation of 

68.4 percent in the time of 1980 to the pinnacle estimation of 438 percent in the time of 2007. 

Amid this time, there was just about 2 increasing velocities stage alongside the progression 

increment in the development of the cross outskirt positions in the mid of the time of 1990 and 

notwithstanding this the escalation amid the season of 2004 to 2007.  

Kommentar [ZS12]: Baltagi, B. H., 
Demetriades, P. O., &amp; Law, S. H. 
(2009). Financial development and 
openness: 
Evidence from panel data. . Journal of 
development economics,, 89(2), 285-
296. 



Figure 5 is demonstrating the IFI proportions for the region of Europe and the US alongside 

Japan from which it can be seen that the global money related exchange has huge development 

far in more snappy way adversary the European nations from the time in the mid of 1990s 

onwards. Figure 4 is additionally demonstrating a portion of the critical contrasts adversary a 

portion of the developing gathering of the economy.  

The IFI proportion is all the more at that point multiplied from the estimation of 34 percent in the 

time of 1980 to the estimation of 74 percent in the time of 2007 which is considered as far 

underneath the level of the position of the cross positions by many propelled gathering of the 

economy. (Philip R. Path, 2012). 

 

Figure 5 IFI Ratio Advance Group 



 

Figure 6 IFI Ratio EM Group 

 



 

Figure 7 Overall 

Surge in financial globalization 

Many investigations have investigated the subject of why the pace of budgetary globalization 

surged in the years before the money related emergency (e.g. Path and Milesi-Ferretti, 2008). 

While the answer has numerous aspects, the drivers of pre-emergency money related 

globalization seems to have been both macroeconomic (the ‚Great Moderation‛ of more curbed 

business cycles, lower loan fees, and lower unpredictability that had won since the mid-1980s) 

and auxiliary (years of fast money related advancement, in a setting of money related 

deregulation and less stringent supervisory measures). These macroeconomic and auxiliary 

factors should likewise be put into the more extensive set of two central changes in the 

worldwide monetary structure: the commencement of the European Monetary Union and the 



surprising development and improvement of developing business sector economies what's more, 

budgetary frameworks (and the opening of their capital accounts) in the course of recent decades.  

It appears to be evident that the collaboration between macroeconomic what's more, basic factors 

likewise attempted to help money related globalization. The Great Moderation brought down 

profits for safe resources, urging financial specialists to trust that the cost of hazard had been 

forever diminished—a critical motivating force to search abroad for higher returns and 

broadening. At the same time, enteire policymakers in the U.S., the UK and else-where regularly 

took the view that private money related intermediation with constrained administrative 

oversight would give unrivalled comes about (Caprio 2012 bury alia). Another contemporaneous 

improvement was the fast pace of development in money related intermediation (drove by the 

U.S.), which encouraged cross-border loaning and speculation—and furthermore started a 

rivalry, what's more, assist development crosswise over worldwide money related focuses.  

These three factors all added to the fast pace of budgetary globalization amid the 1990s and mid-

2000s. As the 1990s attracted to a nearby, financial union in Europe helped push monetary 

globalization to another level inside and out. The capacity to work significantly more 

unreservedly inside the money related union incited a sharp increment in Euro Area cross-

outskirt bank loaning inside Europe (fig 6). One prominent case of this was cross-fringe bank 

loaning in the help of in the Spanish land segment amid the 1990s and mid-2000s. The 

development segment in 2007 represented nearly 12% of Spain's GDP, more than twofold that of 

neighbouring Portugal or, on the other hand, France (IMF 2013a). A point worth underlining: a 

critical extent of the ascent in Euro Area banks' cross-outskirt exposures was interbank loaning 

(a lot of it inside the Euro Territory itself) (Fig 7).  



Another key improvement was considerably extending in Europe's monetary and money related 

ties with quite a bit of Emerging Europe (Central, Eastern and South-eastern and additionally 

Russia/ CIS) following monetary progress in these areas. This created an extremely generous 

increment in Euro Area banks' cross-border loaning to these locales (and at last a high level of 

outside responsibility for banks—see for instance CEPR 2014).  

The budgetary division opening and improvement occurring in developing economies over this 

period was another exceptionally critical driver of money related globalization (Ceballos, Didier 

what's more, Schmukler, 2012). The same number of EM economies attempted money related 

division change and market progression from the mid-1990s onwards, this developing openness 

to internal venture turned into an antithesis to the look for worldwide introduction with respect to 

the U.S., European and other develop showcase banks and financial specialists. As EM 

economies progressed toward becoming more open to venture (fig 8), in number capital inflows 

extended EM budgetary markets—an improvement that was intruded on next to no by the 

‚Tequila‛ and Asian obligation emergencies of the 1990s. 



 

Figure 8 Foreign Claims of Euro Area Banks 

 

 

Figure 9 Foreign Claims on Euro Area Borrowers 

 

 



 

Figure 10 Capital Account Openness 

Financial Integration and Growth 

Here it will plate about the joining of the reserve and advancement of the associations. The 

standard models on the perusing material have their essential focus outwardly capital like an 

aggregate hotspot for the financing and then it will be investigated about the aggregate capital 

stream which is known as the present record alter and in which it takes after:  

There are various results of the particular sorts of the streams. It has been noted in a noteworthy 

number of the composition that the FDI could be an especially indispensable hotspot for having 

the advancement and moreover a basic for financing. In like manner, this could in like manner be 

profitable to the extent the commitments and esteem and that is the reason it can in like manner 

be used a variety of the measures of the coordination of the back which moreover fuses the game 

plan and a bit of the genuine measures which rely upon the genuine capital improvements to the 

extent the stocks and streams.  



A part of the power checks have in like manner been associated on the decisions yet there is 

focus measure which will be managed as present record modify and it has a great position of 

being able to be related to the macroeconomic factors like save stores, swapping scale and 

theories. There is start with the association between the present modification of the record and 

the depicted improvement. The going to the table is exhibiting the inside backslide happens 

which can be used for developing created by the Bosworth and Collins. The variable which is 

poor is the yearly ordinary rate of advancement of the vitality of purchasing which is taken from 

the Penn world tables. There is similarly the fuse of the controls in the standard particulars like 

log per the basic GDP per capita and starting time of the expectation. (Eswar S. Prasad (2007). 

Table 5 Regression (Dependent Variable Average Annual Rate of Growth GDP per Capita) 

 

Role of financial regulations 

The huge factor moulding the example of monetary globalization since the emergency has been 

the generous update of direction—of the keeping money part and of the monetary division all the 

more comprehensively—that has been placed in prepared at the worldwide level because of the 

over the top dangers uncovered by the emergency. Under the strategy authority of the G20 and 

the FSB, and drawing upon the experience amid the emergency, a sweeping worldwide 



administrative plan has been instituted gone for reinforcing the accounting reports of monetary 

organizations and improving the flexibility of both monetary organizations and monetary 

markets. As talked about in Section 4, these endeavours cover the foundational components of 

the prudential administration for banks including capital, use, and liquidity and subsidizing. So 

also, significant changes are occurring gone for steadier what's more, straightforward money 

related markets, specifically in the region of subsidiaries.  

It is hard to survey absolutely the immediate effect of administrative changes on globalization 

patterns (and on cross-fringe streams specifically). There have been numerous natty gritty 

examinations, however these to a great extent concentrate on general effect after the progressions 

are completely basically, as opposed to endeavouring to evaluate the time way of the effect. In 

addition, a large portion of the changes are staged in step by step, with the full execution just in 

quite a long while (e.g. under Basel 3 banks have until 2019 to meet new gauges and a 

considerable lot of the subtle elements are still being worked out). Section 4 of this report offers 

a discourse of the worldwide administrative change plan and its suggestions for budgetary 

globalization.  

In any case, it appears to be likely that administrative changes have as of now substantially 

affected both conduct and business models (see e.g. IMF 2014d). Specifically, banks have been 

underweight from business sectors to move rapidly to raise their capital ampleness and meet 

other new administrative prerequisites well ahead of time of formal due dates. This procedure 

appears to have gone quickest in the U.S., where banks have expected to adjust to expansive 

changes that in a few cases go past the multilateral motivation, as required by Dodd-Frank 

enactment, and have balanced their business models in like manner. In the meantime, U.S. banks 

have too possessed the capacity to raise capital and re-establish productivity, and bank loaning 



conditions have been great, especially with respect to the Euro Area, since 2012. This 

recommends in total, the degree of deleveraging as of late has been expected more to a loosening 

up of pre-emergency overabundances and the powerless worldwide economy, instead of the long 

haul administrative change motivation. By the by, and as talked about in Section 4, certain sorts 

of action, for example, the arrangement of long-haul credit and the expansion of cross-outskirt 

streams do appear to have been influenced by more stringent administrative prerequisites.  

In addition, as clarified in more profundity, there are worries that irregularities in the use of new 

universal rules and ‚ring-fencing‛ by national wards could suggest more monetary discontinuity 

that would be a delay monetary globalization. In fact, a ‚ongoing push toward all the more ring-

fencing of capital in nearby entities‛ was referred to in a current E&Y/IIF study, in which over 

80% of respondents revealed a ‚increased concentrate on overseeing capital crosswise over 

elements and geographies‛ (EY 2014). 

There has been a significant change observed in the subject of financial integration and its 

relation to direct investment. This is a vision which has been related to the financial 

globalization. The world has experienced a significant increase in foreign investment and this 

history goes back in the time of 1960. The countries have sped up their economies and the ratio 

in the financial levels have been raised due to the fact that financial integration has raised the 

factor of direct investment form different foreign countries. Now the effect of the whole system 

was that their financial services got a bloom of 40 % in the residing years. 

Capital Flows 

Globalization and Banking Sector 

Globalization is mainly concerned with increasing the income and sources of the countries which 

are in contact. In this process, capital is moved from one country to another which the base of 



globalization. Capital flow can be defined as the movement of money with the purpose of 

investment, trade and business production. It ultimately contributes to enhancing the 

productivity, national income and capabilities of the country receiving this capital. In sending 

and receiving money, banking system plays the role of intermediary. The banking system has the 

importance of backbone in any society. It is responsible for the movement of capital flows in and 

out of the country.  

A study was established by Eugenio Cerutti and Haonan Zhou to examine the impact of global 

crisis on banking network. The basic purpose of this study was to find evidence that either there 

was De globalization after this crisis or not with reference to the banking system. It is an 

admitted fact that financial crisis of 2007 to 2009 carried a huge negative impact on different 

countries. Different researchers established different studies which provided that under 

globalization; the crisis is transmitted all over the linked countries. This fact emphasized the 

structure of banking system. It was due to the fact that there was a prominent decline in cross-

border lending which is the base of growth under globalization. It was provided that this 

persistent decline results in financial deglobalization. This study was mainly concerned with 

financial deglobalization, so authors considered banking structure and activities before, after and 

during the financial crisis (Zhou, 2017).  

By considering the evolution of banking system and structure, it can be identified that what was 

the aftermath of the financial crisis on banking structure from the perspective of cross-border 

lendings. Impact of crisis on banking network was not the main focus but the role of the network 

in this crisis was the main point.  For this purpose, global banking network was mapped and 

measured with the help of data and model-free approach. In order to measure cross-border flows, 

three types of measures were used which were model free & data-driven measure, directed flows 



measure and nationality-based measure. The last measure is superior to residence-based measure 

because it does not restrict the transmission at intermediaries’ nodes. In order to build global 

banking network, publicly-available and restricted bilateral 

Cross-border exposure from BIS was used. With the help of the entire analysis process 

conclusion was formulated. According to which if proper adjustments are not made, it is obvious 

the country level banking will suffer from various issues of data. It ultimately disturbs the actual 

role of every country which is engaged in cross-border lending and it will become difficult to 

identify the real market players. With the help of network analysis tools, evidence was also 

found that there was shrinkage in cross-border lending. By using economic interpretations, 

interconnectedness was captured. It is important to narrate here that major global lenders were 

stable; it was observed that decline in importance for non-major global European lenders and a 

relative rise in the ranks of lenders from another region. There were some hidden dynamics 

which depicted that after the crisis cross-border lending was shrunk (Zhou, 2017).  

By going through all the analysis and findings it can be stated that cross-border lending’s, are 

directly linked with globalization. When a crisis occurs in one country, all linked countries have 

to bear the consequences. The banking system has a definite structure but it is important to do 

some adjustment at the time of crisis so that its impact can be reduced. When these adjustments 

are not made, then crisis may impact the whole system or banking network. When banking 

system or network will suffer different issues, then the capital flow will be interrupted and the 

whole world will experience deglobalization. It means losing all the benefits which globalization 

has provided in past few decades. No country can bear this loss so it is essential to follow the 

banking system and to take prior steps. 

Capital Flows in Emerging Markets 



In an article “What Drives Capital Flows to Emerging Markets? A Survey of the Empirical 

Literature” written by Robin Koepke, different drivers of the cash flows were provided. 

Emerging markets can be defined as such markets which have some featured of developed 

countries but they do not meet all the requirement or standards of the developed countries. In 

order to keep the countries closer and to promote globalization, international capital flows play 

an important role. They are directly linked to the financial and economic conditions of the 

economies. It also impacts the policy-making process and brings different benefits and risks to 

the participant's countries. As financial flows are largely for advanced or developed countries so 

its importance is more for emerging markets to provide the financial stability.  On the basis of 

this importance, it is significant to identify the drivers which are promoting capital flows in 

emerging markets to make them financially stable so they can develop more. (Koepke, 2015)  

In this research push and pull factors were taken with the help of a survey. It uses a number of 

concepts to measure different drivers and their impact on capital flows. In order to examine these 

factors, a qualitative meta-analysis was conducted so that push and pull drivers related to each 

component of capital flows. In this analysis first of all historical review was taken into light 

which provided an evolution of economic conditions of different countries. On the other hand, on 

the basis of measures and concepts, empirical evidence was drawn. The distinction between 

measures and concepts is important because drivers differ on their basis. Finally, it also provided 

discussion about the explanatory power of the framework of push vs. pull drivers. This 

framework discriminates domestic and external factors which are responsible for increasing 

capital flows in emerging markets.  

Main drivers were categorized as push drivers and pull drivers. Push drivers taken in this study 

were Global risk aversion, mature economy interest rate and mature economy output growth. 



Pull drivers were Domestic output growth, asses return indicators and country risk indicators. 

There are three important components of international capital flows which are portfolio flows, 

banking flows and FDI flows. It was found that push factors play significant role portfolio flows, 

comparatively less role for banking flows and least or minimum for FDI. It was also provided 

that when there is an increase in global risk aversion, portfolio receives adverse effects and FDI 

remain unaffected. Additionally, when mature economy interest rates are less, portfolio flow 

increases in emerging markets, particularly in bond markets. Similar results with lower extents 

were found for banking flows but for FDI results were mixed. 

On the other hand, pull factors were found to matter for all three components of capital flows but 

for banking flows their impact was more significant. Domestic output growth was found to be 

consistent with all components of capital flows. Moreover, with the increase in country risk, all 

types of capital flows reduce, although the evidence is not as robust and there are some 

exceptions for those country risk measures that reflect increased financing needs, such as a 

widening current account deficit. Local asset returns seem to attract banking flows the most, 

followed by portfolio investment, while the evidence is mixed for FDI. 

Literature of this study was constructed on the basis of a survey. This survey took into 

consideration three important areas of capital flows. The first area was the drivers which are 

important to introduce and increase capital flow among emerging economies. Presence of these 

drivers will allow emerging markets to get engaged in international markets and to initiate global 

activities. The second area was effects of capital flows which provided that what benefits and 

risk are associated with capital flows. When an economy entered in the international market, it 

has to bear some benefits but at the same time, it has to get ready for some risks. Finally, the 

third area in the survey was policies of capital flows which state that as per these drivers and 



effects, policies are made to compensate the risk and to improve the effectiveness of the 

strategies; it may lead towards utilization of capital flows in best, manner. It is important for the 

emerging markets to select proper driver and act accordingly (Koepke, 2015).  

Empirical Model 

This paper focuses on the empirical model and its implementation on the economic situations. It 

converts difficult and complex problems into simpler and understandable forms. This makes the 

model favourable for the situations when the system is too complex. This is used by researchers 

to understand the basics of complex systems, especially in the economics. The samples of ten 

countries were taken in the study over the decade from 2002 to 2012. The factors like direct 

investment, portfolio investment and bank lending were taken into account to understand the 

situation. The total net capital inflows and portfolio capital inflows are estimated to address the 

behavioural changes on net capital inflows to EMEs. Capital control measures are used and 

introduced to control and reduce the capital flow. Post-crisis and pre-crisis time periods are 

equally analysed to estimate the capital inflows.  

By economic theory the capital free movement across the borders is advantageous and it raises 

the economic growth and productivity. But the larger capitals are challenges for EMEs, after the 

2008-9 global crisis, the number of concerns is increased regarding recipient economies. It 

increases the financial instability risk and larger inflows can make the macroeconomic policies 

difficult and increases the loss of international competitiveness and growth. The capital control is 

open questions. EMEs appeared to employ the response of mixed policy, in response to rebound 

sharply in capital flows the policymakers allowed the appreciation of the currency. Also 

intervened the foreign exchange markets to introduce some macro-prudential measures and 

capital controls. In light of these issues, paper discussed the concerns related the capital flows, 



policy responses in recipient economies.  EMEs main drivers for private capital flow, sea change 

in behavior after global financial crisis, latest capital flow round and the capital inflows into 

EMEs is discussed.  

From many years of global financial crisis, the private capital and capital net flows are sizeable. 

They turned in negative, strong economic controversies emerged after 2010 and 2009. Europe 

appeared to stabilize and improve the investor sentiment. Over the years the foreign direct 

investments, net flows and stabilized. The Indian and Malaysian flows are very small. The gross 

outflows followed the pattern of gross inflows, which is foreign investors are enhancing their 

EME assets. In literature, the topic of discussion is gross inflows vs. net inflows. The feature of 

cumulative flow is pre-crisis run up and it was especially concentrated in investments and 

banking. The portfolio flows are dominated by post-crisis. As for as the policy responses in 

EMEs are concerned the EMEs policymakers in Latin America and Asia are permitted their 

currencies to appreciate the capital inflows rebound, which emerged the less monetary stimulus. 

EMEs policymakers didn’t adjust the exchange rates freely.  

The term intervention is usually known as the ability for independent monetary policies flow. A 

lot of countries followed the capital control to decrease the capital inflows and pressures of 

currency appreciation. This paper builds the database for the capital control measurements.  

The Empirical model is used to model Emerging Latin America and Asia net private capital 

inflows since 2002.  We have estimated the portfolio net inflows and total net inflows but we 

were not successful to model the banking, foreign direct investments and other flows. The global 

financial crisis compared from 2002, at 2002 the flows were strong and after the financial crisis 

starts. The empirical model formula is used to represent the private inflows and the total 

portfolio.  



 

The net private inflows are represented by left-hand side, NPI is net inflow, ᵢ is used for country 

and t is time period and duration and Y is the nominal GDP of the country, n is cross sections 

and countries numbers. Highly important net foreign investment and driving flow return 

differentials to the EMEs are found among advanced economies and EMEs. The returns to the 

foreign investors will influence positively by currency appreciation which is expected. For us, 

the appreciation is hard to measure.  

 

 The gAE showed the Country real GDP growth and ᵢ are for advanced economies aggregate. Here 

the RUS and Ri are monetary policy rates of countries. INT Vi-t-k Measures the intervention of 

foreign exchange. Positive values show the currency appreciation and negative values shows the 

depreciation pressures on the currency. All first three variables are supposed to have effected the 

economic growth differentials among the Policy rate between the USA and given EME. 

Lot of work is done on capital flows to EMEs determinants. The earlier determinant focused on 

sudden stops and surges. The most important key question according to recent EME is that 

whether these economies resilience by global crisis pushed toward the new world in terms of 

which factor is bringing that flows. Another point in earlier studies is that whether to highlight 

the net flows or gross capita; flows and whether it makes any form of difference in results. 

According to Forbes the emerging and advanced market economies mixture have set of issues 

but we have focused on EMEs. Concerns about exchange rate appreciation pressures, 



expansionary policies for the advanced economy and recent capital control effectiveness are 

issues to consider. To compare with our paper other studies approached towards the issue of 

capital flow determinants by isolating the similar components of flows across the multiple 

countries.  

The data set of our core results is based on the quarterly panel and balanced data set which 

covers 12 countries EMES from Latin America and Asia over 2002 to 1012. The sample covers 

the 2008-9 crisis. Seven Asian economies are involved. India, Korea, Malaysia, Taiwan, 

Thailand and Philippines.  

Dependent variables are constructed by using BOP data on capital flows in United States dollar 

and data is normalized by Nominal GDP of the economy recipient. The policy interest rate 

differential is analyzed among nominal policy rates. In post-crisis recovery EMEs multiple cyclic 

positions are known as Different monetary policy settings.  

We build the novel databases through new measures for the capital inflows control since the 

global crisis. We have compiles the measures by news bullets since 2009 and local press 

releases. To restrict the inflows of banking the various countries used the external short-term 

borrowing which seeks to decrease the debt which the banks use. Finally, the EMEs enhanced 

the ban liabilities reserves in foreign currencies. To control the capital inflows we have 

introduced the two measures first one is cumulative measures and second, we used the numbers 

of measures.  

This study has the effect of FX on capital flows. We used the foreign exchange central bank data. 

Positive values show the foreign currency purchase and intervention to avoid the appreciation of 

the currency.  



Several measures are used to predict the unconventional U.S monetary policy and capital flows 

on EMEs effects.  The indicator values are used to show analyse the usual and unusual flows 

during LSAP by Federal Reserve  

Without any capital control variables and foreign exchange intervention we firstly estimated the 

model which is basic. For estimating the post-crisis and pre-crisis time period separately.  The 

goal of our study is to analyse the pre and post-crisis so we moulded the same variables over two 

periods of time. The empirical model highlighted or focused on total net capital inflows and 

portfolio capital inflows. The model is capable to count the crisis period fall and in the pre-crisis 

model, the most advantageous thing is its risk aversion. The cumulative net inflows are higher in 

post-crisis period as compared to the pre-crisis period.  

All the basic model results suggested the measures introduced for capital control in 2009 and 

these measures have a significant effect on capital inflows. The results concluded that in absence 

of these control measures the capital inflows was much higher. As the database consists of 

original measures of capital control, the lagged relation among flows and controls suggested the 

less or weak effect in the start but it becomes stronger over the time.  

The empirical model is operating or based on simple semantic principle, the person who makes 

the empirical model observes the close relationship between referent and behaviour of the model. 

The relationship crafting can be empirical in several of senses. It can be a complete error and 

trial process, it may base on analytic formula or computational approximation to the analytical 

formula. The empirical model can be derived from black box relation which affords no deep 

concept like why it is working. Empirical modelling is computer modelling, this is based on 

empirical observation, not on mathematical describable relationships. The empirical model is 

demonstrated by observed relationships with experimental data.  



This model is basically used to describe the trend and developing the forecasting trend. This 

model is actually building the relationship for describing trends and forecasting. The empirical 

trends and relationships are not mechanistically and necessarily relevant. As for as finance is 

concerned, the empirical model is used to study the post-crisis periods and pre-crisis periods. The 

financial crisis forecasting and estimation are explained by this model. The empirical model 

estimates the capital control and foreign exchange intervention. This article based on monetary 

expansions and emerging market expansion inflows, the article focused on finding the statistical 

positive effect of Emerging market expansion and unconventional monetary expansion in the 

U.S, for this the empirical model is used. This article is based on a study of changes in 

behaviours of net inflows before the pre-crisis and post-crisis (Ahmed. & Zlate., 2013).  

Jesper Bagger and Rasmus Lentz highlighted the Economic fluctuations and labour studies by 

analyzing the wage dispersion in the job search model with the intensity of search. The 

dispersion in equilibrium is shown the workers differ by permanent level of skill and firms 

differentiate due to productivity level. The research analyzed the estimated equilibrium between 

firm productivity and worker skill. The empirical model is used to estimate the wage dispersion. 

In a firm wage, the dispersion is distributed in four categories, the firm frictions, heterogeneity, 

and worker heterogeneity and sorting. The empirical model provides the exact wage dispersion 

in which 55 percent worker heterogeneity contributes and 11 percent from heterogeneity 

contributes. Frictions and sorting contribute 23 percent and 11 percent respectively. By empirical 

model, the output loss is measured by estimated population.  

The authors Hongshuang Li and P.K Kannan studied the multichannel online marketing 

Environment. In this authors used the empirical model to do a field experiment. The author 

studied the considerations of online channels and visits through these channels in different time 



and the subsequent purchases on website spillover and carryover effects of purchase stages and 

visit stages. The empirical model validates the ability to calculate the incremental effect of 

conversion and channel.  

Empirical modelling approach has been vastly used in the field of financial studies and to 

understand different financial problems. Understanding the financial fluctuations is an important 

field of study. To understand this phenomenon Hideki Takayasu used the approach of empirical 

modelling in order to understand the financial fluctuation in the book he published in 2013.  

The empirical model is widely used in finance. The model is significant and highly 

recommended for financial terminologies and estimates. This Empirical model is useful to 

forecast and take better decisions. The Empirical model assesses the previous and upcoming 

terms. In finance, the pre-crisis and post-crisis are estimated by empirical model efficiently. 

Extended marketing economies are estimated. The empirical model is used to determine the 

emerging market economies and the capital inflows. The capital control measures are estimated 

through this empirical model. The Empirical model is estimated the portfolio net inflows and 

present estimation of total net inflows. The Empirical model is basically used to do the 

comparison. The empirical model describes the policy rate differentials and GDP growth 

differentials. The empirical model is used for global risk aversion. Foreign exchange intervention 

is estimated through the empirical model. The empirical model is used to describe the statistical 

relationship in data regarding the rules, behaviours and internal structure of the object, I chose 

the empirical model to increase the understanding and observe the unconventional monetary 

expansion. 

In the empirical model, the best thing is its precise mathematical approach, this model can be 

applied without using any complex and detailed mathematical methods.  



It is beneficial in that cases where the complicated phenomena’s are simplified. And simplified 

data by empirical formula can be sued in other models.  

This model is preferred by many researchers because of the fact that it is simpler and convenient 

to solve the complex issues.  

As for as disadvantages are concerned, the empirical model has issues of accuracy, while making 

the observations and mathematical calculations there is a chance of inaccuracy and any error.  

As the empirical formula is concerned, there is a chance of faulty output. The output can be 

incorrect due to accuracy issue.  

The net and gross private capital flow to EMEs are calculated by analyzing the net flows of 

countries including India, Indonesia, Brazil, Argentina, Colombia, Malaysia, Mexico, 

Philippines, Taiwan, Thailand and Chile from 2002 to 2012. The net flows is calculated by 

billions of U.S dollars in different years, direct investment, portfolio investment, bank lending 

and other investments are analyzed through collecting data in different years.  

The Gross inflows are estimated at billions of U.S dollars at different values. From 2002 to 2012 

the gross inflows calculated by understanding the direct investment portfolio investment and 

bank lending and other investments. The cumulative net inflows to EMEs of these countries is 

estimated in different billions of U.S dollars and the calculation is based on time to time net 

flow. The real effective exchange rates in EMEs are calculated from 2006 to 2013. Since end 

3005, the reserves accumulation data is calculated using empirical model. Real policy rates and 

output gaps in the U.S are calculated from 2004 to 2012. The real policy rate and the output gap 

are analyzed by the graphical representation of data. Real GDP of each country is estimated in 

different years.  



The output of is the estimation of pre-crisis and post-crisis periods. We find the net capital flows 

as output, the growth differentials, policy rates differentials and global risk aversion are 

calculated. It was found in the study that the behavior of the capital flows of the EMEs has 

changed in the pre-crisis and post-crisis era. The model that is used for the pre-crisis era cannot 

be applied to the post crisis era the model gives inaccurate results. It under predicts the total net 

capital inflows and the result for the portfolio inflows are far more inaccurate. The statistically 

significant effects of the unconventional US monetary policy expansion on total net inflows of 

capital into EMEs were not found in the study. This cleared up something that was ambiguous in 

many studies. This study was effective in the understanding of the monetary policy and the 

process of the policy making. 

A mechanistic model is an alternative approach to solve the same problems for which the 

empirical modelling is used. This approach is also found dependable by many researchers. The 

model is based on the concept that complicated and complex systems can be broke down into 

simpler individual parts. This makes the system much simpler for the observer to understand. 

This model is typically conceptual but it can also exist as an actual physical object like in the 

case of small-scale aeroplane models. Empirical models are based on the direct measurement, 

extensive data records and observations but on the other hand mechanistic model is based on the 

understanding of the behaviour of the components of the system. 

The empirical model which is discussed over here is discussing the behaviour of models and 

referent behaviour for some specific purpose. The model is having some specific computational 

approximation and analytical approximation as well. There is also the forecasting trend with this 

empirical model which is also the basic purpose of this article as well. The empirical fluctuations 

are also in great number which is also occurring as the limitation of this model. The trends are 



usually discussed over the period for taking down and narrating down the comparisons. 

Throughout the empirical model, there is also the foreign exchange intervention as well. This is 

all regarding the rules, regulations, behaviours and internal structures. We find out the net capital 

inflows to EMEs and determined it statically and differentially. The policy rate differentials, 

growth differentials, global risk aversion are identifies.  The economic importance is equal for 

portfolio net inflows and total net capital inflows. We have identified the behavioural changes of 

capital inflows. We have construed the measures to control the capital inflow which has 

dampening effects on net inflows.  

Capital Inflows and Outflows 

The fluctuation in the international capital flows is experienced by many countries in the era of 

the year 1980 to 1990’s. The capital flow volatility enhances mire in the past era. The capital 

flow desiccated up in the time period of the year 2001. In the time period of the year 2008 to the 

year 2009, the cash flows contracted very fast and at that time global financial crisis occurred in 

the global economic structure. There are many kinds of economic consequences which occurred 

due to cash flows volatility. The threats in financial crisis increased an instability in the 

microeconomic structure are the core consequences which occurs due to vitality in cash flows. 

The widespread academic literature illustrates the sudden stop and rapid increase in the capital 

inflows. The theoretical literature explained the reviews of different literature which provide 

understandability about the extreme capital flows.  

The global and domestic factors of cash flows explained in this article which provides an 

effective view of the wave of capital flows. The increased probability of expansion of capital 

flows and decrease the probability of stoppage of cash flows primarily due to the strong global 
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growth. The high global linkage must possess the strong association with financials (Baltagi, et 

al., 2009). 

 Moreover, it can be said that the global factors and domestic factors must have a strong 

association with capital inflows. In this paper the provision of insight theory enables in between 

global risk and capital flows waves.  The role of global factors also elaborated in this paper such 

as demand for capital flows, the impact of cash flows on global interest rates and risk factors due 

to fluctuations in the interest rates. The theoretical model explained the global financial crisis 

which provides more focus to the global shock due to capital flows.  

All the extreme episodes of cash flows measured easily with the help of existing literature of the 

capital flows. The description of existing literature provides the traditional measures regarding 

the sudden stop of capital flows fluctuations. The new measures developed and discussed 

through the insight use of data on gross flows rather than net capital flows episodes. In the year 

1998, the first literature was regarding the extreme capital flows was originated by Calvo. The 

piercing slowdown which enables the capital inflows structure.  

The positive terms of trade shocks are excluded in order to stop the output contraction of capital 

flows. The stop on capital outflows has occurred due to the extreme role in the interest rates. The 

extreme increase in interest rates enhance and capture the global component and it may qualify 

as a systemic sudden stop of capital inflow structure. The traditional measuring techniques of a 

sudden stop of capital flows are Bonanza and surge. Both these terms defined as a sharp 

enhancement in the net inflows of capital (Beck, et al., 2009).  

The authors MilesiFerretti and Tille examined the capital flows crisis which spoiled the global 

financial structure of different businesses sectors. The study different kinds of the literature of 

capital cash flows do nit provides more attention to the extreme capital flows. The crisis and 



business cycle are directly related to the business structure. The sudden stop in the capital flows 

must contain the elements of capital flight. The element of capital flight mainly enables due to 

domestic residents which send money to abroad. When the gross inflows of capital are less more 

than the gross outflows of capital increment it is considered as a sudden stop. The sudden 

includes the gross outflows of capital enhance more than the gross capital outflows decrement. 

There are different methods which are used to recognize the episode of capital flows. These 

methods provide advantages and disadvantages to the capital flows. The traditional measures of 

capital flow and sudden stops are the core methodology which provides the measurement of the 

overall capital flows. One of the significant measurement method which enables and highlights 

the gross flows instead of net capital flows is bonanzas measurement method.  

 In the gross flow methodology three basic fluctuation enables the traditional approach, these 

fluctuations includes usage of actual flows rather than proxies of current account based flows, 

usage of data from the outset of flows to the identify episodes instead of relying on the net flows 

proxies and the analysis of large increment and large decrement of inflows and outflows of 

capital rather than provision of attention on increase and decrease of capital inflows and capital 

outflows.  

This approach of capital flows measurement have the capacity to gain the differences in the 

attitudes of domestics and foreign development gross flows instead of net flows. This method 

also provides help in enhancing the understanding levels of extreme flow episodes of capital. All 

the types of types of an episode of capital flow measured by using this approach.  

The episode of capital flows are surging, stop flight and Retrenchment. The surges and stops 

episode of capital flows are driven by the foreign investors and flight and retrenchment are those 

episodes which are driven by the domestic investors. The calculation of these episode 



measurements can be calculated year-over-year fluctuations in gross capital inflows and gross 

capital outflows of the first fourth quarter (Burhop, 2010).  

This section of the paper has provided the regression analysis in order to show the relationship 

between the episodes of extreme capital flow and global as well as the contagion and domestic 

factor. Moreover, the empirical framework is developed and role of different variables is 

assessed. Empirical results are compared with the episodes that are based on net flows. The 

results are related to the role of risk and capital control.  

 It is concluded that the extensive series of the sensitivity tests. On the other side, the key results 

are consistent across the tests. Conditional probability is used in order to assess the role of 

global, contagion and domestic variables. Each type of the episode is separately estimated. The 

unrelated estimation techniques allow the cross-episode correlation in the error terms. The 

technique has captured the fact of the covariance matrix across the episodes is not zero.  

The relationship between the episodes is specified without assuming the structural model. The 

theoretical review and the empirical research has suggested the parsimonious list of the global, 

contagion and the domestic factor. There is a number of variables that are used in order to 

represent each factor. Furthermore, all variables are significantly predicting all types of episodes 

of global risk.  The domestic factors provide help to analyse the waves of the capital flows in the 

local interest rates fluctuations. The flight and enhancement of the capital inflows due to the 

domestic factor wants to measure techniques which increase the sharply the capital flows rates 

and that rate reduces the risk domestic financial crisis. The impact of the domestic financial crisis 

directly reduces the global financial crisis.  

By evaluating and analysing the impact, procedures and approaches of capital flow it has 

concluded that this paper has established the new methodology for the extreme movement of 



capital flows for both the inflows and outflow of capital which can be done by both foreign and 

domestic investors. The definition of surges and stops becomes different due to the 

implementation of new methods of measurement. According to new development method, the 

surges and stops episodes deal with increase and decrease of capital flows by foreign investors in 

the country and the flight and retrenchment deals with the increase and decrease of capital flows 

abroad by domestic investors. The key understanding period for domestics and foreign investor 

under extreme capital flows are global factors and global risk. 

Model: capital flow waves: surges, stops, flight, and retrenchment 

The capital flow of the countries keeps fluctuating with time. This capital flow sometimes causes 

a major crisis like the crisis of 2008. The crisis started in the 1980s but the economies stabilized 

in 2000s. The capital flows increased in the 2000s but started drying up in 2001. This flow kept 

decreasing until 2008 when the situation of crisis occurred. The researchers started finding the 

reasons and the sudden stops in the capital flows. Many papers have been published but the 

results of the papers are limited to success (Forbes & Warnock, 2012).  

The current model discusses the major ups and downs of the international and domestic flows of 

capital. The model does not focus on the small-scale fluctuations. It discusses the major 

movements of the capital flows which disturbs the economies of the countries. The previous 

papers discussed one or two types of episodes of the capital flows. The model used in this paper 

discusses the four types of episodes which include surge, stop flight and retrenchment. 

The previous papers in this context have discussed each of the types of the episodes. For 

example, one paper discusses surges and stops of the capital flows while other papers discuss 

flights of the capital flows. Some researchers specifically discussed the retrenchment of the 

international flows. Some paper discusses the small fluctuations in the capital flows of the 



countries. These papers define the reasons for these small fluctuations and movements but didn’t 

discuss the major or big movements in the capital flows.  

One of the notable previous works in this aspect is the Calvo’s paper in 1998. In this paper, the 

author discussed the sudden stops in the net capital flows. It measured the bonanza and surge of 

capital flows in the international capital flow. The sharp increase or decrease in the capital flows 

was discussed but the paper didn’t discuss the sharp increase or decrease of both the domestic 

flows and the international capital flows.  

The major reason for choosing the model is that it discusses four types of episodes of the capital 

flows movements in the countries. These four types are 

1- Surge of capital flows 

2- Stops of capital flows 

3- Flight of capital flows  

4- Retrenchment of capital flows 

These four episodes belong to two different classes. The surge and stop belong to the domestic 

capital flows while the flight and retrenchment belong to international capital flows. The paper 

discusses all of the types of the movements of the capital flows which is why it was chosen.  

Another major reason for choosing the model is that the results of the model give a correlation 

between the global risk and the flow waves of the capital flow. Many previous papers discuss the 

sudden stops and the surge of the domestic capital flow which includes the factors like financial 

system vulnerabilities and current accounts deficits. Other papers focus on the contagion of the 

international (global) factors like demand, global risk, risk aversion etc. The current model 

simultaneously discusses all of the factors that are necessary for the study of the capital flows 

and fluctuations in it.  



The previous papers focus on the net capital flows while the model used in this paper uses gross 

capital inflows and outflows which gives more accurate insights of the study. The model gives a 

detailed insight of the relationship of the domestic investors, domestic economy, international 

investors and the international capital flows. This relationship gives the insights and the 

directions for the improvement and the directions for the economic policymaking. There are 

many vulnerabilities in the system of the economy like real estate booms, crises of banks, 

currency crises and debt defaults. The economy policymakers define the policies to reduce these 

vulnerabilities based on the results of the economy.  

The advantages of the model as discussed in the previous section is that it discusses four of the 

major types of episodes which help the policymakers to define the policies for better economic 

growth. The disadvantage of the model is that it is time taking and lengthy. The study is based on 

the sample of many countries while the capital flows of the countries change with time. So the 

model gives the results which may be inappropriate in some cases. 

The dataset used in the model contains actual flows of the capital rather than proxies of the flow 

of current accounts. The data used in the model is based on gross capital flows rather than the net 

capital flows of the economies. The model includes the study on large-scale increases and large-

scale decreases in the capital flows. The data of the model consist of the sample of 58 countries 

and the time span for the study is from 1980 to 2009. The four major episodes of the capital 

fluctuation in the model are 

1- Surge (Sharp increase in inflows of gross capital)  

2- Stop (Sharp decrease in inflows of gross capital)  

3- Flight (Sharp increase in outflows of gross capital) 

4- Retrenchment (Sharp decrease in outflows of gross capital) 



The surge and stop episodes are calculated for the foreigners while flight and retrenchment are 

calculated for domestic purpose. The Ct used in the formula of the model shows the 4 years 

quarter. GINFLOW shows the gross capital inflows. The data is put into the different types of 

results. All of the four episodes include different formulas. 

The output includes the relationship of the domestic investment and the international investment. 

It defines the problems and the issues that occur in the countries. The output of the model helps 

the economy policy maker to reduce the vulnerability in finding the correlation of the economies. 

The output helps to find out the sharp fluctuations in the capital inflows and outflows which 

increases the ability of the economy of a country to share the risks 

The alternative model in the paper is the estimation model. The model is used to estimate the role 

of contagion, global, and domestic variables. This role helps to determine the conditional 

probability. This conditional probability helps to find the stop, surge, flight and the retrenchment 

of the capital flows in the given quarter. The best thing about the model is that a dummy variable 

is used in the equation for the episodes. The variable is named as e (it). The value of the variable 

is 1 if the country under observation expects the episode to occur. For example, if the country is 

expected to observe surge, stop, flight and retrenchment, the value of this dummy variable will 

be 1.  

Similarly, if the country is not expected to face any episode, the value of the episode is 0. The 

study is based on the quarter t. The problem with the model is that the dummy variable is mostly 

zero (83 percent). This is because the occurrence of the episodes is very irregular. There 

sometimes occur sudden surge or stop which creates a problem in estimating the values of the 

dummy variable. The model gives the correlation between the occurrences of the episodes. The 

formula for the model is 



𝑃𝑟𝑜𝑏 (𝑒𝑖𝑡=1) = 𝐹 (𝚽𝑡−1 Global𝚩G+𝚽𝑖, 𝑡−1Contagion𝚩C+𝚽𝑖, 𝑡−1 Domestic𝚩D) 

The problem with the model is that it does not provide the wider results. The sample data of the 

model is not wide. It contains a sample of less number of countries than the model majorly 

discussed in the paper. The time span of the model is also less than the model discussed above. 

So it is evident that the model used majorly in the paper gives accurate results about the 

relationships of different episodes of the capital flow which helps policymakers to design 

policies. These policies help to reduce the vulnerabilities in the capital flows (Forbes & 

Warnock, 2012) 

The capital flow is an important yet critical task in the economies of the countries. It defines the 

success rates of the countries. The capital flow includes the inflows and outflows of domestic 

capital and international capital. The model discussed in this paper helps to find out the 

correlation of the four episodes of the capital flow. The results of this model help to find the 

vulnerabilities in the capital flow system. With the help of this model, the policymakers design 

policies to remove vulnerabilities. Other models have also been proposed but they discuss one of 

two episodes of the capital flow. The model discussed in this paper briefly discusses all the 

episodes of the capital flow into the country.   

Capital Flows Push and Pull Factors 

The economies of the world have been facing many issues which cause the economies to 

dwindle with time. The major dwindling factor is the crisis. The major crisis occurred in 2008 

when the global economies faced a lot of problems. The researchers tried to find factors and the 

causes that triggered the crisis. Two types of factors were found to be the cause of the crisis. The 

common global shocks which are called as Push factors and the country-specific factors called as 

Pull factors. The objective of the paper is to find which of these two factors trigger the crisis in 
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the emerging economies. The empirical methodology for the research has been used which helps 

to find the objectives of analysis. The capital flows are also influenced by the common and 

idiosyncratic factors which drive the flows. These drivers are related differently to the push and 

the pull factors (Anon., 2013).   

The global crisis of most of the emerging economies was expected for many years. The crisis 

was being created by many factors preceded for many years. The consequences of that crisis are 

still experienced in the capital flows of most of emerging economies. The crisis started in the 

United States because the United States was expected to be a major status quo in the capital 

inflows of many countries. The observers expected that capital inflows will dwindle and the 

exchange rates of the country will fall down majorly. They expected that the economy of the 

United States will face major fall in the capital inflows during the adjustment process 

(Fratzscher, 2012).  

The expectations of the observers failed miserably and the economy of the United States 

experienced a boom during 2008 and 2009. Many foreign investors and the capital for domestic 

flew toward the country. The observers found that it was not only the global factors that 

triggered the crisis but there were many other domestic level factors that started the crisis. Many 

of the advanced as well as the emerging economies had heterogeneity in the domestic level 

factors which affected those economies during the crisis. The two questions are discussed in the 

paper. The first question is that: what is the importance of the global factors and the global 

shocks in the crisis? And the second question is that what is the importance of macroeconomic 

and domestic level factors in the global crisis? 

The financial crisis of 2007-08 has produced imbalances in trade and capital flows for many 

years in an economic situation of the United States. This area has been highlighted for areas 



which rely on capital inflows for the trade deficit. The United States has observed a trade deficit 

where capital investment and exchange rates fall during the financial adjustment process. The 

crisis not only affected the economy of emerging markets, there was a disturbance in other 

countries as well. 

The reason is not only limited to the global crisis, the recovery period also sparked a change in 

the global capital flows. There has been a massive increase in portfolio capitals during the last 

two years. The concept of Emerging markets has provided a push factor to monetary and 

financial policies. This was explained as the source of producing an increase in capital flows. 

The views of other societies are also prominent. They emphasize the pull factors as the cause of 

divergence in the world economy. There is been a controversy which explains the cause of 

dealing with the volatile capital flows. 

This topic gives a clear insight towards the driver which raise the crisis of global capital flows 

for the subsequent recovery. There are two sides of the question which need to be discussed in 

detail. The first point of illustration are the factors which promote the global shocks for capital 

flows. The second side of the question details the concept of macroeconomics. It is actually the 

review of these policies has made the country take measures against the global shocks which 

come from the industry. 

The subject is discussed at different levels. There are assessment funds which show the 

geographic coverage of 50 countries. This area uses this database to provide a distinction 

between the equity and bond portfolio investment. The first part establishes facts for the 

dynamics of capital flows. The data which is collected from EPFR data provide a critical review 

of the frequency. The other part of the article explains the heterogeneity of capital flows during a 

financial crisis. The main focus remains on common goals of global shocks. The global factors 



account for the main reason for the crisis. There was the rise and falls of the capital flows during 

the crisis. 

Another part of the study elaborates the large pattern of change existing in countries which were 

affected by global shocks. These patterns were present during the period of crisis and also in the 

area of recovery. The third division makes a proposition for the potential determinants of 

sensitivity to common shocks. A separate difference is made between the macroeconomic 

models and quality of countries and institution. The analysis regulates that there is a large share 

of the economic models which affect the capital flows during the crisis. 

The brief of the relative area goes to quantifying and differentiating push and pull factors for 

specific determinants. The findings indicate that net capital flows have been raised in the 

countries for the 2005-07 period. The analysis of Push versus pull factors for the capital flow 

presents recent cycles of capital flows. The issues are related to future where the risk of sudden 

blocks and capital flow break can cause an adverse effect on the growth and stability of the 

financial sector. 

This section analyses the data on which the whole study moves and regulates the main point in 

the area of representing the facts and figures. 

The area of the study uses a database which is managed in the form of a portfolio. Here the 

capital flows and performance levels comply with EPFR. This database controls all the equity of 

funds and there are more than 8000 bonds which are present in the database. The portfolio is 

linked in joining the stems from the total balance of the payment data. EPFR data outlines the 

totals assets under management at the period of the distinction in net capital flows. The appendix 

mentions the table where analyses are made based on the values of the table. 



Two key facts were found from the high-frequency portfolio data. It is given in the appendix. 

The collection of portfolio capital during the 2007-08 crisis maintained a lot amount of 

numbered item. In the period when the crises were developing, there is an example of developed 

economies which record the balanced flow into the summer of 2008.This period was stronger for 

the bond flows and advanced economies. Heterogeneity and dispersion in the net flows of the 

country also increased rating the financial crisis. The wise decision made by the countries which 

made an investment decision’s in the time of crises. 

The empirical analysis was made to explain the global dynamics of capital inflows during the 

2007-08.The main database is already highlighted in the discussion. This is just the description 

of key mathematical terms which have found the bases of empirical methods. The empirical 

model has two types of factors. First is the net capital flow of the country and second is the 

measured values of interest rate and net influential levels. 

The model was estimated with the help of vector of shocks . The key crisis events had a drop in a 

significant effect of capital flows. The scenario of liquidating the shocks was producing net 

outflows in the portfolios. This can be mentioned as the source of crisis where the magnitude of 

shocks makes the variation in crisis levels. This produces a reduction in the economy. The 

response which was carried from the crisis is analyzed with some net portfolio outflows. The 

results make a reflective part of the global outflows of the capital. 

There are changes in heterogeneity for the capital flows. There comes a change in six of 

sensitivity in countries. The analysis of financial policies during the crisis is studied in the 

analysis. The question arises from the instruments which become an important response to the 

shocks. One part suggests that Crisis event occurred when there were net capital outflows for the 

full factor model. There are expected signs for the coefficient of shock insulator and absorber. 



The previous researchers were conducted on the major causes of the global crisis. It included 

many countries and the advanced and emerging economies of the world. The observers observed 

the causes of the crisis without differentiating between the micro and macro level factors. The 

results of the researchers were effective in the past because there was not the concept of the 

global economies. The global trade was not very much and the economies of the world were not 

that much emerging.  

With the passage of time, the observers realized that the research was not enough to 

accommodate all of the economies of the world. Especially after the crisis of 2008, the 

predictions about the crisis were proved to be wrong. This triggered the new research. The 

observers found that the previous research does not focus on the common global shocks and the 

macro level domestic factors which were very important in the study of the global crisis. The 

previous work on the topic didn’t describe the causes of the global crisis in detail.  

The major reason for choosing this paper is that it studies the details which are at micro level. It 

means that the model studies the investment of the individuals in hedge funds or mutual funds 

which affected the emerging economies. The study was conducted on a broad range of countries 

which included the economies of 50 countries. The study on the economies of 50 countries can 

effectively describe the causes and the effects of the global crisis.  

The model discusses the micro level details which included 14,000 equity funds and 7,000 bond 

funds. These equity and bond funds included a heavy amount of management (USD 8 trillion). 

The study to this much detailed data can give better results which were later found to be true. 

The data of EPFR has been used in the study conducted in the model. The model contains two 

parts. In the first part, the common global shocks are studied in detail. The common global 

shocks include the global capital inflows, international investments and disaggregated 



information at the micro level. The other part of the model discusses the operations of the 

financial institutes at the country-specific level.  

Another major reason for choosing the model is that it discusses two periods. The first before the 

crisis and the second after the crisis which helps to understand the effects of the crisis in details. 

The study at domestic level included the financial institutes of the country like the collapse of 

Lehman Brothers. The drivers of the crisis on the country level were studied which differentiated 

the factors of driving the crisis in the world.  

The advantage of using this model is that it differentiates between the global common shocks 

and the macroeconomic domestic level factors that derive the crisis. It studies both of the factors 

in detail which help to find out which one of them is majorly driving the crisis. The 

differentiation also corrects the misconception that the global common shocks and global factors 

are the only causes of the global crisis of 2008. The disadvantage of the model is that the dataset 

of the model is very huge. The study on 50 countries takes a lot of time and resources. Although 

the results of such a huge dataset are more reliable still it takes a lot of time to complete the 

process.  

The dataset used in the model includes the capital flows and the performance of the institutes at 

the fund level. The major data used in the model is taken from EPFR. Emerging portfolio funds 

research includes the research of different types of funds which gives a transparent picture of the 

financial institutes and the flow of the funds on a micro level. The dataset includes 17,000 equity 

funds and more than 8,000 bond funds. These funds include the weekly, monthly and yearly 

funds. The EPFR paper shows only 5-20% of the flow of capital in the form of funds but the 

advantage of taking data from this paper is that it effectively defines the sample data.  



The results of the research showed that the crisis event had a major negative effect on the 

emerging economies and the advanced economies. The liquidity of the economies of the world 

has an effect on the emerging economies which triggered the global crisis. The returns on equity 

on both international and domestic level increased the global and domestic capital inflows. The 

risk triggered the capital inflows in the emerging economies while it increased the capital 

outflows from the advanced economies. The results also showed that the global capital and 

economic shocks increase the heterogeneity between the countries which then triggers the global 

crisis in the world.  

The alternative model that can be used for the purpose is the capital inflows and outflows model. 

In this model, four types of episodes of the capital flows have been discussed. These episodes 

include surges, stops, flights and the retrenchment of the capital flows. The study on these 

episodes helps to find out how the capital flow of the countries work and how it changes with 

time. The model helps to find out the behaviour of the capital flow at the domestic and the 

international level. This behaviour helps the observers to find out the main drivers of the crisis 

from these capital flows.  

The model includes surges and stops for the inflows of capital and the flights and retrenchment 

for the outflows of the capital of the countries. The results help to find out why many economies 

of the world dwindle with time and how the problem can be solved. It also defines how the 

domestic investment is linked to the international investment. The vulnerabilities in the 

economies of the world trigger the crisis which then creates many problems for the countries. 

The study in the model help to address those issues and vulnerabilities which are then solved by 

the economic policymakers (Anon., 2009).  



The problem with the model is that it does not discuss the capital flows on a micro level. The 

model used majorly in the paper effectively describes the capital flows by defining the funds 

flow on the micro and macro level. So the model used in the paper is effective enough to define 

the factors driving the global crisis.  

The global crisis has affected many of the economies of the world. The causes of the crisis have 

been discussed for many years. Some discuss that the factors driving the global crisis of 2008 are 

the global common shocks while other discussions that the domestic level factors trigger the 

global crisis. The output of the paper shows that the global common shocks and the domestic 

level funds flow are linked together which drive the global crisis in the world. The results also 

cleared many misconceptions about the causes of the crisis defined by many other observers of 

the world. The study concludes with the drivers behind the collapse for the few years. The 

findings indicate that there were reasons for global capital flows. The effects of the crisis have 

changed the risks and there were important cirisis events which made the reallocation of flows 

from Emerging economies to the United States. The second finding comes in relevant to the 

cross-country differences in trade which were meaning full for most trade processes.  

The empirical results which were gathered through the debate on policy terms provided different 

implications. The issue is related to push and pull factors. This includes the factors which are 

specific to countries in diving the capital flows. The push factors form the basis of liquidity and 

risk related to the advanced economies. The US has made implementation of the 2007-09 crisis 

which had a considerable effect on recovery of the global capital flows. 

The study also concluded that pull factors are strongly related with capital flows. These allow the 

increase in generation of sources and funds. The factor of financial openness and areas play an 



important role in changing the vulnerability to global shocks. This implication makes the 

domestic economy is followed by the controls from the ineffective way. 

Gross Capital Flows 

Gross capital flows include the investment of the foreign investors in the international markets. 

The major focus is on the cyclical behaviour of the capital inflows due to foreign agents (CIF) 

and the capital outflow because of the domestic agents (COD). The balance payment data from 

the international financial statistics of the international monetary fund is used to construct CIF 

and COD. The formula to calculate the net capital flow is the subtract COD from CIF and the 

total gross flow can be measured by adding both the COD and CIF. The findings are that the 

volatility and the magnitude of COD and CIF are huge and they both are in absolute terms and 

are relative to the size of the net capital flow (Broner, et al., 2013).  

It was found that the gross capital flows are pro-cyclical which means that during expansion the 

investment coming in and going out are increased and in the situation of crisis opposite happen 

and the cash flow collapses. The crisis that coincides with the international global financial crisis 

has particularly large retrenchments. The observed patterns cause a reduction in every form gross 

capital flows.  

Data 

In order to analyse and understand the worldwide patterns of the domestic and foreign capital 

flows it was important to assemble a dependable amount of data on the relevant topic. All the 

components that reflected on different types of flows were analysed. The country-level data was 

imported from the IMF’s Balance of Payments Statistics Yearbook (BOP). The capital inflow 

and the capital outflow of the country were calculated by the data of country as the assets and 

liabilities were analysed. Different types of cash flow were analysed by the data including 
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portfolio flows, direct investments, international reserves and other investments including banks 

flows and other public or private loans.  

The database of 103 countries was maintained for the studies to become dependable (Broner, et 

al., 2013). The main focus of the study was the countries with high and middle-level income. The 

groups of the companies were made on the basis of their income. The database ignored the 

countries with the small level of income. To analyse the cash flow of the country several 

indicators were observed and analysed. A country definitely has banking crises when it faces a 

large crisis in the financial conditions and faces some strong unpaid debts and the financial 

institutions are not able to repay the debts to maintain the financial condition stable.  

The currency crisis happens when there is depreciation by 30% in the exchange rate of the 

currency of the country and there is 10% increase in the depreciation rate of the country in the 

past couple of years. The debt crisis occurs when there is too much unpaid debt internally as well 

as externally (Broner, et al., 2013). All the crisis indicators merged to form a composite indicator 

for the study. This indicator contained the crisis in the banking, debts and currency. The year is 

considered to be a crisis year for a country if any of these indicators show uncertainty. 

Behaviour of Capital Flows by the Foreign and Domestic Agents 

To study the behaviour of the gross capital flows, the evolution of COD and CIF was important. 

It is shown in figure 1. The figure has samples from nine different countries. The figure shows 

the variation of the COD and CIF. When the foreign investors invest in the local market the 

domestic investors become able to invest in foreign assets. This is indicated by the graphs. The 

graphical representation also shows that net capital flow has different nature as compared to the 

gross capital flow. Table 1 shows the summary of the gross capital flow (COD and CIF), net 

capital flows (CIF – COD) and total gross capital flows (COD + CIF).  



Table 1 supports the facts and figures represented in figure 1. When CIF increases by 4.8 percent 

of GDP for the median high-income countries in 1980 to more than 15 percent of trend GDP in 

the high-income economies by 2000. The similar pattern can also be observed for the COD 

(Broner, et al., 2013). Although there is enough attention given to net capital flows the trends 

show no positive sign in the trends of net capital flows. If there is any change there is just 

decrease in the capital over the time period. The results show that in order to understand the 

globalization it is more important to focus on the gross capital flows instead of net capital flows.  

 

Figure 1 



 

Table 1 

The table 1 shows the volatility of gross capital inflows has increased significantly over the 

years. The volatility is higher for the high-income countries. These patterns show that the theory 

of the net capital income being more volatile for the middle-income countries is wrong. In the 

high income and lower-middle-income countries, the volatility factor of the net capital flow 

showed a slight increase. For the lower-middle-income countries, the standard deviation of the 

net flow is up to 4.1% of the trend GDP by 1980 and that reached to the value of 4.4% in the 

2000 (Broner, et al., 2013). There is much importance of the gross capital flows and the 

document and the patterns so far suggest the same. Figure 2 also helps in illustrating how the net 

capital flows have remained same but on the other hand, there were some notable increases in the 

gross flows. The figure shows the deviations in the nature of COD and CIF.  



 

Figure 2 

In the working of this study, the volatility of the different types of capital flows across the groups 

of the countries. The work done in this study makes it simpler and more convenient to generalize 

the financial globalization process. The graphical representation is involving different trends of 

GDP especially in the involvement of Capital outflows. Mainly the relationship between capital 

outflows by Domestic agents in strongly interlinked with GDP. The distribution is representing 

the dimension of three different aspects. These aspects involve the joint distribution of capital 

outflows in the session of 1980-1999 where the expansion of eclipse is very minimal and the 

domain is bounded. Within the next domain, the eclipse began to expand as the size of the 

market was found increasing as well as the capital induction of domestic agents would have 

increased. The decade of 1990-1999 didn’t demonstrate much-enhanced domains, however, the 

expansion was observed (Broner, et al., 2013). Mainly the foremost enhancement was done in 

the decade of 2000-2009 when it comes to the relationship of Capital outflows by Domestic 

Agents as compared to Capital inflows by Foreign Agents. Mainly the figure demonstrates the 

variance and expansion in the economical inductions of COD as compared to CIF in terms of 

aids to GDP.  



Gross Capital Flows over the Business Cycle 

In the next, the behaviour of gross capital flows is affected majorly by the factors which are of 

the foreign and domestic factors. These factors are foremost and mainly interpreted with the 

factors of capital outflows domestic agents (COD) and Capital inflows foreign agents (CIF). 

After indicating these factors, it is now asserted that the accumulative impact of these factors is 

on the gross capital flows.  

Next, there is the factor of trade balance representation. The trade balance could only be 

achieved well if there is a good comparison between the low-income and high-income statistics 

of countries. The estimated factors of COD and CIF got similar in the situation when the process 

of investments has been done. The capital inflows are majorly affected by these situations and 

specifically in terms of looking for investments. However, the factors would never be changed 

for the countries. The economic situation is discussed over here because it would never remain 

same for any country at any time. The contrary dictionary phrase is somewhat a point where 

these factors got observed even for developing and developed countries.  



 

Theoretical Implementation  

For theoretical implications, the growing literature in the manner is discussed. The growing 

literature is about the micro-finance and also the choice of the portfolio and asset pricing as well. 

These all considerations have been brought for the Dynamic Stochastic General Equilibrium 

(DSGE). This is the model of the international economics. There are also the many indications 

about the many researchers which are focusing on the composition of the countries’ portfolios. 

Among many financial models, this model has been prescribed many empirical regulations for 

gross capital flows. This model is evidence as this is making an impact on domestic and foreign 

agents asymmetrically. 



Relation between Globalization and Capital Flows 

According to the paper ‘Globalization and the increasing correlation between capital inflows and 

outflows’ by J. Scott Davis and Eric van Wincoop, the main relationship between the flows of 

capital has become more positive over the decades. The main purpose of the paper was to 

conduct a study between 128 nations to reflect the results. The samples were taken from both the 

developing and the developed world or worlds to measure and analyse the effects more evenly. 

What is further important is that a significant phenomenon was highlighted within this research 

that has been observed to have promoted this increase in positivity and a likely decrease in the 

correlation.  

The factor that promotes a positive correlation has been referred to as the concept of ‘financial 

globalization’ which includes the holding of the assets and liabilities by the population in the 

form of stocks. Whereas, the factors that affect the correlation negatively in the holding is 

referred to as the concept of ‘trade globalization’ that is characterized in the form of the exports 

and imports in the economy.  

The main aim of the paper is to highlight the direction of the correlation between the trade flows 

of the economy and the financial implications of the flows. However, the results of the paper 

point to the increase in the intensity of the correlation which is lower in the developing 

economies but ceases to increase as the nation’s become more developed. This is in relation to 

the cash and trade inflows and outflows in the economy. 

 It has also been pointed out that the trade and financial global regulations are somewhat 

dependent upon each other where the stocks of assets and liabilities increase when the financial 

trade increases. But it is clear that financial globalization tends to play an increasingly dominant 



part in affecting the correlations. The functions of the financial global policies and flows have 

been noted to have increased in the last decades.  

A major theory has been formulated within the dimensions of the research of the paper. The 

theory stands upon the pillars of the main concepts i.e. trade and financial globalization patterns. 

It was assumed that if the two concepts had increased simultaneously and in equal proportions 

even then, the effects would still have gone in the favour of financial globalization.  

This is merely predictable because of the structure of the inflows and outflows are the defining 

factor that controls the monetary capital in the economy. What has been suggested in the results 

of this paper is that economies should aim to equalize and adjust the flow of capital in the 

economy according to its size. Another factor upon which the financial globalization should 

depend upon is whether the nation lies within the boundaries of being developed or being 

developed.  

These major factors will help divert the focus of the nations upon their existing assets and capital 

investments. The more the capital flow in the economy and the higher the emphasis is placed 

upon the growth and development of the nation. This also inculcates the development of the 

economic frameworks of the economies to derive their focus on stabilizing their monetary capital 

and investments into the nation rather than focusing on the trade flows. 

 Therefore what this will lead towards will be in the form of multi-cultural countries whose main 

setups will comprise on the dependency on the size of financial trade and the distribution of 

equity within the nation. This will help the nation reduce the finance specific shocks and to 

control the flow of the capital investments in the economy.  

Furthermore, these global shocks can then be reduced to nation (specific) shocks to neutralize 

their effects on a global scale. This is important because when nations begin experiencing shocks 



that are similar in nature and theory, the effects slowly start taking the shape of a global 

economic crisis (Wincoop, 2017) 

Dynamic Stochastic General Equilibrium Model  

The paper analyses the international capital flows by the domestic and the foreign agents over 

the business cycle and during the crisis. When the foreign investors invest in the domestic market 

it enables the domestic investors to invest in the foreign market. This document discusses the 

Dynamic Stochastic General Equilibrium (DSGE) model. The document focuses on the 

importance and value of the model. The document discusses the applications of the model in 

different situations and organizations. The document discusses how this model can be helpful for 

policy making not only in the banking sector but also for the monetary policy. The document 

discusses the work done by researchers in past on the model and the applications and versions 

the researchers formed. The document also discusses Stock-Flow Consistent (SFC) models as an 

alternative for the DSGE in the macroeconomics. 

International capital flow is an important concept and the importance getting higher with the 

passage of time since the 1970s especially in the global financial crisis situations. There has been 

a lot of literature written on the issue in the last couple of decades to analyze the cyclical 

behaviour of the capital flows. The literature mostly focused on the analyzing net capital flows 

which are defined as the difference in gross capital flows. The literature showed that net capital 

flows are pro-cyclical and also that it declines in the times of crisis. The concept of capital flows 

has gained a lot of limelight and the gross capital flows are not discussed as much. The concept 

of capital flows by domestic and foreign agents have become important and it is clear that there 

are many factors involved in the driving the concept.  



In order to understand this concept, it is important to analyze the gross capital flows. There are 

many questions regarding the gross capital flow that is still unanswered because of lack study 

conducted on the topic. The paper by Fernando Broner and the team members was written to 

look for the answers regarding the concept. The study mainly focused on the capital inflow by 

foreign agents (CIF) and capital outflows by the domestic agents (COD). These are the two 

measures of gross capital flows. Positive COD and CIF are associated with an increase in gross 

international investment positions. The main findings include the volatility and magnitudes of 

gross capital flows are larger in the absolute terms, gross capital flows are generally pro-cyclical, 

a crisis that occurs during the period of global financial turbulence are normally associated with 

large retrenchments and the patterns reflect the reductions in every type of gross capital flows 

during the crises situations.  

In order to make an effective analysis and to understand the worldwide patterns of the domestic 

and foreign capital flows it is important first to assemble a dependable amount of data regarding 

the relevant topic. All the components that reflect on different types of flows are to be analyzed. 

The country-level data was imported by the researchers from the IMF’s Balance of Payments 

Statistics Yearbook. The main focus of the study was in the countries with high and middle-level 

income.  

Companies were divided into groups based on the level of income. Several indicators were 

incorporated into the study to make the analysis more effective. The crisis of currency happens 

when the depreciation in up to 30% in the exchange rate of the currency and there is 10% 

increase in the depreciation rate of the country in the past couple of years. Debt crisis happens 

with the internal and the external debts rise above the alarming situation.  



In order to understand the behaviour of the gross capital, it is important to understand the nature 

of COD and CIF. When the foreign investors invest in a domestic market that gives needed 

support to the economy and the domestic investors become stronger and able to make 

investments on the international level as well. The nature of the gross capital flow is much 

different from the capital flow. When the CIF increases the GDP of the country also increases. 

Although the net capital flow gets a lot of attention the study suggests that there is not much role 

of it in the real calculations. In order to understand the globalization is important to understand 

the gross capital flow. The study shows that the theory of net capital income being more volatile 

for the middle-income countries is wrong. In the high income and lower income countries, the 

volatility factor of the net capital flow showed a slight increase. In the paper, the volatility of 

different types of capital flows across the groups of the countries was analyzed. This paper is 

also an attempt to generalize and simplify the financial globalization process. 

In order to explore the cyclical properties of the gross capital flow, the analysis of the behaviours 

of COD and CIF over the business cycle and around a crisis is important. The study shows that 

the trade balance in goods and services is strongly associated with capital inflows by the foreign 

investors for all income groups. For the countries with higher income, the trade balance is also 

strongly correlated with the capital outflows by the domestic investors. In the upper middle 

income and lower-middle-income countries, the value of CIP is significantly larger as compared 

to COD and that suggests that a stronger association between the behaviour of foreign investors 

and trade balance.  

In order to analyse the gross capital flow behaviour during the crisis, the starting point needs to 

be providing some descriptive statistics comparing the behaviour of COD and SIF during the 

years with crisis and without crisis. The capital inflows by the foreign investors and the 



investment by the domestic investors both decline in the time of crisis. Although the dynamics of 

the gross capital flow in the countries from all income levels are similar the behaviour of the net 

capital flows is contrasting. For the high-income countries, the net capital inflow increases in the 

time of crisis but on the other hand the in the middle and upper-middle income class of the 

countries face a decline in the net capital inflow during the crisis situation.  

When analysing the gross capital flows for different groups, it is important to decompose them 

by the type of flow because their size varies significantly. For the median upper middle-income 

group, direct investments stand at 2.5% of GDP in comparison the portfolio investments of 0.6% 

and other investments of 1.6 % over the sample period. While the international reserves are not 

affected by the crisis in the high-income countries and to some extent in the lower middle 

income to reduce their reserves during the crisis substantially. 

The results of the paper suggest that global crises cause the decline of COD and CIF during the 

domestic crisis era. CIF in the time of domestic crisis stays statistically smaller than its average 

value. The results also suggest that COD and CIF decline more abruptly during years of global 

crises. The results report that a significant retrenchment in both COD and CIF around the three 

types of crises. While there is some degree of retrenchment across all of the CIF components 

during currency crises and banking, portfolio equity flows do not decline during the crises of 

debt. 

The findings in the paper have important implications for theories of international capital flows. 

Two recent contributions that focus on the high-frequency behaviour of gross capital flows are 

the works of Tille and van Wincoop and Hnatkovska in 2010. Both of the researchers tried to 

explain the positive correlation between the domestic purchase of the foreign equity and the 



foreign purchase of domestic equity. Both of these papers used dynamic stochastic general 

equilibrium model to explain the crises that are the result of the negative productivity shocks.  

Dynamic Stochastic General Equilibrium (DSGE) model is basically a branch of applied general 

equilibrium theory which is regarded as an important and effective theory in contemporary 

macroeconomics. This model helps in understanding the economic phenomenon like business 

cycles, effects of fiscal and monetary policy and economic growth on the basis of 

macroeconomic models. Lucas critique is that the effects of an economic policy can’t be 

predicted by the historical data from the period when the policy was not working yet. Traditional 

macroeconomic forecasting models are vulnerable to this critique.  

As the name indicates the DSGE model is dynamic and it deals with the evolution of the 

economy over the time. This model is also stochastic and that means it takes into account all the 

fluctuations in the oil prices, changes in macroeconomic policy-making process and shocks like 

technological or climate changes. In the DSGE model, the objectives of the agents of the 

economy must be clearly specified. The productive capacity of the agents of the economy must 

also be specified. The technological constraints should also be taken into account and also the 

prices of the products and the employment relations.  

The institutional framework can also be a constraint and that is why that should also be specified. 

The biggest and the main constraint in the framework can be the budget assigned. Traditional 

macroeconomic forecasting models which are used by the by the central banks estimate the 

dynamic correlations between quantities and the process in different sectors. It often includes 

thousands of variables. As the DSGE model starts with the microeconomic principles of 

constrained decision-making and not just depends on taking the given correlations. This makes 

the model more difficult to be analysed and solved. 



Pedro Alvarez-Lois and team worked on the application of the application and the use of the 

DSGE model on the communication of analysis. The researchers claimed that there is much 

written on DSGE model but there is not much literature on the application of the DSGE model. 

The research was a step towards making sure that more attention is given to the application of 

the model in multiple situations. The paper described the core/ non-core approach that is used in 

the Bank of England’s Quarterly Model.  

This was compared with the shocks-in-parameters approach of Smets and Wouters and the 

measurement error approach used by Ireland. The mock forecast scenario used for illustration the 

researchers argue that each of the above-mentioned approaches would present the users of the 

model with difficulties in the communication process with the policymakers. The researchers 

made a point that this is the problem that hinders widespread influence of the DSGE model on 

policymaking. 

In 2010, Argia M. Sbordone and team worked on the DSGE model. The researchers argued that 

many central banks are using this model but the implementation of this model is limited to these 

circles. The researchers argue that this model can help and serve in much more places than this. 

The researchers came up with the example of using DSGE in the analysis of the monetary policy.  

The researchers presented a simple New Keynesian DSGE model which highlighted the core 

features that the basic specification shared with more elaborate versions. The researcher used this 

estimated version of the model to analyse the source of the sudden inflation that happened in the 

first half of the year 2004. The lesson derived from the study was that the management of the 

expectations can be an effective tool for the stabilization of the inflation than actual movements 

in the policy rate. The results derived from the research are consistent with the increasing focus 

of central bankers regarding the actions of future.  



DSGE model is an important and widely tool used to forecast the future situations and help in the 

decision making process. The forecast obtained by the model are dependable and are widely used 

even by the big banks for the policymaking. The DSGE models make three strategic modelling 

choices. First one is the behaviour of the consumers, financial intermediaries and firms. Second, 

the underlying environment is that of the competitive economy.  

Third and the last one is that the model is estimated as a system and not as the previous models 

that make calculations equation to equation. This model is preferred by many professionals 

because of the fact that it takes into account a lot of variables. When making a policy for the 

future it is important to consider as many variables as possible because it increases the 

dependability of the decisions that are to be taken.  

There are many advantages of using DSGE model and the research done on the model has 

opened more and more advantages of the model over the years. The applications of the model in 

more and more fields have been discovered over the years. There are more versions of the 

models that are applicable to various and multiple situations. The problem with the model can be 

its complexity. The complexity of this model is what drives some people away from using this 

model. There are some cases in which there was the weak identification of the problems were 

observed and that was because of usage of fewer variables to simplify the process and that lead 

to the poor decision making process.  

The paper discusses the work done by the Hnatkovska in 2010 and Tille and van Wincoop in the 

same year. Both of these papers used the DSGE model to show that the there is a positive 

correlation between the domestic purchases of foreign equity and the foreign purchases of 

domestic equity in the US. Both of these researchers show that crises are the result of the 

negative productivity shocks. Hnatkovska research showed that a preponderance of productivity 



shocks in the nontradable sectors are the reason for the positive correlation in the gross equity 

flows.  

This paper predicts that the gross capital flows should be pro-cyclical and also a negative 

correlation between bond inflows and portfolio equity. The interesting thing is that the data does 

not show this correlation. The research by Tille and van Wincoop showed that the productivity 

shocks can also be a reason for the positive correlation of gross capital flows if they are 

associated with time variation in risk. The researchers predicted that the gross capital flows 

should be countercyclical and that is at odds with the evidence that is presented in the paper. 

The paper presented new stylized facts on the dynamic behaviour of gross capital flows by 

foreign and domestic agents. The main results of the paper include the conclusion that the gross 

capital flows are normally pro-cyclical. The gross capital flows are volatile and large. The 

pattern is stronger in the 21st century than in the era of 1970s. The positive correlation between 

the gross capital outflows and inflows has increased as the volatility of gross capital flow has 

increased. The retrenchments occur during the global as well as domestic crisis. Although it is 

observed that the retrenchments occur in global crisis are much stronger as compared to the 

domestic ones. During the crisis, the retrenchments take place for every kind of gross capital 

flows.  

Stock-Flow Consistent (SFC) models are the family of the macroeconomic models based on 

accounting framework. The accounting framework that is behind the consistent macroeconomic 

modelling is tracked back to Morris Copeland and his development of funds analysis that he 

performed in 1949. He developed a set of tables that could show the relationship between 

expenditure and the flows of income. The relationship between financial assets and changes to 

the stocks of outstanding debt in US economy was also identified in the table. 



The paper presents a number of facts on the dynamic behaviour of the gross capital flows by 

foreign and domestic agents. The sources of fluctuations of international capital flows are 

discussed in the paper. The document discusses the DSGE model and how it can be useful for the 

policy-making process. The document discusses the literature that has been written on the model. 

The document also gives examples how this model can be applied to various situations and is not 

only helpful in for the big banks but also can help in the monetary policy. DSGE is a model that 

mostly gives reliable results but becomes too complicated and complex at times as well. SFC can 

be a dependable alternative for the DSGE model in the macroeconomics.  

Dynamic Stochastic General Equilibrium (DSGE) 

The financial model of DSGE is the tool which is used in the applied general equilibrium theory. 

In the contemporary macroeconomics, this is somehow an effective theory which is discussed as 

an important one. The business cycles and the business productivity are often progressed through 

the situation where it receives the major shocks. These shocks are somehow critical and complex 

in nature and thus the model of DSGE is helping to be out from such shocks. The integrated 

variables are majorly brought from the situation of macroeconomics which would also be 

contributed as the major extension of the macroeconomic model as well. The model is also 

bringing major monetary and fiscal policies for economic growth as well.  

In the theoretical information, there are many critiques who have presented the policy of DSGE 

from the historical data. The model would also be effective when there is no any effective model 

could be used for the resolution of the production shocks in this manner. The same thing is also 

asserted by the critique Lucas. There are also many traditional approaches in macroeconomics 

but the model is approved majorly and vulnerable. There are many dynamics attached to the 

model of DSGE. The evolution of economy is best associated with this model as well. The 
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policies which could be best implemented and best applicable in the scenario of the productivity 

shocks are the policies presented well by the DSGE model. There are many variations in the 

policies where there are larger fluctuations and these are also related well to the technological 

and environmental changes as well.  

Every economy of the country is associated with its agents which would be the domestic and 

foreign agents. The model of DSGE is helping to identify all those objectives in the perspective 

of macroeconomics. The productive capacity would also be identified in terms of this DSGE 

model. There are also many technological implications which are making an impact on all these 

situations and these are the multiple variations in the multiple scenarios such as oil pricing and 

relative productivity in countries.  

The budget assignation is also another crucial matter for the formation of the theoretical 

framework for DSGE model. These all aspects should also be specified so that it could be 

assumed that why there were the productivity shocks. The budget stream is also considered as 

the major stream in this manner. There are also many models but the macroeconomics is also 

indicating the traditional models for the representation of resolution of dynamics and 

correlations. There is also the dynamic correlation between the quantities and the processes 

which would also be used for forecasting the nature of different models in the sense. There are 

many variables which are induced and the model of DSGE is using well these variables for 

making the intended and comprehensive policymaking plan. The variation within the model may 

induce the slow working of the model in the critical framework as well.  

Previous Work  

There are many teams which have worked well and also in the collaboration for bringing the 

effective use of the DSGE model and also in the critical situation as well. The critical application 



and implication of the communication and its perspective analysis for the use of DSGE model is 

significant. Lois is indicating that use and also elaborated the way in his work as well. However, 

there is a lot of work on the representation of the model but less in the sense of making 

implication as well as application. There is the need to bring relative material and works for the 

critical implication and integration of the DSGE model. There is also another model which is 

specified for discussing this approach and that is the model of England’s Quarterly Model. This 

model is also using its core and un-core approaches for making an impact in the sense.  

The approach which is also relating to the measurement is also narrated well by the Smets and 

Wouters. They have gone for making major shocks-in-parameters for discussing that approach as 

well. These parameters are narrated well in terms of the economic and financial situation of the 

country and also the changing situation for the domestic and foreign agents.  

Many researchers are also argued on the point of making an illustration for presenting the 

difficulties while using this model. This is also indicated well that these models must be sued 

well by those all policymakers for the financial use and the financial integration in order to make 

an effective scenario. This policy-making and effective decision-taking policies relate well to the 

DSGE model and its relative influence.  

There are also many compact and effective teams making the approach by Argia in 2010. The 

model is indicated well for the first time in the financial times for the effective implementation of 

the model as well. It is also adapted that the model is even giving many of uses that are even 

beyond thinking and there can be multiple approaches in this manner. In the first place, there is 

also the well-designed approach of DSGE for the monetary policy.  

Why the Model Chosen  



For an understanding of the diverted and relative terms and techniques in the financial 

discussion, the model of DSGE could be used and implemented well. This could also help well 

to forecast the decision-making policies. The model may go for using the dependable variables 

which could affect the policy-making processes of the big banks. There are many modelling and 

strategic choices which have been used well by the DSGE model. The behaviour of consumers 

and the other financial intermediaries and other firms may go for creating an impact in the sense. 

The economy is also becoming competitive and this thing is also largely diverted for the 

discussion of DSGE model.  

The model is also used as the comprehensive system in accordance with all those previous 

models and thus from major statistics. The variables must be integrated well and also again and 

again from the similar approach. The policy-making is the major process which would be 

affected only by this model as well.  

Data  

In the works of Hnatkovska, Tille and Wincoop in 2010, there is the brief discussion on all uses 

and implications of the DSGE model. The model is also asserting the positive and feasible 

correlation with the domestic interpretation of those agents and all with the foreign agents and 

foreign interpretations in terms of policies as well. The negative productive shocks would 

ultimately go for indicating the crises. The productivity shocks are usually intervened in the 

research of Hnatkovska. This would illustrate the equity flows and its uses as well.  

The gross capital flows are also used for making the correlation between the pro-cyclic growth 

and all other bonds of inflows. In this way, there would be the best try to gain the portfolio 

equity. The data which is used by these researchers are going for indicating the interesting results 

and approaches. The data is not showing correlative measures in the manner. On the other hand, 



the study of Tille and Wincoop is indicating those productivity shocks which could be used for 

the correlation of gross capital flows with the risk variations. The correlation would be positive 

for the gross capital flows. The countercyclical approach would be used for the gross capital 

flows.   

Output  

The output is also coinciding with the thematic effect of the study such as indicating the capital 

flows with the use of domestic and foreign agents. It is also indicated that this pro-cyclical 

approach of gross capital flows is the major outcomes of the study which is also associated with 

the economic growth as well. It is also asserted that gross capital flows are large and volatile in 

nature. There is also an output which is indicated by capital outflows and inflows as well. These 

are also increasing the gross capital flow. The domestic crises present during the global 

retrenchment. It is also the way to discuss the global crises in terms of the domestic approach as 

well. The gross capital flows would also be discussed forever type as well.  

Alternative Model  

In terms and based on the capital gross flows, the alternative model which can be used is the 

Stock-Flow Consistency Model. This is also related to the macroeconomics. This model is also 

associated with the accounting framework. There is also the tracking of the macroeconomic 

model for the accounting framework. Copeland is also using those developmental models for the 

fund's analysis as well. There is also the proposed relationship between those flows and the 

income as well. The measured changes are in sense of stocks and the debts of the economy as 

well such as of US.  



Capital Inflows & Outflows 

As emerging markets are of vital importance in the context of capital flows so a number of 

studies have been conducted. Some were related to finding the drivers, impact and policies 

related to capital flows in emerging markets. A study was established by Shaghil Ahmed and 

Andrei Zlate in which they examine the role of and benefits of capital inflows. It is provided by 

the economic theory that when capital moves from one country to another, all nations get 

benefits from it because they are able to allocate their resources efficiently and ultimately their 

productivity and economic growth increases. It is also a fact that with the introduction of capital 

flows, challenges for policymakers also increases.  

These challenges are prominently coming forefront in emerging markets.  It was observed that 

when the financial crisis was experienced globally in 2008-2009, huge financial flow towards 

emerging countries was observed. After the financial crisis, a response to mix policy was 

observed about these concerns. Policymakers allowed some appreciation of currency but at the 

same time intervening in the markets of foreign exchange to resolve or distribute the impact of 

currency appreciation. It was done through collecting data of balance of payment 2002: Q1 to 

2012: Q2. Collection of data of different economies provided a support to our study and also to 

our findings (Shaghil Ahmed, 2014).  

It was done through the introduction of some measures and control of capital flow and by 

increasing policy rate which is required for the stabilized economy. Advanced economies are 

providing financial assistance to sluggish economies so that they can play their role in global 

development by strong recoveries. Here, it is important to state that policy tensions were 

developed between these advanced and sluggish economies. It was argued by emerging markets 

that policies of advanced economies are responsible for excessive capital inflow towards these 



economies which created adverse spillover impacts. These policies include unconventional 

monetary expansion for asset purchase in the United States. Capital flows are an important factor 

for the growth and development of any state to make the balance of payment favourable. When 

two countries come in contact, they experience capital inflow which is used to initiate different 

profitable projects which increases national income of the whole country. When income 

increases, the living standard of people increases and nation is directed towards growth. 

On the basis of these facts, this study was developed to find out about drivers of private capital 

flow, effects of financial crisis on emerging markets, capital control measures and how capital 

flows are impacting the policy-making process in emerging markets. In order to find out the 

answers to these objectives, features of capital flows in relation to emerging markets and relevant 

policy responses were examined and the methodology of the empirical model was applied. This 

model was applied to take into account that either fixed effects should be included or not.  

Conclusions which were drawn from all these models and methodologies are provided here. To 

start with, consistent with the past research studies, the net capital flows to EMEs need to be 

resolved in a casual manner and measurably significantly by a number of different factors, 

including development differential, arrangement rate deferential, and worldwide hazard 

abhorrence. As far as the financial significance of these variables, in the post-emergency period 

all three give off an impression of being similarly essential for both aggregate net inflows and 

portfolio net inflows, though in the pre-emergence period development deferential were 

generally more essential for add up to inflows while hazard avoidance was generally more vital 

for portfolio inflows.  

Second findings were that there have been some vital and significant changes in the behaviour of 

capital flows to EMEs from before the emergency a great many. There was less chance that the 



project could apply the pre-emergency model to the post-emergency conduct of the deciding 

factors, the model to some degree add up to net capital inflows, yet boundlessly under predicts 

portfolio net inflows. As it may, these outcomes are not because of an expansion in the 

inalienable weakness of the flows, yet because of changes in the affectability of the flows to a 

portion of the informative factors. Principally, the affectability of portfolio flows to arrangement 

rate differentials and to hazard escaping seems to have expanded amid the post-emergency 

period.  

The third conclusion was that utilizing a novel informational index that was developed of capital 

control measures that few EMEs have utilized as a part of late years, the project found that these 

measures seem to have had a few effects in housing capital inflows to these EMEs. While some 

contextual investigations achieve comparative conclusions, the researchers don't know about any 

past cross-country examine that takes a gander at these effects for the most recent capital 

controls presented since mid-2009. Fourth, our outcomes from the pre-emergence period 

unequivocally propose that when nations step up their remote money mediation to counter cash 

thankfulness weights, this intervention has a tendency to be trailed by more grounded inflows of 

capital.  

In any case, the researchers can't recognize such an effect in the post-emergency period. Some 

preparatory outcomes recommend this might be a result of the connection of the between 

venation variable with other essential determinants of ‡flows, for example, capital controls, in 

the post-emergency period. At long last, the project don't find measurably significant effects of 

unusual U.S. money related strategy extension on adding up to net inflows of capital into EMEs. 

The conclusion recommends that such strategies have affected just the structure of flows toward 

portfolio flows. In addition, the incorporation of factors identified with unpredictable U.S. fiscal 



strategies does not drive out or cheapen the significance of different determinants of EME flows. 

In this manner, notwithstanding taking a gander at just portfolio flows, unusual U.S. financial 

arrangement gives off an impression of being just a single among a few essential variables 

(Shaghil Ahmed, 2014). 

Neoclassical Model 

The following paper is discussing the neoclassical models for interpreting the economic growth 

of countries. In the first sense, there are many factors which are making the impact on the 

productivity rates of countries. The neoclassical model is important as it is using those three 

factors such as capital, labor and technology for interpretation of that economic growth. There is 

the relative impact of all these factors on economic development and economic integration as 

well. The model relates to many factors which can make an input which is outlining the 

economic growth. In this article, it interferes that neoclassical model is helping to have better 

interactions with foreign policy and capital growth. There is also the better interpretation in this 

article about that model.  

The article is including the recent discussion about the capital flows of industrial and non-

industrial countries. There is the major difference between the implications of both these 

countries and these are majorly discriminated in terms of foreign policy. The pattern of capital 

flows is always identified between industrial and nonindustrial countries. The capital growth is 

always finding the positive correlation between the current account balances and growth. This is 

also among the nonindustrial countries as well. For the foreign capital, there is also the need to 

reduce the alliance.  

There are many theories which are discussing the role of foreign capital growth and flows. These 

are described below. 



The theory is focusing on the domestic investments and savings and these are also against the 

real interest rate. If there are smooth economic processes, then the capital account becomes 

liberalized and the foreign capital flow is reduced. This is due to the smooth domestic processes 

which are playing the important role in this reduction. It is also accustomed that foreign capital 

growth doesn’t have to do anything with these foreign capital flows. These domestic investments 

usually receive their major portion of contribution through these foreign investments. In today’s 

economic models, there is the continuous progression which usually accounted for the foreign 

savings.  

The article is also establishing the fine relationship between the financial integration and growth. 

The traditional textbook model is usually focusing on the foreign capital and their inflows. The 

inflows are not generally but there are also many models and types are associated with the 

model. The article is also inducing the discussion about the technology transfer tool as this is the 

major source for transfer of finance. This is also important for the country’s macroeconomic 

volatility. In this approach, there are also the different implications of debt and equity. There are 

also the different measurement processes for the financial integration. These are all directly 

associated with the growth and financial integration of the country.  

There are usually the de jure and de facto measures as these are identified for the financial 

growth. These are also based on the actual capital movement in terms of stocks and flows. The 

later robustness checks are based on the actual capital movements. The paper is also establishing 

the different illustrations for industrial and nonindustrial sectors in terms of different 

interpretations. In this way, the correlation is measured between the current account balance and 

growth.  



The article is also having some findings and the robustness checks are also defined in this paper. 

There was the serious progression across many periods such as from 1985 to 1987, which are 

considered to be the golden era of financial integration. There was not any significant increase in 

crises and the financial globalization was at the peak of the time. The overall current account 

coefficient remains progressive and positive during these periods. This was the pattern for 

industrial countries. On the other hand, there is the pattern for the non-industrial countries as 

well. The pattern is also indicating the more advanced options for the more advanced and 

economically strong countries. The current account of these countries differs from the non-

industrial countries.  

The current account deficient for those countries is going negative which later compared with the 

non-industrial countries. From this calculation, it is asserted that the economically advanced 

countries are usually having the more definite pattern. The coefficients may get changed over the 

period of time. However, the transition countries resemble the industrial countries in terms of 

their current account surpluses.  

The major way to confirm the financial integration and the inherent phenomenon in the life 

cycles of countries is through the panel data collection as this could be the most reliable way. 

This is also important because of the matter of robustness. This would always be useful for 

checking the observed relationship between countries. This may also hold within countries. 

There is also the special discrepancy between the panel and cross-sectional evidence. The other 

major reasons for this selection are that these are the help address, the problem of other omitted 

problems and also to control heterogeneity between countries.   

There are some abstract conjectures for the indication of the positive capital flows as it is 

between the current accounts and growth. It is also the reason that correlation did through the 



domestic saving and not through the domestic investments. It is not always identified that 

investment is correlated with the capital inflows. However, this would always be restrained by 

the lack of resources. There is also the role of the institutional underdevelopment and the article 

has made some of the theoretical models as well. This thing is showing the relative link between 

income growth and saving in the poor economy.  

After that, there is also the complete description of the industry-level data. This data is helping to 

analyze the importance and worth of foreign finance matter. The first explanation about this 

article is that foreign capital is not always the good method of making investments. In the 

relative better way, there is the need of a lot of finance. The rapid growth tends to have to pull 

the more capital inflows. The effect of those capital inflows would always be on the industry-

level growth of financing.  

The method of relative industry growth is implemented. In this methodology, it is approved that 

manufacturing industries are depending on the outside finance. The method of Rajan and Luigi 

has been used in this study. The relative industry growth is essential for making more 

investments within the country.  

The capital inflows of the country usually lead to the appreciation of the national currency in real 

terms. This may, in turn, reduce the profitability of exports and may also reduce the investment. 

The capital inflows are also necessary for increasing the competitiveness of countries. However, 

the concept of overvaluation and capital inflows are interrelated. The concept of overvaluation 

doesn’t create the strong impact and this is also approved by this methodology and the study 

which is conducted. There are also many variations within industries for the relative study of 

growth and financial integration.  



It is analyzed from this whole study that the non-industrial countries are relying better on the 

foreign finance; there is the need of having relative growth premium. Many of the nonindustrial 

countries are relying upon the assets of their countries and this would not go for giving the 

financial edge toward finance development. It is also indicated that the foreign resources are 

giving the edge to such countries but not completely. There is the absorptive capacity of these 

systems which must be overgrown. 

The neoclassical model is an economic theory which is outlining the economic growth rate of 

different countries. There is the consideration of three dividing forces of the economy such as 

labor, capital and technology. The model is enforcing the accomplishment of growth rate while 

accumulating proper amounts of these three driving forces. The model indicates the production 

function with varying amounts of labor and capital. This goes for the accomplishment of the 

equilibrium state. The model is also illustrating the use of technology on the economy and the 

major advancements could bring only through this use of technology. The economic growth 

could not be possible without this use of technology.  

All above that, there are many major factors necessary for the growth of the economy. The three 

major factors have been indicated already. These three factors are crucial for economy growth 

and its development as well. The theory is also indicating that if there is right allocation mix of 

these three factors, then the temporary equilibrium and growth can be achieved. This idea is 

located behind the idea of the neoclassical model. The temporary equilibrium is associated with 

the idea of short-term growth. It is also identified that the idea of temporary equilibrium is 

different from the long-term equilibrium. The long-term equilibrium could be achieved without 

the prosperous integration of these three factors. Through this temporary equilibrium, it is 



identified that economic growth could be attained and this could also enhance the productivity 

rate of the economy as well.  

Jean in 2014, the neoclassical model is closely related to the labor production. The model is 

basically indicating the power of employment within countries and this is because of the unit of 

labor. This piece of a unit of labor is determining the perfectly competitive market. This could 

also be compared with the consumer goods. There is also the vice versa effect from both sides of 

companies. On one hand, there are the companies which are supplying the goods and using the 

major labour force. Secondly, there are major households which are receiving their major goods 

and services through these labors. There is an impact of this labor market on both entities.  

The model indicates the temporary equilibrium and those three factors through which this 

equilibrium could be attained. Chen and Wang in 2014 use this model for the positive 

equilibrium. There is also the use of global exponential stability through the use of this model. 

They have proved the existence, positivity and permanence of solutions through this model. 

They have also brought the differential inequality technique for indicating that temporary 

equilibrium for using those models as well. The model is used in such circumstances which 

indicate the overall situation of the competitive environment. The neoclassical growth model is 

also indicating the simpler economic structure as this has been illustrated by Chen and Wang 

well.  

In next, Albouy and Stuart in 2016 indicate the neoclassical model for general equilibrium. The 

model relates to the quality and productivity of tradable and non-tradable parts. The model 

indicates the variation among different economical factors such as quality, production, capital 

and labor. The model relates to all productive factors of economy indicating the parts for 

temporary equilibrium.  



The neoclassical model relates to the flow of capital among countries with most cash flows. In 

the benchmark of the model, the capital should flow from rich countries with relatively high 

labor ratios. In poor countries, there would be relatively low labor ratios with the capital flow. 

The article is also using this notion that capital of countries highlighting the labor ratios of 

countries. The average income per capita of countries is also running through current account 

surpluses. These current account surpluses are major because of the financial and economical 

situation of countries. It is asserted in the article that there is the major role of all capital and 

labor ratios for determining the impact of all economical and financial surpluses in countries for 

discussing their major impacts.  

The last point for the model is that it would also use the weighted average relative income per 

capita of surplus countries. The weighted average income may bring capita inclusions while 

determining the income impact of those countries which were initially inoculated in terms of 

weighted average income capita.  

The major strength of the model is that it indicates all those factors which are related to the 

productivity and growth of the economy. Factors of capital, labor and technology are foremost 

for determining the productivity and economic growth for countries. There is also the weighted 

income per capita use for those capital and labor correlations in countries. The article is also 

determining the impact for rich as well as poor countries in terms of their high and low labor 

ratios.  

There are also some limitations of this model such as it indicates the temporary equilibrium state 

and position. This would not go for the economic progress in a continuous manner such as for 

permanent equilibrium in countries. The developed countries usually relate to it because it goes 



for studying only economic growth. Therefore, there would be the discussion of all those factors 

which can play an important role in economic growth.   

The data is constructed from the yearly progression of US capital and economy from the relevant 

periods of time. In the first place, there is the relative weighted income per capita from a 

different surplus of countries which was also below of the deficit countries. The data is obtained 

from capita reports of the late 1980s. Next, there is the figure 2 which is also suggesting the 

account surpluses of many countries running through the average income per capita.  

The last point is that the similar graphs initials in 1970 indicated the other extension of the 

income capita in different periods. The graph is using initial relative income rather than other 

relative income convergence taking out the different effects. Further, in this manner, the plots 

were shaped which also used as the major data for interpretation. The narrowing of differences 

also indicated in the weighted average income but between the surpluses. The last point in the 

method of using data is the strict interpretation of benchmark neoclassical model for the income 

surpluses of different countries. The income surpluses of rich countries are different from the 

poor countries. These are the major points in the paper from where the data is collected.  

From above mentioned data, the developed countries are using all income capital surpluses for 

economic growth. These income surpluses are making little differences in the shapes of plots. 

There is also the indication of taking out different effects of income convergence. There are also 

the investment policies and other policies for the capital and economic growth. There are also 

many economic convergences for the economic growth of countries. These all are taking the 

impact of account surpluses, savings, investments and foreign policies as well. In so far, results 

are also suggesting for avoiding overvaluation as this is bringing important role in the domestic 

financial sector. There is also the precautionary element for foreign capital inflows which are 



warranted for countries. The financial openness is also needed for domestic financial 

development.  

The new-Keynesian theory is an alternative model for the neoclassical model but in the manner 

of distribution of labor and supply among the country. It has been used in the economics over the 

period of time. The economic causation could also be achieved through this model as well. These 

models are also compared with each other in terms of bringing controversies for the relevant and 

selective measures. Such as, there is the focus of economic imperatives such as economic 

surpluses, incomes, capitals in this model. These are also interrelated with each other as it is 

described in this model as well.  

The model is used in this paper for better integration of all policy-making strategies and tools. 

The model is indicating the foreign capital and economic growth as well. There is the correlation 

of economic system with those economic models and thus there is the pattern of capital flows 

from rich countries to poor countries. However, this model is having the limitation which is 

exposed in this article. There is the good discussion of developed countries and here is the US 

which is the developed country. There may also different circumstances between those rich and 

poor countries. The difference is terminated in sense of high-labor ratios and low-labor ratios as 

well. Above all that, there is the different inclusion of those economic factors for the better 

integration of productivity rate of the economy.  

Foreign Direct Investment 

The FDI is considered as one of the best benefits for the productivity of the country because it 

increases the capital stock. It also has a positive effect on the productivity by transferring the 

managerial and technological expertise in the country. The foreign direct investments make the 

countries less vulnerable to immediate reversals and stops which make the FDI less volatile. 
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There have been number of studies conducted to find out the amount of impact of FDI on the 

economic growth of the country but none of the studies has been successful to provide solid 

evidence to provide positive impact results.  

The FDI usually do not has any casual robust effects on the economic growth of the countries. It 

is suggested the economic growth and FDI have some type of positive association. The 

association gets disturbed when the controls and restrictions on financial trade are introduced.  

There are a number of reasons which hurdle the measurement of impacts of FDI on the economic 

growth of the country. The data available is in the form of the pool which dampens the growth 

effects. This dampening occurs because the FDI is likely to increase the domestic investments in 

the developing countries. The benefits of FDI on the economic growth also depends on the 

sectoral composition of FDI with the interaction with domestic investments. The flows in the 

primary sector provide limited beneficial overflowing effects.   

Open Economy Model 

Using the data from 130 countries the research paper empirically investigates the role of the 

foreign investment in the form of foreign direct investment. Using the open economy model the 

impact of the foreign investment on the economy and growth is calculated. The role of foreign 

direct investment on the technological catch is also analysed in the paper and it is seen that this 

form of foreign investment gives rise to the diffusion of technology and thus has a positive 

impact on the economy.  

The ratio of the international financial integration over the GDP gives a rough idea of the 

dramatic increase of the financial globalization. The paper empirically investigates the role of 

foreign direct investment on the growth through diffusion of the innovation and technology. 

Using the standard GDP growth regressions and the regressions on the productivity growth the 
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researchers presented a direct effect of the foreign direct investment which may be proxying for 

innovation and an indirect effect of FDI that works by the accelerating technological catch-up. It 

was found in the research that FDI has a positive effect on productivity growth and on GDP 

growth through proper mechanisms.  

The stock foreign direct investment is directly related to the controlling terms of the production 

and management by the companies. It is observed that the countries that rely more on the foreign 

direct investment have a greater level of technological diffusion. The innovation rate of such 

countries is also higher as compared to the countries that are missing the direct foreign 

investment. Foreign capital in other forms is not as helpful as the foreign direct investment is. 

The researchers used two measures of foreign direct investment.  

First is the stock of foreign direct investment over GDP which is most common in the macro 

growth regressions. Second is the stock of FDI over the total foreign capital which is preferred 

by the researchers. The empirical implications of the open economy model are tested with the 

help system-generalized method of moment’s estimations on a dataset comprising 8 non-

overlapping and consecutive 5 year periods. The results based on the growth model in the 

composition of foreign capital plays a role shows the gain in the terms of annual growth resonate 

between 0.67% points for the average country and 0.91% points for the average developing 

country. 

In the calibrated version of neoclassical growth model, Gourinchas and Jeanne estimated the 

welfare gains of the financial integration of a small open economy when compared to an 

economy. The welfare gains calculated are small but can be enhanced by associating the 

productivity catch-up with the entry of the foreign capital and that too in the form of foreign 

direct investment. Gourinchas and Jeanne in 1966 presented a role for human capital in the 



catch-up. The idea of the foreign direct investment having a positive impact on the technology 

transfer was also presented by other researchers. 

Cross country reference is present on the issue of foreign direct investment having a positive 

impact on the growth provided some conditions are under control. Foreign direct investment can 

be very beneficial for the countries that have a high level of financial development in them. The 

recent research has also shown that the foreign direct investment is helpful and beneficial for the 

countries especially in the times when the financial globalization is at its peak. Kose and team 

wrote a paper in 2009 in which they discussed that the foreign investment in the form of foreign 

direct investment is helpful for the economic growth but on the other hand the foreign 

investment in the form of foreign debt can actually be harmful to the economy. Some researchers 

debate that the foreign debts cause the crises in the country.  

As the foreign debts start to rise it becomes tougher and tougher for the economy to stabilize. In 

a study that was conducted at the industrial level by Levchenko and team in 2009, it was found 

that the financial integration has a direct positive effect on the output but there was no positive 

impact on the productivity. The empirical studies conducted provide evidence at the micro level 

for a direct and indirect impact of the foreign direct investment on the productivity growth. If the 

analysis is done on the macro scale it can be seen that the foreign direct investment has a positive 

impact on the growth but the GDP is growth is not influenced positively by it. The paper tried to 

fill the gap in the literature by discussing the role of FDI on catch-up at the macro level using 

productivity or the GDP growth.  

A small open economy model was presented by the paper. This model was based on the work 

Borro did in 1995 but the difference was that the growth rate of productivity is endogenous. The 

assumption was made that the foreign direct investment has an impact on the innovation and 



technological catch-up. The growth rate variable is treated as an endogenous variable unlike the 

study of Borro in which it was exogenous variable.  

Variables used in the model included initial GDP per capita, foreign direct investment, 

investment (%GDP), initial years of schooling, population growth (PWT) and trade openness 

(PWT).  

This was the main reason for four finding is that foreign direct investments are giving the pace to 

economies of countries. There is also the much role of the faster catch-up technology for the 

economic growth and stability as well. The basic purpose of this research method is this it is 

integrating the positive effect of FDI on economic growth.  

There was also the pre-determined factor of productivity which would remain constant 

throughout this methodology. There are many steps have been taken which would lead to the 

empirical results. The major samples in this empirical study are the alternative samples and there 

is also the inclusion of regional dummies as well. In the first part, the model is used as the 

sample and it is covering the period 1985 to 2009.  

It is observed from this part of a study that financial globalization is the greatest factor among all 

but majorly among the developed countries. This is the limitation of this research method that 

developing countries could only associated best with the foreign direct investments. The sample 

is also allowing the impact of foreign direct investments in those developing countries. The 

research methodology which is conducted in this paper is illuminating the results of FDI on 

developed countries.    

However, the study has made further contributions except for this notion. There is also the keen 

role of many other factors such as the diffusion of human capital through human capital, 

international trade and financial development. This would accumulatively regard to the 



macroeconomic stability and this would institute the growth of any country. However, the 

developed countries are majorly discussed because these countries are having these factors in 

abundance. The research study has declared that the role of technology and human capital are the 

essential specifications.  

There are some other variables associated with it and these are also the part of this study and 

research method. There is also the variable of the composition of the foreign capital and 

productivity. The theoretical model is making the assumption that there is the positive impact of 

FDI on catch-up and growth policies. There is also the analytical interpretation which is added. 

There is the discussion of FDI apparently with total net debt flows.  

The empirical study has presented its final conclusion on the basis of additional sensitivity 

analysis. It is also studied that there is the share of FDI with financial liabilities. There are also 

the many other variables which are having the two standard deviations. It is also asserted that the 

natural resources may also be equipped with the financial development and these are not often 

limited. The overall study seems to be less dependent on resources related exports.  

In order to understand the open economy model, it is important to understand the concept of the 

open economy first. An open economy is a modern concept in which there are trade and 

economic activities between the domestic community and the communities in the rest of the 

world. In such an economy people trade services and goods with the international community. 

This supports the flow of money across the border. This is not just about the goods; in some 

cases, the countries also exchange services with each other.  

This concept is the exact opposite of the closed economy, in which there is no international trade 

allowed and there is no imports or exports of the country to other countries. There are many 

disadvantages of the closed economy as compared to open economy. Open economy helps the 



country in providing best good and services at the right prices. This also helps the economy to 

grow stronger as the investments come in and it also helps in the stability of the value of the 

currency of the country.  

The basic concept of the model is quite simple. Comparing it with the closed economy makes it 

more understandable. In the closed economy model, the total output of the country is sold and 

consumed domestically. The total income of the country is the sum of investment, government 

purchases and the consumption. On the other hand, when it comes to open economy the model 

does not have just the domestic input in the economy but also deals with the foreign sales and 

purchases of goods. In this economic model, the national income depends on more factor than 

just the domestic consumption, domestic investment and the domestic government purchases. 

It is claimed by the experts that in open economy it easier to maintain the GDP at a higher value. 

It is also said that to achieve the level of GDP they have to spend a smaller quantity of their 

resources. This is achieved with the help of the foreign investment that comes to the country to 

support the economy. In open economies, the importers and exporters can get a lot of benefits as 

they can get cheaper imports and can make exports at high prices. This helps the consumers as 

well because there is a differential in the prices.  

With the help of open economy, the countries are able to get their hands on the goods and 

services from all over the world in a convenient way. This helps the country have a healthy 

competition in the country and that ensures that the residents will get quality services and goods. 

Isolation is never the right approach towards being a strong and successful nation and economy. 

It is difficult to cover up the loss that happens to the economy of the country because of the lack 

of imports and exports.  



In the scenario of an open economy, the factor of innovation is observed normally. Because of 

the trade with other countries, it is much easier and more convenient to pick up the innovations 

and get inspired by the ideas. Countries working on the open economy model have the capacity 

to let the innovations and improvements from all over the world to reach in the country and it 

helps the country in improving the standard of living in it. The open economy model has much 

more variables when compared to models like closed economy models. This makes the 

calculations much more complex but the outcomes are much more impressive and fruitful. This 

model is preferred because most of the economies these days are open economies and it is a 

convenient model to calculate the national income levels.  

The data used for the research and application of the model was based on the panel dataset of 

139 countries. The data of the countries was collected for the years 1970 to 2009 and the factor 

and the growth rates of different financial factors were analysed using the open economy model. 

The empirical investigation was done on the role of the foreign direct investment on growth 

through the diffusion of the innovation and technology. The growth of the countries and the input 

and output were the variables used in the model to analyse the output and situation of the 

country.  

The analysis and application of open economy model showed that as the share of FDI in foreign 

capital increases it has a positive impact on the diffusion of technology in the robust to the 

inclusion of the institutional variables. This is because the interaction of the fact the composition 

of financial liabilities with the initial TFP is more often statistically important and has significant 

value. It was found in the study that foreign direct investment should have an impact on catch-up 

and this impact is not normally accounted for when studies are conducted in the cross country on 

the issues of the financial globalization.  



The study mainly proved three things and those include the findings like when the foreign direct 

investment is taken into account and its interaction with the proxy of initial technology is 

considered the results get better. This is interaction was not being accounted for initially and 

should be considered as an addition to the literature. The study also clarifies that the failures 

happened in the previous studies conducted on this issue because the studies ignored some 

variable like the impacts on the catch-up. The foreign direct investment is a crucial variable and 

needs to be analysed completely in order to understand the effects of financial globalization on 

economic growth.  

The study showed evidence that the foreign direct investment in foreign capital has an impact on 

the catch-up and it also affects the productivity growth as well as the GDP growth. The model 

shows that the foreign capital is the composition of factors that can help in the measurement of 

foreign direct investment over GDP. An interesting fact about the study is that the results of the 

study are also valid for the developing countries. This is interesting because normally there is not 

much of evidence of the growth in the developing countries because of the financial 

globalization.  

Demand-led model is an alternative model to analyse the growth rate of the economy of any 

country. This model can also provide dependable results from a different perspective. This model 

is constrained by the economic policy of the country. This model has a strong point that I can 

incorporate the inflation targeting regime. An open economy can cause the rise of the inflation.  

The demand-led model suggests that the nominal changes in the exchange of the currency rate 

can be managed by the changes in the interest rate. It is suggested that the open economy model 

can cause the inflation and that has an impact on the nominal wage system of the country, its 

interest rate and the exchange rate. It is not a dependable policy in the longer run. This can result 



in a different outcome in terms of the functional income distribution. Demand-led model is much 

more dependable and safer as compared to open economy model.  

By using the open economy model it is shown that foreign direct investment should affect the 

technological catch-up. The impact of the foreign investment is positive if the investment is in 

the form of direct foreign investment otherwise if it’s in the form of foreign debt it can actually 

be fatal for the economic system of the country. Open economy brings a lot of growth for the 

economy of the country. It promotes the innovation and convenience in the business of the 

country. The open economy model takes into account the financial growth because of the 

business being done in the other countries. Open economy growth helps in the understanding of 

the financial globalization and its impact on the economy of different countries. The study 

conducted analyzed 139 countries over the period of 1970 to 2009. The study analyzed the 

impact of the foreign direct investment on the catch-up.  

The study also analyzed the role of foreign direct investment in the foreign capital. The effects of 

the foreign direct investment on the economic growth through the diffusion of the technology are 

positive. This promotes the concept of countries taking a closer look at the investment entering 

the country. If the foreign investment is bringing more debt it is not a healthy transaction for the 

country. It is not just about the foreign investment coming there are many more factors that are 

being taken into account in order to make sure that the investment coming to the country is 

actually helpful. For the developing countries, it is important to have a more foreign direct 

investment as it will increase their capability to get benefits of the financial globalization.  

The model that can be used as an alternative to the open economy model is a demand-led model. 

This model is much more controllable and easy to be analysed as compared to the open economy 

model. This model is constrained by the economic policy of the country. The strongest point of 



this model is that it can save the economy from the inflation. Inflation can be very dangerous for 

the economy of the country and it can have some dreadful impacts on the economy of the 

country in the longer run. 

Conclusion 

There are a number of restrictions put by the government of a country which includes the 

restrictions on the financial integration. It is important for a country to increase the financial 

openness so that more chances for the financial operations can be created. The restrictions on the 

financial operations differ from country to country. The AREAER report includes the variety of 

restrictions put by the countries on their financial operations. The data of the report suggests that 

the restrictions on the financial operations are decided by the local governments.  

The financial openness includes two types of operations. Inflows and outflows. The inflows 

include the foreign investment coming in the country while the outflow includes the investment 

going to the foreign countries from the domestic economy. Both the operations are necessary to 

occur in order to list a country in the financially open countries. If a country has high inflow rate 

but low outflow rate, it is not considered to have financial openness. Similarly, if the outflow rate 

of a country is high but the inflow is low, it cannot have financial openness. The flow of capital 

account is necessary to increase the financial openness of the country.  

The shortcomings of the financial openness are that the competition in the market is increased 

which decreases the economic growth rate of the country. As the competition increases, the local 

incumbents oppose the financial openness. To accumulate the issue, it is necessary for the 

government of the country to provide the trade openness to the domestic incumbents. When the 

local incumbents are allowed to trade across the borders, the opposition towards the financial 

openness is decreased which is good for the financial development of a country. 
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The measures used for the financial openness include de jure, de facto etc. The shortcomings of 

these measures are that they do not help to find the degree of enforcement of the financial 

openness. These enforcement may change with time keeping the rules and regulations same. 

Another problem is that it does not help to find the degree of integration in the financial 

openness. It is necessary to find all these aspects in order to effectively measure the financial 

openness of a country.  

The next point which is discussed in this detailed study is the capital inflows in emerging 

markets. In the first place, it is discussed and related to the mentioned notion and then it further 

relates to the articulation of proposed study and its results. It is the fact that many developing 

countries are using the approach of capital inflows in order to maintain the financial integration 

between the countries. The globalization is usually promoted through this capital inflows and this 

is also the major notion in this study. However, it is observed that there are many domestic and 

external factors which are responsible for increasing capital inflows in emerging markets.  

Gross capital flows are topic of attention because it is driving factors. The gross capital flows 

have different fashion and it is worth investigating. The country integration into global financial 

markets depends upon many factors and especially on gross capital flows. The gross capital 

flows are the country financial image in form of foreign shares and foreign investments. In 

international studies the gross capital flows are significant.  

The gross capital flows are helpful to earn a high profit with more risk and it is beneficial for 

countries. Gross capital flows included the foreign investor’s investment in international 

markets. The gross capital flows major focus is on cyclical behaviour of capital inflows because 

of CIF and the capital outflow because of COD. The gross capital flows are pro-cyclical, the 



international global financial crisis has larger retrenchments. The foreign and domestic factors 

have a major influence on the gross capital flows, these factors interpreted with CIF and COD.  

After that, it is also indicated that the invasion of Foreign Direct Investment (FDI). The foreign 

direct investment is the important variable of capital inflows. The capital inflow is always 

initiated through FDI and this is giving the additional benefits for the productivity for the 

country. However, there are many other factors which are related to the foreign direct 

investments of the country. There is the comprehensive impact of FDI on the economic growth 

of the country. In this section, the study is concluding that there are the overall positive impacts 

of FDI on economic growth.  

Next, there is the indication of the behaviour of capital inflows due to the foreign and domestic 

agents. The most important discussion in this manner is the evolution of COD and CIF. The 

sample study is conducted among nine countries and these countries are compared on the basis 

of capital inflows. The foreign investments are important for indicating the need for domestic 

investments. These two are the important factors for discussing the capital inflows and the 

graphical representation is also included in this paper.  

The study and the graphical representation of the capital inflows are done majorly for creating 

the impact on the business cycle. For discussing the business cycle, the foreign and domestic 

investments are interpreted first. The trade balance representation is most important above all for 

relating the importance of capital inflows. This would also help to direct the behaviour of capital 

inflows during crises.  



Chapter # 2 

Financial Globalization, Financial 

Integration, Effect on Developed Countries 

and Emerging Economies 

Introduction 

Financial Globalization 

Financial globalization can be defined as a worldwide framework comprised on institutions, 

legal agreements which are made by both formal and informal economic actors in order to 

facilitate international financial capital flow so that trade and investments can be financed. A 

number of studies have been conducted to investigate its different aspects. When an economy 

comes in contact with other economies, it enjoys a number of advantages and also bears some 

disadvantages. A wave of financial globalization was prominently marked in the mid of 1980's 

between different industrial countries. It was clearly observed that developing countries enjoyed 

a lot of benefits from financial globalization such as higher growth rate. At the same time, it was 

also observed that some countries experienced a financial crisis in the same period due to 

financial globalization. By these observations, it has become an important debate that either 

financial globalization is impacting economic growth positively or negatively. 



The cross-border financial transactions were restricted in past in many countries. With the 

passage of time, the countries realized that the restriction is stopping the country from the 

financial growth. So the major restrictions on the cross-border were lifted by many countries 

since last three decades. This increased a new storm of financial globalization in the world. The 

observers believed that the financial globalization will benefit everyone but there were some 

negative effects on the local markets. The financial globalization in the international trade 

affected the local and foreign investors which increased the financial crises. This means that the 

financial globalization and the incidence of the financial crises are directly related and have 

direct effects. The fact has been discussed in the seminal book on financial crises.  

The probability of the financial crises is controlled by the Governments. The governments can 

make it lower by bailing out the financial institutions or by insuring deposits. It can also make it 

higher by suspending the payments of the banks, imposing controls on capital or redenominating 

currency in the financial contracts. The second observation suggests that the governments are not 

able to completely distinguish between the foreign residents and the local or domestic residents 

when implementing the above actions.   

The difficulty in the discrimination is that the foreign investors may sell their assets to the 

domestic residents using secondary markets. The case is specific for the bonds where the foreign 

residents can easily sell their assets. Although the financial trading of the countries are 

completely controlled by the banks and other financial institutions, yet it is difficult for the banks 

and the financial institutions to distinguish between the foreign residents. The problem is solved 

by the rule that is passed by the court in which equal treatment rule is implemented.  

The third observation states that the number of the foreign residents as the domestic debt holders 

increase due to financial globalization. The increment in the debt holders increases the concern 
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of the local governments. If the number of debt holders is increasing, the local governments keep 

taking actions while if the number of the debt holders decreases, the actions of the government 

ultimately decrease.  This means that the financial globalization increases the financial crises 

chances. The mix of the creditors is affected by the financial globalization as well as by the 

probability of the financial crises.  

The financial globalization has many other aspects like financial globalization leads to the capital 

flows that are more pro-cyclic and volatile. These two aspects depend on the sentiments of the 

investors. If the local or domestic residents usually do not depend on their local market, it is 

possible that these investors will send their savings to abroad. The reason is that the domestic 

savers get more foreign debts which benefit their savings. Although the governments keep tight 

control on these types of actions, yet these negative actions remain active in the economies of the 

countries.  

The second aspect is that it is possible that the domestic savers trust their local markets and keep 

their savings in their homeland. This optimistic thinking helps the domestic debts and ultimately 

the domestic growth. This only happens when the domestic savings are highly dependent on the 

foreign investments. These actions can be merely controlled by the governments but it is 

necessary for them to keep a level of equilibrium in the financial system.   

The positive impact of the financial globalization is that the financial globalization allows 

countries to interact on financial matters; it leads developing countries to take capital from 

developed countries. This capital is utilized in different projects, which increases the 

productivity, employment, and income of people. All these benefits are directly linked to the 

economic growth of the whole country. When people’s earning increases, their living standard 

becomes higher their capabilities enhance. All this take the economy towards growth and country 
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become attractive for more investment and new construction projects. Be view of all these 

advantages, it can be stated that financial globalization provides a roadmap to countries for 

continuous success and development.  

In relation to examining the impact of financial globalization on different economies, business 

activities synchronization is an important one. The financial crisis of 2007 to 2009 is a witness of 

synchronized global downturn along with severe contraction of activities related to international 

trade. It was also observed that due to the financial interaction between countries they experience 

a downturn in foreign trade and activities. The Economic crisis of one country led all linked 

countries to bear same consequences.  

In this perspective globalization is most important factors which played an important role in 

spreading this effect. Globalization had brought all countries closer and allowed them to interact 

with trade and business matter so a strong bond was created between them. As a result of which 

in different countries GDP increases up to 15% throughout the world in early years on 1980’s 

and before the start of 2007, this %age reached 25%. With globalization, another concept was 

highly emerging which is financial globalization or integration in the same years as a result of 

which FDI increased a lot. It made the countries more attractive for investments and capital 

inflows.  

Financial globalization leads towards more direct connection and structure differences are 

eliminated or reduced. With the help of this fact it can be concluded that financial globalization 

brings economies closer and make their business structure similar to their business cycle goes up 

and down in synchronized manner. Results of this study were in accordance with different past 

studies and the facts and figures of the financial crisis of 2007 to 2009. It was observed that all 



linked countries or economies were to face all consequences of the crisis sue to direct linkage 

between them for financial matters Invalid source specified.. 

 It is an admitted fact that world is developing continuously and it is mainly due to 

industrialization and globalization. Industrialization provides the higher emergence of new 

business and organization all the time and globalization refers to operating worldwide and with 

other nations. Both terms reflect that more businesses are entering the market creating intense 

competition and opportunities as well. In this atmosphere of competition, it is important to take 

much care about business structure. In order to operate domestically, the required business 

structure is different as compared to operate internationally. There is an acceptable model for an 

international business which every country has to follow if it wants to operate internationally. 

It is provided by various studies that there are co-movement and synchronization in economies 

under financial globalization. By keeping the results of those studies, it was needed to investigate 

these aspects under international business strategies. 

It resulted that synchronization leads towards linkage of business activities and provides that 

when one developed country is prosperous, then it’s linked with developing countries or closely 

linked countries are also prosperous. On the other hand when the developed country faces any 

financial crisis then dye to banking linkage and difficulty and gap in banking transactions, other 

economies also face the same difficulty and in this way crisis is transmitted. The study showed 

another aspect of financial integration which is the transmission of risk.  

When the business structure is same then it is obvious that there is as strong and close 

relationship between countries. When a country is engaged in foreign trade then its business 

cycle is complete by the contribution of other countries. When any single developed country is in 

financial crisis then the whole business cycle is disturbed. It provides that financial globalization 



leads towards business synchronization which carries benefits as well and negative impacts. 

Financial openness is an important feature of globalization as countries which are more open to 

trade are more financially integrated. 

Prasad et al. (2003 and 2006) summarized the fact there are effects of financial globalization on 

sectors of growth and stability of the economy. These studies include the empirical 

methodologies including kind of models. The studies from a group related to Grilli (1995) helped 

to side-line the view of variables. These studies are also responsible for carrying a mixed form of 

trade in seven countries of Europe. The main side of the event is the development which is 

recorded on the subject of financial liberation. According to the literature, there are sources of 

information which belong to the financial globalization and its forecast in the growth as well as 

productivity and accumulation of capital fundsInvalid source specified.. 

The work of Charu and Henry (2002) have an effect on the investment schemes in productivity 

case. There was another author which represented the case of globalization and productivity in 

the form of groups. In the last twenty years, there is a research in related to crisis and growth 

patterns. As suggested by the work of Glick (2006) there are methods which involve the patterns 

of making a capital account in the type of currency crisis. The work of Alessandra helped to 

enhance the concept of financial integration and its link with the productivity and capital. There 

were policies which were carried out in the sense to make different patterns available to masses. 

The relationship is gathered in the form results of the studies. 

Financial Integration 

There has been a significant change observed in the subject of financial integration and its 

relation to direct investment. This vision has been related to the financial globalization. The 

world has experienced a significant increase in foreign investment and this history goes back in 



the time of 1960. The countries have sped up their economies and the ratio in the financial levels 

have been raised due to the fact that financial integration has raised the factor investment for 

foreign countries. Now the effect was on the financial system as business started to increase 

rapidly. 

Financial integration is an important term relating the past trends. There are simple terms which 

include financial operation. The study discussed theories of authors which have explained 

globalization in terms of higher income levels. Financial Integrations has been used through the 

concept of de facto measure to provide an openness for the individual countries. The patterns are 

available for the openness measures for London Stock exchange system. The investigation is 

carried out through the investment stocks. The initial purpose of the integration was given with 

the help of trade activities. 

The new techniques which are related to financial integration have provided and an important 

source of views for the first period of the global era of finance structures. The initial side of the 

theory was done through fine settlements of integration policies. The integration policies are 

done with the help of several steps. These form the basis of the contemporary study. Financial 

integration proves an important source for the data set. 

Financial integration is concerned with the openness of the trade. This provides the ways for the 

barriers in the capital flow for the per unit production barriers. If the first scenario is highlighted 

there are barriers present in the form of a quick succession of events. Developing countries have 

followed a pattern for the trade related activities which have been made a quantitative value. 

If the models can be generated with the legal barriers there is a quick repetition of theories to 

address the main areas in the financial integration process. This measure is also accompanied by 

the similarity in models which have added the systems for a better choice. There is a study made 

Kommentar [ZS22]: Bonfiglioli, A., 
2008. Financial integration, 
productivity and capital 
accumulation. Journal of 
International Economics, 76(2), 
pp.337-355. 



through the cross sectional models for the increase in the permanent growth process. When the 

patterns for the financial integration and growth is listed, the change may come from the people 

perspective. The neoclassical model approach only predicts the effect of financial integration 

according to the impact of the finance in more than five years of continuity. 

Financial integration and growth are the terms which are closely regulated with the help of a 

theoretical framework. The actual source of the data area is done through formatting the business 

system. There are preceding’s related to the growth policies. In addition, if the system makes the 

formation of different sources there are changes which can be made to view the important type of 

core values. The main effect is gathered through the domestic framework in the financial 

integration strategies. The financial globalization was the main evidence of integration for the 

growth patterns. The support comes from the basic theories of financial which promotes the 

nature of globalization in the area of the early eighties. The condition which is related to the 

economies is diversified for the integration.  

There is a number of measures that are used to evaluate and find the effect of the financial 

integration on the risk mitigating and sharing techniques. De Jure measurement of openness 

capital account is one of the best methods to evaluate the impacts. These measures have been 

widely used in by the finance specialists. The de jure measurement is based on the data provided 

by the Annual report of IMF on AREAER (Annual Report on Exchange Arrangements and 

Exchange Restrictions). The measurement also includes the de facto measurement in which the 

gross stocks of the liabilities and the external assets are calculated.  

The measurement indicators discussed above are widely used but these indicators are not purely 

helpful for calculation of capital mobility because of their lengthy nature. De facto and de jure 

measures help to find the outcomes of the financial globalization but are not used in finding the 



financial integration. The data used in the study of this measure comprise the information 

collected over a period of 44 years in between 1960-2004 for almost 69 countries. The historical 

data in the measurement is the key constraints and the size of the samples depend on the data 

availability. The countries taken in the form of the sample include 48 developing and 21 

industrial countries.  

The diversification of the sample includes 21 emerging economies and 27 developing 

economies. The reason for this diversification is to broadly find and predict the impact on the 

risk sharing. This impact is yielded by the financial integration. The base of these predictions 

includes the domestic consumption and the output consumption of the world.  

Financial integration is an important term relating the past trends. There are simple terms which 

include financial operation. The study discussed theories of authors which have explained 

globalization in terms of higher income levels. There are models which exemplify the obsolete 

trade routes and present an innovation in the business sector. In the present, the direct relation of 

foreign investment with capitals increased the source of capital investment. The opportunities are 

increased due to financial information. The literature presents thorough studies and makes a 

strong impact on six different experiences.  

The financial integration is closely linked with the gross capital flows. When the foreign 

investors start investing in the neighbouring markets, the financial integration increases which 

ultimately increases the gross capital flows. The higher will be the gross capital flows, the more 

will be the financial integration in the international markets. Let’s discuss the gross capital flows 

in detail.  

Financial Globalization & Effect on Economies 
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Financial globalization has affected economies of different countries. This made the scenario 

change in a perspective where the countries have to change the effect for economies with the 

change in the pattern of great reversals and the first wave of world war. In the events where the 

globalization was studied with the help of emerging and developed countries, it made a change in 

the side s for the argument. The first matter was discussed as the term globalization is a diverse 

term and it can incorporate the value for most of the times of parent studies. The Financial 

globalization and its effect on the economies have been made an important point to discuss from 

the business sector. 

The financial globalization has major effects on the economies of the countries. In the past, the 

countries used to trade within the state without any external interference. With the passage of 

time, the governments of the countries realized that the trade should be expanded to other areas 

across the border as well. This increased the concept of financial globalization. The countries 

started trading with other countries. The foreign incumbents entered the trade of the country 

which helped the economy of the country to grow in a more efficient way.  

The impact of financial globalization on the domestic financial markets are non-ignorable. The 

financial globalization has changed the policies and the behaviours of the local governments 

which is ultimately increasing instability in the domestic financial markets. The impact can be 

studied in three observations. The first observation suggests that the financial crises probability is 

highly dependent on the types of the financial regulations imposed by the governments. It 

includes the ability of the judicial system to resolve the issues.  

The financial crisis of 2007 to 2009 is of higher importance in the literature of financial 

globalization. This concept has emerged a few decades ago but the idea that financial 

globalization leads towards synchronization of business activities, raised after this crisis. It is due 
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to the fact that this crisis impacted the whole world and all countries experienced a downturn. It 

provided with the concept that when one country is in crisis then all other linked countries will 

experience the same impacts. In order to contribute to the literature of financial globalization, a 

study was established by Sebnem Kalemli-Ozcan, Elias Papaioannou, and Jos ´ E-Luis Peydr´o 

in 2013.  

This study was established to examine the impact of financial globalization on synchronization 

of business activities. For this purpose banking sector was also taken into consideration as it is an 

important part of international trade. When different economies are interacting with financial 

matters, it is obvious that they are gaining profit and losing revenues at the same time. The 

financial crisis in an economy which is a part of international financial integration may carry 

difficulties, and these difficulties will be transmitted to the economies with which it was 

integrating. For better interaction, synchronization of business activities are important, it carries 

different advantages as well as disadvantages. One advantage was identified from this study that 

is transmission crisis Invalid source specified..   

Literature Review 

Financial Globalization 

A study was conducted by M. Ayhan Kose and Kei-Mu Yi to evaluate that is a relation between 

trade and co-movement is as per the international business model. The basic objective of the 

study was to assess the impact of the international business model on the linkage between 

countries. Under financial globalization, countries are connected by business cycle so they took 

into consideration business cycle. For this purpose, three-country model was taken as a sample 

along with their transportation cost. Effects of increased goods market integration under two 



asset market structures, complete markets, and international financial autarky were simulated. 

The objective to assess both asset markets was to cover all relevant aspect to provide a 

comprehensive result.  

With the help of analysis and assessment, it was found that international business model allows 

countries for direct and closer interaction. This interaction leads towards similar business cycle 

and more synchronization. It resulted that international business model is contributing a lot to 

provide a strong relationship between trade and co-movement. It is due to the reason that when 

two countries come in contact with each other, they both are important for the accomplishment 

of any transaction. If any delay is observed from one country, the whole process seems to be 

stuck. This is called synchronization and co-movement. In order to trade on an international 

level, all countries are bound to act upon the international business model. By acting upon this 

model, they interact with each other and enjoy benefits of international trade. As trade activities 

increases, their bond and relation increases and the business cycle becomes more synchronized 

Invalid source specified.. 

Equilibrium Dynamics 

The equilibrium in the foreign and domestic investment should be well maintained. Before the 

concept of financial globalization, the domestic investors used to operate in the credit market of 

their own country. This made the enforcement states E and D identical with almost no generality. 

While if the foreign globalization is introduced in which the foreign investors invest in the local 

credit market, the enforcement is different with more generality.  

Effects of Financial Globalization 

The effects of financial globalization are huge. The previous empirical literature suggests the 

huge effects but there are a number of data limitations in that. The previous study suggests that 



the financial globalization have small number of episodes of liberalization while the current 

study suggests that the four major aspects and effects of financial globalization are 

1- Allocation Puzzle  

The developing countries with capital flows encounter low productivity growth. This 

capital flow increases the productivity for less developed countries. The fact was studied 

by many observers who suggested that the correlation between the capital flows and the 

product shows high savings in the high growth countries but the fact is also challenged by 

some other observers as the correlation due to the public transactions. The increment in 

the growth productivity disturbs the optimistic equilibrium which ultimately leads to 

reduced capital flows.  

2- Threshold Effects 

The financial globalization and its effects are highly dependent on the characteristics of 

the countries. The effect is highly heterogeneous with the fact that the financial 

globalization increases the capital inflows and investments which increases the growth in 

the developing countries. The developed countries have usually strong financial 

institutions with high incomes. The foreign investments in the country are usually termed 

as risky investments but these investments increase the capital flow and the financing of 

the country. The risk is only for the foreign investment. The domestic investment usually 

remains same and safe.   

3- Sudden Stops  

There are some situations when the capital flows face sudden stops or surges. The 

countries lift the restrictions on the international trade for positive effect but it sometimes 
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affects negatively. The capital flows have to bear sudden stops or reversals which heavily 

drops the investments and the growth rate.  

4- Collateral Effects 

As it is known that the financial globalization positively affects the emerging effects. 

There are also some negative effects of the financial globalization. It indirectly affects the 

operations of the local or domestic markets in many ways. The more will be the financial 

globalization, the more will be the chances of financial crises of domestic markets. 

Although these effects are huge, yet these effects are unaccountable to some extent. The 

relationship between the foreign and domestic investors can help to reduce the financial 

crises if the discrimination is reduced to a minimum.  

The effects of financial globalization are highly dependent on the degree of discrimination 

between the domestic investor and foreign investor. In the past, the major trade between 

countries was regulated by the governments. By the passage of time, the regulations of the 

governments have decreased. The foreign operations and foreign borrowings are done through 

secondary markets where the influence of the governments are mostly equal to zero. This urges 

the governments to discriminate between them.   

Financial globalization has benefited the developing countries in various domains. Financial 

globalization gives an opportunity to developing countries. The chances and associated additions 

to expanded resource and opportunities will definitely help the economies of developing the 

world. Initially, the first wave of globalization was observed in the 1870s. However, that boom 

of globalization was not successful to the extent which is it now. 

The expansion of business, as well as the organization growth which is being observed in the last 

five decades, demonstrates the financial globalization and its benefits. The growth of the 
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business and financial capabilities of the companies have been reported to increase 11% annually 

due to financial globalization. In developing countries, cheap labours are available due to which 

the bigger companies around the world, in order to reduce the cost of their operations, outsource 

their production to developing the world. 

This, in turn, increases the financial capacities and capabilities of the economies of developing 

the world. The factors of financial globalization for emerging markets have remained positive 

over the years. According to financial statistics presented in different economic forums, it is 

being reported that the growth is observed to be $300 billion annually since 1990. These growth 

figures were reported in the emerging markets over the last 3 decades. The United States is 

among the markets which individually found aiding the economies of different emerging and 

developing countries with $600 billion. There is a huge number of products which is commonly 

used in the United States but manufactured outside it. 

If the country-specific data is examined, it can be seen that China is among the economic hubs of 

the world which encounters $800 billion through its foreign assets. China is also the leading 

holder of US Treasury securities in the world. One of the significant and notable factors above 

all while considering the financial impacts of globalization is that capital flow from north to 

south is far more than capital flow from south to north. 

Argentina, one of the other beneficiary of financial globalization, was supported half of its 

financial growth but countries which were considered Rich world at that time. The estimate was 

put forth in 1914. It could be nicely considered that global capitalism or Financial Globalization 

has widely supported developing world. 

Financial Integration 

Reasons for the success of Business 
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There were many reasons which lead to the wave of integration. The events which controlled the 

finance was the World War 1. As the war started to go on the closure there were investors who 

focused on future policies and tried to save the business. In this subject, there were 

improvements in the flow of stocks. The degree in which integration was carried out remained 

particular subject as more than 100 countries participated in the exercise. The cross-border 

investment was the main choice and its restricted outsider to enter the country. This was an 

example of Germany as well as America. 

The past record of economist and researchers have focused on the importance of the growth of 

globalization. There have been significant loopholes which were not explained as the part of the 

financial liberation and its effect on the growth of the whole system. There are two types of 

variable’s, which promoted the positive thinking. First was the productivity factors and second 

came, the incorporation of capital accumulation. The work of Goodrich’s and Jeanne (2006) 

elaborated that the importance of the total productivity factors and how it affects the 

organization. There are limited sources which consider this side of the topic in detail. 

Theoretical Literature 

The theoretical literature helps to give an information about mechanism’s which relate the factor 

of financial globalization with economics. If there was an introduction of international markets, 

to the investment funds, there is a rise in capital flows which directly effects the areas of growth. 

In poor countries, there was negligence because there were no direct investment opportunities 

available to satisfy the needs of the customer. The theory mentioned from Zilibotti 1997 states 

that framework is linked to productivity, the ratio which is linked with the process of capital 

inflows will help in achieving required targets. These targets will actually increase the economy 

and the deficit will be reduced. 



Money and developing countries 

The studies of Lucas 1990 showed that there is no proper link of money flow from rich to poor 

countries. This is exemplified in the form of a thought. There are variables which need to be 

ascertained before the mechanisms involvement. As suggested by Obstfeld (1994) the capital 

mobility may also change the risk which is mentioned in the name of assets. This structure will 

help to change the pattern of investment. It is linked that when a foreign group invests in a 

different type of business organization there is a change recorder in the areas. 

The results of the investment procedure are productive as there is a ratio determined the required 

mix. According to literature, there are similarities which exist between the financial globalization 

and the trade of goods. If an extra pressure is exerted on market then there is a place which opens 

up chances for business innovation. There are issues which raise the effect of efficiency and 

there is a single form of capital investments. This approach will also allow the standard of 

gaining efficiency in business.. 

Different Models 

There were models which were placed in the front row to explain the work of different authors 

on the financial integration and services. These problems associated with the market instability. 

If there are imperfections then the institutions should simplify the relevant problems. This 

technique can also prove harmful while considering the speculation of terms in the corporate 

world. As mentioned by Rodrick (1998) the financial stability has changed business outcomes in 

the globalization sector. 

The literature models give enough prediction of the events which took place according to 

financial globalization. This helps to guarantee the fact that capital accumulation is considered as 

an important part of the integration of financial globalization. The work from Klein and Olivie 



(1999) helps to discuss the point in detail. Financial Globalization had affected the business. It 

has provided a wave of development. Economies are building from strong foundations 

Correlating to the work of Aizeman (2001) there work related to financial liberation which may 

help in reducing the errors on the financial stability. Financial instability is the cause which has 

allowed the risk to be exposed. The explanation which is carried out in the regard of the banking 

system incorporates the feasibility report. These points are little much off the topic and provide 

harmful effects to the financial system. 

Nature of different type of events 

The model proposed by Arellano and Bover (1995) on a specific set of data related to frequency 

shows that there are variables which forecast the anomalies in globalization. This model helps to 

propose the occurrence of the crisis. There has been a share of studies related to growth and 

development of accounting portion. This was the first phase which incorporated the areas of 

literature. The human capital approach is related to involving different kind physical and human 

capital as compared to the integration. The work of Hall and Jones (1999) relate the fact that 

there is a significant variation in the areas which link the gross domestic product with areas of 

growth and productivity. It is important for most of the variables involved in 

GlobalizationInvalid source specified.. 

The one result from the literature study directs to a wealth of different organization.   A lot of 

studies from several authors discuss financial development with the Gross Domestic Product 

.This phase is linked with final development. Therefore if the gross domestic product is 

increasing then there is a relative increase in the number of funds. The studies which are related 

by Zilliboti and co-authors have demonstrated the financial developments may prove a constraint 



in the developing integration. There is a risk involved in the form of constraints, like credit cost 

and changing the technological factor. 

The contributions from Greenwood (1990) help to summarize patterns which helps in developing 

a rise in span and there are levels which can increase profit from the market. If the production 

levels are increased then areas demand further increase in assets. King and Levine (1993) helped 

to add a different type of areas which focus on the similarity of the research work. The work of 

Beck et al. (2000) helps to analyse all the integration factors which are involved in the increasing 

the span of the finance operationInvalid source specified.. 

Overselling of Globalization 

Globalization can be defined as the increased interaction and integration of people, states and 

countries with the help of growth of international capital and ideas flow. It has brought people 

closer so that they can share their ideas with each other and both will get the benefit. This 

interaction provided a number of benefits to all nations such as their capital flow increases, they 

worked with new and innovative ideas, their productivity enhanced and living standard increases. 

All these advantages can be observed clearly by going through the development graph which is 

uplifted in past few decades. Due to all these reasons, globalization was oversold and its 

advantages were estimated beyond the expectations.  

This overselling was discussed by Joseph E. Stieglitz by providing in-depth analysis of this 

aspect. This overselling led towards political consequences as globalization was overestimated 

and when required results were not obtained, the economy was hurt. Politicians and economists 

played an important role in this decline they provided an argument for trade agreements based on 

job creation. Growth or gains were estimated beyond the limit and on the other hand, costs were 

underestimated which provided more adverse results. It has also been pointed out that the trade 



and financial global regulations are somewhat dependent upon each other where the stocks of 

assets and liabilities increase when the financial trade increases. But it is clear that financial 

globalization tends to play an increasingly dominant part in affecting the correlations. These 

results provided the outcome of the negative impact of globalization. It is an admitted fact that 

globalization is bringing people closer, making them able to take benefits from other nations. It 

is more beneficial for the developing countries as they need more technological innovations and 

capital flows Invalid source specified.. 

Capital flows are an important factor for the growth and development of any state to make the 

balance of payment favourable. When two countries come in contact, they experience capital 

inflow which is used to initiate different profitable projects which increases national income of 

the whole country. When income increases, the living standard of people increases and nation is 

directed towards growth. It is provided by the author that when globalization was overestimated, 

this concept experience failure. This failure provides with different important lessons which arise 

due to the misguided backlash of globalization.  

First of all, it realized the importance learning and science in the society. It is a common practice 

that in a society people are less concerned about taking knowledge of political policies and 

regulations they just want to know about the end result of their concerned such as job creation. If 

policies are awarding jobs to them, then hey will be in its favour otherwise they are not 

interested. 

 Another lesson was to realize the importance of accepting shared facts. It provides that under 

globalization if one country is facing any crisis or difficulty, then its impacts must be shared by 

all liked sates. In this way, all linked countries will benefit and will lose at the same time. Failure 

of globalization also led to realize the negative aspect of giving misinformation to the public. All 



these consequences were bored due to overselling of globalization. It was also provided by the 

author that there are chances that globalization cannot increase the income on an aggregate level. 

Three reasons were provided for this argument, which is increased risk, Imperfect competition 

and Dynamics of comparative advantage. The risk is increased due to the fact that most of the 

macroeconomic factors come from other countries which are not sure to be handled by the 

individuals of the host country. This leads towards consequences of risks and they face greater 

work pressure and their working capability decreases. Under globalization, standard models are 

taken and implemented and these models are for perfect markets. Most markets are imperfect 

due to which these models are not able to provide required benefits. Finally, an important 

negative aspect of globalization is that long run activities were given lower attention. All these 

reasons cause the failure of globalization but it can provide a lot of advantages when dealt with 

efficiently Invalid source specified..  

Financial Growth 

Levine acknowledges the fact of variables which include the growth. The decision is always 

made on the base of financial figures. There is a proper scenario which compares the situation of 

developing countries in terms of the economies.  There are different countries which have been 

facing important steps to increases their chances of growth. Invalid source specified.. 

The change in work can be modified in the form of growth factors and openness is regarded as 

the recent context for the open process. The growth pattern is actually related to the openness 

factor. 

The variable for the growth can be studied with the help of trade openness.The growth can be 

controlled by the positive factor for the growth rate. The idea of increasing the pattern for the 

great crisis after the world war, Economic groups have been made to sort out values for the 



growth patterns. Foreign investment and stocks have been produced with the help of gross 

inward trend and it will provide a benchmark. The areas which have been produced in the form 

of foreign liabilities also promote the integration factors where the consideration change for the 

required values. The change in gross level capabilities is made to counter the benchmark process 

and the increase in the growth rates. 

The growth drivers have affected the gross domestic product for the variable of the required 

factors. There are repressors which have changed the openness of the trade growth and the 

population is gathered through integration factors. The financial integration sector becomes a 

cross sectional product which will remain integrated into most parts of the dynamics of history. It 

is the wave of globalization which has imparted specific growth from medium level to higher 

level. Most of the time when the funds capital gets an investment it will try to denigrate the value 

of terms which have halted the process of growth variables. 

The work on financial integration has made a change in the step where the findings are different 

from the comparative concerns. In the first wave, the idea was related to the growth patterns 

while the economic growth focuses most on the robust behaviour.If the financial growth is 

increased during the growth process, economies get changed due to the division of most of the 

patterns. 

The hypothesis which is presented by Rajan and Zingales (2003) is discussed in the paragraphs. 

There are business groups which focus on the logical statement. The main concept form this 

hypothesis was used for industrial and financial groups, which stand away from the involvement 

of financial area. Whenever there are development’s these groups lose interest and develop 

separate paths for self-interest.Invalid source specified.. 
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There is another side of the story as well. The development sector which focuses more on the 

creating companies will initially start the process. This is the way which helps the procedural 

requirements and financial globalization will be affected. Therefore when there is a chance of 

investment carried out in the same field output of finance reduces. This pattern may also cause 

the initiation of groups which have become a highlight to areas for the financial stability. They 

form a strategy to block the levels which have been a source of true approval.Invalid source 

specified. 

The opposition to different kinds of funds transfers affects the economy. The funds are limited 

and there are less extra chances which make the collaborations to lose finance. These are the 

points which link the integration and financial globalization. All the issue may be removed if the 

funds are used inappropriate way. Now, which managing the flow of funds requires the 

transaction management concept. This is the key feature of globalization. The theory of Rajan 

and Zingales (2003) help to provide different type areas with the fact of development. There is 

the idea of opening up the doors for the foreign funds to come in the issue for the increase in 

effective investment. 

Business Activities 

The idea here is to attract all the sources which have formed patterns for the smooth care of the 

activities. These issues are related to the fact there are areas which encourage fund must be 

thoroughly analysed. The purpose of giving subsidiaries and loans encourages the investment in 

the banking sector. This theory was led by the author in explaining the fact of gathering 

significant issues. There are groups which control the financial developments and gather the 

whole scenario. The work from both types of models has provided an efficient way of 



concerning the approaches which help to devise statements link to the financial integration and 

financial globalizationInvalid source specified.. 

The evidence which was given by Raja and Zingales (2003) from the literature. The reason was 

linked with World War 2 because there was a financial deficit during the crisis which came from 

the side of events. This thing is related to the fact that the investigation gave information about 

the finance studies. There were studies made by other authors which have formed a similar type 

of relationship with the area of gathering different purposes in the same way to deal with the 

hypothesis (Beck, et al., 2009). 

Specific Variables 

The method was used by Arellano and Bond (1991) to present a specific variable for the case. 

This was used as a fact of comparison in discussing the areas related to the fact of the hypothesis. 

The hypothesis which was given by the same author recognizes, that there is a role of decision 

which can be made, regarding the route of economies. If the estimates are used to underline the 

variable in the cause of events then this thing behaves like an example of the repressors. The 

work of Badi H. addressed that there is a question related to the trade and gap of the things which 

are related in different facts and instruments. These things are exemplified in the author work 

reveals some accurate study about on the determinants of the banking sector (Beck, et al., 2009). 

There is a trade route which is carried in the way of assessing the developments. These findings 

are related to the hypothesis which is were mentioned in the literature. Actually, these conditions 

are present in the form of emerging markets. Their record is linked to the financial activities. 

Then a link between the international financial integration is discussed the global market. Now 

the arguments are different in comprising the factors of specific related activities. The financial 

era reported from literature aims as 1880-1914. Edison et al (2002). There are areas which deal 



with the developing status of countries. If the point of global saving is highlighted it may affect 

the formation of economic growth. If the financial integration is closer then it will help to make 

signs of capital allocations (Beck, et al., 2009). 

The need for the financial integration comes out in dealing with the relation of business 

investment. Bank gather loans to increase the number of funds. This will improve the economic 

considerations of the country. The areas which consider the study enables that there is a less 

amount of data available in the literature related to financial globalization. The empirical data set 

gathered from Grilli and Milesi-Ferretti has been in against all the information related to the 

proposed hypothesis. 

There have been a limited number of studies at the point of business integration. This 

relationship relates to positive views of the economic market and the part of the variable of 

growth. The studies from Edwards determined that there was growth impact on the fact of 

financial integration yet the results were same regarding the income levels and framework. A 

helping guide was given by the IMF as they proposed the capital theme in the year of 1990 

(Beck, et al., 2009). 

World War Relation 

The work of Alfaro ET all (2003) helped to relate the descriptive style. The main idea from the 

case study was linked new practices for development in the banking sector. It was considered in 

the area which links the role of growth in the relations of the First World War. The region which 

focuses on the international integrations has demonstrated results of this case study. Mortiz 

explained reviews on economics and forthcoming.This study explained that there is a link 

between business techniques, including the areas of the globalization in the past decade. He used 



growth strategies and skills to establish a relationship between international market and growth 

to lead well-balanced studyInvalid source specified.. 

The working form the areas of Lane and Milesi Ferretti showed that there was a tremendous 

increased in ratios from the centuries and the market trends have almost changed the patterns to a 

new scale. The theory which focuses on the financial globalization help to relate the allocation of 

resources. The growth-related literature is not that important as it is given in Koes et al 

(2009)Invalid source specified.. 

The literature help from Bravo et al (1995) helps only to establish a relationship with the 

markets. The idea of Nelson and Phelps aid to the factor of direct investment. If there is an 

increase in the rate of foreign investment then the issue will be the economy and growth 

conditions. The related literature also helps the same thing to be discussed in detailInvalid 

source specified.. 

The foreign investment capitals are related to the two types of variables. Countries which rely on 

this fact have direct dependent on the investment reserves. The rising external debt and the 

increase in the diffusion of the technology sector will carry out innovations in the structure. The 

measures which were given in the account of Milesi Ferretti incorporate the business 

modelsInvalid source specified.. 

The version of Jeanne (2006) helped to estimate the welfare gains of the integration policy of 

small varied culture where the economy is treated as a preference. These things import the 

knowledge of establishing factors. The importance of this welfare gain system may help in 

incorporating the visions which are related to the form of direct investment. Now the term direct 

investment is capitalized in the special instrument as the considerations are related to the 

physical capital. Invalid source specified.. 



Majorly their position is as compared to the developed countries. This is because when there are 

considerations to attract the foreign investment on then the rise in levels will increase the current 

GDP products and index. The country will enjoy benefits of globalization when the opportunities 

in investment will increase. There will be an increase in the demographic conditions and 

business will be a move to the factor of globalization. There are glitches in the form of different 

start-ups which constitute the fact of involving the areas related to growth. The approach is 

inspired from Nelson (1996) which help to gather the present sources in the base of different 

kind of situationsInvalid source specified..  

Surveys which are carried out in the areas of growth of this key concept. The survey of Chose et 

al also provided a study related to the literature. There is the policy which reflects the regression 

rate which is related to the fact of integration. There are foreign direct advertisements which 

enable the scenario from a user perspective. The benefits of the reserves enable that their foreign 

investment is a critical role in gathering note of business advantages. The growth can be carried 

out in the step which reflects the value as given by Alfaro et al (2004). If there is an increase in 

the level of investment the consideration is carried out in the same stance as compared to the 

variationsInvalid source specified.. 

The fact that economic growth affects the developed countries relate the impact of the type of 

points which forecast the importance in poor countries. These considerations are present in the 

scope of GDP and there is a link between financial integration and relative factors. The recent 

research patterns indicate that there is a growth pattern in the areas of productivity. The working 

form Bonfigiloi (2008) help to forecast the topic in slight detail. The main choice of activities 

was linked to the fact of observing a relationship between variables and significant studies. 

Crisis and Financial Integration 



The great depression in financial crisis made the events to move in a negative pattern. First, the 

integration will be effective by the steep economies. This makes the form change towards the 

patterns of great movement. When a crisis hit the economies of the countries the change goes on 

a downtrend and the whole process of the business plan are affected. Financial areas are related 

to all the sides of regulation where the deepest factor form most of the sides of the argument. 

Financial Integration has always provided a source of variation for the business sector. The 

matter is related to the fact of observing the rules related to the integration factors. The 

integration has maintained a strong point in the whole sense of the business plans. This makes 

the importance of the current values of the business plans. If the integration produces a crisis, 

then the impact is also long-lived and they are presented in the strong areas for the business 

feature. 

Financial Integration and International risk sharing 

There is a conventional saying that financial liberalization helps countries to save their economic 

system from a specific level of risk. There is a little empirical literature on this study, but there 

are many countries that increased sharing of risks in the presence of financial liberalization. In 

this paper, frictionless global financial markets are considered in which financial contract are not 

completed and their scope is limited. Default risk is present in every condition even in the 

condition when country removes official capital control. In the absence of default risk, the capital 

flow will be increased with higher rate and level of risk sharing will also increase. This study is 

an explanation of model used in financial integration and risk sharing activities. The scope of the 

paper includes the varieties of steps which link the financial integration with the liberation of the 

environment. Observation of the financial liberation features suggests that there are options for 

the risk-sharing opportunities. This study is explained by modelling factors for the financial 
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markets .The concept of frictionless and incomplete contracts are the sign of risk in the market. 

When a barrier of is removed between controls, the probability of risk increases six times. This 

model is related to business cycle which relates the impact of financial integration on risk 

sharing activities. This model shows the price change in countries where a risk-sharing pattern is 

present. The data was calculated with the help of bond enforcement model. A laboratory setup 

was made to involve this calculation. Quantitative results were gathered through equilibrium of 

the graphics. The model presented graphics for financial integration analyses. Impact of financial 

integration and risk sharing across subgroups was also presented in the model. This paper also 

included sensitivity analyses of results gathered from the model. There was a pattern of financial 

integration under the sovereign default risk. The conclusion made the results of formulations and 

limitations were discussed. 

In both developed and underdeveloped countries, the world has experienced a removal of capital 

control in the last two decades. Debt has emerged as a core type of international capital flow. In a 

cross-section analysis of 43 countries, the ratio of net debt position to GDP has moved from 8% 

in 1970-1986 to 18% in 1987-2004 (Bai & Zhang, 2012).  The increase in capital flow under the 

umbrella of financial liberalization is not sufficient to improve risk sharing and consumption 

smoothing. Countries witness distinctive total factor productivity shock and they share risk by 

using international market. This experience has two frictions: a non-contingent bond which 

comes from the incomplete contracts and other is limited effective contracts, in which companies 

do not have the power to access financial market and become defaulter on their debt.   

To delegate a vast capital control in a data, country inflicts a tax on foreign assets holding and 

calibrates the tax to make a balance with capital flow in prescribed time period. This research 

work is based on international business cycle literature which studies the impact of financial 



integration. The literature in this study also includes production economies and its common 

criticism. It examines the interest rate of world that derives from general equilibrium model. This 

paper also provides a theory that explains the lack of improvement in risk sharing. 

The world economy is a collection of international financial intermediaries and small open 

economies. All these economies produce similar products and these products are either invested 

or consumed. The role of financial intermediaries is to act as international financial markets 

which make a pool of saving and loan fund to other countries.  

Each country has a compassionate government in which there is large number of identical 

consumer and has a production technology. This compassionate government selects investment, 

consumption and borrowings. In this model borrowing is centralized in which local government 

take a decision for default international lending and borrowing for following two reasons: 

international loan includes the domestic government in debt literature to model borrowing which 

is centralized. Moreover these centralized borrowing enable higher welfare and lower credit 

costs than decentralized borrowing. Thus by using centralized borrowing model, there is a more 

room for international risk sharing. 

The position of every country is represented by x=(s, h) where h represents the phase with h=N 

denotes the normal phase and h=P indicates the penalty phase and s= (a, k, b) were a is the 

productivity shock, k is the capital stock and b is the bond holding. A country s which is in 

normal phase can choose outstanding debt by comparing it welfare. A country in penalty phase 

experienced a decline in TFP in each period and has no access to global financial market. 

International financial intermediaries are competitive entities which have neutral risks and have 

the inverse of risk-free interest rate.  These international intermediaries are proactive and are 



ready to finance and country which is non-defaulting in normal phase till the country compensate 

the expected loss if it became default.  

This section first represents the empirical evidence on international risk sharing and financial 

integration. The OECD (Organization for Economic Co-operation and Development) countries 

has better chance than emerging markets to share the risk through capital flow.  

Over the period of time, financial integration has increased enormously. There are two measures 

of financial integration: one is the restriction measure that defines a qualitative index of capital 

control on capital flows over the cross-border.  The other measure is the openness measure in 

which capital flow over the cross-border either used net foreign positions or net foreign flow. 

The empirical analysis and model is derived from relative prices across countries. The findings 

also suggest that in the more integrated period the level of international risks can barely improve 

after controlling the change in relative prices. 

In this section the model is adjusted to explain the influence of financial liberalization in the risk 

sharing of international level. This process keeps the same shock procedure and parameters over 

the two periods but it exclude the tax on foreign asset holdings. Moreover all countries have 

similar parameter value that defines technology and taste.  

To solve the model equilibrium a non-linear recursive techniques is used. Computational 

algorithm and model statistics that is based on decision rules and invariant distribution are also 

used to find the empirical evidence. When the rate of tax is decreased from 3.8% to 0%, the 

world asset output ratio increase from 8% to 18%. The result shows a small improvement in 

international risk sharing where panel regression coefficients are 0.65 and 0.64 in these analyses 

respectively. These experiments clearly ignored the perfect risk sharing. 



To assess the role of default risk, a standard model which is based on incomplete market model 

with the constraint of natural borrowing is created.  Default risk has s substantial constraint on 

borrowing. In every country there is a cut-off debt level, which allows the country to repay the 

amount of debt in next period.  The country need to pay a premium on any debt which is above 

the cut-off debt level. 

The elimination of capital control increases the level of international lending and borrowing. In 

tempting financial market the limitations on borrowing become flexible because the country is 

more ready to repay its debt. Therefore the safe-debt output ratio rise from 19% to 32% and debt-

output ration rise from 112% 173%. By removing the capital control, foreign saving level 

increases more than the level of foreign debts. 

Under sovereign default risk, the level of international risk sharing improvises little under 

financial integration. The quantitative result is sturdy to a higher level of capital flow which 

strengthens in integrated period that is a substitute of capital controls, less diligent TFP stock 

process and capital control. 

The finding of this study is examined with the result of calibration. Rather than explaining the 

average of world asset output ratio of 18% in integrated period, this model used the ratio of 28% 

in 2004 and investigated the effect of risk sharing.  

The result is also checked with vigorous approach on a substitute of capital control. Rather than 

charging a tax on international lending and borrowing, it puts a certain limits on international 

lending and borrowing. To find the impact of financial liberalization quantity restriction and 

discount factor is removed. 

In both developed and underdeveloped countries, the world has experienced a removal of capital 

control in the last two decades which strengthen the financial integration in a period of time. The 



empirical literature on this concept lacks the evidence of an increase in international risk sharing 

with deregulation in the financial system. In this study financial liberalization increases the level 

of capital flow of all types.  The level of foreign direct investment, debt flows and equity flows 

also increases with financial liberalization. The model of this research study does not define that 

after financial integration, risk sharing destroys the emerging market.  In order to find the answer 

to this factor more sophisticated model is used to draw a pattern for the data.  

The model is based on small economies and production. A trend was observed in total factor 

productivity where stocks and shares were managed through financial integration method. In 

order to control the number of foreign assets, the tax was calibrated to match the inflows in the 

short period. The concept of financial liberalization is the basis for the model which was 

developed as the link in tax elimination methods. There are other features in the model which 

control the flow of data. The basis of default conditions occurs in times when the debt to output 

ratios fluctuates as compared to the countries where this pattern is not observed.  

The role of the service provider’s is actually linked to service like loans and saving which are 

present in international market systems. First hindrances are the market. There are areas which 

cannot be studied on the bases of market research because the status of the market is rendered 

incomplete in the model (Bai & Zhang, 2012). This stands the first problem of using the model 

to assess the issues in the financial subject. Due to the debts, there is consideration redefining the 

improper flow of business processes. 

These are the consideration of the risk-sharing market. The main considerations are utilizing all 

the process which involve the risk sharing practices. These included the domestic as well as 

international market as well. (Bai & Zhang, 2012). 



In the literature, the model assumes that the asset market is incomplete and it cannot use the 

implication in discriminating the difference between lenders and borrowers. Related to similar 

models many relative emerging economies have provided a little information about the debt flow 

in the market. 

When the tax is reduced on foreign assets, the model generates an increase in the debt to output 

ratio. This is the improvement in the international risk sharing attitude which focuses on 

eliminating the tax. This consideration is linked to the fact that the idea of borrowing and the 

risk-free market is required by in the financial integration process. (Bai & Zhang, 2012). These 

considerations are linked to the fact that if the market is set to achieve the process of equilibrium. 

There are areas which confirm the practice of risk-free borrowing. By utilizing the practice of 

risk-free borrowing it won’t impact the average activities of the business. The borrowing will be 

strictly done on the issues of gathering the resources. 

Risk-free borrowing is the most accepted way for the choice of this model. If the literature is 

checked for a different type of consideration then the previous type of work risk-free borrowing 

will dictate the impacts of the liberation of financial integration and risk sharing attitude. 

The model includes a total factor productivity variable. Three parameters are included as capital, 

labour input and capital share parameter. The model explains the working of benevolent 

government with investment borrowing and debt system. The Government proposed to increase 

the debt system for the domestic customer’s which an important sources for the financial 

integration become. The model involves centralized borrowing concept to approximate 

businesses and risk sharing abilities. Loans and decision making ability will provide room for 

international risk sharing abilities. This concept forms the base of the financial model.  



 Outputs for the model are gathered through an empirical feature of the state. Empirical work 

explores all the channels and countries. The timing factor is also important .It will include the 

drop or rise in productivity. Investment and consumption will also be analysed through this 

model. To explain the pattern of liberalization, how the openness has wider the gap for the 

business there is a different kind of studies used. (Bai & Zhang, 2012). If the variable’s like 

regression order and risk factors are taken then can easily predict the information which helps to 

deliver the significant advantages of the system of the studies. 

The model helped in the involvement in risk sharing as the gains were small according to the 

capital controls. If the activities are related to eliminating the integrated part the advantage will 

rise as the non-contingent bonds will increase the permanent consumption. The price is well 

regulated across countries. This is a part of this advantaged for this model. The removal of tax 

will also the trend of lending and borrowing boost in the open market. International markets will 

become more attractive with the tax policy. The advantage of financial markets linked with this 

model will increase the safe debt to output ratio. Foreign savings will also increase as a result of 

finical integration pattern. 

(Bai & Zhang, 2012).  

The data which is used in the model is related to measures of the financial integration. The data 

was in the form of a qualitative index. The main source was gathered from the cross-capital 

flows. The model approaches the openness concept. In this approach, the data is calculated from 

the sources which have open figures. The main source of measurement was used to evaluate the 

degree of integration. The data was in the form of the statistical form where most of the 

quantification was made in form of statements rather than the absolute figures. The survey for 



the data analysis was related with countries where approximately 21 countries were optimized 

under the understating of the model (Bai & Zhang, 2012). 

The main point of the data is related in the form of prices exhibited in the area which focus on 

the behaviours of different kind of financial integration and risk sharing activities. The model 

analyzes all the variables which focus on the issues of a different kind of involvement. These 

conditions are mostly preferred in the areas of limiting the structures. Regression coefficient was 

used to manage the capital inflows in the financial markets (Bai & Zhang, 2012). These are the 

basis of performance, the consideration in the areas of the business studies. 

The output which is derived from a different kind of experiments proves that there is a need for 

friction in the studies where consideration is linked to from risk sharing pattern. The results 

accurately predict that the studies which were made in the consideration help to analyze. The 

output for the incomplete market is bad when the risk sharing patterns are changed. This is 

because the values cannot be negotiated with reference to other facts. The intermediaries have 

also changed the pattern of the interest rates. This practice may also prove the negative 

consistency for the price schedules (Bai & Zhang, 2012). 

The default model predicts that risk sharing is not improved in the of capital flow. This is 

because as the capital flow raises the risk is not affected. This output is not a new area for the 

countries which sensitive economies. There is risk associated with the buying and borrowing 

strategies in these countries. The other output was related to capital flow and risk sharing 

practices. The result restrains the borrowing and helps to move the capital flow ratio close the 

debtor counties data. There was a little impact of financial integration on the ration for the data. 

This result was gathered through the market model. The studies reveal that the model presumed 

the same consideration which was mentioned in the literature data. 



International risk sharing has been effected in a negative way. This is considered as the part of 

disadvantage from the studies. The quantitative model does not reflect the financial integration 

which leads to the risk-sharing practice. Lower persistence levels produce small capital flows 

across the countries. Rise in debt volumes and lack of improvement in risk sharing abilities. Risk 

sharing pattern was not explained further. 

The disadvantages were related to covering and analysing all the results from the model. This 

was because the financial sector was so much wider than it generally includes the assumption 

form the literature. These inventions were also listed in managing the risk-sharing activities. The 

main objective of the model was to describe the incomplete patterns in the market and rising debt 

which focus a different kind of changes in the consideration. 

The conclusion is drawn from the model related to the findings of the paper. The sequent 

reduction in the capital controls made the scenario different as compared to the considerations of 

the issue. This model helped to impress the integration in different kind of countries. The 

activities from the risk-sharing activities from the international systems. The system was 

effectively regulated to cater all the important variables in the given areas for considerations. 

The model explains the effect of financial liberalization in considering all the areas which 

involve the models. The data which generated the fact of involving the systematic inflows in all 

the sorts of cash inflows. There were raised in the debt levels for the business purposes. There 

are other factors which involve the areas which continue the fact of foreign direct investment and 

equality flows. The impact of the foreign direct investment is related to different volumes. 

There were few loopholes which did not receive enough importance from the studies of the 

model. These were linked with a pattern of financial integration. These are the form of 

implication which model had not explained in different details. 



Sample performance bond can also be used as an alternative to this model because it can collect 

all the patterns which were not presented in the initial studies. These will help to give future 

positive implication to the studies. This model has the advantage that it can analyse the patterns 

in a strong perception without affecting the traits of the previous work. The will provide enough 

data to study the variation of facts. 

The areas linked to produce lower risk sharing generate strong commercial interest in emerging 

markets. One suggestion is to include the risk-averse lenders together with investing more time 

of defaults. Interest rates are also related to this model but cannot promote financial integration. 

Trade integration will be another way of providing an increase in production and default risk. 

These will the part of the future model. 

Industries Level 

There was a study made at the industry level by Levchenko (2009) where a financial integration 

is gathered through different output and input levels. There is a point mentioned by Javorick 

(2004) which highlight that there are facts related to the cause of the domestic suppliers related 

to the productivity. There is a different kind of technology gaps present in the literature which 

enable that foreign investment to the need to be counted on economic factors. The studies which 

were taken are all at the micro level, therefore, these considerations have importance in the role 

of achieving the objective. 

Delfim presented a study relating the financial integration and convergence represented his 

theory with a different type of advantages. This area expands the knowledge of the fact there is a 

gap which needs to be addressed at the same time. The productivity and growth are related to the 

fact there is innovation in the GDP sector. With the increase in foreign investment, the rate will 

growth and technology will help to change the economy of the countryInvalid source specified.. 
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In the year 2007 -08 there was a wave of crisis. The financial sector was hit by the policy 

maker’s wrong decisions. There are a lot of information valuable to the realm of increasing the 

growth in the sector which relates the economies. The author presents the literature I which the 

conditions of the past are discussed as the entry into type problems. They were income groups 

which were the part of the whole progress making the instrument. The dataset has been 

highlighted in the last year 2007.Therefore there is a different contrast to the similar type of 

studiesInvalid source specified.. 

There was a compassion made in the literature involving two different groups such the market 

and system’s which control the finance. This was done through the knowledge of the literature. 

The work of Beck and Martinez Peria (2008) proved that there was an issue in the banking 

sector. This role provided the context to highlight the terms in different ways. First, the barriers 

were removed from the process and there were indicators which helped in making different 

decisionsInvalid source specified.. 

The database provided from the Business infrastructure helped to provide a different type of 

financing patterns, The studies made by Demirgu-Kunt et al.(2007) helped to have a different 

type of deposit insurances across different type of countriesInvalid source specified.. 

A case study represents the impact of globalization on income levels. As in the past, there was no 

awareness that internet tool can be used for the business purpose. There was a limitation in 

adapting to latest type of developments. Since the advent of technology, Globalization became 

an important asset. The use of this concept is meant to change the existing platforms which 

support the contemporary traditions. 

The income levels generation is an important type of advancement. When there is a rise in 

income levels, it will allow the countries to do effective business with the neighbouring 



countries. The scope of sharing trade across the border will not only help the present country to 

learn from the previous practices and employ the latest technology for developing business type. 

It has been a positive role for industries to open up warehouses and invest in business operations. 

Globalization is important for countries which are landlocked. Here there are fewer chances of 

transferring funds from the border activities. In the recent wave, the experiences from the past 

dictate that previous business methods were obsolete and globalization was used as a tool to 

expand the joint ventures. The idea of using joint ventures is the most beautiful type of the study. 

The data from the research formulate view regarding finance. Finance is managed by the 

transaction management system and information systems. 

The predictions about the market of a country are supported by the theoretical models. These 

models are correlated with the consumption rate of growth of the countries. This fact has also 

been supported by many articles. The correlation of the consumption rate of the country should 

be greater than the correlation of consumption rate of the growth of the world. This is the 

prediction. The actual results are much different. There are a number of countries whose 

correlation between the output and the domestic consumption is much higher compared to the 

correlation in the world. This creates a gap which is much greater between the emerging markets 

and the developing countries compared to the industrial countries.  

Another important factor in this is that the correlation ratio in the emerging market economies is 

very aggressive in nature. If something goes wrong in the globalization, the whole circle gets 

disturbed immediately. It is predicted that these fluctuations should be supported by the financial 

integration but in reality, the effect is not that much major. The de jure measurement was solely 

based on the international data while the Edwards measure specifically focuses on the country-



specific data in which the information is completely drawn on the indexes from the financial 

liberalization.   

The four de jure measures in the cross-correlations are widely used and are high. These high 

values have eliminated the controls on the asset trade internationally and developing countries 

have received the bulk of capital flows. After studying many important aspects of the financial 

integration and the de jure measurements, the argument can be formulated that the international 

risk sharing is limited to a degree. The financial integration has greatly helped the industrial 

countries in the form of risk sharing. The portion down below defines the implication of the 

increment in the financial integrations with risk sharing improvements for international sharing 

of risk using an empirical approach.   

The experts usually believe that the financial instability is triggered by the international financial 

markets exposures which increase the financial crises. There are three types of measures used in 

the financial integration. These measures help to find the impacts of financial integrations. The 

productivity and the investments are not affected by the financial depth in the financial 

integration. The capital account liberalization is accounted in the de jure dummy index.   

The financial integration increases the reallocation of the capital in an efficient form which 

increases the frictional unemployment rate. This improves the selection of borrowers and the 

financial services in the screening procedure. The study conducted in this portion is majorly 

based on the empirical investigation. The historical data used in the study is conducted through 

different procedures which are thoroughly used throughout the study. The financial integration in 

a closer way helps the domestic economy and the financial systems to be strengthened in an 

effective way. This leads to capital allocation in an effective way and more growth and 

investment. It also promotes the allocation of capital   
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The international financial markets and their operations are heavily affected by the weak 

institutions and the trade barriers. These distortions and barriers should be removed in order to 

make the trade more effectively. The research is of empirical nature. The reason of this nature is 

that the results are not synthesize-able. The empirical research helps to find the approaches and 

techniques to effectively measure and synthesize the results of the research. The study includes 

only one empirical model because of the comparability. If different models are used, it is 

difficult to compare the results.  

The two main channels used to find the integration in the international financial markets are 1- 

investment channel, 2- TFP channel. These channels enhance the economic growth rate of the 

countries. These channels refer to the inflows of the international savings in the domestic 

investment. This also increases the economic growth rate. The marginal productivity between the 

capital poor and capital rich countries are induced in the open economy models.  

 This could be the situation if receptiveness to the global financial related market prompts a 

better use of local investment funds and effectiveness picks up in the local financial related 

segment. Indeed, even without net developments of capital, expanded local rivalry, innovation 

exchanges, strategy train or institutional changes related with reconciliation into the worldwide 

market could apply a positive impact on the development rate (Levine, 2006). Exactly, these 

issues are not effortlessly unravelled. Be that as it may be attempted to reveal some insight 

whether the development impacts of worldwide budgetary incorporation in the primary time of 

globalization got through the speculation channel or the productivity channel. Our procedure is 

as per the following.  

The first discussion is about the TFP channel. On the off chance that the development impact of 

financial joining works through proficiency picks up, our intermediary for the level of financially 



related reconciliation can be relied upon to demonstrate positive development impacts well 

beyond its potential impact on speculation. At the end of the day, if the TFP channel is critical, 

the budgetary coordination variable will be huge in a relapse close by the venture rate. Then 

again, if the venture channel is the principal channel through which financial integration goads 

financial development, the researchers would hope to see a critical impact of budgetary 

reconciliation on the rate of total speculation. In light of collinearity, such an impact could be 

hard to find in a standard development relapse containing both speculation and International 

financial mix as right-hand side factors. Be that as it may, for this situation, the researchers 

would at present hope to discover an impact in a different relapse of total speculation on the 

financial intermediaries. This at that point requires a two-advance technique. 

This transaction system in the globalization can be well maintained by using gross capital flows. 

These flows allow the countries to increase their financial integration in an effective manner. The 

investors from different countries invest in the international market which increases the financial 

integration. The phenomenon can be studied in detail in the next section.  

Financial Globalization & Effect on Economies 

A work is made for the globalization impact on the relative countries. This is explained in the 

form of logical studies. 

Impact of globalization 

 To investigate the impact of financial globalization on developing countries, a study was 

conducted by Eswar Prasad, Kenneth Rogoff, Siiang-jinn Wei and M Ayhan in 2003Invalid 

source specified.. In this study, the relationship of financial integration and economic growth 

was assessed on the basis of Potential Benefits of Financial Globalization in Theory. It was 

provided that there is a number of direct as well as indirect channels through which financial 
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globalization can contribute significantly to the economic growth of developing countries. The 

first direct channel is an augmentation of domestic savings by which savings are augmented and 

a higher rate of return of provided on capital as compared to capital rich countries. Next channel 

in the study was reduced cost of capital with the help of global allocation of risk. For the 

improvement of allocation of risk, stock market liberalization has strong improvement. 

Technology Transfer in Globalization 

Another direct channel or blessing of financial globalization is technology transfer and related 

knowledge. It enables the developing countries to learn about the new technologies to grow 

properly and to walk along the developed countries. It increases the cash inflows for developing 

countries which can be used for technology installation and learning process for economic 

growth. An important channel is the promotion of financial sector through financial integration. 

Financial sector becomes developed because of participation of foreign banks, by improved 

supervisory and regulatory framework and the introduction of financial instruments and 

techniques in developing countries. It provides that financial globalization leads towards 

interaction with the developed foreign market which impacts the economy of developing 

countries significantly. 

Indirect Channels in Impact 

On the other hand, indirect channels were also assessed in the study by examining their impact. 

These channels were the promotion of specialization, inducement of better policies, capital 

inflow enhancement. When a developed country comes in contact with a foreign market of the 

developed country, then it gets assistance and knowledge related to new and effective policies 

used by them. They make their way to development by taking help in the introduction of new 

technology and adopting their policies. It was concluded that financial globalization is taking the 



whole world closer and giving a chance to share their knowledge and ways of operations. With 

the help of this shared knowledge, developing countries take advantage to follow the same 

pattern for developed countries (Prasad, 2005). 

In any case, policymakers in developing economies have turned out to be worried about 

challenges in keeping up macroeconomic and money related adjusts notwithstanding swings in 

capital streams since the worldwide money related emergency. Such concerns have concentrated 

specifically on instability in rate differentials and hazard craving identified with the usage of 

capricious money related arrangements as the Fed and other develop showcase national banks 

have attempted to help action in the repercussions of the emergency (Chart 5.20). EM 

policymakers have underlined the swings in the conversion standard and surges in local credit 

following these swings and the expenses of overseeing such swings through traditional strategies 

(see for instance Rajan 2013). 

Changes in Global Business Cycles 

International business cycles have been measured with the help of growth values. The trade 

activities are related to the increasing effect of globalization for the accounting periods. Markets 

have become integrated with the help of increasing wave of globalization. The trend has been 

shifted towards the concept of diversification which makes the country task more specific for the 

risk related activities. The locations which are available for the borrowing and lending facilities 

help to make the formulations more positive for the lending areas. 

The important objectives are measured in the form of assets which have become a prominent 

side for the trade activities. The empirical standard’s which are available for the globalization 

follow the trend towards the regional practice. The employment rate in the era of Post Bretton 

tenure has made the function to fall dramatically for the financial activities. 



Role of Emerging Markets 

Apart from developing economies, there is another important term which is Emerging markets, 

i.e., EMEs. It can be defined in such a way that a group of such economy which ranged from 

high to low per capita income. It can also be stated in term of developed and developing 

countries because economies with higher per capita income fall in the category of developed 

countries and economies with low per capita income fall in the category of developing countries. 

The concept of financial globalization or financial development was investigated in a study 

conducted by Ewa Karwowski and Engelbert Stockhammer in 2016Invalid source specified.. 

Due to the fact, there are a number of studies which focused this concept it can be interpreted in 

a various manner. In order to analyse this concept, its important interpretations were tested to 

cover all previous studies. These interpretations are financial deregulation, asset price volatility, 

foreign financial inflows, business debt, the shift from bank-based to market-based finance and 

household indebtedness. With the help of these interpretations, a group of EMEs was tested. This 

group consisted of countries from Asia, Latin America, Europe and Africa. With the help of this 

study, a financial performance of the countries and then a comparison was done with US or UK 

as they are most developed economies. 

Patterns in Different Countries 

There were some patterns which were observed across the continents.  Asia, specifically East 

Asia, came out to be more exposed to financial inflows as stock markets in these regions have 

become more important, on the other hand, debt levels were relatively higher.  Emerging Europe 

showed an active deregulation in its financial sectors as it experiences asset price bubbles and 

also a significant surge in household indebtedness along with the growth of debt in business. 

South Africa's experiences were same as of emerging Europe's leading corporate debt levels 



which remained low here. Apart from the fact that Latin America was also coming out to be 

exposed to asset price inflation in past few years. However, other measures of financialisation 

appear at a moderate level in comparison to CEE and Asia (Karwowski, 2016). 

Financial Debts and Globalization 

These findings of the study support the arguments that financial globalization is providing 

advantages to all types of economies. It states that with the help of financialisation, debts can be 

lowered and capital can be invested in valuable activities so that more capital can be generated. 

This increased capital can help in reducing liabilities and to initiate more productive projects. 17 

countries which fall into the category of EME were taken in this study which shows the 

significance of the study is not limited to any specific economy and its results can have a broader 

impact. 

Restrictions on transactions 

Before the introduction of the concept of financial globalization, many countries applied 

restrictions on foreign transactions. It was done to avoid cost in such transactions and also to 

keep the money of country in the country to make the balance of payment favourable. But it was 

observed that in past few decades, the trend has changed in this perspective. A number of 

countries have lifted the restrictions on the transaction cross-border. It was a step to take part in 

financial globalization to avail its benefits. 

Model for debt interaction 

In order to examine the effect or impact of financial globalization, a study was established by 

Fernando Broner and Jaume VenturaInvalid source specified.. They presented a model which 

was basically for evaluation of foreign and domestic debt interaction. Debts are an important 

factor in the calculation of a country’s financial position and capabilities. This study was based 



on the idea that due to the behaviour of the government towards financial globalization, 

financially instability is affected.  This idea was supported by three important observations 

among which first was that financial crisis is dependent upon financial regulations and also on 

judicial system by which they take financial decisions to resolve issues.  The second observation 

was that it is not possible for the government to fully differentiate between foreign and domestic 

residents. Finally, the third observation was that financial globalization is responsible for 

changing the mix of creditors and also raising the number of foreign holders with domestic debts. 

Chinn-Ito Index 

Financialisation is a concept first used in a research on the economy of the United States. The 

concept was widely used for the economy of the US but with the passage of time, the term was 

used by other emerging economies of the world (EMEs). The previous studies specified the 

characteristics of the economies of individual countries. The present paper focuses on six points. 

These points include financial deregulation, asset price volatility, foreign financial inflows, 

shifting of finance from bank-based to market-based, household indebtedness and the business 

debt. These points give rich literature about 17 countries and their rich EMEs. The study of the 

theories of Keynesian, Institutionalist and Marxist give idea about the destabilizing factors of the 

financial activities. The financial indicators are the six important factor defined above. The 

financialisation of emerging economies is somewhat different from that of advanced economies. 

The approach of Post-Keynesian is majorly used in the paper. 

The paper is discussing the economic approaches while using the concept of financialisation 

which is coined in 1990s. The approach is resulting into many strands of disciplines such as 

economics, sociology and geography. The concept of financialisation is an advanced term for 

developing and emerging economic markets. It is also spreading in the multiple parts of the 



world as the more developed approach. There is also the systematic and brief overview about the 

approach of financialisation among the Anglo-Saxon Economies. Many of the researchers are 

coined their own perceptions and contexts regarding to financialisation.  

Financialisation is the term specified for financial motives, markets and actors within the 

financial institutions. These are operating well on domestic and international economies. In 

emerging markets economics (EMEs), there is the specified role for the financialisation. The 

paper is also having the multiple interpretations regarding to financialisation. These 

interpretations are related well with the approach of financialisation. These are now followed in 

other countries with the same approach.  

There is recent research on this agenda about financialisation. The concept is so vast that it is 

even operating within heterodox economics and economic sociology.  

In the first place, there is the discussion about the heterodox approach and this would inspire and 

contrast the mainstream of economics. This is more radical with regarding to markets as the 

normal feature for actual economies. On the other hand, the approach of heterodox economics is 

inherent for financial markets and capitalist societies as well. The theory of post-Keynesians is 

stressing for the fundamental uncertainty of agents in their all economic decisions. The approach 

of heterodox economics is having the critical approach for financialisation. There could be 

adverse impact of this approach on financial stability, income distribution and productive 

investment as well. There are also many several shortcomings in this respect and related to the 

mainstream framework of economics. There is also the sensitive approach for interest rates and 

acknowledged with key proponents with financial regression hypothesis.  

The mainstream research has also bypassed the link between the financial liberalization and 

savings rates. The recent research is arguing on the financial development approach and also 



inducing the major growth. The financial liberalization is also focusing on the financial accounts 

and many economists are also deregulating the restrictions for international capital flows. This is 

done while improving financial efficiency for local financial markets as well. The financial 

liberalization is the major mainstream which is giving the extension to the financialisation.  

On the other hand, financial inflows are inoculated as major driver for efficiency by mainstream 

economists. In East, there are many financial crises and these are usually borrowed for 

substantial growth and stability as well. The financial research stresses the characteristics of 

different economics phenomenon. There is also the involvement of debts for income flow and for 

their economic units as well.   

The sample countries for these financial indicators are two financialised economics such as US 

and UK. From the overall interpretation, the term of EMEs is majorly referring to the middle-

income economics. After that, these countries go through the process of the economic 

transformation and usually planned for the free-market economy. The sample is also having the 

restriction in sense of data availability. For the financialisation research, the emerging Europe 

could also be the major geographical focus. There are also many few signs for the 

financialisation in South Africa. There is also the rise of economy in African economies as well. 

The global financial indication has been done for the financialisation and many other countries 

are taken as the sample.   

The sample will act in accordance with those six interpretations which are mentioned above. 

These six interpretations are the financial deregulation, foreign financial inflows, asset price 

volatility, shift to market based finance, NFC financialisation and household financialisation. 

There is the pre-determined financial reform index inaugurated by IMF. The index uses the 

higher values between 0 and 1 for more advanced financial liberalization. In the same way, the 



index of the economies of Anglo-Saxon is of 1 which is by the late of 1990s. This also indicates 

the complete deregulation of the financial sectors. Foreign capital inflows of any country are 

measured by the stock of foreign liabilities. These foreign liabilities are including the portfolio, 

foreign direct and other financial investments. The indicator of foreign direct investment (FDI) is 

crucial for financialisation as it can take hold the EMEs for domestic NFCs and also for 

emulating the financial practices for many of the foreign companies.  

For accessing the financialisation in emerging markets, there is the degree to which the financial 

deregulation is indicated. The graph is stimulated which is also using the reform of financial 

index even but before the scenario of financial crises. The financial deregulation process is 

started in US and UK in 1970 which is explaining the financial liberalization in both these 

countries. According to this graph, many Asian countries took the more careful approach for 

economic deregulation.  

Graph 1  

 



For the financial deregulation, there are usually different cautions by many of the countries. It is 

asserted from this graph that capital account liberalization is closely linked with this financial 

deregulation. This graph is also telling the stock of foreign liabilities for many countries. There is 

one of the two EME countries in the sample for discussing the steady progression in financial 

sector deregulation.  

Graph 2 

In the next, there is the graph of foreign liability stock for selected EMEs.  

 

The industrialization success for Singapore is rated among this graph as high figure. The foreign 

financial investment is also accounting for the large volume of foreign liabilities. As compared to 

the Asian countries, there are the dwarf stocks of foreign financial inflows. The countries are 

now more cautious with financial deregulation and also for the foreign financial liabilities.  

Graph 3 



 

This is also another financial interpretation about the EMEs which would shift the finance from 

bank-based to market-based. This is the central characteristic of this paper. For the sample 

countries, there is the comparison of relative importance of market-based versus bank-based 

activities. It is also observed that there is the financial turnaround in the capital markets which 

would be larger than the credit expansion.  

Graph 4 

 



 

For selected EMEs, there is now the discussion of the debt as the share of GDP. The above 

mentioned graph is showing the different GDP rates of the different countries. The Latin 

American economics are having the contrast with lower debt and GDP rates. The NFC and their 

lower levels are reflecting the financial access as compared to East Asia and CE. To much 

indebtedness, the Europe possesses the much lower household debts. This is not also exceeding 

from one third of the total GDP.  

Graph 5 

 



 

For the household expansions, there are different approaches of debts. The household 

indebtedness, there is the less expansion observed in China and Brazil. The overall growth factor 

is maintained and the variable is kept constant as well. The countries are arranged in this graph 

with debt burdens which would also be stayed low for their growth and also for the monitoring 

of growth care as well. There are now different experiences in the financialisation of these 

countries and this could be incorporated well from above discussion of these graphs.  

There is the depth debate on the financialisation for EMEs countries as well. The six 

interpretations of financialisation are differently presented for the empirical measures as well. In 

this mainstream, the element of finance is playing the important role. The most of the debate is 

held on the post-Keynesian, Marxist and institutional theory. These are explaining well the 

financial instability as the result of the market failure. The most related approach is the approach 

of post-Keynesian which is fruitful for the analysis of financialisation.  



Financialisation is a term used by the emerging economies. The term is used to define the 

increment in the size and the influence of the economies in the global markets. The initial 

research on financialisation was based on the economy of the United States. With the passage of 

time, the researchers found that there were many other emerging economies in the world which 

should be considered in the terms of financialisation. The previous research was based on rich 

countries but the current study is conducted on many other economies as well.  

The term financialisation is defined by the new economists as the role of the financial motives, 

financial actors, financial market and the financial institutions in the international and domestic 

economies in the world. It defines that these financial aspects are studied as the increase in the 

world. The previous researchers give the detailed accounts of the economies of the world in term 

of financialisation while the current study presents the different interpretations of the emerging 

economies (EMEs) of the world. It outlines the interpretations present in the literature. These 

interpretations help to find out important aspects of the financial markets of the economies 

(Karwowski & Stockhammer, 2017).  

The previous work in the aspect of financialisation is defined and conducted on the economy of 

the United States. The previous studies were broad and provided the detailed accounts on the 

various aspects and strands of the financialisation. These studies didn’t provide the 

interpretations which defined the important functions of the financialisation. The study was 

enough for that time but with the passage of time, it became difficult to settle the results of that 

study to other economies because the economies of the world are very much different. These 

differences are from country to country. The major names in the aspect of previous works are 

Shaw and McKinnon in the 1970s. 



The previous study was conducted on a single economy without any comparison to other 

economies of the world. The domestic financialisation was not enough to find the current trend 

of financial operations and the increasing size of the economic and financial markets. The output 

of the previous studies was detailed enough that the output was difficult to handle and 

understand. Many researchers conducted studies but most of them are useless for the today’s 

rapidly increasing economies of the world.  

The previous studies on financialisation provided results that were wide and broad but the results 

were not enough to accommodate these results on the economies of the world. The economies of 

the world have been changing with the time. The previous studies have been made in the old 

literature. The model used in the paper is used because it includes many emerging economies of 

the world. The model uses some of the most emerging economies of the world. The study 

provides the interpretations for many financial operations. 

The major interpretations that are found in the model are 

1- Financial deregulation 

2- Asset price volatility 

3- Foreign financial inflows 

4- Shifting of finance from bank-based to market-based 

5- Household indebtedness 

6- Business debt. 

These are some interpretations that can perfectly define and describe the financial operations in 

the financial markets. The financialisation of the countries depend on the interpretations found in 

the results of the model. For example, the countries that have highly deregulated financial status, 

usually face financialisation in the household and the inflation of asset price. These 



interpretations are not exposed to the capital inflows from the foreign powers. The study 

concludes that the domestic and internal dynamics of the economies should be studied carefully.  

Another major reason for choosing the model is that the model includes the comparison between 

the economies of different countries. The financialisation of the economies of 17 countries have 

been studied which concluded the results. The results give proper interpretations on the financial 

strands of these economies. The major portion of the model includes the comparison of the 

economies of 17 countries with the Anglo Saxon economies. The Anglo Saxon economies 

include the economies of the United States and the United Kingdom.  

The advantage of using the model is that it includes many emerging economies (EMEs). There 

are 17 major emerging economies used in the research. The results of the study give more broad 

results accommodating many or the economies. The disadvantage of using the model is that it is 

time taking and very broad. Although the results are more acceptable, the process has a large 

time span.   

The study included 17 countries. These countries belonged from different regions like African 

Region, Asian Region and other regions. The major countries that were included in the research 

were Mexico, Brazil, Argentina, Czech Republic, Poland, Hungary, Turkey, Russia, South 

Africa, India, Indonesia, Singapore, Malaysia, South Korea and Thailand. These countries 

belong to different regions like Mexico, Brazil and Argentina belong to Latin America, Czech 

Republic, Poland, Hungary, Turkey, Russia belong to Europe, South Africa belongs to African 

Economy while India, Indonesia, Singapore, Malaysia, South Korea and Thailand belong to 

Asian economies. The economies of these countries are broadly and critically reviewed and 

studied to find out the strands of financialisation. These strands help to find the interpretations of 

the economies.  



The output of the study is in the form of the interpretations of the financialisation. These results 

show that the advanced and emerging economies are more focused toward the liberalization of 

the economies. This liberalization usually derives the financialisation of the economies. The 

emerging economies of the countries are more deregulated. These deregulated economies of the 

countries give rise to new market-based financialisation. For example, the insurance companies 

and the pension funds. This fact increases the financial growth of these non-bank companies.  

The insurance and other market based financial business had the GDP of 50% only in the 1980s. 

With the passage of time, this GDP increased to an astonishing value of 200% in 2005. 

Similarly, the other interpretations of the study concluded different results which helped the 

economies to find out the vulnerabilities in them and remove them. The financialisation of the 

emerging economies in the cross-border business has also been increasing with time. This shows 

that the international capital has been increasing with the increase in the financialisation.  

The alternative model is the model presented by Shaw and the McKinnon in the 1970s. In these 

models, the study was conducted on the economy of the major Anglo Saxon Economies. These 

Anglo Saxon economies included the economies of the United States and the United Kingdom. 

These economies were considered as most developed economies at that time. The economies of 

the other countries were not considered as major economies. The study was conducted to find out 

a different and detailed aspect of the financialisation.  

The results of the studies were detailed and broad defining all the aspects of the financial 

operations in the financial markets. It concluded that the economies of the Anglo Saxon 

countries have regulated financial operations with less liberalization. The study was widely 

accepted that time but with the passage of time, these studies became obsolete as the 

financialisation of the economies became more volatile and liberal than the previous 



financialisation. The economies of the countries also become more deregulated with time which 

became the reason for the study to become obsolete with time.  

The major reason of unacceptance of these studies with time was that it was conducted on the 

economies of the US and the UK while many other economies of the world emerged with time. 

These economies were specifically called as the emerging economies and a study on these 

emerging economies was must in order to find out the trends of financialisation of the 

economies. These are the reasons on the basis of which these models were rejected and a new 

study was conducted. 

The financialisation is a very important and a critical term. It defines the important financial 

operations in the financial markets and the increase in the size and the influence of these markets 

in the world. The study was conducted to find out the interpretations of the emerging economies 

of the world which concluded that the financial deregulation of the economies help the 

economies to grow in an effective way. It also helps the economies to expand in the global 

markets. The liberalization also helps the emerging economies of the world. 

Economies effect of globalization 

In relation to examining the impact of financial globalization on different economies, business 

activities synchronization is an important one. The financial crisis of 2007 to 2009 is a witness of 

synchronized global downturn along with severe contraction of activities related to international 

trade. It was also observed that due to the financial interaction between countries they experience 

a downturn in foreign trade and activities. The Economic crisis of one country led all linked 

countries to bear same consequences. In this perspective globalization is most important factors 

which played an important role in spreading this effect. Globalization had brought all countries 

closer and allowed them to interact with trade and business matter so a strong bond was created 
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between them. As a result of which in different countries GDP increases up to 15% throughout 

the world in early years on 1980’s and before the start of 2007, this %age reached 25%. With 

globalization, another concept was highly emerging which is financial globalization or 

integration in the same years as a result of which FDI increased a lot. It made the countries more 

attractive for investments and capital inflows.  

From this point of view, it is empowering that emergency rate in developing business sector 

economies has declined outstandingly as of late, as nations have profited from better adjusted 

what's more, more restrained macroeconomic strategies and better managed and all around 

promoted household money related frameworks, despite the higher level of the capital market 

mix. In any case, policymakers in rising economies have turned out to be worried about 

challenges in keeping up macroeconomic and money related adjusts despite swings in capital 

streams since the worldwide money related emergency. Such concerns have concentrated 

specifically on instability in rate differentials and hazard hunger identified with the usage of beat 

money related strategies as the Fed and other develop advertise national banks have attempted to 

help action in the fallout of the emergency (Chart 5.20). EM policymakers have accentuated the 

swings in the conversion standard and surges in local credit following these swings and the 

expenses of overseeing such swings through ordinary arrangements (see for instance Rajan 

2013). 

Effects of Financial Globalization on Developing Countries  

Financial Integration in relation to the globalization and its impact on developing economies are 

not consistent. Even the positive effect of financial globalization collapsed over the period of 

time when it comes to growth rates which begins a debate amongst the financial and academic 

circle whether or not globalization provides a consistent answer to the financial developmental 
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needs of the developing countries. Through the use of de-jure and de-facto measure, the paper 

attempts to create a relationship between the financial integration and its relative effect on the 

developing countries. The measure, though didn’t produce a definite answer still, provides an 

outline of the factors that relates to financial globalization and economic growth.  

Financial wellbeing linked to economic development in concrete terms have been hard for 

researchers to develop as their attempts have failed to yield any robust relationship between the 

degree of financial integration and output growth. Consumption is considered as a mean to 

measure output which then connects with financial integration, measured through de-jure and de-

facto. Continuous research over the years showed little evidence of reduced volatility in 

consumption patterns. However, the relationship between higher integration leads to lower 

vitality in consumption was established with the data where countries with lower financial 

integration leads to more volatility. Quality of domestic institution was also used as sub-factor 

for measurement of economic growth as it leads to attraction of foreign direct investment.     

Financial integration in most models is measured through cross-border cash flow restrictions and 

foreign socks investments. However, the cross-border restrictions failed to measure difference of 

intensity. Stocks provide a direct overview of the integration without measurement error. The 

impact of the capital flow restrictions in terms of de-jure measure while that of openness 

measures in terms of de-facto is applied to industrial economics in order to understand the 

impact of higher integration with global growth. The industrial economies provides a reluctant 

view of openness in initial decades included in the study for measurement. Their increase was 

witnessed in the later years i.e. 1990’s. However, the capital restrictions’ relation to the inflow of 

capital was not consistent as Latin American countries were found with more restrictions but less 

control on capital flows.  



Developing countries on the other hand provides a total opposite view of the financial openness 

versus capital flows i.e. more financial openness but least capital flow. To make it more clearly, 

developing countries were further divided in to two groups i.e. Most Financially Integrated 

Countries and Least Financially Integrated Country. Purpose was not to create groups within 

countries but to study the impact of integration at micro-level. Categorizing helped to narrow 

down the restriction-differences, degree and timing of integration across the countries. 

Regression used for the paper will further mention any result opposite to descriptive measures 

(hypothesis) stated in relation to financial integration and economic growth.          

Measure of capital flow across the industrial and developing countries mentioned that net private 

capital flows in the shape of foreign direct investments and portfolio flows were seen flowing 

from the North (developed countries) towards South (developing countries). First evidence of 

financial integration versus economic growth was witnessed with FDI & portfolio flows towards 

Most Financially Integrated countries. Both these flows were not witnessed towards the least 

financially integrated countries and their prime dependent was on bank lending. However, the 

disruption in pattern was witnessed with Asian economic crisis owing to the retrieval of financial 

attraction i.e. greater returns over the investments. FDI volatile was least in terms of MFI’s but 

was still stable against LFI’s owing to permanency in nature. Portfolio flows were more volatile 

as compared to FDI’s. Depository receipts and cross listing were the other category that helps to 

provide descriptive measure of the investment flow. An important factor witnessed in regard to 

the whole notion of financial integration was witnessed in terms of institutional investors who 

finds the opportunity to invest in MFI’s, though not huge, but constitute a relevant high 

percentage in the stated markets. Stocks market liberalization offered a greater set of opportunity 



to the institutional investors to exploit the transactional and knowledge barrier of the individual 

investors.     

Capital inflows to developing countries is because of mutual benefit i.e. developed countries find 

a field to diverse their risk versus the advantages of capital inflows for the developing countries. 

Diversification offered through the concept of financial globalization encourages more capital 

inflow towards south. Indirectly, government’s macroeconomic policies in the south changes 

along with the policies of Northern government’s that lead to more financial openness and better 

integration to attract investments. However, absence of proper risk management raise volatility 

which negatively impacts the flow of the capital and wing to this, governments’ around the world 

look for financial risk sharing to avoid losses. Not only is that, it push governments to commit to 

future financial policies which change the internal dynamics of a country’s financial market.      

Empirical evidence suggested a six times growth of MFI’s FDI inflow versus the LFI’s. 

However, problems with taking FDI as measure to economic growth occur when research 

evaluate it on micro level that tends to show fragility and the fact that it still shows an association 

rather a strong relationship factor. Example include India & china growing rapidly while Jordon 

and Peru failed to get the benefits when all of them were open to financial integration. 

Researchers found that countries with greater income per capital were dependent on their overall 

productivity rather their capital-labour ratios. Important factors extracted through sub-Saharan 

African countries include physical and capital accumulation of the countries, flawed 

liberalization and cross-country regression as reasons that failed to bring the expected 

remuneration to these developing countries. 

Macroeconomic Volatility was constituted with two major factors i.e. consumption and income 

to measure against economic growth and to find evidence of its relation with the financial 



integration. Date depicted in the Table-2 showed that MFI’s income volatility was low as 

compared to LFI’s that shows a positive evidence in favour of the relation. However, the 

consumption volatile was not consistent and factors responsible to that include dependence on 

international investments for overall economic progress. Another important factor was that these 

countries undergo the internal liberalization at the same time as they went to international 

liberalization.  

Banking, Balance of Payment and overall macroeconomic cost are important to describe the role 

of financial crisis on the relationship of financial integration and economic growth. The 

disruption in these factors either through Asian Crisis that leads to with drawl of the foreign 

investment and the international crisis that slows down the investment activities leads to volatile 

consumption in developing countries.  

Undoubtedly, the financial globalization led to the closure of economies around the world and 

due to disequilibrium econometric framework, developing countries gets more prone to financial 

instability, especially with the arrival of financial crisis. These countries are likely to get caught 

in financial bubble and transmission of shocks is relatively better as opposed to conditions in the 

past where globalization wasn’t a phenomenon.  

Composition of Foreign Capital, difference of the resources within the country i.e. physical or 

human, shortness of term structure and inflexible exchange rate are the most important factors 

that increase volatility in a country. Developing countries with inflexible exchange rate get more 

attack on their currencies.  

Levels of human capital, depth of the financial market and the quality of governance provides an 

important measure of the threshold and absorptive capacity of the country for foreign investment 



return. Results suggested that countries with more developed human capital, better governance 

policies are likely to be more effective against the foreign direct investment.  

Measure to governance include the tax concessions, the liberalization policies, and government’s 

repute to present and stick with the offered financial policies leads to the better absorptive 

capacity. Corruption and transparency of the policy is important to establish relationship of 

government’s policies with macroeconomic volatility.    

Policies in relation to currency, exchange, transparency and composition of the infrastructure 

leads to greater effects on international capital flows. Investors might invest fir better return s in 

a country with negative perception to above mentioned factors but they will look to invest in 

assets with short term maturity that leads to crisis for these countries.   

This is a model that extends the concept of the capital asset pricing model (CAPM) to the 

international level I-e the investment and financial matter taking place on the international scale. 

The standard CAPM is normally used to determine the level of return the investors are supposed 

to get against the level of risk they face against the investment that they make. When this concept 

is taken to the international level and this model is implemented on the international level, there 

are many risks that are incorporated into the model that could impact the return on the 

investment.  

One of the most important risks that are to be taken into account is the foreign exchange risk 

because when business is being conducted on an international level there are many countries 

involved in the trade. Their economies depend on the exchange rate and the exchange rate has a 

strong impact on the business transactions. As the model deals with the anticipated risks and 

returns on the investments it discusses the exchange rate and the potential risk that it can have on 

the return on investment.  



The model was developed by the William Sharpe who was not only an economist but also a 

Nobel Memorial Prize winner. The economist was of the view that the return on investment 

should at least be equal to the cost of the capital and also that in order to get higher returns on the 

investment the investor has to take bigger risks. This model can help the investors in calculating 

the attractiveness of the investment. This basic model has been used on different levels and with 

different approaches and the international capital asset pricing model is one of the approaches 

and versions that exist.  

In 2013, Colacito and team worked on the concept of international asset pricing in order to 

understand the situation of business between the United States and the United Kingdom. The 

study analysed the exchange rates and the anomalies. The study also discussed the interest rates 

and some other factors that can have an impact on the rate of return in the business between both 

countries. The study discusses the anomalies that can have an impact on the equilibrium of the 

market and the frictionless operations of the market. A study conducted in 2013 by Hassan 

discussed the variations of the interest rates across the globe and discussed that how the size of 

the country is linked to the interest rate that the country regulates.  

The study discussed that the interest rates maintained by the big countries and economies show 

different trends as compared to small countries. The bonds issued in larger economies of the 

world are normally expensive in order to ensure that the shocks that come their way can be beard 

by the economy. The size of the economy has a strong impact on the variations in the exchange 

rate of the currency of the countries. When data is collected from this perspective the 

implications of the model are clearer. The risk factor linked with the investments made becomes 

much clearer and simple.  



There are many reasons why this model is chosen for the studies. This study is regarding the 

impact of the financial globalization and that is a complex and complicated field of study. This 

model is preferred because of the simplistic calculations it offers. This methodology is also 

preferred because it can be stress-tested to come up with the possible outcomes for the scenario 

and give dependable numbers for the return on investment. This approach helps in the 

elimination of the unsystematic risks attached to the system.  

This model makes an assumption that the investors hold a diversified portfolio. The systematic 

risk or what is also known as market risk is considered by the model. This is important because 

this risk can’t be mitigated completely in most of the situations so it is important to take this risk 

into the account. This model forms a theoretical relationship between the required return by the 

investor and the systematic risk attached to the investment.  

The return on the market is normally described as the sum of the dividends and the capital gains. 

The problem is faced the market returns become negative. As a result of this long-term market, 

returns are consumed to balance the situation out. The returns are not focused on the future 

conditions of the market but actually look on the past situation. The risk-free rate depends on the 

short-term government securities. The problem is that the changes in the short-term things come 

on the daily basis and this factor contributes volatility to the system.  

One of the assumptions made by the model is quite unrealistic and that can create problems when 

this model is implemented in the financial globalization. The assumption is that the investors can 

lend and borrow at the risk-free rate. This is impossible to achieve in the real market. This is the 

reason why the real minimum required return line can be much steeper than the calculations done 

by the using the model. 



The data used in the paper to analyse the situation include different growth patterns of the 

countries that are developing and the countries that are considered to be industrial. The patterns 

are to be analysed so that the answers to three major questions can be found. The questions 

include the question that does the financial globalization promote economic growth in 

developing countries? What is its impact on macroeconomic volatility in these countries? What 

are the factors that appear to help harness the benefits of financial globalization? The study 

followed the total percentage change in p c GDP of 24 countries over the years of 1980 to 2000. 

All this data was used to analyse the impact of the globalization and the growth of economies 

was analysed so that pattern can be formed to see how impactful the financial globalization can 

be for the developing countries and the developed countries.  

The paper suggests that many developing countries experienced higher growth rates theoretically 

but when the matter is integrated practically it becomes difficult to set a robust causal 

relationship between output growth performance and the degree of financial integration. The 

evidence presented in the paper suggests that low and moderate levels of financial integration 

may have made some of the countries face an even greater level of volatility of consumption 

relative to the output generated.  

There is no proof in the data analysed that the financial globalization has benefitted country’s 

growth but there is evidence that some of the countries have experienced a greater level of 

volatility as a result of the phenomenon. The paper does not talk much about the appropriate 

choice of an exchange rate regime. This is an important factor but it was left by the researcher 

for the future researchers to analyse the impact of this factor. 

There is evidence of a positive relationship between level of economic development and the 

embracement of financial globalization. In the developing countries the same pattern is observed. 



Another observation that was made in the study was that the financial integration is not a 

sufficient condition for a fast economic growth rate either. Financial globalization in 

combination with good macroeconomic policies and good domestic governance make a smooth 

way to progress. It was found in the study that the risk factors linked with the financial 

globalization is dependent on the macroeconomic policies and domestic governance.  

Arbitrage Pricing Model can serve as an alternative to the CAPM. It uses fewer assumptions than 

CAPM but is harder to be implemented as compared to CAPM. The arbitrage pricing theory 

(APT) was developed by Ross on the basis of the prices of securities being driven by multiple 

factors. These factors can be grouped into company-specific or macroeconomic factors. The 

difference is that the CAPM there is clear indication of the identity and the number of factors but 

on the other hand APT does not perform that. For CAPM formula there is a requirement of 

expected market return, on the other hand, APT uses the expected rate of return of an asset. In 

the APT model, the return flow of the asset follows a factor intensity structure. The returns could 

be expressed using the formula: 

ri = ai + βi1 * F1 + βi2 * F2 + ... + βkn * Fn + εi 

ai is a constant for the asset 

F is a systematic factor, such as a macroeconomic or company-specific factor 

β is the sensitivity of the asset or portfolio in relation to the specified factor 

εi is the asset's idiosyncratic random shock with an expected mean of zero 

The developing economies from north to south has brought an immense change and reached new 

levels over the period of time. These changes are noted and being portrayed deliver the best in 

favour of these economies. A major factor of this is financial globalization and its elements. The 

financial globalization has posed some threats to these economies while also imposed the 



betterments. Observing the facts, the major notables include use of International Aspect 

Financial Modelling as the major integrated part of capital assessment. The study has attained a 

level demonstrating the betterment to an extent which is that it is difficult to find a robust 

evidence to support the proposition that financial integration helps developing countries growing 

stronger. The researchers say that lack of empirical evidence does not necessarily mean that there 

is no benefit of the phenomenon and only the increases the risk factor. More research or 

changing the approach might find some strong evidence to support the fact that financial 

globalization helps the developing economies. The arbitrage model is considered vital in 

development of financial model for study the impact of financial integration through the de-jure 

and de-facto measure.  

Impacts on convergence and growth values 

The gross domestic product was calculated with the help of technology level for the investment 

procedures. This starting wave was regulated with the population growth values where the trade 

openness can be effectively regulated with the investment opportunities for the economies. The 

main factor relates to the economies and their effect on the productivity and growth terms. The 

activities which were made in targeting and outlining the results for economies make the 

situation start from the early eighties to the year 2009. Here the sample size is restricted to the 

developing as well as members of OPEC countries. These are chosen because of the exports in 

the controlling the macroeconomic structure of the country as well as promoting consideration 

for the alternative measure of the financial approach. 

There comes a fact of relating the effected of total productivity factor with the Gross domestic 

product for the dependent variable. The variation exists in sharing the risk patterns for the 

country. If the globalization is considered as a positive wave for the local economies, it will 
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provide an example for the main side of the fluctuation’s inside of the conclusion, the patterns 

for the risk sharing abilities do provide enough treatment procedures for the results. The impact 

on economies can be correlated with the risk sharing abilities where the portion set for the 

countries. In the first wave, the contribution has been proved for the risk sharing abilities. The 

main point for the risk sharing factors is given through the economies for last decade for the 

previous decades. 

Impacts of monetary policies on Economies. Monetary policies have been important in 

signifying the areas which require further evidence from the funds made to encounter the design 

variables. The main sides of the targeting areas related to the inflation and their negative effects 

on the economies. If the first case of cross-border trade is developed, there are changes in the 

wealth distribution factors. The main objective was to study the financial assets to determine the 

structure of the important policies. The importance for the price stability remains equal for the 

impact. 

Limitations for the economies 

There were changing financial crisis when the economies had a major drawback for the change 

in assets. If the century’s economies have been judged with the positive influence of the reduced 

barriers, these assets have made the open end of the globalization movement in a simple trend. 

The markets which are complete with a request to the economy of a specific country make the 

financial policies for the dependent values. The barriers which make the investment help to make 

the changes in economic growth policies for the agency where the globalization has impacted 

with the mentioned factors. In the first case, the areas were modified with resembles for the 

globalization effects on changing the economies. 



The main factors were the opened and cross-border trade which made the economies shift 

towards the increasing side of success. If the first consideration is related to the help of economic 

theory, the literature states that this approach will provide open economic growth for the 

developing countries. The evidence which comes from the capital functions may provide a new 

approach to the financial globalization. Economies have been affected in a negative way to 

reinforce the changes in the financial sector. There are areas which focus on the importance of 

financial globalization as the productivity factor is effected in developing countries. 

Economies of poor countries have also faced a severe effect on the financial globalization. In the 

first since the matters were related to the events of assets between the rich countries. In the first 

sense prove beneficial and in the second reversal, this made the side move on the first wave for 

the diversifications. The importance of diversification is related to the assets of rich countries. In 

managing the first-hand capital for the use involve the impacts of business activities, this will 

prove as a beneficial effect for the most of the capital flows. The estimates which make the 

massive flows change the access for the merging countries as well. 

There is a change in the economies of the markets where the foreign capital services are the main 

sides for the change in globalization factor. There is a change in the market systems for the 

economies which have incorporated the financial development across the most prominent factors 

for globalization. In the first stance, the development encourages the change in the whole sector 

and this makes the sides change towards the most important side for the average of globalization. 

In 2016, Fernando Broner and Jaume Ventura worked on an article with the title “Rethinking the 

Effects of Financial Globalization”. In this article, the authors discussed the impacts that the 

globalization can potentially have in future the impact that the globalization already had on the 

modern world. The authors discussed that over the past couple of decades there are many 
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countries who promoted the cross-border financial transactions. The researchers came up with a 

model to observe the impacts that financial globalization had in these countries and how it has 

changed the global market over the years.  

The presented model emphasized on the role of the imperfect enforcement of the domestic level 

debts and the interaction that happens between foreign and domestic debts because of the 

globalization. There are many outcomes that can be generated as a result of the financial 

globalization and those include domestic capital flight and the ambiguous impact on the net 

capital flows, growth and investment.  

The inflows of capitals is also a fruit of this phenomenon and the higher growth and investments 

in the domestic market of the countries increased and this is also because of the financial 

globalization and its popularity among the countries. The impacts are not all good as it promotes 

the volatile behaviour of the capital flows and it can be a reason for the introduction of instability 

in the domestic financial market. The model proposed by the researchers also discussed the fact 

that the impact of the globalization depends upon the level of productivity and development to 

the economy under-consideration and the level of institutions 

Crisis effects in single country 

With the aim of examining the fact that to what extent business activities are synchronized due to 

financial globalization and what is the impact of financial globalization in crisis transmission 

occur in one country. This study was based on the observation at the time of financial crisis from 

2007 to 2009. This study took a sample of different countries particularly form central and 

Eastern Europe to analyse the impact of financial globalization. On the other hand, different 

measures were taken related to financial interactions such as FDI linkages. With the help of these 

measures, it was investigated that how variation in financial global market changes linked 



economies. It provided results about either financial integration have a direct or indirect impact. 

Different instruments such as financial integration were used to investigate indignity problems. 

The aim of this study was to assess that how companies become dependent what they interact 

with financial matters.  It resulted from this study that due to trade linkage production cycle 

become similar which creates business cycle synchronized.  

Financial Linkage 

Due to the financial linkage, output correlations are created due to which more similarities are 

developed. When the business structure is same then it is obvious that there is as strong and close 

relationship between countries. When a country is engaged in foreign trade then its business 

cycle is complete by the contribution of other countries. When any single developed country is in 

financial crisis then the whole business cycle is disturbed. It provides that financial globalization 

leads towards business synchronization which carries benefits as well and negative impacts. 

Financial openness is an important feature of globalization as countries which are more open to 

trade are more financially integrated.  

The link of business cycles in America has imparted the different type of strategies. These are 

used in different studies to gather a resource of the whole effect. A model which is presented 

from the literature studies explains the form in such a way that the business cycles has been 

affected by different kind of business activities. In the reference to post-Bretton Woods Era, 

there was a continuous decline in the business areas.  The model which helps to describe the 

economies helps in diversification and political gains from a different type of international 

assetsInvalid source specified..  

Second, the advantages of capital record mix on development have a tendency to rely upon limit 

impacts. Nations with more created residential money related markets, better organizations 



what's more, better adjusted and more trained macroeconomic strategies have been appeared to 

receive more noteworthy development rewards from capital record receptiveness (Kose et al. 

2009). Such nations will be less helpless to a trade market or keep money emergency, and prone 

to increase higher comes back from the extra venture made conceivable by capital inflows. From 

this point of view, it is empowering that emergency occurrence in developing business sector 

economies has declined prominently lately, as nations have profited from better adjusted also, 

more restrained macroeconomic approaches and better managed and all around promoted 

household budgetary frameworks, despite the higher level of the capital market mix.  

Many investigations have investigated the subject of why the pace of budgetary globalization 

surged in the years before the money related emergency (e.g. Path and Milesi-Ferretti, 2008). 

While the answer has numerous aspects, the drivers of pre-emergency money related 

globalization seems to have been both macroeconomic (the ‚Great Moderation‛ of more curbed 

business cycles, lower loan fees, and lower unpredictability that had won since the mid-1980s) 

and auxiliary (years of fast money related advancement, in a setting of money related 

deregulation and less stringent supervisory measures). These macroeconomic and auxiliary 

factors should likewise be put into the more extensive set of two central changes in the 

worldwide monetary structure: the commencement of the European Monetary Union and the 

surprising development and improvement of developing business sector economies what's more, 

budgetary frameworks (and the opening of their capital accounts) in the course of recent decades 

There is a different type of benefit in financial globalization. This procedure basically impacts 

the economies. If the cross-border trade is opened it will benefit both of the countries. The 

relationship between the minor investors and the corporate governance. Basically, it will provide 

a policy of grabbing a person had towards specific kinds of development.  These are the areas 



which help to relate the previous studies from different authors in the perspective of gathering 

advantagesInvalid source specified. 

Finance related facts with Globalization 

In another paper, Kose, Prasad, and Terrones (2005) find that use precariousness really moved 

(concerning yield eccentricity) in making show economies amidst the present time of money 

related globalization—a finding that straight discredits theoretical needs. Potentially most 

jumbling of all are the exposures of Prasad, Rajan, and Subramanian (2007, beginning now and 

into the not so distant PRS) likewise, Gourinchas and Jeanne (2007), which fling nippy water on 

the acknowledged complementarity between remote capital and fiscal headway: it shows up that 

nation that development all the more quickly are those that depend on less and not more on 

outside capital, and thusly remote capital has a tendency to go to nations that experience not 

high, but rather low profitability change. (DANI RODRIK, 2009).  

Business Impacts 

There is a change in the experience for the profitability factor. Central confirmations about the 

change positive states of cash related breaker owe much to the way that impacting business to 

zone economies have, as a social affair, experienced far higher joined progress since 1970 than 

other making countries or even mechanical countries (Figure 2). Banishing China and India from 

the vivacious review of having markets impacts the execution of this get-together to look less 

surprising, paying little character to how it is so unmistakably superior to that of the get-together 

of other making countries. (Eswar S. Prasad (2007). 

Recent Wave of Globalization 

The information which is gathered from the literature explains that different economies which 

are based on Industrial sectors. The main point of risk sharing services remains limited in the 



context of events. There are potential gains which are not exploited in the same areas. Therefore 

there is a future consideration on the specific part. The studies from few articles form literature 

like Sorensen et al 2007 show that the chances of risk are increased in terms of the recent wave 

of the globalization. There is a group which has been limited in terms of different type industrial 

economiesInvalid source specified. 

The countries have sped up their economies and the ratio in the financial levels have been raised 

due to the fact that financial integration has raised the factor of direct investment form different 

foreign countries. Now the effect of the whole system was that their financial services got a 

bloom of 40 % in the residing years. 

Another lesson was to realize the importance of accepting shared facts. It provides that under 

globalization if one country is facing any crisis or difficulty, then its impacts must be shared by 

all liked sates. In this way, all linked countries will benefit and will lose at the same time. Failure 

of globalization also led to realize the negative aspect of giving misinformation to the public. All 

these consequences were bored due to overselling of globalization 

Macroeconomic Effects 

A detail description is made according to the variations of the economic growth in for the various 

factors which need to be sought out for the next globalization period. Whenever there is a change 

in the globalization factor the economies of the local, as well as developed countries, face laps of 

change. In this context, the scenario is listed with the strong capital flows and reconsiders the 

impact of improvement with the benefit of enjoying the side of the financial globalization. In 

detailing effects the reason which is related to the economies, the period of growth is mostly 

indented with the channel of output performance and this form the perspective of 
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macroeconomics. In the first case the main side of the argument matter form eh economic side of 

the welfare where the countries have proved in a negative sense. 

In the first area of the output, there were fluctuations in the consumption of growth factors for 

the developing countries. The sides for the welfare economies provide a role for the financial 

globalization to make changed in the effect of the borrowing. 

Frictions in the Financial Markets 

There are reforms present in the risk where the economics of the countries have been detailed 

with the help of reverse actions.If the financial investment can change the markets for the rich 

areas. The main side of financial globalization was related to the change in cross-border trade. 

The effects were related to the financial globalization awareness. If the important side of the 

models has been related to the help of globalization. In the scope of financial globalization, there 

were important areas listed with the fact of changing economies of rich and powerful countries. 

Emerging Markets and impacts of financial globalization 

There is a difference in macroeconomic policies which form the changes in financial stability. 

The main side of polices was related to the economics of changed in solid growth stages where 

the rising inflation levels have changed the concept of economies of countries. The export level 

and growth expertise will be present in the competitiveness of the tighten flows and this helps to 

change the experience of the economic areas. The economies have been effected with the help of 

the policies. This provides a slow depth for the sluggish persons and the recoveries are important 

for the United States to have provided a change in globalization. 

The flow of cash includes the sides of the emerging economies where the inwards areas are 

strongly regulated. The number of advanced areas has been reported in the capital flows period 

and provide a change in the global appetite for the risk sharing areas. 



Integrated Economies 

The relative effects of the financial globalization have proved a stand for the economic activity. 

The main site for the integration and impacts of the globalization has produced the changes in the 

financial sector. The economies have studied with the help of a change in measures which have 

provided to the economic situation of the developing countries. The main side depends upon the 

rich and poor economies where the side of the economies of the developing country has been 

listed with the cross sectional variation for the country. 

European Economies and Impact of globalization 

There are changes in the economies of the developed countries. The first side of the financial 

globalization reflects the change in developing countries. This makes most of the side of the 

argument. When the developed countries have provided enough information to predict the 

impact, stats are used to further analyse the effect of the income levels. 

Advanced Economics 

There is evidence for the advanced economies. Financial globalization is the main important 

factor for the economic growth where there are risks for the globalization levels. The improved 

situation in the diversified areas related to eh greater sharing risk. There were imbalances present 

in the countries which provided the change in the income levels for the minor scale for the 

income levels. There were risk factors present for the companies which have provided important 

scale for the US funding’s case. In this context, it is important to make the side of cross-border 

integration for the European areas for the countries which have raised the income levels for the 

international trade. These economies have been an important part of the legal frameworks as the 

side for framework activities. 



These economies had a portion to change the side for the foreign liabilities. The change in the 

currency for the United States has provided a change in capital gain and change in structure for 

the currency set. There was a change in the financial patterns for the mature economies which 

made the die to move against the balance sheet and leverages. The long chain for the economies 

have been related with the monetary policies and provide the economic sector for the central 

banks. 

Emerging markets have made the side to move from the economic sectors and prove the nature 

of emerging markets in the long run for the local markets where the change have been provided 

for the role of investors policies. The initial change was developed through the cross-border trade 

and it proves the side to become an important set or the mature markets. The change in the 

market has provided the prosperity for economies which make the side for the communication. 

There was a drop in market integration facts which made the sources to move from trade routes. 

This made the sides of change in for a present year to the yearly study. The main side of the 

economies provides an absolute variation for the domination study. The change in the mature 

economies has been led by the countries especially from the United Kingdom to Eastern Europe. 

The change in capital flows will produce the effect for nature of the economical set. 

Asian Economies 

The effect for the Asian Economies has also been mentioned in the downsides of the trade 

agreement. The first stage was measured with the help of cash flows and their reason of financial 

globalization was made to move against the patterns for the debt levels. The study is related to 

the Europe and Asia figures. This provided the side for development which has been done 

through the financial globalization sector. There is a strong description available for the 

economics of the country and existing countries. The economies which were most radical in the 



mainstream areas proved a set for the individual agents. The main side for the version was 

related to the failures of the market. The societies which have been replaced in the financial 

markets have broadly classified for the uncertainty in the region for past experiences. The effects 

of financial activity make the side chain for areas where there is a bond driven for the wave of 

financial The main power for the economies is related with the changes in the commercial 

versions and the sides remain important areas for the banking sector. 

Foreign Equity and financial impacts 

The term of introducing the relation of equity for the foreign funding rived an important side for 

the growth variables in the county. In the first stage, the variation sets for the later part of the 

company. The example of the financial impact on economies can be generated with the help of 

simple example which included the change in balance from the markets. The change in portfolio 

investment values has been an integral part of the whole reversal areas which make the size to 

implement change in the form of empirical evidence. The sides for the sharing the ratio for the 

economies have provided a rule to the emerging markets. The main side of the area is related to 

the bonds which have been provided in the context of market patterns.  

The share if the diversification also allows the motivation for the shared risk and there are 

international trade routes are present for the consumption side, The first side for the financial 

globalization effect helps to predict the advances for the next wave generation. In the first stance, 

the reasons are related to the more risk patterns. If the consideration is related to net cash flows 

the emerging markets will face a change in the required values. 

Conclusion 

Financial globalization is a wide topic covering many important aspects included in the topic. 

The study on financial globalization includes the financial operations of the countries across the 
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border. The countries used to trade within their premises in the past. With the passage of time, 

the countries started to expand their operations across the borders which increased the financial 

globalization. Nowadays every country is involved in the financial operations in which the 

countries tie trading relations with other countries. 

Financial globalization increases the chances of financial development of a country. When a 

country gets involved in financial globalization, the investors from the other countries start 

investing in that country. Similarly, the traders of the local country also start trading their 

products into the other countries which increases the economic growth rate of the country. It is 

important for the countries to increase financial globalization so that the economy of the country 

can grow in an effective way.   

The countries who restrict the financial globalization, usually encounter financial crises which 

destroy the economies of the countries. It means that the financial crises of a country are 

controlled by its government. If the government is more trended toward financial globalization, it 

is less likely for the country to be captured by the financial crises. It is also seen that some 

countries use different types of discriminations in the financial globalization. The foreign 

investors are discriminated on the basis of their foreign nature. This may seem fine at the time 

but the problem gets critical in the international market. It is important for the country to keep 

trading without any discrimination. Every investor and trader should have the equal type of 

rights.  

The financial globalization is accompanied by the financial integration. Financial integration is 

the process in which the markets of the countries get integrated into each other using financial 

globalization. The financial integration increases the trade openness for the countries into cross-

border markets. The financial integration is used through the policies that are made by the 



government of the countries. These policies define how the market of the country will get 

involved in the financial operations of the international trade. Many authors have conducted 

researches on the topic using different measures like de facto, de jure measures and KAOPEN 

index.  

The major operation in the financial integration is the flow of the capital account. The capital 

account of the country includes the inflows and the outflows from the country. The more will be 

the inflow of capital, the more will be the capital account of the country. It is important for the 

country to effectively control the capital account. The measures used to control the inflows and 

outflows include the de jure measures and de facto measures. These measures use the data from 

IMF’s AREAER report. The report includes the data conducted on the financial integration of 

almost 60 countries over a time span of 42 years.  

The financial integration also helps the economic growth of a country. The countries with higher 

financial integration will enjoy more trade options across the borders and more capital inflow in 

the country. This will increases the chances of growth of a country. It also helps to mitigate the 

risk of financial crises. The financial integration is beneficial to some extent. If the financial 

integration exceeds its limit, the capital account of the country gets out of control which 

increases the risk of financial crises.  

The impacts of financial globalization on the economies are wide. The countries that are more 

financially globalized, usually encounter more growth rate in the economies. The impact of 

financial globalization on economies depend on the type of economy. If the economy is 

considered an emerging economy, the impact of financial globalization will be positive. If the 

economy is an advanced economy, the impact of financial globalization may be neutral.  



Chapter # 3 

Financial Globalization Risks & Crises 

Introduction 

Financial Globalization Risks 

The expansion of size and nature of the international markets has proved a target source of 

attention for the world during the past years. A work carried out by Lanes help to simplify the 

situation in this regard. There is an increase in trade activities with different neighbouring 

countries. This helps to improve the stocks and provide new sets of Bonds and Equity for people 

in shared regions of the globe. This is the first pace of globalization. The results of the different 

type of studies from policymakers presented that financial globalization is the step towards the 

design of monetary plans. These monetary plans are the part of the growth in the financial 

sectorInvalid source specified..  

The effect of globalization and its risk are well explained with the help of risk sharing behaviour. 

The risk-sharing activities were measured with the help of coefficient. Risks are present in the 

output rates for the risk-sharing activities. Risks are present in the form of limited periods. The 

patterns are provided for the bond sharing activities. There is risk present for the repayments in 

the management system. The variation for the risk sharing opportunities is present for the default 

risk systems. Risk sharing activities are present only for the times where the debts aren't present 

for the interest rates. 

Risk sharing activities are present on the sharing periods for the international system for various 

periods. The risk management is present for the ratio where the integrated period is related to the 
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coefficient. The financial globalization effects the change in risk sharing activities. Risks are all 

present when the corporate insiders were present for the investors in equilibrium policy. The 

systems are related to the fact of emerging the patterns for country-specific values. The risk-

sharing activities were related to the history of the laws and location. The risk is present in the 

financial development sector. This comes under the impact of the financial globalization. There 

was risk involved in the capital flows for the financial globalization. The mutual benefits also 

correspond with agencies which deal with the private sectors of the corporation and gather the 

existing controls form the firsts. The method is related to the leadership and shareholders 

practice. 

Forms of Risk in Globalization 

The type of risk is involved in credit risks system and form the areas for the excessive system. 

The institutions are present for the areas where the financial institutions have formed the 

requirements for the loans making systems. There is an example of the credit risk system which 

can make the interest payment system to value for the risk management scene. The areas which 

are related to investment where the sides for the money were treated with the risk having sharing 

effects. There are links with money making effects as most of the risk is related to the cash flow 

of the payments. 

The involvement can form the risks for the selection of the loans. The low-risk firms have been 

made to form higher risk areas are involved with the return of making the cash flows. Whenever 

the systems are related to the hazards of the management system. The cash flow has been related 

to the interest rates. This will form issues in uncertainty values. The areas for the projects are 

related to the investment projects. The risk is related to the factors for involving the basic types 

of risk-sharing opportunities. This will relate the event to risk sharing in financial globalization 



The annual gross flows are more volatile and the measurement of error on the gross flows in the 

financial integration. The problem creates many issues in the financial integration. The best 

solution to this problem is to use the sum of the gross stocks of the external assets and the 

liabilities as the ratio to the GDP. The stock measures also help in the risk sharing in financial 

integration. The countries with more foreign assets and stocks include large valuation effects 

which help to create a mechanism for the purpose of risk sharing. The risk sharing also helps in 

the aspect of the net assets positions are very small.  

The international risk sharing in the financial globalization helps the countries to reduce the 

volatility of the consumption growth of the countries. The macroeconomic volatility may affect 

the financial development which should be mitigated by using the risk-sharing techniques. The 

international risk sharing techniques help the financially integrated countries to effectively trade 

in the cross-border trade and financial operations across the countries. The countries with no 

proper risk sharing mechanism usually encounter many problems in the international financial 

operations.  

 

Literature Review 

Financial Globalization Risks 

Concept of Bank 

There is a concept in a different type of central banks which allow targets to be raised in terms of 

their financial meaning. The sole purpose of this task is defining the stability of price. This helps 

in achieving a different type of money matters. Now there is a significant point which needs to 
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be explained in terms of cross-border trade.  These activities involve different methods in which 

exchange is gathered for the purpose of defining the targetsInvalid source specified.. 

In the literature, there are different cases which represent the meaning of price stability. The idea 

given by King and Wolman (1999) Invalid source specified. have also changed the scope of the 

topic. A rule can be described in terms of different models. First is the model which is given 

related to stabilizing the prices of goods. This rule helps to solve differences inefficiencies which 

relate to the cost distribution of products. In the concept of an open economy, there are factors 

which depend on the structure of the international market. 

Idea of Stability 

The idea given by Benigno (2013) relates that a stability is defined in terms of producer prices 

when there is a proper set of completion in the financial markets.  There is another source from 

the issue which focuses on the stability of goals related to different types of monetary policies. 

There are different types of issues which are related to the drawbacks of the case study. In the 

context of International Markets, there are areas which proceed the growth of different 

functionsInvalid source specified.. 

The subject of Risk Sharing attitude includes the conditions of the international financial market. 

These things consider the weakness of different strength related areas of the market. Financial 

Markets are yet acceptable to focus on the consideration of different subjects. If a chance of 

relaxation is given in terms of monetary benefit, there are risks which may be involved in sharing 

responsibilities. These affect the structure of the system. This analysis is important directions for 

studies to gather direction related to the literature survey. 

There has been an issue relating the factors of the model.  The portfolios are the biggest line of 

difficulty in financial markets. The process developed by Devereux and Sutherland (2006) 
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helped to solve the problems in literature. The main point is the incorporation of different models 

in the strategy. The first point is the open economy and second is price setting policies. In the 

initial scenario, there is simply involvement price setting techniquesInvalid source specified..  

Bonds 

In the second case, the explanation is given by bonds which help to make the different type of 

commitments and gather substantial advantage form the scenario. This is done through a 

different type of activities and business strategies. The whole structure is a risk-based system 

where there are no strong chances of benefit. The assets may become the first line of defence in 

the first case. There are examples which supports the statements. In the risk of a trading different 

type of course related events, assets always play an important role in integrating the areasInvalid 

source specified.. 

The basic purpose of model making is the discovery of issues, which are related to the fact that if 

an approach is made, the model gives a solution to the plan. The number of gross assets is the 

main configuration for the market. They are affected by the factors related to macro models and 

monetary policies. The importance of the monetary policy cannot be underestimated. This is due 

to the fact that it helps to determine a flexible price equilibrium in the products.  This will 

directly affect the economy of the people. The second role is the independence in the areas 

related to the flexible price economy. This maintains a strict choice of the price flexibilityInvalid 

source specified.. 

The information also provides a deep insight into the figures which different countries are 

holding in gross assets positions. The company can also regard the areas which constitute the 

increase in the assets, providing financial flexibility to the organization. Freidman (1953) 

exhibited a model to all the previous set of the topic. The main type of ideas which were linked 



in the paper relate to control the trade of adjustment of prices. He suggested that there is a 

sluggish growth in the patterns goods price. The argument which is made helps to consider the 

exchange rate in different types of price levelsInvalid source specified..  

Dynamics of Markets 

The information given from the previous insight is related to the comparison of dynamic markets 

and their relation with the equilibrium models. The model studies through the work of Devereux 

and Sutherland (2006) helps to expand the approach to the different type of events. The 

information from the Engel and Matsumoto (2006) and followers help to understand the different 

type of effects of Financial Globalization. The ideas are related to the price models and their 

justifications are related to the subjectInvalid source specified..  

A slightly older literature examines the areas relevant to the tasking of trade in a different type of 

bonds. This is the way in which things are carried out to promote the cross-border trade and 

change the economy of people. The work of Svennson (1989) examines all the positive features 

in trading but there are issues which are related to characterization of monetary policies. His 

word did not clearly present the specific type mentioned in the monetary policy. This was studied 

through a different type of resources and effective understanding was obtained from the 

workInvalid source specified.. 

Importance of Trade 

There is an importance of trade in organization sector. Without the trade, there is no successful 

generation of finance. Therefore trade activities have involved a different type of advancements 

in the current region. The studies of Kindle Berger (1962) and Meltzer (1976) have repeated 

different type of concepts. The literature survey present a link between the trade volume and 



business cycle. There are numerous reports in the literature which represent findings related to 

the similar topicInvalid source specified.. 

Theories of Simplification 

There are theories which are presented in the range to get a simplification of the idea. Factors 

like oil prices, currency fluctuations and cross country relations are important in the case of 

describing financial globalization and its effect. The concept of product sharing is responsible for 

the goods distribution. There is a different type of communication and transport variables which 

include a part of the chain of events. It is considered profitable to divide the production process 

into different parts to gather a different type of resources. Hummel’s et al (2001) described it in 

the full descriptionInvalid source specified..  

This phenomenon is not a new concept to be discussed in the terms of the business context. 

These activities are regulated form the views of different people. There are different type 

measures which are regulated for hundred years. The start of this problem was made during the 

First World War. A side effect of the pattern of financial globalization was covered through 

different type steps. The information given by Mundell says that 1907 was the year when there 

was a step involved in changing the business-related activitiesInvalid source specified.. 

Variation of Oil Prices 

The variation in oil prices allowed different people to invest in the business. There were the 

relative amount of funds available to be exploited in the market. At one stage there was a 

problem of funds collection. When this activity was maintained as the cause of the first initiative 

then the second step was the incorporation of these funds in the finance department. This was 

carried out to give loans and make proper investment. There was a crisis in the capital flows 

from the history. Now to solve this issue the concept of Bonds was used to solve the crisis. There 



was a different type of investment opportunities added to the market in the context of Financial 

GlobalizationInvalid source specified.. 

Financial benefits of Globalization  

Levine (2001) discussed an idea related to the financial benefit of the globalization. The first side 

of the story was linked with a degree of integration. This growth helped to integrate different 

markets and there was the interconnected world. All the business activities were gathered 

through a different type of systems. The main involvement was the deeper understanding of 

markets and making close relationships with the caseInvalid source specified.. 

There is some risk which is mentioned in the literature by different authors. The financial crises 

can be the most demanding in the history of the study. The examples from the past cases of 

1997-98 relate that if the financial infrastructure is not properly described, there are 

consequences for the negligence. Frankel (2000) made a clear statement that the international 

markets are using the trade route to expand their interest and share with different types of 

marketInvalid source specified.Invalid source specified.. 

He made a strong point on the limits which were maintained as the possible side of the 

integration. Musa (2008) showed that use of technology has created different sort of issues for 

the general public. This policy should be regulated to stop the financial flows from happening. 

The negative event which came after the thought of financial globalization presented the events 

of, world war and depression crisis, which affected the economic run in a negative wayInvalid 

source specified.. 

Role of bank in globalization  

The role of the bank has also been cited in the literature to display information. The major 

financial policies which are regulated in the area, are the banking procedure and the cash flows 



which were carried out in the term of finance. This point is clearly emphasized in the longer run. 

The relation of globalization with the advancements has significant information dated back to old 

sources. There is always a link between financial management and growth in the corporate 

sectorInvalid source specified.Invalid source specified.. 

The division of the process helps to gather a different type of resources. First, the work is 

efficiently divided into different categories. This will help the efficiencies to be achieved in the 

first context. Process variables like production and distribution are made clear by the respective 

author. The introduction of different integration helps to give similar linkages in cross borders 

trade. This is simplified in the case as in the events on nine eleven, the centre for all the trade 

activities was attacked. It directly affected the cross-border trade and USA immediately closed 

his border to stop all kind of activities. There was a virus spread in Asia which halted the 

production of computers and there were concerns over the industryInvalid source specified.. 

Effect on Aviation Industry 

The aeroplane industry was also affected. The production of Planes was stopped and the industry 

faced a different economic crisis. This all represents the importance of cross-border trade and the 

factors which make the industry dependent form production. The main production line of the 

Boeing was seriously affected as there was a specific linkage between the groups. The purpose of 

mentioning this activity is to gather resources in an efficient way and acknowledge that the 

cross-border trade is an important step for the financial globalizationInvalid source specified.. 

Different Models and theories 

There are difficulties in measuring the extent to which the production services are measured. The 

information’s gathered for Chen et al (2005) help to summarize the different type of concepts. 

The trade flow is discussed in the context of America Economy. Production sharing related the 



U.S manufacturing ratio. If there is an increase in the production and manufacturing line then the 

US will encourage the flow of product and a sharing will be carried out in the sequence of steps. 

The companies which are manufacturing at a big ratio as compared to us are also discussed as a 

part of globalization. They compete for the production related activities in America. Therefore 

there is a relation of these things with the focus available for the volume of the tradeInvalid 

source specified.. 

There is a different type of benefit in financial globalization. This procedure basically impacts 

the economies. If the cross-border trade is opened it will benefit both of the countries. The 

relationship between the minor investors and the corporate governance. Basically, it will provide 

a policy of grabbing a person had towards specific kinds of development.  These are the areas 

which help to relate the previous studies from different authors in the perspective of gathering 

advantagesInvalid source specified.. 

Case Study Model 

The next focus comes on the part of companies which have less part in impacting the production 

facilities in America. They are given least importance in the whole sector.  A model is developed 

by using the case of literature as the part of the Backus et al (1995). The information which is 

taken from the case relates the fact that there should be an easy mode of elasticity to transfer 

goods between different types of productsInvalid source specified..  

The location of the production plants is important in the case where different cost are accessed 

through countries. A link is generated between the companies which share their production with 

different activities. This also provides a relation between the shares of production in the trade 

and correlations with the manufacturing systemsInvalid source specified.. 

Business Cycle Model 



The work of Frankel and Rose relates cycles of business with the gross domestic product and 

production shares. There are areas which help to relate the cycle of business and help to clear all 

the obstacles in the production of goods. Kose and Yi (2001) exhibited in the model that 

international business cycles which effect different terms in the context of trade. Globalization is 

the areas which deal with all kind of activities regarding the border and cross-border areas. If the 

production line shares the information in the respect then the economies are affected in different 

sets. This is the kind of information which helps to make the case linked to the business activities 

and their pastInvalid source specified.. 

The source relative to source and economies is an effective case which deals with the production 

sharing and business cycle environment. The areas which involve the quantitative variables are 

gathering the information related to business context. 

The link of business cycles in America has imparted the different type of strategies. These are 

used in different studies to gather a resource of the whole effect. A model which is presented 

from the literature studies explains the form in such a way that the business cycles has been 

affected by different kind of business activities. In the reference to post-Bretton Woods Era, 

there was a continuous decline in the business areas.  The model which helps to describe the 

economies helps in diversification and political gains from a different type of international 

assetsInvalid source specified..  

Empirical Evidence Model  

There are different kind of views which are gathered through the empirical evidence from 

different authors. Some people believe that the financial globalization has a positive impact on 

the economy. This is represented by the fluctuation in the current and rise in the import-export 

levels. The trade basically improves the assets and financing enhanced. The views of Bekaert, 



Harvey (2005) helps to give the relevant information in the accepted form. The evidence which 

is gathered from different kind of studies has developed a scenario that the facts are opposite to 

the observationsInvalid source specified.. 

This is explained in terms of examples which include the fact of using the exact fact and figures 

to support predictions. The report from IMF (2003) stated that in calculating the risk related to 

the financial globalization there are cases which provide no further step of improvement. 

Basically, the idea was to relate the economy to the fact that financial levels are increasing. The 

issue which was described by Prasad (2003) related that it has gone in a negative way to gather 

the whole resources from the areaInvalid source specified.. 

The work of company basically relies on the focus of saving the expenditure. The theory which 

enables the flows of funds, gather the resources and help to link the pattern of activities. The 

work from the studies of Obstfeld and Taylor (2003) highlighted that money which is earned 

through the process of capitalism help to drive different areas of financial behaviour. This is the 

source which helps to gain profit in different kind of eventsInvalid source specified.Invalid 

source specified.. 

Different firms provide flaws which are explored by authors to get useful information. The point 

is that the way company incorporates is decisions into reality involves the specific pattern of 

events. If there are a different kind of changes need to be added in the terms then there must be a 

focus on the corporate policy which focuses on business issues rather than the profit onesInvalid 

source specified.. 

Referring to the theory, finance incorporation in international figures, list all the variables for 

asset and their prices which were involved in the corporate functions of the company. There is a 

different type of issues which are specially addressed in the areas to remove all the selected 



barriers to the functioning of the environment. The main purpose of was to identify the assets 

and their fluctuations in the market. This point links the investment opportunities in the 

international typeInvalid source specified.Invalid source specified.. 

One of the thoughts of the theory remained unexplained. There were different barriers in an 

organization which was considered a small target in the attempt to minimize the hindrances.  The 

factors are not present in the specific form just their idea is presented in the area. The study 

analysing La Porta (1999) the ownership behaviour is strictly limited to stake holder’s 

policyInvalid source specified.Invalid source specified.. 

This is specified as the ownerless enjoy the control over the organization issues and focus are on 

stakeholders with respect to the owners. The theory explains that the importance of investment 

opportunities. Stakeholders have a significant amount of resources to invest in the company. If 

they maintain a proper attitude profit then the company owner has no alternate way of resolving 

the problemsInvalid source specified.. 

North (1981) also proposed a specific idea related to the case. There are different theory 

explained in the relative factor. The importance of the state organization has simplified all the 

resources. The point which is to discuss, explains that there is a reference of example which 

allows the private parties to make different contracts with the workgroups. This is linked to the 

country performance as the places which allow expansion of the business-related activities. The 

procedure is explained as some of the corporate persons get advantage form the group and others 

have been put in disadvantageInvalid source specified.Invalid source specified.. 

There is a different type of literature which is present in the articles. The depth of analysing 

different factors clearly mention interesting work of people. The work started by Obstfeld (1994) 



and Lewis (1996) examines the case in clear depth. The main benefit of financial globalization to 

help different countries in exploring the output in the growthInvalid source specified.. 

The information which is gathered from the literature explains that different economies which 

are based on Industrial sectors. The main point of risk sharing services remains limited in the 

context of events. There are potential gains which are not exploited in the same areas. Therefore 

there is a future consideration on the specific part. The studies from few articles form literature 

like Sorensen et al 2007 show that the chances of risk are increased in terms of the recent wave 

of the globalization. There is a group which has been limited in terms of different type industrial 

economiesInvalid source specified.. 

There is few amount of information available in contrasting the areas where the risk patterns are 

discussed, this is due to the fact as the studies have not accessed the part in the topic of 

controlling the risk patterns. The work of Obstfeld (1994) and (Lewis) may provide some 

sources related to the information but does not cover the whole scope and the idea remains little 

confiscated. There is a number of reasons which focus on the change to consider the specific 

purpose of the objectInvalid source specified.. 

Systems of Risk Sharing 

As mentioned by Mr Ayhan KoseInvalid source specified. the main objective of the 

management system is to promote the systems of risk sharing. This is not common in the case 

but it will allow the risk-sharing opportunities. He took different patterns to study the risk 

sharing. The information which was presented in the form of case study helps to identify the 

topic and positions all the globalization factors. In a different case, there are issues related to the 

cause of liability until the risk are shared in specific costInvalid source specified.. 



The risk-sharing helps the countries involved in the financial integration to work efficiently in 

the financial development. The benefit of using risk sharing technique is that if something goes 

wrong in a financial cycle, the countries coordinate to help each other to mitigate the amount of 

loss incurred by the risk. The risk sharing also promotes financial openness in the economies 

which help to increase the financial development rate of the countries.   

The wave of change has implemented the globalization to effect different patterns. This basically 

involves the areas which focus on economies and development sector. From history, there is 

numerous type of findings given to support the literature. This context has been applied in the 

developing countries which focus on the respective issues for the areasInvalid source specified.. 

The literature relating the work of different type of government during the case of a crisis is also 

very important. It gives information regarding the areas which focus on the last years. The work 

of Adams (2012) gives a proper insight into this factor. There is a different type of areas which 

focus on the development of crisis but the reasons are missing from the history. This may be due 

to the reason that in the past no researcher has analysed the situation in greater depth or the lack 

of interesting development of a different type of financial issues. At present, there are issues 

which form the base of the corporate sector. The role of corporate world signifies that financial 

globalization was studied on an effective basis. Bank new the formation of a different type of 

money related matters. The information from the different type of academic literature can also 

help the banking sectorInvalid source specified..  

The literature presented different arguments related the whole scenario. There were different 

authors discussed in highlighting the points. Financial globalization has been discussed in the 

history based on past events. All give a general depict of information which is the financial 

structure and role of the bank in discussing the crisisInvalid source specified.. 
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The Financial Cycle: Macroeconomic Model 

The financial cycle has been briefly described by Claudio Borio using macroeconomic model. 

He briefly described the underlying concepts of the financial cycle with complete explanation of 

macroeconomic mode, its advantages & disadvantages, its data sets and its output. The system of 

risk sharing highly depends on the financial cycle. Different types of models have been used in 

the above discussion to support the risk sharing in the financial globalization.  

The understanding of the financial matters and the financial concepts has changed over the 

period of time. This is because the situations change and keep changing over the period of time. 

Sometimes the situation changes gradually and sometimes rapidly. Out of all the concepts, there 

is a concept of the financial cycle that has been around for decades now. Financial factors have 

been ignored at times by the researchers when understanding the fluctuations but now the 

researchers believe that all the factors are to be incorporated in the standard macroeconomic 

model in order to understand the financial situation. Macroeconomics without the financial cycle 

is not as effective as it should be in understanding the financial fluctuations over the period of 

time. 

On the definition of the financial cycle, there are some differences of opinion. Some researchers 

disagree on the understanding of the concept. In terms of credit and property prices the variables 

very closely to each other especially when the frequency is low and this shows the importance of 

credit. Equity prices can be a distraction as it varies far less as compared to other variables. The 

frequency of the financial cycle is much lower as compared to other traditional business cycles. 

In the traditional business cycle the frequencies are from 1 to 8 years but on the other hand, the 

range of the financial cycle since the 1960s has been almost a 16 years. Derhmann did a research 

in 2012 in which he tried to incorporate the financial cycle approach the conventional business 



cycle approach and formed a graph for both at the same time. In that study, the frequency of the 

business cycle was up to 8 years and for the financial cycle, the targeted frequencies were 

between 8 to 30 years.  

The peaks of the financial cycle are related to the systematic banking crisis. The crisis that 

occurs away from the peak in the domestic financial cycles is due to the foreign such cycles. The 

association of the financial crisis with the financial cycle helps in the explanation of another 

empirical regulatory. The close relationship between the financial crisis and the financial cycle 

make it possible to measure the building up risks in the real time. The gaps defined by the ratio 

of credit to GDP can be thought as a rough measure of the leverage in the economy.  

The amplitude and the length of the financial cycle are not constant and they depend on the 

policies. Three factors are very important when it come s to understanding the financial cycle 

and those include the financial regime, real-economy regime and the monetary regime. Financial 

liberation is what weakens the financing constraints. The monetary regime help in the keeping 

the near term inflation in check and helps in making sure that the financial policies keep moving 

smoothly and the minor changes the conditions do not affect the policies and make things 

tougher for the policymakers. 

There are some analytical challenges attached to the concept of the financial cycle. There are 

three basic features that the model should have and then the strategy can be formed on the 

implementation of the model. The first and foremost feature is that the financial boom should not 

be the one that precedes bust but it should be the one that causes it. It is harder to reconcile with 

today’s dominant view of business fluctuations which are the result of the random shocks that 

happen to the financial conditions. It is hard to reconcile the shock to the economy and bring it 



back to the steady state. The second feature that is important is the presence of the debt and 

capital stock overhangs. In the financial boom, credit is what plays a facilitating role.  

This leads to the misallocation of the resources, including capital and labour. As the boo turns 

into bust the debt becomes a forcing variable. The third feature that is important is a distinction 

between the potential output as non-inflationary output and as sustainable output. Current 

thinking identifies output with what can be produced without leading to the pressure of the 

inflation. The regard of the sustainability as a core feature is high. If the economy achieves the 

sustainability and there are no massive financial shocks to it then it is indefinite that it will stay 

there. Inflation is generally defined as the variable that gives information regarding the 

difference between actual and potential output.  

It is important to understand how the key features can be incorporated into the model. One step 

towards this can be to move away from the model-consistent expectations. The possibility of 

modelling the build-up of the financial imbalances while retaining the assumption that economic 

agents have a full knowledge of the economy is possible but is artificial. Incomplete knowledge 

and information is the core characteristic of the economic process. The second step is to allow 

the state-varying risk tolerance that means that the responses towards the risks change with the 

changing conditions. 

The priorities and the potential of the damage by the risk also vary as the economic conditions 

change. This assumption would naturally amplify financial bust and boom as it strengthens the 

effect of state varying financing constraints. The third step that is arguably most fundamental 

step and that is to capture more deeply the monetary nature of the economies. The model should 

be able to deal with true monetary economies and not with the real economies that are treated 

monetary ones. 



It is important to work with better representations of the monetary economies with the help of an 

example. According to the excess saving view, global current account surpluses are what led to 

the financial crisis. This crisis happened in two ways, firstly the current account surpluses in the 

economies and the corresponding net credit outflows financed the deficit countries. Secondly, the 

ex-ante excess of saving over the investment was reflected in the current account surpluses and 

this put the pressure on the interest rate of the world to go down. This increased the risk-taking 

and the sowed the seed of global financial crisis. 

The discussion on the financial boom calls for stronger anchors in the financial monetary 

regimes. Financial monetary regimes help in constraining the boom and failing that improve the 

defences and room for policy manoeuver in order to deal with the subsequent bust. In case of 

monetary policy, it is important that the strategies are adopted that allow central banks to tighten 

so as to lean against the build-up. In case of fiscal policy, there is a need for extra prudence 

during the economic expansions associated with the financial booms. The financial booms do not 

just flatter the balance sheets and income statements of the financial institutions but they also 

flatter the fiscal accounts.  

Estimation of the cyclically adjusted balances in the real time with the help of financial cycle 

using financial cycle information can help to address these biases. With the financial cycle, there 

is a risk attached that the policymaker might not be able to recognize the longer duration of the 

financial cycle as compared to the business cycle. This phenomenon is called unfinished 

recession phenomenon. The most recent form of recession if the modern times in the balance 

sheet recession which follows the financial boom that went wrong.  

A macroeconomic model is a type of analytical tool that is designed to describe the operations of 

the economy of the region or a country. Such models are normally employed to examine the 



dynamics of the quantities like the total amount of goods and services produced. The total earned 

income and the level of employment of the productive resources and the level of prices.  

The macroeconomic model deals with the factors that impact the economy on a regional, 

national or global scale. This modelling approach helps in making the decision making process 

much better and more effective. A macroeconomic model can be mathematical, computational or 

logical. The different types of macroeconomic models serve with different kind of tasks. They all 

have different advantages and disadvantages.  

The macroeconomic model may be used to clarify basic theoretical principles. Macroeconomic 

models may be used to clarify theoretical principles. These can be used compare, test and 

quantify different theories of macroeconomics. The different types of models of macroeconomics 

can also be used to forecast the economic conditions of the region and the conditions that might 

be faced in different hypothetical scenarios.  

The macroeconomic models are widely used globally by both the academic and business people. 

This model is used by the international organization, larger corporations, economic consultants, 

national governments and think tanks. Empirical forecasting type of macroeconomic model is 

used to describe the relationship between different variables of macroeconomics.  

This type of model describes the relationship between aggregate quantities at a finer level. There 

are hundreds of variable that are included in such calculations and the calculations thus became 

accurate and complicated at the same time. There are many variables that evolve with time and 

make an impact on the situation and therefore it is important to take the evolution of the 

variables into account when doing such calculations.  

Markus K. Brunnermeier and Yuliy Sannikov wrote a paper on the macroeconomic model with a 

financial sector. The paper studied the full equilibrium dynamics of the economy with the 



financial frictions. The paper suggests that the nonlinear amplification the economy is prone to 

become unstable and this pattern often causes the economy to face a volatile crisis situation. In 

such situations, there is a need for a model and plan so that the economy can be saved from being 

ruined.  

There is a strong need for tools such as dependable macroeconomic model to help the economy 

against the possible risks. The intervention of a sound policy can make the crisis less likely to 

happen but on the other hand, some of the policies that look reasonable are actually harmful to 

the economy. The study claimed that the policies that are made alone for the crisis situation like 

the policies aimed to recapitalize the financial system can increase the risk factor in the scenario. 

An interesting fact is that the simple restrictions on the leverage might be more harmful to the 

situation than the good they do. The policies that encourage the financial institutions to retain the 

earnings longer reduce the frequency of crisis but this might increase the risk factor in the 

situation.  

The model is important to be used because this is what helps the economy stay stable in the 

worst situations. The variables that affect the economy of the region, country or an organization 

are accounted in a macroeconomic model. The macroeconomic model is what provides a simple 

framework for the design of the complex process. This model helps in the calculations that can 

help in the support for the economic situations that are tough and it impossible for the economy 

to fight the variables and at that point it is important the policy is made to support the value of 

the economy and adjust the variable in a way that the economy can survive the threats.  

As the macroeconomic model can deal with multiple variables at the same time it is a preferred 

approach for the situations like this. There are many variables and there is a pattern of the 

variables that are important to be understood and macroeconomic model is a comprehensive 



model that incorporates all the variable along with the patterns they show over the time it is 

better to use this model. The model of macroeconomics has different types and all of them can be 

used in different situations for a different level of calculations and different level of complexities 

and that makes it much more convenient for the researchers and the think tanks of the big 

organizations or countries.  

There are many advantages of using the macroeconomic model. This model can help in 

understanding the economic mechanism by causing a reduction in the number of complex 

interactions among the economic variables to a simple system. Such a model can provide a 

language for the discussion which everyone linked with the field can discuss.  

Such models can be used to design a simulation so that the theories can be tested for the future. 

Such simulations help in analysing the coping strategies for the risky situations. There are many 

disadvantages of the model as well. Such models can become too complex at times if the results 

required are too accurate because of the greater number of variables included in the calculations. 

There is another disadvantage that the system is to be applied on a massive level so if there is 

any flaw in the planning the outcome can be disastrous for the parties that are involved in the 

scenario.  

It has been tried by the economists to incorporate the financial factors in the standard 

macroeconomic model. The paper Borio was an essay in order to summarize the learning from 

the financial cycle. Macroeconomics without the financial cycle is incomplete and not 

completely effective. In the modern days, it is almost impossible to understand and model the 

financial and business fluctuations without understanding the concept of financial model.  

The GDP of the US and the UK were taken into account for the study to be conducted. The 

importance of the financial cycle is tried to be encouraged in the macroeconomics by the 



researchers. The financial of both of the countries is also analysed through graphs to analyse the 

situation and the highs and the lows of the scenario. These graphical representations were formed 

so that the data can be analysed easily and conveniently.  

It was found that the financial cycle is important for the better understanding of the designing of 

the financial model. This concept has been around for decades now and it is important the 

researchers now acknowledge its importance after so many years now. The research suggests that 

the financial cycle has much larger amplitude than the business cycle and can be more helpful 

and effective in the application of the macroeconomic model. Utilizing the financial cycle in the 

macroeconomic model brings major analytical challenges. If the researchers need to proceed in 

this direction the researchers should be able to capture the coordination failures between the 

business and financial fluctuations in a better way. The financial cycle also requires the entity to 

focus on medium-term goals.  

The paper discusses the financial cycle approach to form the macroeconomic model. There is 

another famous approach and that is a business cycle. The business cycle is the pattern for 

contraction, recovery and expansion in the economy. Normally the business cycle is measured in 

terms of unemployment and the GDP. During the expansion the GDP rises and the 

unemployment shrinks and on the other hand in a recession the roles are reversed. The cycle has 

four stages including peak, trough, expansion and contraction. The recession is normally 

considered as the low time for the economy.  

Financial cycle can be a helpful approach but it creates some complications as well. This 

approach can make the macroeconomic model more effective and efficient. Including most of the 

variables in the model makes it more elaborative. The paper discusses how the macroeconomic 

model is important and what the major types of this model are. The paper discusses the previous 



work done by the researchers on the model and the results of the research done by the 

researchers were also discussed in the paper. The paper also discusses what factors that make the 

macroeconomic model so important are. The paper focuses on the number of variables that the 

model can incorporate and that are what makes this model so important.  

The model is helpful for the organizations that are operating on a huge scale and this model is 

also helpful for planning the future of the economies of the countries. The paper focuses on the 

importance of the financial cycle and how it can be proved to be helpful in the macroeconomic 

model. It was found that the financial model can actually be more helpful than the other 

approaches that are used in the macroeconomic models typically. The paper also discussed the 

business cycle and how it can be an alternative for the financial cycle approach and is helpful in 

many situations. The details about the basic understanding of the alternative approach were also 

discussed in the paper.  

VAR Model in ‘The Global Financial Cycle and Monetary Policy Independence’ 

The financial globalization is also closely related to monetary policy. The next discussed model 

is linked with the global financial cycle and monetary policy independence in the financial 

globalization. The model is based on the vector auto regression with the stochastic process in 

which the shocks and the variance to the monetary policy are briefly discussed on the basis of 

research and study.  This is model is different from the structural models as the knowledge 

requirement is much less in order to utilize the VAR model. The prior knowledge needed for the 

utilization of this model is just the list of the variables that can have an impact on the situation. 

Vector auto regression (VAR) model is based on a stochastic process. This model is used to 

measure the linear independencies among multiple series. This model helps in the process of 

generalizing the Univarate autoregressive model as VAR model uses more evolving variables. 
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The variables discussed in the model all have their own equations and there is a proper evolution 

of all the variables that are defined by the equations.  

The study discusses this model to analyse the shocks to the monetary policy and the variance that 

is caused by the shocks. The study of Bekaert is included in the paper on the issue. The study 

took the results of the study of Bekaert forward. The study done by Bruno and Shin in 2013 also 

utilized in the document to use US broker-dealer leverage instead of using EU bank leverage 

variable. 

Tor Jacobson and his team did a research in which they applied VAR model to analyse the 

monetary policy in a small and open economy. The paper showed how a VAR model with long-

run restrictions justified by economic theory is useable to be applied to analyse the central issues 

of the monetary policies.  

The study discussed the effects of innovations in interest rates, the relationships between prices, 

nominal and real exchange rates whether it is for shorter or a longer run. The study also covered 

the properties of an index of monetary conditions, the relation between the output gap and 

inflation, dynamic forecasts of inflation. The researchers found the model to be a flexible and 

usable tool for the analyses of many variables that are involved in the analysis and evaluation of 

the monetary policy, especially for small open economies.  

The researchers found that the results from the VAR model can use as a reference for other 

models designed for the calculations of specific variables for the understanding of the monetary 

policy. The researcher was of the view that this is important to adopt this model but they also 

suggested to design models for which this model can act as a benchmark.  

Andrea Brischetto and Graham Voss wrote a research discussion paper for the monetary policy 

in Australia using VAR model. This paper was in continuation of the work done by Kim and 



Roubini and the researchers came to the conclusion that there is no evidence of exchange rate or 

price puzzles identified in the literature. The researchers performed various experiments 

regarding monetary policy and the results from the experiments accorded well with the empirical 

work done in the country previously.  

It was discovered in the studies that the shocks of monetary policy have a gradual impact on the 

price level and small short-term impact on the output. The model was used by the researchers to 

consider the response of the monetary policy to nominal exchange rate shocks or external 

business cycle shocks. The model suggested the monetary policy helps in dampening the effects 

of external business cycle shocks. Regarding the exchange rate shocks the results of the studies 

indicated that the monetary policy dampens the subsequent effects on the nominal exchange rate 

of the initial shock.  

The specification of the model to provide the reasonable prediction two of the features were 

found important. First one was the monetary policy reaction function, it is important to specify 

the systematic component of the monetary policy in order to get the policy to respond 

contemporaneously to the external business cycle effects. Secondly, it is required to have a 

structure the models the strong interdependence of the nominal exchange rate and domestic 

interest rate. 

VAR model was chosen for this study because there are many helpful features of the model 

when it comes to the monetary policy and the variable linked with this policy. The calculations 

of the VAR model include most of the variables and there are equations to incorporate all the 

variables so that the results are extensive. This model provides the results that are used as 

benchmarks in many studies and many researchers have used this model defines the monetary 

policy problems in detail.  



The potential risks and remedy can be discussed in simple and easier manner using this model. 

This model helps in understanding how monetary policy can become more effective and helpful 

in dealing with the problems. The shocks faced in the monetary policy can also be calculated and 

the effects of those shocks can be calculated easily and conveniently. Once the effectiveness of 

the shock is calculated it is easier to derive the remedy situations.  

The advantage of the model is that the model is simple and easy to understand. The equations of 

the model deal with one unknown variable at a time and that makes the calculation much easier 

and simpler. The model is versatile and deals with most of the variables that can be involved in 

the policy-making process and the operations of the policy. The disadvantage of the model is that 

it can be difficult to apply this model to the organizations that are complex and the system is 

complicated due to the size or the structure. The information attained about the variables is 

limited. 

The samples were taken over the span of 1990 to 2012. These samples were used to analyse the 

monetary policy. The shocks to the monetary policy were calculated in the study. The model to 

be used was VAR model. The interesting thing about this model is that it can provide 

information about multiple variables. The calculations were to be performed on 7 variables VAR 

model and 4 variables VAR model. The calculations were to give results on the different 

approaches and then the results were to be compared. 

The output of the paper was actually in the comparison to the studies that have always been 

performed. The study performed by Bruno and Shin in 2013 on the shocks to the FFR showed up 

to 30% of the variance of the VIX and the sample space was over the period of ten years. For the 

4 variable model, Bekaert and team worked in 2012 to find the shocks to the monetary policy. 



The team of the researchers reached the conclusion that the shock accounts for 20% of the 

variance of risk at the horizons longer than 7 quarters.  

They also went for six-variable VAR model. In that model, the shock to the monetary policy 

accounted for 12% variance of risk aversion for more than 10 quarters. This research was also 

conducted on the same specifications of the VAR analysis. It was found that the shocks to the 

FFR go from 4% of the variance of the VIX in the 7 variable VAR model over the years of 1990 

to 2012 up to 10% in the 4 variable VAR model on the same period of time. The value goes up to 

12% if the US broker-dealer leverage variable is used. 

The vector error correction models (VECM) is a model that is preferred by many researchers 

because of the fact that it has error correction features that add value to the models like vector 

auto regression (VAR). There are three well-defined steps for the procedure. The first step is to 

estimate an unrestricted VAR involving potentially non-stationary variables, and then the step is 

to test for cointegration using the Johansen test. Then the last step is to form and analyse the 

VECM. 

The document discusses the VAR model and understands how this model can have an impact on 

the monetary policy. VAR model is an effective and extensive model with the ability to calculate 

multiple variables at the same time with convenience. This model is simple and it is found to be 

dependable by many researchers. The results of the research indicate that the results for the 7 

variables model and 4 variables model are different for the same sample space. The research also 

found that using the US broker-dealer leverage variables instead of EU bank leverage variable 

makes difference.  Kommentar [ZS46]: Rey, H. (2015). 
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VAR Model with Cross-Border Monetary Spillovers 

The VAR model has also been defined in another way using the cross-border monetary 

spillovers. The specific focus in this model is on the transmission channels. The VAR model 

discussed here is used to analyse the fluctuations and the variables are incorporated into the 

model in order to understand the international banking and cross-border spill overs. VAR model 

is appropriate for the study because the model is able is able to incorporate multiple evolving 

variables in the process. 

The interest rates caused a lively debate on cross-border monetary spillovers and the possible 

transmission channels as the advanced economy central banks have maintained the rates. Borio 

and Zhu in their research in 2012 coined a term for the impact of monetary policy on the 

willingness of market participants to take risks and the term was a risk-taking channel of 

monetary policy. Gourinchas and 

Obstfeld conducted a study in 2012 in which they used the data from 1973 to 2010 for both 

emerging and advanced economies. In this study, they observed that two factors emerge 

consistently as most robust predictors and these factors include a sharp real appreciation of the 

currency and rapid increase in leverage. The finding in the paper written by Valentina Bruno and 

Hyun Song Shin paint a consistent picture of the ‘global liquidity’ and the importance of the role 

of monetary policy in moderating global liquidity.  

The empirical investigation of the researchers consists of recursive vector autoregressive (VAR) 

which is used to examine the dynamic relationship between the CBOE VIX indexes. The focus 

of the study is on the spill over effects on the cross-border banking. Shin did a research in the 

2012 and that showed that European global banks played a central role in the banking sector 

capital flows in the pre-crisis year. The broker-dealers and commercial banks differ in important 



ways in balance sheet management. The researchers included the US dollar exchange rate in the 

VAR model. The chosen sample period for the research coincided with the period when the 

growth of the banking sector was much stronger.  

The selection of the number of variables was made carefully considering the trade-off between 

the usages of the parsimonious model to avoid overfitting while guarding against the omitted 

variable bias that can potentially undermine the interpretation of the results generated by VAR 

model. The researchers focused their research on the way that monetary policy interacts with the 

measured risks and the risk-taking capabilities of the banking sector. The impact of the shocks 

was measured by writing the VAR in recursive form.  

It was found in the research that a positive FED Funds target rate shock leads to the appreciation 

of the dollar. This result is consistent with the results generated by Eichenbaum and Evans which 

they came up in 1995. They found that contractionary shock to US monetary policy leads to a 

persistent appreciation in nominal and real US dollar exchange rates. The contribution of the 

researchers was to show the intermediary leverage amplifies the transmission of monetary policy 

to the changes in monetary policy. 

The findings of the paper show that the monetary policy has a medium-run impact on the broker 

leverage and VIX. Also, the broker-dealer leverage has a statistically significant impact on the 

exchange rate of the US dollar. The impact on the exchange rate was also found to be 

economically significant. 

The first stance on the alternative measure of the monetary policy is the difference between the 

nominal value of the Fed Funds target rate and the Fed Funds rate implied by a backwards-

looking Taylor rule. Another alternative measure that can be considered is the growth rate of the 

US M1 money stocks. The qualitative conclusion of the scenario persists that in the impulse 



responses for the exchange rate and the banking sector leverage. The third measure of the 

monetary policy shock is the nominal effective Fed Funds rate. It measures actual transactions 

prices used in the Fed Funds in the market for interbank lending.  

The findings of the paper are robust to the inclusion of the growth of US industrial production. 

VAR measures the impact of macroeconomic conditions as a backdrop to monetary policy. The 

results indicate that including industrial production does not alter the main conclusions of the 

mechanism of the risk channels. 

This portion of the paper is focused on the international dimension of the transmission 

mechanism of the monetary policy. Taylor in 2013 argued that the potential for the monetary 

policy spill overs operating through divergent policy interest rates has led to an enforced 

coordination of interest rate policy among the banks that are afraid of failure to follow the suit in 

lowering the rate because they think it might undermine other macro-objectives.  

When the VAR model is to be used for the international financial situation and the monetary 

policy spill overs there are many more variables that are to be incorporated in order to make the 

model helpful. The analysis in the paper mainly focuses on the cross-border lending by the banks 

to other banks. The global and local banks normally operate in double-decker model in which 

regional banks borrow US dollar from the global banks in order to lend to local borrowers. As a 

result of this, the global banks are able to finance cross-border lending to regional banks.  

In this scenario, when the dollar is at the risk-free rate the interest rate falls the spread between 

the local lending rate and the US dollar funding rate increases. The result is lowering dollar 

funding costs leads to an increase in the bank capital flows. The model in the paper the follows 

Cholesky ordering and that is Federal Funds, broker-dealer leverage, BIS banking flows, VIX 



and US dollar REER. The flow of capital is what reflects the speed of balance adjustment of the 

intermediaries so that they order between the Fed Funds rate and the market variables.  

Overall the result of the designed VAR model in the paper shows that the risk-taking channel of 

monetary policy and its impact on financial and real variables through bank leverage. Thus it can 

be said that the bank leverage is what translates lower measures of risk into greater cross-border 

banking flows and local currency appreciation. The results of this paper are also consistent with 

the findings of Gourinchas and Obstfeld who conducted an empirical study using the data from 

1973 to 2010. Schularick and Taylor also highlighted the role of leverage in the financial 

situations in the banking sector.  

VAR model is basically a stochastic approach based process. The linear independencies are 

measured by using this model. VAR model utilizes variables that are evolving and that is what 

makes VAR able to generalize the Univarate autoregressive model. The calculation of the 

variables is systematic and simple as compared to many other models which use too many 

variables in the calculations. There are separate equations for the variables so the evaluation of 

the value of the variables is not affected and is not complex due to the high number of variables.  

This model is also helpful because of the fact that the VAR model requires much less knowledge 

than other structural models. The list of the variables that are involved in the scenario is the only 

prior knowledge that is needed to implement the model. In the research conducted by Valentina 

Bruno and Hyun Song Shin which was published in 2014, the VAR model was used but there 

were some improvements or variations that were suggested by the researchers. The researchers 

added the impact of the exchange rate of US dollar. This was done by the researchers so that they 

can examine the international dimension of the risk-taking channel and cross-border effects.  



Graham Voss wrote a paper on the monetary policy of Australia. He used the VAR model to 

analyse the policy. This paper was inspired by the work that had already been conducted by Kim. 

In the previous research, there was no evidence of price puzzle or exchange rate found. In this 

study, the researcher discovered that the shocks that happen to the monetary policy actually have 

an impact on the price level but the impact is gradual.  

There was also evidence that there is a short-term impact on the output as result. Voss used the 

model to analyse the impact of the exchange rate shocks and external business cycle shock to the 

monetary policy. The research suggested that the monetary policy acts as a dampening factor for 

the external business cycle shocks. The study also found that the monetary policy also dampens 

the effects of the exchange rate shock at the initial stages. These were the main conclusions that 

came out of the research.  

The research also found that it is important to make a specific system component of the monetary 

policy to get the model to respond to the external business cycle effects. It was also found that it 

is important to structure the interdependencies of the domestic exchange rate and nominal 

exchange rate so that the monetary policy can become able to dampen the shocks. 

This model was chosen for the study because of the fact that the model helps in the 

understanding of the monetary policy better than many other models. This model helps in the 

calculation of the risks linked with the monetary policy. It is effective because of the fact that 

this model takes many variables into account when the calculations are done.  

This is important to do detail analysis because the calculation of the risk must be performed 

carefully otherwise it can cause a lot of trouble for the monetary policy. This model defines a lot 

of variables and there are proper equations for the variables and that makes the calculations 



easier and convenient. This model has been preferred by many researchers because of the 

extensive and dependable results that are produced by this model.  

The risks and the aftereffects of the risks can be calculated by using this model. Once the risk is 

measured precisely it becomes a lot easier to make a strategy to cop the situation. This model 

helps in forming a monetary policy that can face shocks and still survive the situation.  

The biggest advantage of using this model is that this model takes many variables into the 

account to make calculations and reach the desired results in time. The model helps to break 

down complex equations into simple equations. This model is easier to be applied and 

understood. The model is able to incorporate as many variables as the researcher wants to 

increase the accuracy of the calculations.  

The disadvantage of this model is considered to be its high complexity when it comes to the 

application on the massive level. The multi-national companies and the governments when need 

to make calculated decisions for the future of the monetary policy the number of variables 

become too much and in this model, the numbers of equations increase as the variables increase 

that makes this process difficult to be conducted. It is also claimed by the researchers that the 

information gained regarding the variables is much less than needed in some cases.  

Valentina Bruno and Hyun Song Shin used VAR model but they also considered the exchange 

rate of the US dollar so that they could incorporate the effect of the exchange fluctuations in the 

monetary policy. This made the model more effective and helpful. This approach was used to 

examine the international dimension of the risk-taking channel and the effect of other economies 

on the poly making process. For this paper, the researchers measured the exchange rate of the US 

dollar by the Real Effective Exchange Rate (REER) of the US dollar. This is the trade-weighted 

index of the value of the US dollar. This is obtained by the IMF’s IFS database.  



As there is observed an increase in the REER it means that there is the value of the US dollar 

raised as compared to the currency of the countries it does the trade. The samples that were taken 

in the research consisted of the quarterly data and started from the fourth quarter of the 1995 and 

ended at the last quarter of 2007. This sample space was taken to understand the workings of the 

risk-taking channels. The fourth quarter of the year 2007 was marked as the beginning of the 

crisis. The chosen period of sampling coincided with the era when the banking sector was 

stronger. This is was up to the crisis of 2008.  

The paper established a benchmark for the comparison of the period when the banking sector 

activity was particularly stronger. There are alternative channels that can be gauged relative to 

such a benchmark. The paper suggests that the further research needs to be done on the impact of 

the risk-taking channels of the monetary policy and it might yield insights into the transmission 

of the global liquidity conditions across the border.  

One important question is raised in the paper that is to what extent future cross-border spillovers 

will resemble the banking sector-led model examined in this paper. It is a fact that the banking 

sector leverage has been subdued since the crisis suggests that the future channels of 

transmission will not be driven by the banking sector but will involve alternative mechanism. It 

is predicted that market for debt securities will play an important role. 

Vector Error Correction Model (VECM) is also a preferred modelling approach for the solution 

of the problems related to the monetary policy. The error correction feature of this model is what 

makes the modelling approach flawless. In order to perform this type of modelling, there are 

three well-defined steps. The first step is to estimate the values of the variables using a typical 

model. The values calculated should be unrestricted and the variables can be evolving variables. 



The second step is to use Johansen test to measure the integration. The last and final step is to 

analyse the VECM. 

The results found by the researchers using VAR model are consistent with multiple studies 

conducted on the issue in the last couple of decades. This shows the dependability of the research 

results. This paper discusses the approach of VAR modelling. The paper discusses how this 

modelling approach can help in the risk calculations linked with the monetary policy. This model 

is simple and easy to be understood and can incorporate many variables at the same time. This is 

easy to be understood because it can generate equations for each of the variable. This model 

becomes complicated when it comes to making calculations for the multinational companies and 

on the national level.  

The researchers found it to be helpful in calculating the risks. Voss did research using this model 

and reached the conclusion that monetary policy can help in dampening the shock that come its 

way either because of the exchange rate or any other issue. This can dampen only when the 

monetary policy is designed carefully and all the factors including exchange rate are taken into 

account. 

Limitations of Financial Globalization  

The limitations of globalization are completely narrated by the Stulz in his article and in many 

other important works of Stulz as well. In the above all discussion, it is asserted that there are 

many ways through which the impact of globalization is attained. Still, there are many 

limitations in the financial globalization and the barriers are all around in the world. The barriers 

are usually for the barriers of international investmentsInvalid source specified.. The impact is 

surprisingly get limited over the period of time.  

Kommentar [ZS47]: Bruno, V., 
&amp; Shin, H. S. (2015). Capital 
flows and the risk-taking channel of 
monetary policy. 
Journal of Monetary Economics, 71, 
119-132. 



There is also the keen role of country’s attributes toward these financial investments which are 

creating the problems in the sense. This is directly linked to all those financial decision-making 

processes which could occur as the medium for such purposes. There is also the keen role of the 

rulers and the other corporate insiders who are responsible for making the decisions for the 

country. The rules of sovereign states always pursue their own means and benefits in order to 

pursue their own interests. The outside investors are thus encouraged all those means at their 

own expense. This is also given in his article that the problems could be overcome such as 

minimizing those all limitations for the purpose of creating maximum advantages.  

In the next, there are many issues through which the financial investments have been closed due 

to means of all financial assets. However, the corporate insiders can do well such as co-investing 

with other investors as well. In this way, the substantial equity could be retained. If this won’t 

use then there would be the limitations of the economic growth, financial development, and there 

is also the ability to take all advantages of financial globalization.  

There is the complete focus on the liberalization of trade in the financial assets as it is the name 

of the financial globalization as well. The financial globalization and the all presented models are 

best for the working of all approaches. Countries have been adopted many approaches through 

which these barriers have been overcome. The benefits of financial globalization could never be 

denied and there is also the other specification in this sense that this often grows with the passage 

of time. There is the need to review those financial advantages with their comparative financial 

advantages.  

With the growing limitations, there are also the growing limitations for taking those advantages 

as well. There is also the need of considering the other limitation such as increasing taxes on the 

international trade. The taxes on international trade are specifically for the purpose of increasing 



financial assets. For this purpose, the basic understanding of the neoclassical models is 

necessary. There are also many empirical pieces of evidence for this purpose and the models are 

often given the mixed interpretations.  

In this manner, there is another approach of Beaker, Harvey, and Lundblad (2005) stated that 

globalization and the assets prices in combination are making the positive impact on all ways. 

They have been given the complete interpretation of the working of all those approaches as these 

are creating the combined impact of the globalization. There is the term which is attached to this 

such as the ‘convergence’ of assets prices. It is also encompassing developed and emerging 

markets. The major interests’ rates are real and nominal and these are examining the several 

measures for this convergence. These are also the important fundamentals for the inflation and 

earnings growth rates.  

However, the combined effects of corporate governance and political risks could not be ignored 

and denied. This is the view which is comparatively justified with the approach of Stulz that 

country’s own limitations for such assets. However, there is also the situation which is becoming 

the major reason for this increase and this is because of the cross-border tradingInvalid source 

specified.. The trading is getting difficult and this is because of the increased security in this 

manner.  

For the international investment, there is growing insecurities about all those securities for the 

trading of economic advantages. The major limitation is also in the form of portfolio choice. 

There is also the great role of finance for the international investments. For the matter of 

portfolio choice, there are many empirical pieces of evidence which are illustrating the 

importance of this barrier. There are also many domestic securities for the purpose of 

international investments. This limitation is greater in number and there is no way back due to 



this. The economical indications over the borders are majorly associated with the savings and 

investments. There are also many growth opportunities in both countries from the perspective of 

economic advantages. This is all depending on the wealth and income of people. People who are 

having high income and wealth usually go for investments and therefore, the overall economic 

progressions of the country making a compact impact on the overall situation of the country.  

The great ratio of income and wealth is also associated with the situation that in what sense these 

would go for consumption. This is also making an impact on the stock returns of the country. 

Finances for the countries are of great matter and great concern. The stock returns and the whole 

involved countries in this sense are having the overall impact on the financial matters of the 

country. The size of the stock market is also having the propound position in the sense. The 

corporate ownership of the countries should allow for such investments.  

There is also the insider ownership across countries in this manner which would give the 

extension to all those procedures over which the countries are working. In the over and all sense, 

there are many strategies which countries even go for adaption for the working of trading and 

international investments. For the agency problems, there are also many implications which 

should be applied and even comprehended wellInvalid source specified.. The corporate insiders 

can go for creating smooth conditions and situations with co-investors.  

There must be the risk-free investment and also free from all these hassles and barriers. The 

financial globalization may take an advantage of the entire situation in the manner as these are 

now growing well despite having such big issues. The big issues are actually the big limitations 

which could be easily reduced and there are many ways for overcoming such barriers. The 

smooth financial conditions among countries could go for creating the smooth conditions and 

situations for having overall advantages.  



The international investment is also the biggest challenge for many of the countries but still, it is 

having the cooperative measures but only from the side of co-operating insiders. In this way, 

stock market capitalization and financial development are affected as well as developed. There is 

also the fine reduction in the finances of the countries.  

Financial Crises 

Financial Crises 

Another study focused the aspect of crisis transmission as part of financial globalization. The 

crisis is an integral part of any economy which can never be avoided. If a country is developed, 

then its financial system is supportive in case of such crisis, but developing countries may 

experience severe loss due to such crisis. In order to examine the impact of financial integration 

on the transmission of the business cycle, a study was conducted by Seem Kalemli-Ozcan, Elias 

Papaioannou and Fabrizio Perri in 2012. When different economies are interacting with financial 

matters, it is obvious that they are gaining profit and losing revenues at the same time. The 

financial crisis in an economy which is a part of international financial integration may carry 

difficulties, and these difficulties will be transmitted to the economies with which it was 

integrating. The study was conducted on the basis of the financial crisis in Euro areas in 2007-

2009 which impacted or transmitted the impacts to other economies. It opened a new door 

towards a study on financial integration by taking into consideration the role of banking system 

in the transmission of crisis to all linked economies Invalid source specified.. 

Role of Banking System  

Role of the banking system was evaluated in the transmission of the financial crisis in the US on 

the rest of the developed countries. Both analyses were performed, i.e., theoretical as well as 

empirical to support the results. Data of 20 advanced countries from 1978 to 2009 was collected 



which were having banking linkage. It was done to examine the effect of financial crisis cross-

border. Results of the study provided that before positive crisis relationship was found between 

bilateral banking, output synchronization, and integration. At the time of crisis, this relation 

became negative. An important finding related to business cycle synchronization was that those 

economies which had stronger ties with the US, they experienced stronger synchronization of the 

business cycle as compared to those with weaker or indirect connection. Same relationship and 

impacts were derived from banking linkage and output synchronization. These results provided 

that international market is interrelated with all economies.  Banking system plays an important 

role in keeping all economies together and allows them to perform transactions which are not 

possible without banking services.  

Capital record headway is acknowledged to have expected a basic part in actuating cash related 

crises and has been arraigned by a couple of spectators as the proximate purpose behind the 

crises experienced by creating markets in later decades. Regardless, there is negligible 

observational confirmation to help the view that capital record movement free from any other 

person assembles lack of protection to crises. Undoubtedly, the composition on the effects of 

financial coordination on unconventionality (and crises) is extensively sparser than the written 

work on its advancement impacts. Furthermore, explore is defended around there.  

There are major setbacks created by the great depression and the wars occurred in the countries. 

These setbacks have been accumulated by the financial openness. The countries including the 

advanced economies and the emerging economies hold the major amount of assets in the foreign 

countries. The trend of holding the assets abroad was moderated by the crises started in 2007. 

The researchers used de facto financial integration measure to help the cross-border trade.  



The financial openness plays a very little to no role in the exposure of capital flows in the 

countries with common global shocks. The domestic economy should be wide and open enough 

to work effectively in the international market so that the common global shocks can be 

effectively measured and solved. The macroeconomic policies can be used to mitigate the global 

shocks which can decrease the exposure of the economies towards the external shocks. The 

financial openness induces the macroeconomic volatility which decreases the investment and the 

growth rate.  

The de jure measure of financial openness is used to find the extent of financial openness in the 

cross countries. It is used to capture the intensity of the restrictiveness on the capital account. 

The financial crises of the countries are highly related to financial openness. The countries with 

less financial openness usually tend to have higher risks of crises. The sudden reversals and stops 

also affect the capital account.  

Gross Capital Flows during Crises 

Next, in the line, there is the discussion on the crises as these are also affecting the gross capital 

flows to indicate another certain behaviour. The behaviour which is adapted from the time of the 

crises is majorly through the study of financial variance and statistical orientation. However, 

there would be the consistency of investors and investments as a major factor. In case of an upset 

situation, investments would be affected greatly. The two different situations are capsulated such 

as for the developing and developed countries.  

There is the fluctuation of almost 40% in the gross capital flows due to these crises. This trend 

would not be the same for other developing countries as well. This is because of the changing of 

trends in the line. There is also an interesting fact about these trends that during any crises, these 

would remain same and even in the non-crises years as well. The damage may be severe for 
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developing countries but still, it is not taking any impact of the trends in the line. These would be 

seriously destructive for developing countries or the upper-middle income countries. The table 

below is also executing the things in terms of the incomes and their capital gross flows.  

 

Dynamics of Gross Capital Flows across Income Levels 

There are many dynamics in income levels which are getting affected on the capital flows. In this 

manner, there is still the discussion on the situation between the developed and developing 

countries. It is also an interesting aspect to know that the pro-cyclic growth of the countries goes 

for making the large economy. These dynamics are also in great number in such countries 

because there is the variation among the income levels in such countries. Therefore, the 

developed countries are foremost on the list.  

The pro-cyclic growth and all major terms are attached to the investments for that country which 

are also including the direct investments, portfolio investments, and other reserves. These all 

factors of investments are shaping the developed countries and taking them to the next level. 

These all factors are making the accumulative impact on capital flows of the country. The GDP 

rate is affected and this goes half in rate according to the study of developed countries as these 



possess the high-income. On the other hand, the middle-income countries or the developing 

countries go for extracting their investments through some direct means.  

The whole discussion would take back to the table where there is the brief comparison between 

the different income level countries. Along with the factor of investment, other factors such as 

portfolio debt and equity flow are also directly linked with the demonstration of gross capital 

flows. In this manner, the factors of COD and COF are also playing an important role in the 

direct investments of the countries. On the other hand, the crises are also showing the fall in 

these investments. The economic trends thus got affected in this manner and the major decline is 

due to those crises. There is also the situation where the factors of CFI affecting the direct 

investments. The crises and their long-term effects could go for bringing the major decline in the 

investments of the country.  

There is also the impact of the situational demonstration on the direct investments. This is telling 

the post-crisis situation for the county and majorly the period is after two months of the crises. 

There are many factors which have been considered in this line. The major factor is also the 

positive and negative impact of that trend in the line. The direct investments are associated with 

the marginal portfolios in the line if this decline would remain consistent. Along with the direct 

investment, there is also an impact of losses and declines in other investments as well. In this 

way, the similar trends are there for all income levels across the countries.  

Dynamics of Gross Capital Flows across Crisis Types 

There is now something deep abruption about the crises such as the changing behaviour of gross 

capital flows due to the types of crises. There are also many large disruptions which have been 

reported in the factors of CFI or COD. This is also noticed that there would be no any changing 

in the distribution of the capital flows in this manner. Economic factors are majorly affected due 



to these capital flows. It is also identified that from the single composite factor, the multinational 

crises usually evolved. There is also an accounted notion in which the significant capital around 

the world got decreased due to these financial crises. After the period of 2008, there is also the 

significant rise in the crises period.  

Those all factors would remain consistent and this would gradually make an impact on damaging 

the economy of the country. However, these changes could not be observed well during the time 

of crises and due to no formation of bigger changes. The trend and the other layouts would 

remain same due to such declining factors as well.  

 

The trade balance is also affected by the domestic and global crises in this manner. The overall 

situation of the economies got also affected by these crises. The factors are also making the well 

impact on the income level of developing countries. The situation in which companies majorly 

got affected by the global crises is usually decreasing the economic advantages. This table is also 

asserting the impact and making it round about 0.20 or above that. The major decline is observed 

in the statistics in terms of -0.44 to -0.55 in t+1 and t+2 as well. The years which are indicating 

the notion in terms of -0.50 to -0.32 are the investments which are reported to the damaged ones. 

The high numbers are also indicating the increasing number of penetration of global crises and 

other domestic crises as well.  



 

Conclusion 

The financial globalization effects the changes in activities of risk sharing. The globalization 

effects are explained through risk sharing behaviour. Through coefficient, the risk-sharing 

activities are measured. Risks are presented in output rates in form of limited periods. The risk-

sharing activities are initiated for the specific time in which the debt wasn’t present for the 

interest rates. Financial globalization affects the risk and risk sharing activities belonged to the 

location and laws of history. In financial development sector, the risk is present and it comes 

from the financial globalization impact. Credit risk system is the type of risk. Many risks are 

related to investment and cash flow of the payments.  

The error in gross flows in financial integration creates the problem and the solution is to use the 

sum of gross stocks of liabilities and external assets as a ratio to GDP. In financial risk sharing 

the stock, measures are also helpful. Those countries which have more stocks and foreign assets 



are responsible to create the mechanism for risk sharing a purpose. In financial globalization, the 

international risk sharing is helpful to decrease the countries volatility of consumption growth.  

The risk can be tackled through stabilization of prices. Stabilizing the price of goods is a factor to 

reduce the risk. The idea of stability is a proper to set of completion in financial markets and it 

can control the risk in financial markets. The monetary benefits have risk which is involved in 

sharing responsibilities and it can affect the system structure. The price setting and open 

economy are two important elements in risk management in financial globalization. 

 In the area of integration, the risk of trading encounters, the model making approach is good to 

analyse the risk or issue and give the solution to the plan. The prices of goods stabilizing model 

are highly beneficial to reduce the risk and the open economy concept is a factor which depends 

on the international market structure.  

The crises majorly occur due to financial and statistical orientation. There would be the 

consistency of investors and investments for discussing the capital inflows. Throughout the 

income levels, there is the interpretation of those investments which are also the foreign and 

domestic investments. The developing countries and their relative income levels are occurring as 

the important factors for the interpretation of capital inflows. The graphical representation which 

is given in the relative section is helping to articulate the differences between these factors for 

interpreting the impacts of capital inflows.  

There are often two types of inflations within crises such as the major crises and then the types of 

crises. These crises and the types of crises are relating to the changing behaviour of gross capital 

inflows. With the factors of COF and CID, there are many disruptions associated. Economic 

factors are foremost for indicating the impact of multinational functions of the country. There are 



many further implementations for capital inflows through graphical representations. The gross 

capital inflows are also the same extension in this study.  

Chapter # 4 

Financial Globalization before and after 

2008 

Introduction 

The concept of financial globalization emerged with time and changed with different events and 

circumstances. The shortcomings in the financial globalization increased the chances of financial 

crises. The financial crises dates back to 1700s when the first crisis occurred in 1772. The crisis 

rapidly spread in all over the Europe. Other crisis includes the crises in 1929-39, 1973, 1997 and 

2007-08. These crisis changed the trends of financial globalization. The concept of financial 

globalization revolutionized after the major financial crisis of 2007-08. 

Whole world was affected by the financial crises. Almost all types of emerging an advanced 

economies had to face financial issues due to crises. The US is among the developed countries 

but it also faced a crisis in 2008 and huge unemployment was experienced. Due to this reason, it 

is important to make people aware of the importance of learning about social policies. When they 

will be aware of the science behind these regulations then they can properly contribute to it.  

The start of crisis in 2008, related to the changing debt and bankers investment policies. This 

period was more related with changing environments from the early period to future events. The 
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period before and after the crisis was a part of financial change. In the start the banking activities 

before the crisis formation were working on a smooth pattern. There were no chances of inflation 

and employment levels were regulated with the help of strong correlating policies. In the 

beginning of the century, bankers tried to change the amount of investment in small industries. 

This produced a rapid change in the policies of government. Industries had a reduction in capital 

flows. The previous period was related with the combination of different countries. These 

countries made the important change in classification sector. The middle to average income 

countries had a good profile before the 2008 crisis. The idea was collected through studying the 

model of 103 countries and the result from the classification of economies proved an extra 

advantage for the per capital income areas. The pattern which was studied in 2005 exemplified 

that the change in gross capital flows was considered as the main source of changing the basic 

type of variations. If the activities before five to six years of crisis is gathered through a possible 

side of the argument, it will establish that debt and money matters were the important part of 

changing the structure and implementing services. The important part of changing systems will 

provide an exemplification of services. This makes the change in countries where there are partly 

issues for the capital flows. 

The important factors which make change in monetary fund also forecast a main picture of crisis. 

There were fundamentals why the crisis took place. In order to understand the basic points first 

of all there are two portions for the 2008 crisis. First was the wrong polices which were 

maintained before the world war. The pattern was initiated from the effects of World War 1. This 

produced a major setback to economy. The investor’s has to face financial loses to overcome the 

theft loses and produce an early setup of depression. In the past the economies were well 

established through collective efforts. There were some cities which made an impact on the 



development of Easter Europe and America economies. These business and income levels were 

surmounting the change provinces and exports had formed a significant part of country capital 

reserves and gross domestic product. There was an increase in GDP levels for America and 

Europe. This competition laid the foundation of expansion where competitor’s started to cut the 

economy of rivals. The initial wave was commenced through a firm support. 

Crisis involved mechanism for the banking as well as the private sector. These reasons were the 

loss of currency values and changing the most probable cause of disruptions for the change in 

business activities. The main side for the change was related with regulating policies from 

government sector. Many economist vote that some department already knew that eave of crisis 

is building in the financial sectors. The intelligent bankers tried to lift the values form favourable 

side to argue the cases for making a simplified sector for changing the instructed side of the 

business purposes. 

When the crisis hit the part of industry, its effect were prominent form the start of year 2008.The 

import had a declined and inflation levels went on high levels. The market was facing sense of 

instability where the stocks were related with more important side for changing potential side of 

the companies. The relative factors were present in the lateral form of changing the environment 

of economies. 

The pattern before few years of 2008 were related with the physical capital and credit based 

economy. It made the change in pattern where there are reasons for the economies to lift up 

stocks through proper change in implementing the possible side of completing the challenge for 

business targets. 
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In the frame of financial liberalization, main effect of liberty was given to provide an n easy 

regulation for business activities. The concept was the open behaviour of industries and theory 

interference on changing the pattern for financial services. 

Since the aftershocks of crisis many models were crated to explain and predict the future losses 

during the critical period of implanting change in social sense. This was a developed approach 

and it made the events more possible for providing solution for change based products. The 

examples were related with the change in polices for modelling actions in improving the setup 

for business practice. The foundation of period before and after the interval of 2008 was related 

in consequence of changing the positive factors for government change. 

The international funding form 69 different countries do provide a change for the whole system. 

The main side of the argument was related with changing the concept of models and analysing 

the facts which contributed in a possible change for the whole integration. The second type of 

variation was created with the help of balanced state with quick group of internal change. 

There was a change observed in crisis attempts. When economies fail to compete with losses in 

income capitals there are signs of great gasp in financial services. If the gaps are considered with 

the help of proper finance concept, main types of changes were compensated with the foreign 

interference. The foreign involvement in domestic sector industries changed the overall path for 

the companies and private sector for crisis initiation. The unemployment levels were on rise on it 

gathered different attitude for the professional business objective. The crisis hit the banking 

sector which got less credits and all the funds were used in erupting the cash flows. 
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Literature Review 

2008/2009 Crises and Gross Capital Flows 

Gross capital outflows and gross capital inflows showed the high rate of growth in the period 

which leads to the crisis and showed the rapid movements in the period of the crisis itself. The 

Lane and MilesiFerretti (2001; 2007) worked in the gross positions of the international claim. 

The early work by Lane and MilesiFerretti documenting the huge rise in countries liabilities and 

gross external assets. The Obstfeld (2012) highlighted the flow rise in years preceding the crisis 

when the gross capital flows outpaced the net flows and Obstfeld (2012) concluded the external 

positions of gross and associated flows are financial instability primary transmission channels. 

The (Broner et al.) (2013) analysed the cyclic behaviour of gross capital flows from the 103 low 

middle and high-income countries sample to support the empirical evidence. It is concluded that 

the net flows are less volatile than the gross capital flows. For both non-resident inflows and 

resident outflows rise the gross capital flows are found as highly pro-cyclical during the 

recessions and economic expansion. 

During post-crisis, the special attention is devoted towards the co-movement of various regions 

and components of gross capital flows. The study by title (2011) and Milesi-Ferretti documented 

the behaviour of different capital flows components which changed in the period of financial 

crisis with flows of banking and contracting the most and least FDI flows. Forbes and Warnock 

(2012) discussed the framework to analyse the capital flows extreme episodes, and these are 

classified in categorize, the surges, stops flight and retrenchment are four categories. The stop of 

non-resident inflows, the surge of non-resident inflows, the flight of resident outward investment 

and retrenchment of resident outward investment in this systematic framework the various highly 

episodes countries experienced in 1980 to 2009 were emerged by notably global risk aversion 
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and external factors. The confirmation of result is done by Ghosh et al. (2014a), which analysed 

that the significant factor behind the liability-driven surges is global risk aversion 

Financial Development and Structure Database 

The crises of 2008-09 badly affected the economies of the world. The researchers have 

developed a database which include complete data about the causes and effects of the crises. The 

reason of developing the database is to define the statistics and use them to avoid any future 

crises. The paper is using the modes of financial development and structure database for an 

indication of techniques used in developed countries and in their procedures of financial 

developments. Further, in the paper, there are many techniques and procedures of the financial 

development which is adopted by these countries. Along with the financial development, there is 

also the related structure indicator for financial development as well. This also relates to 

financial sector development as well. The database is also working well for bringing many 

efforts in sense of providing such data. 

With 2007 and 2009 financial crisis the financial sector becomes the policymakers’ agenda. 

Literature is full of the importance of the development of financial sectors for equity of 

economies and growth. For research makers and policymakers the proper measurement and 

proper analysis of causes and their solutions designs, measuring size, indicators and stability or 

efficiency of financial system remain of to importance. In this paper, the policy is introduced by 

updated and expanded version of structure database for financial development. This database is 

providing the statistics, size, banks stability, bond markets, and equity market across the 

countries over time. It has had multiple indicators of financial globalization.  

Over the past decades, the financial system trends are also presented in this paper. The recent 

crisis is not captured because our data end up at 2007. The recent crisis including profitability 
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and stability match, indicators banking efficiency in high-income countries are not fully 

determined. We also structured the data of market vs. bank-based financial systems by analysing 

the financial institution and financial markets. This database is consist of those selected number 

of financial indicators which are available in many countries form past decades. We would 

consider and analyse the factor that out data is on the yearly frequency and it will not capture the 

trends which are short term.  

It focused on the presentation of indicators for the financial system size. We focused on equity 

markets, bond market, bank and bank-like institutions of a fiancé. The indicators are based on 

raw data from international financial statistics or IMF. The equity market indicators are based on 

raw data from a database of emerging markets and the bond market data indicators are based on 

BIS raw data. Liquid liabilities to GDP is known as a traditional indicator of the depth of 

finance. This indicator equals the interest-bearing liabilities and currency plus demand of 

financial intermediaries and bans divided by GDP. It is the broadest indicator because it includes 

all the non-financial and financial institutes. There are many financial systems which lot of USD 

such s U.S and Japan, there are poor and small countries in which financial system are small in 

size. Lie Sudan and U.S. United States have more than 73 million liquid liabilities and Sudan has 

40million liquid liabilities.  

Currency outside the system of banking to base money is economy monetization indicator, it 

describes which share of base money in a deposited form not held with a system banking. It is 

not surprising that low-income countries have 39% ratio of currency outside the system of 

banking and upper class and upper to middle-class countries have a lower ratio of currency 

outside of banks. Financial system deposits to GDP is basically known as a ratio to check the 

savings and bank of bank lie institutions deposits, it is a stock indicator for economic activity. 



This ratio changes positively by the increase in the income level of countries. ‘At 2007 the trend 

is reached at 51%.there are financial institutions deepening across the whole world. The 

deepening occurs in banking as much in bond markets and stock markets. We will do an analysis 

to check that either the deepening is strengthened the banking and multiple income groups in 

various geographic regions.  

In emerging and developing countries and their markets the banking systems have the largest 

part in financial systems. We included too many indicators to measure the bank stability, 

structure, efficiency and size over the time across the countries. The central bank assets to GDP. 

Deposit money banks assets to GDP and other financial Institutions Assets to GDP highlighted 

the significance of performance of three financial service providers according to the economic 

size. These three measures can sum up all the claims on non-financial domestic sectors regarding 

GDP and thus these three measures constitute the financial intermediation comprehensive 

measure. We included the importance of Central bank assets vs, Deposit Money. Those countries 

have a higher level of financial development in which deposit money has a huge role that central 

banks. We include multiple indicators. Bank credit to ban deposit is known as the ratio of claims 

in deposit money banks. In 2007 this indicator shows the variation in Congo 21% and in 

Denmark 307%. It increases by level of financial development and level of economic 

development.  

The net interest margin is equalled to the bank net interest rate revenue. These two variables are 

designed by raw data of bank level for the purpose of Bank Scope database. For a given year the 

measures are constructed for all the countries. A higher level of interest rate shows the lower 

level of efficiency of banking. Poor countries have high-interest rates and they have lower 

banking efficiency. The final indicator is the cost-income ratio for banking efficiency this is the 



ratio for relative gross revenues cost and it measures the gross revenues with higher ratios. It 

indicates the reduced level of efficiency of cost.  We also included the concentration indicator 

which shows that upper-middle countries have the concentration ratio very lower. We included 

the return on equity and return on assets indicators which shows the little variation in upper-

middle and high countries equity return. In 2007 the lower countries have 20% equity return. 

Finally, the Banking stability indicator concluded by us.  

For the size of insurance and capital market indicator, we included multiple indicators. The stock 

market capitalization is equalled to the value which is divide through GDP. It shows the stock 

market size according to the economy size. Stock market capitalization to GDP is the first 

indicator which measures the trading volume of the stock market as national output share. Stock 

market turnover is the second indicator which measures the stock market liquidity according to 

market size. It is concluded that from past 12 years the stock market and trade values are 

increasing.  

We included multiple indicators for the financial system of the country which is inter-linked with 

another country. Firstly we included the issues of flow of international debt. The indicator 

international debt to GDP measures the international bond stock relative to the country economic 

activity. The second indicator international debt issues to GDP measures the international bond 

issues net flow according to the economy of the country. The highest international debt issues are 

present in lower income countries as compared to higher income countries in 2007. The Debt 

amount is stabilized form past 12 years. The increase in debt issues is present in high-income 

countries. But in middle-class countries, the debt issues are fewer.  

In different income groups of the world, we analysed the development of financial system at the 

different time period. The cross-country aggregates and comparison work is based on the recent 



period after 2000. In high-income countries there is a trend towards markets but not in the 

world’s other income groups. Some other geographic regions have trend among markets but it is 

not as much like high-income countries. The trend is driven by less amount in liquidity of the 

market and higher amount of capitalization.  

The financial development and structure database is the published database which is the only 

cross-country database and published by World Bank. The database is the major publication in 

which there are the financial development and structure for making all indications across the 

countries include the range of indicators. The database publication is majorly started from 1960. 

This is done for measuring size, activity and also the efficiency of financial intermediaries and 

markets as well. There are many factors which are attached to the financial development and its 

structures and this database is crucially analysing all those factors as well. Along with all these 

factors, there is also the compiled permit construction of the financial structure and also related 

indicators for measurement. It is related in the sense that the banks of a country are the larger, 

active and more efficient bodies in the stock markets. These are the major structures and the 

major bodies which are indicating the overall financial working of countries. These are the 

indicators which are also used for some specific purposes.  

These indicators are used for investigating the links between the multiple bodies of society. This 

is an empirical link and the bodies of society are including the legal, regulatory, policy, 

environment and indicators of the financial structure as well. For the economic growth, the 

structure of these bodies is also analysing he multiple implications of financial structures as well.  

These all structures and their implications are useful for economic growth and economic 

stability. The database is crucial to possess by many countries as this is also indicating the many 

important jurisdictions as well for financial progress and financial study as well.  



Previously, financial development is studied in terms of many variables such as inequality and 

innovation. The same thing is discussed by Jauch and Watzka in 2015 that there is the financial 

development and income inequality is forming a serious panel. The income inequality and 

financial development are interlinked in this approach. This establishes a broad unbalanced 

dataset which is up to 138 developing and developed countries. These are also studied over the 

years of 1960 to 2008. The GDP is taking the major credit and also the major factor indicating 

the financial development within the country. The factor of income inequality would remain 

constant in this whole procedure. The same study before this is indicating the negative impact of 

financial development on income inequality and thus formed major theoretical models. This 

study is also rejecting those all theoretical models in this manner.  

In the same way, there is the indication of financial development and innovation which prevail in 

many countries. The market development differs among countries and this is because of the 

innovative trends among major sectors due to variation among businesses. The market 

development relates to technological innovations and the developed countries would never miss 

this factor for bringing major changes among countries in order to make an impact. The strategic 

position should also be strong for indicating this relationship as well.  

The financial development and structure database in this paper indicates the multiple expanded 

versions and in this article, it is also used for the same purpose as well. The article is introducing 

the updated and expanded versions for financial development and stricture database. The 

database relates to the indication of the financial development of financial institutions and other 

markets (Beck, et al., 2009).  These all expanded across the countries for making the major 

impact. It is established already that there are many factors attached to this database for taking its 



positive impacts on financial markets. This is all because of the elastic size, measurement, 

efficiency and stability of financial institutions such as banks across countries.  

The banks are studied in terms of stability, equity and bond markets all across a broad spectrum. 

This spectrum is present in all countries. The financial globalization is also operating among 

several areas and thus having major indicators. These indicators are relating to several bond 

issues, international loans, off-shore deposits and remittance flows. The database is also drawing 

the wide array of primary sources for also covering the different dimensions of the financial 

systems of countries.  

There are several benefits attached to this database and the foremost one is its diversity and 

integrity for discussing the financial institutions in countries. The size, measurement, stability 

and efficiency of banks are the major indicators for having the financial development and 

structure within countries. However, there are some limitations of this database as well which is 

also related to its previous works. The database of financial development is also attached to 

many other factors such as innovation and income inequality. These are completely neglected in 

this paper or even discussed in fewer contexts and less perspective.  

The imitations are in the sense that it is neglected all those factors which are related to the 

financial development indicators. These factors may impact all those indicators such as the 

international working of banks. The relative impact could not be neglected completely as this 

could limit the working of this database completely. The financial system is often fragile and 

there is no way out except this discussion. The system may help to get out of the financial crises 

from countries throughout studying these perspectives.  

The paper is establishing financial trends among many systems across the whole globe but from 

the past decades. There are many dimensions in the sense which are also relating to those 



financial trends in the marketing development as well. The financial system across the countries 

depends greatly on all those dimensions. The financial dimensions are also attached with all 

those standard indicators for financial intermediary and also the market development. The 

market development is increasing gradually over the past decades.  

The progress of the countries is also covering major indicators of financial development such as 

income groups and regions. The concentration is also the major focus on high income as these 

are the major variables in this article. The study is taking the major comparison between 

deepening in middle and low-income countries. This is also forming the major data but tills to 

2007. This would not capture the recent crises fully. The data of 2007 is including the extensive 

literature for studying the finance and growth relationships. The recent relationship is the major 

evidence between the income finance, income inequity and poverty reduction indicators.  

The data is giving the major output in the sense as this is showing some specific financial 

indicators in sense of discussing the major trend comparisons among the cross-countries. There 

is also the general establishment of all those procedures for financial markets institutions which 

would be changed over the period of time. It is also making the more propound indication among 

high-income countries and also in other markets for banks. There is also the specific indication 

of all other income groups and regions of the world which is related to the financial development 

models.  

Another study which is the study of cross-countries is indicating the financial sector 

development as this may have the stringer impact for growth in low and middle-income 

countries. There is also the increasing trend of those indicators for globalization and this is the 

major output of this financial study. This is also the crucial trend in the financial service 



provision. This may also remain constant for this trend even during and after the current global 

financial crises. 

The other model in this place could be the capitalism framework of countries as this closely 

relates to the financial analysis and diversity among countries. The model of capitalism 

framework is also related to the working of the banking system and other securities markets. 

These are also working in the same approach as the approach of financial development and 

structure database. However, this is also marking three-group typology which is identifying the 

embryonic financial system. There is also an approach of an intermediate financial system for the 

maturity of the financial system in maturity. This typology is also supporting many other 

hypotheses for some specific emerging countries. The model would also work in the same way 

as the approach of financial development and structure database is working.  

The paper is also introducing the expanded and updated data version entries for financial 

structure database. There is also the documented trend attached with this and this is crucial for 

the development of financial institutions and markets as well. The database is also giving the 

documentary trend about the recent trend in the development of financial institutions and 

markets. It is also giving the increasing awareness about all those financial security indicators for 

policy advice on the basis of appropriate data capturing technique in sense of different 

dimensions.  

Capital flows and global financial crisis 

According to the article ‘Capital Flows, Push versus pull factors and the global financial crisis’ 

by Marcel Fratzscher, the main reasons that diverged the crash in 2008 and created one of the 

biggest changes in the monetary and capital flows on a global scale have been looked at in detail. 

The paper highlights the significance of the causes which are more likely to be examined on a 
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broader level. The main focus of the paper was to consider and analyse data from 50 different 

economies to evaluate the common elements that were experienced during the crisis. 

Some of the relevant common findings have included the directive changes in the main concepts 

and fundamental workings of the risk-taking abilities as well as the effect placed upon the 

liquidity and monetary assets. On the other hand, other phenomena were simultaneously affected 

by the changes. The major effects were laid upon the options of recoveries and the methods of 

capital and investments flow. These were measured both during and after the crisis.  

It has been noted that the final conclusive effects of the measures differ between countries where 

the major influencers can be assumed to be affected by the independent variables. These 

independent factors are affected by the internal structures of the economies of the nations. The 

main dependence of these changes has greatly been reflected by the differences in how the 

central institutions and how the economic policies were implemented by these institutions.  

Also, major stress was placed upon the management of risk within the nations. This was further 

noted to be in the constituency of how strong were these domestic policies in relation to the 

economies of the nations. In comparison, the nations have reflected that the same factors might 

encase different effects upon the nations and their economies. However, the effects can still be 

categorized and can be grouped together in accordance with the similar aspects. 

There were two main determinant categories more commonly analysed in the form of factors; 

push and Pull. The phenomena of making economies closed and pull. The ‘push factors’ 

included the common elements that were found between the nations as a result of the main 

factors that affected them. Whereas, the ‘pull factors’ differed in both natural as well as the 

stimulus effects they had on the economies of the nations, more figuratively throughout the time 

of the crisis. The pull factors are also important in part for the highlighting the global challenges 



that were faced by the new entrants into the markets of the years 2009-2010. The main findings 

of the paper inculcate that the main factors of the concerned global crisis were closely associated 

with the underlying conditions and after effects of the pull factors. This is in consideration to the 

fundamental principles of the macroeconomic factors that have been associated with the driving 

factors that control the flow of the capital in the economy. These driving forces have played a 

major part in the addressed crisis within the dimensions of the nations between 2009 and 2010. 

These factors have been given the name ‘global shocks’; that is majorly described as the 

exposing and vulnerable factors in the financial sectors. Furthermore, through this paper, the 

difference between the nations who were termed as ‘open’ and ‘closed’ economies was 

highlighted and the effects of both the type of economies were measured. As a conclusion, it was 

analysed that the openness and closeness of an economy did not play a significant part in the 

indicating the importance of the push and the pull effects upon them. The phenomena of making 

economies closed-ended through regulations were highly criticized since it did not play any 

constituent part in making the shocks less apparent. What was suggested was that 

macroeconomic policies should be studied and then applied to the regulations of the economies. 

What Changed After 2008? 

The financial crisis of 2008 was such a big crisis that affected almost every entity in the world. 

The major entities that were affected by the crisis included the banks and financial institutes all 

over the world. The financial crisis is considered as one of the greatest recession times of the 

history after the Great Depression of 1930. The major cause of the financial crisis was the race of 

bonuses rather than thinking about making long term goals and objectives. The major causes of 

the Financial Crisis included deregulation, systematic crisis, easy credit conditions, Ineffective 

risk management strategies etc. The banks had smooth and less strict rules for loans and credit.  



As the major effect of the Financial Crisis was on financial institutes and banks, the operations of 

these entities were changed a lot after the crisis. The banks started looking for sustainable 

regulatory bodies. The lending rules and regulations of the banks were revised  

Banking Reforms 

The first banking reform after the financial crisis was to manage the pays and bonuses. The 

employees of the banks had been receiving heavy bonuses before the crisis. The new banking 

reforms included the term that an employee of the bank was allowed to receive only 20% - 30% 

of his bonus in the form of immediate cash. Actually the executives and the employees of the 

banks had been receiving millions of dollars as bonuses which was affecting the financial status 

of the banks.  

S that there should be continuous look-after for the performance of the employees. If someone is 

not doing what he has been paid for, he should be deemed for that. The reforms helped the banks 

and financial institutes to regulate their operations in an effective way.  

Moritz disused the first part of depression during the 2008 crisis. It was the beginning of the 

crisis when companies changed polices towards government and public. The main side of the 

studies were pattered before the crisis. This showed that a measure of financial opens is required 

where there is a link between the international portfolios and direct investment. The present side 

was much more patterned with the economic conditions of UK. The change in patterns for 

financial integration makes the less important in global market. This can be a changing concept 

by the events are much more data driven as compared to the integration and changes in global 

market system. There was a correlation with the foreign capital shocks and it provided two 

different sources for the data structures. The main part of this study was related with the 

investment changes which can make the systems go downward form a quite higher rank. 
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The whole description was gathered through maintaining a portion of capital controls for the 

variables. The issue is related with the empirical model in the study and it gathers the changes in 

economic growth from the evidence from people who have researched on the topic as the 

primary objective. The author used the contemporary approach for the finding a correct relation 

from the past adventures. This method was empirical and allowed the chances of investigation 

for practical kind of variation. Variables which can form the structure of change can become an 

important form of rules and observation procedures. 

The effect of cross section model also helped to discuss the impact of growth on crisis 

formulation. The period was compared with the help of five year polices and it makes the most 

side of the people to change the works which inhabited during the change of five years tenure. 

The process is al regarded with 2008 crisis. The economies had a change in investment share as 

the main factor for critiques. The literature states that neo classical models can help to analyse 

the phases of crisis in all the context and it provided a deep evaluation of economies.  

 

 

Michael studied the effect of crisis-related to the related terms of globalization. The change in 

the international market was related to the help of monitoring a possible sign of growth before 

the period of cross-border changes. The increase in this trend led to the consequences of the 

crisis. The first part was the check won cross-border business activities. The result was 

conducted through the review of economist and gathered a change in design and policies. The 

rise in inflation levels has been the most important part of the study. The crisis has been related 

to the change in monetary policies. The distribution of wealth services has been discussed as the 

change in the monetary system and may form the distribution changes. The price changes and 
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stability are main factors for assets. The rigidities which are focused are compared with the help 

of nominal goods. 

Crisis effects have been produced through the risk where the intentional funds have been formed 

through managing an important type of change in contingent and non-contingent bonds. The 

crisis effects were all due to the changes where the middle side of the monetary system. 

Financial firms have proved as a factor of improving most significant forms of changes in price 

setting. The portfolio drawn by the author helped to account for the changes which took place in 

tracing the country currency pattern. 

There are changes in the pattern of assets where the crisis form a deep-rooted level. The main 

form of risk sharing pattern forms the crisis initiation for country changes. The characteristics of 

this crisis were related to the help of an optimal price stability and relate to the case of 

equilibrium in the economy. Economy balances have proved a changing setup for the properties 

based on risk maintain forces. The change in risk sharing pattern will gather aside for the counts 

and will relate the change in the price of the business level. This data used the one economy 

model where the most form of the gross change can become an important source for learning the 

economic factors. This model can help to discuss the reason why there was an imbalance in the 

economy. The change in most macroeconomic will make the formation more discrete towards 

making an extra care in changing the significant steps. 

Yan Bai discussed the 2008 crisis in relation to the gross domestic product. His figures 

accounted for the early period of change implemented during financial integration pattern. The 

change in the financial liberalization accompanied with of survey of 43 different countries. The 

main aim of this survey was to relate the effects of the crisis on the behaviour according to the 

debt ratios. The major part of this crises took a start where the debt tool increased for the 
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countries. In the literature, the results are related to the figures for 43 different countries. 

Controls which are related to the cash flows provide the changes in the liberalization sector. 

The change in capital controls helps to provide a period where there was a risk of elimination in 

most of the integration period. The main side of capital flows was related to the trends in 

countries. 

Debt ratios are all providing a period for the non-defaulting countries. The main side of the 

default values proceeds towards the changing data states form integration period. The volatile 

times are the main case of risk associated with the crisis of 2008.There was two area where the 

volatility was challenged with the help of a change in the flow of magnitude effect, the risk-

sharing activities are more comparative for the growth areas. The information from the risk-

sharing activities can become a most probable cause of the financial crisis as it changed the 

succession of different countries. 

Chapter # 5 

The Great Reversal 

Introduction 

The development in financial sector did not address the wave with a significant period of time. 

The change was observed during the period of 1913 to 1980. This theory has been explained in 

order to forecast the changes which took place during the opposition of financial developments 

with incumbents. The proposed theory explains the terms in such context that the opposition will 

be less available from incumbents. The main side of the argument can be described in the context 
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where the cross-border trade and capital flows are the main areas for uplift. This theory helps to 

make series of financial development.  

This study incorporates the review of financial theories and their impact on developing countries. 

This theory proved a relation between the cash flows and capital investment. The financial 

constraints and issue which rose up during the Great reversal were made discussed from the logic 

and data’s. If the combined effect was considered by most of the task there are addition’s which 

implemented the change of patterns. If the general idea form Japan and US is considered the 

most die in the areas regulate that there was the difference in approach in tackling the situations 

from the countries. In the first side, Japan made a concentrated outlook. This will be examined in 

the concepts of policies which limit the sides for the development. 

America has shown wise steps in contact with the widest routes from other parts of the world. 

The policymakers were shifted with the help of making an opportunity for economic levels. They 

planned the approach in such a way that consideration was reduced and the financial flow of 

funds was critically analyzed through core values. 

 

Overview: Why Financial Globalization Matters  

The financial globalization happens in min nineties. The financial globalization is a surge in 

capital flows between the industrial countries. It happens between the developed countries and 

industrial countries. Financial globalization promoted the growth of the economy in the 

developing countries. It is very true that a lot of countries experienced the high degree of 

financial integration and the huge growth rates. The financial openness enhanced the growth 

through many channels. The financial globalization helped the developing countries to stabilize 

the consumption growth fluctuations. 



 The countries enjoyed large benefits due to the stabilization of fluctuations in consumption 

growth. But as well as the benefits of economic growth and fluctuations stabilization there is also 

a negative impact on countries. The financial globalization is an aggregate concept which 

increased the global linkages. Through cross-border financial flows. Financial globalization 

affected many developing countries it influenced the labour share of developing countries.  

The First Wave of Financial Globalization (1870-1914) 

From 1860-1914 North America and Europe were affected strongly by internationalization.  The 

acceleration happened inflow of good. The capital flowed freely among the countries. The 

financial integration and the international migration was more than today. Many people almost 

60million left Europe to find their fortune in that new world.  The drivers behind the wave of 

globalization were the fact that a lot of countries started to embrace liberal trade policy after the 

protectionism year and the era of new technology that can bridge the large distances of 

geography.  

The world trade started its rapid increase from the 18th century. From 1500-1800 it was only one 

percent per year but in early eighteen or in 1820 it increased to 3.5 percent. In nineteen century 

the world trade increased to 40% in Europe. The first wave of globalization is triggered by a 

combination of falling transport cost such as reduction in traffic barriers, sail to steamships. It 

introduced the cheaper transport, new technologies in transport such as railways emerged as the 

huge opportunity for massive commodity exports. 

 By the first wave of globalization, the world economy increased to 8 percent. The primary 

commodities production increased the necessity of people. That’s why almost the 60 million 

people from multiple states including Australia and North America were hired to work on the 

newly available land. The primary commodities production not only required the labour, there 



was the high necessity of huge amount of capital. In 1970 the foreign capital stock in many 

developing countries was about 9 % of their income. Institutions were needed and these 

institutions were copied form financial market.  

These institutions improved the information permitted through telegraph. These institutions are 

combined to enable the government to tap in the market of major capital.  The growth rapidly 

accelerated and per capita incomes are increased every year by 0.5%, it rose up in average almost 

1.3 percent per year.  By this the New Zealand, Australia, Argentina and the United States 

increased their economy and becomes the richest countries in the world. These countries 

exported the primary commodities and imported the capital, institutions and people by which 

they become stronger economically and richest.  

The period of 1914 resulted in an increase of almost 32 percent of the foreign capital stock in 

developing countries. Among globalizing countries there was convergence, the mass migration 

was the basic element to equalize the income among these countries. The emigration was 

increased because the Irish wages were increased about 32%. Italian wages increased almost 28 

and Norwegian wages increased almost 10%.  

The Australian wages increased by 15% and the Canadian wages increased by 16 percent. In last 

the American wages of emigrants increased by 8 percent which was probably the more important 

factor than capital movement and trade. The impact of financial globalization on inequality 

inside countries depended on land ownership. The developing countries exports were land 

intensive primary commodities. 

 In Europe, the first wave of globalization ruined the landowners and the first wave of 

globalization coincides with great legislative pillars of social protection establishment in very 

first time of history. In Europe history, the free mass education, pensions and work insurance 



happened and it was a great development. The first wave of globalization is also called as the 

Age of Exploration. 

The first globalization is related to the industrialization of financial markets. In the first sense, it 

is related to the extent of the comprehensive integration of the banking sectors of the world. 

these banking sectors and their integration are usually evolved from the financial crises. There is 

also the keen role of the debts which are pushing the world’s financial situation to more bankrupt 

situation for many of the countries.  

Between 1870 to 1914, there is the period which has emerged as this period was giving the edge 

too many of the swift growth changes in the economy. The economy which was developed in 

this period was developed but less advanced. In trade, there have been observed many swit 

changes. These financial propositions are even beyond the borders and thus integrating the 

financial globalization between countries which were also the emerging concept in this period.  

The period has seen the remarks of financial globalization and the period is described as the first 

globalization. This period is also showing the multiple similarities with the second globalization 

as well. The trade policies are also foremost for discussion in this paper and many other 

economic policies as well. These measures are giving the edge too many of the financial policies 

and reducing the vulnerability to financial crises as well.  

There are many factors which are supported in this period for financial globalization and these 

factors are the trade, transportation and communication for studying the differences in nature of 

financial globalization. In this period, the globalization was usually triggered by the 

transportation and communication and it is majorly facilitated through the trade integration. In 

this way, globalization is usually facilitated. The globalization is also spread through the growing 



integration of goods markets. It is also supported well by the communication and transportation 

costs.  

In the United States, there is also the new rising power which had affected the trade growth. 

There is also the access to all European imports over exports which is also becoming the major 

reason for the trade deficit in Europe as well. The trade integration is the foremost factor in all 

these processes of financial globalization. The reciprocity and coordination of the trade policy is 

the foremost factor which is characterizing the first globalization.  

The growth in the world trade is usually measured in the period of 1870-1914. With the passage 

of time, there are the technological changes associated with the trade and this thing has made an 

impact on financial globalization. The major progress is associated with the trade policies and 

this is aimed at facilitating the access to raw materials.  

The average level financial development was quite high as compared to the tenure between 1980 

or1990. The absence of upward trends suggests that countries less depended on banks rather than 

financial markets (Degryse, et al., 2017). Only by the end of the 1990s the amount level to 1913 

stats. The market capitalization will relate the Gross Domestic Product. From the table, 

information suggests that equity problems are most important areas for the corporate sector.  

The survey shows that the result which was based on the factor of gross domestic product 

gathered a downward trend during the first quarter of events from 1910 to 1913. The ratio of the 

countries was same as compared to the listing which was compared with the statistics. This was 

due to the reason that economic surveys were important in making suitable information 

regarding the flows of corporate investment. 

The development which was made for the rich sector mainly depends upon the importance of 

financial sectors and the degree of cross-border variation. The wave of depression existed in 



Argentina as compared to the events in Germany and France. The size of the market was 

different as compared to the Asian countries, for example, Japan capital incomes were less on the 

account of figures taken on the route of the survey. 

Great Reversal (the period between WWI and WWII) 

The growth of United Kingdom financial market expected a surge in the late nineties. The major 

part of the shift was observed in the time of the twentieth century when the successful projects 

went on decline note. This affected the economy and since the Renaissance was for a small 

period. The systematic period for the law remains unable to explain the key evidence for the 

surge in the economy. The main causes for the rise in prices level are attributed to the taxation 

policy by the author. When the time of depression hit the economy of major European countries 

the proceedings relate to the time period of 1945. 

There is also the great change in the global businesses in the twentieth century. The great 

reversal is also expected in the politics of financial development. The politics of financial 

development is also speeded differently and greatly in the twentieth century as well. However, it 

is also accompanied that there are many different factors and changing development within the 

year which should be treated differently. The politics of financial development is also changing 

differently and greatly over the period of time and effects are now emerging in the twentieth 

century.  

Many of the intermediate measures are developing the sense that there is the developed change 

in 1913 than it was in 1980 Now, the recent time is using those models for surpassing that 

financial loss which was once happened in 1913. It is now done through breeding competition in 

the line. The opposition to the financial development is usually observing the cross-border trade 

and capital flows. These are the major differences which are accounted in this sense.  



In the theory of the Great reversals, the effects were not limited only the main Europe. The 

financial trade route included another country like Asian trade hubs and investors (Leibsher, 

2006). The banking sector was also most prominent from the previous studies. Their approach 

was actually listed in the objective to the county to attract more amounts of funds from the local 

market system. 

The depth analysis from the time of the 1980s and beyond also suggests that there was weakness 

present in the aims of the financial environment.  A weak situation of property rights and 

accounting balance was misused from the major objective’s o the business was missed. When 

property rights were not maintained with a monitoring system, the government had to face loses 

in terms of monetary funds (Leibsher, 2006). 

This study aims to establish a strong relationship between the globalization and rest of the world. 

In the past, the firms have used nonprofessional approach to deal with areas of the world. This 

made the side of handling the economy for the main objectives of the system. For financial 

world, there are limits for the trade of goods. From the literature, it is clear that opening barriers 

to financial liberation is a correct approach to deal with the oncoming crisis.  During the effects 

of World War 2, the affected sides of the countries survived only when they had a strong plan to 

deal with the global issues (Hendrickson, 2013). 

The current topic was highlighted with the help of two authors. The main point form the 

literature was related to political paths which help to shape the financial sectors. The main focus 

of most of the authors depends on the social stability (Hendrickson, 2013). There are resemble, 

form a couple of studies which mentioned that political stability is important and remain the 

most prominent fact in literature for the addition. They noted that American banking sector was 

an additional step which made a remarkable progress in the current industry. The political 



systems were not able to control the development. The flaws were present with hindered the 

systems for its abilities. The banking sector was the main additive. Finance areas are all given 

with the help of corporate methodology. 

The reason for advancement is linked to the real fact. People used cross connections and cross-

border activities to improve the nature of the country. Government negligence was also promoted 

to the highest level (Cesar Calderon, 2008). There were different situations. Some economies 

quickly redeveloped themselves after the shocks of crisis. The European market followed a 

sluggish growth. The top management was unable to account for the small mistakes which were 

not identified for the trade activities. 

Bretton Woods Era (1945-1971) 

The Bretton Woods agreement is the landmark system for exchange rate management and 

monetary system. It was developed in the financial conference and monetary at the United States 

in 1994. The currencies were pegged to the gold price under this agreement. And the U.S dollar 

was reserve currency linked to gold price. It remains the important and significant agreement in 

financial history.  

The main purpose of this agreement was to ensure the foreign exchange rate and eliminate the 

devaluation of competency to promote the growth of the economy. The Bretton woods system 

called for monetary management which established the rules for commercial and financial 

relations among many states including United States, Japan, Australia, and Western Europe.  

It was the first example of well-negotiated monetary order which intends to build the relation of 

monetary among independent states. The chief of this agreement was an obligation to adopt the 

monetary policy which maintains the rate of exchange. It needed to address the lack of 

cooperation between other countries to eliminate the devaluation of the currency.  



The primary designer of this system in the UK plans to establish the global central bank which 

known as the clearing union. The plan of white limited the resources of each country and power 

of countries. At the end, this adopted plan was idle towards leaning. From Bretton woods 

agreement the major items which were the creation of the international monetary fund. The IMF 

was established to monitor the lend reserve currencies and exchange rates to nations. 

 Twenty nine members signed it and it was introduced in 1945.  The World Bank group was also 

created by the Bretton Woods agreement. The World Bank group was set up to give the financial 

assistance to countries during world war phase 1 reconstruction. The united states were holding 

the two third of gold in the world, forced the system to rest on United States dollar and gold.  

The Bretton woods agreement ends up between the 1968 and 1973.  

The U.S dollar overvaluation led the concerns over the rate of exchange and tie to the gold price. 

In the end of the system of Bretton Woods, the dollar becomes the fiat currency. For temporary 

suspension of dollars convertibility the president Richard Nixon called. After that, countries free 

to choose any other exchange agreement rather than the gold price. The Bretton woods 

agreement ends in 1973 when the foreign governance let the currency float.  

This era of Breton Woods has observed the major progression in the monetary and exchange rate 

policies in the US. In this era, the system is addressing the global ills which were emerged into 

the reaction of World War 1. Many of the governments are taking the control of exports and 

imports from the time of the offset of World War. The foreign trade is needed to be proceeding 

and this thing was leading to the manipulation of currencies of the countries. The warfare started 

to rise and the current warfare and restrictive market practices are helping to spark the 

devaluation, depletion and depression in the period and even after the break down results of 

World War. On the world’s financial playbook, there is the complete and massive overhaul.  



After being established in 1944, the landmark system for monetary and exchange rate 

management system was rapidly increased. This would always remain the important part of 

world financial history. The agreement is usually indicating the convertible currencies for trading 

and other current account transactions. With the passage of time, there is the great value to the 

US dollar which has been lead to the collapse of the system. The system was replaced by other 

monetary agreements in the line which has been built on the basis of the new international 

monetary system.  

The Second Wave of Financial Globalization (1971-2007) 

After the World War II, the international regulations and organizations were created to support 

the economic integration at the global level. And the Bretton Woods agreement was based on 

cooperation in 1944. The USA was the leading economy because in financial system the dollar 

was the monetary basis of financial systems. The Bretton woods declared that the nations had US 

dollar exchange with fixed currency.  

The second wave took place with the international relations implication in XIX which very 

reinforced by improvements in transportation and means of communication. A lot of 

sophisticated stock exchange and bond exchange in various countries and the integration of 

finance attained levels compared to the today. The European investors advised to globally 

diversify financial applications, French, and English, Dutch and German capital flow to finance 

infrastructures including America, Russia, Asia and Africa.  

Mostly these connections and links were broken after some events like Great Depression, the 

Russian revolution and these episodes contributed to suspicion over international economic 

relations. Organizations and international regulations were created after World War I to support 

the global level integration. It was a significant aspect that the post-world war II internal 



economy was not so much open to the World War period I. The capital flow was free before the 

World War I.  

The Bretton Woods system was based on the international flow of capital and governmental 

control. In this period, the two organizations were developed during this period. The internal 

monetary fund and World Bank were two institutes which were established. In addition, the 

special agreement on trade and tariffs in 1948 became operative.  

International regulations and financial organizations have been observed in this period. These are 

also supporting the economic integration at the global level. This was even created after World 

War II. The cooperation is usually based on the agreement of Bretton Agreement in 1944. The 

economy of US is becoming the leading economy in the world. In the same sense, the dollar is 

becoming the monetary basis of the financial system. The nations had fixed currency exchanges 

system in relation to the US dollar. This was in turn fixed to the golden standard. This thing was 

established in the Bretton Woods agreement”. After the World War II, the international economy 

is less open and less dependent prior to World War I. There is also the international flow of 

capital but through the major government control.  

During this period, there were two major organizations are established. These two major 

organizations are the World Bank (IBRD) and international monetary fund (IMF). In 1948, there 

is also the special agreement on international monetary policies and majorly through the practice 

of GATT. It stands for General Agreement of Tariff and Trade. In practice, the system is getting 

developed and the set framework is highlighting the need for several important steps toward the 

increased global free trade. These are particularly observing successive reductions in industrial 

tariffs.  



The situation got changed when the agreement came under discussion and the system came 

under increasing pressure. The major reason is also the Vietnam War and its escalating cost and 

of the ‘Great Society’ social reforms as well. The program is leading to the US budget deficit and 

inflation as well. In 1995, there is also the general establishment of World Trade Organization 

(WTO). The capital has again become more elastic in this sense. The more populous countries in 

the world are China and India as these have opened their doors to the world.  

With the passage of time, there is also the increase. The volatility of European corporations as 

these are becoming widened and deepened. For the third wave of globalization, the fall of Berlin 

Wall in 1989 and can be seen as the suitable starting point. After this observation, there is also 

the observation in the international trade. There is the rapid progression in the international trade 

and this is giving the significant and faster changes than the overall production. In the first place, 

there is the total amount in the terms of export. The amount of export which is accounted is the 

31 percent of the global GDP in 2006. It was compared with the accounted GDP rate of which 

was 12 percent in 1970.  

In the global economic development, there is nearly a true different phase. This phase of global 

economic development is looking for the rise of new business potentials. The globalization is 

also affected by this clause as well. The business potentials have been not discovered in the same 

way as one discovers the mineral deposit. This is the thing which is taking the financial 

globalization into another sense and majorly in the way for creating the business potentials. The 

business possibilities are discussed and created in the way through creating the work of art. This 

thing is combining the range of variables in a unique way. Overall, it can be said that there is the 

major progression in financial development through taking major policies by many of the 

governments.  



What changed after the crises (2007-2017?) 

Financial development will occur only when there is a proper political balance in the country. If 

the incumbents want to take a place on the economic side, this will also light out the 

development of liberalization. The major procedure for the development can be done through 

power structure and political change. If the concern shifts for the political change, there are two 

sides for the finance to develop form political actions. First comes the area where financial and 

industrial incumbents are linked with each other. Second, comes the areas where they are 

opposed. If the parties are in agreement the process it will run faster than if they are against each 

other there will a lag in developing. 

The main side of the financial globalization covers the circle for macroeconomic improvements 

which have made the risk highlighted for most of the fine product sizes. During and after 2008, 

there was a change in plan pronounced for the three decades for the global crisis. If the report is 

considered through the analysis of progressive data there are capital lows which make the 

pronounced effect on the scenario of globalization. 

The incentives for incumbents can be used for the demand for completion. The whole focus 

relies on opening borders for flow and trade. Except that, there is also the keen role of the 

financial policies and progressions such as through capital markets processes. The capital market 

of countries is having the impact on emerging financial markets in the world. The probable 

outcome for many of the financial development must also be observed from this scenario as well. 

The probable outcome is accessed through the dynamic panel analysis and other measured 

changes and processes in the sense. 



The structure of the political change will affect the financial incumbents. The prediction is 

maintained with the help of groups. The decision is made for the fresh person who starts the 

predictions for the market entry. Competitions are the main factor which provides the control of 

financial activities. The trade is affected by groups which make the flow of capital to matter. 

Cross-border competition can be explained through series of trade and agreements. This 

agreement will base on cultural environment and the official's relationship. If the pattern is listed 

with the most favourable source of study then concepts are utilized for the border strategy. 

Openness is related to the concept of liberalization. If the trade is open to all the communities, 

gaps are removed through selective specification of policy. The opening scale may halt the 

progress in such a way that some competitors can disturb the economic balance of the country. If 

the local business is considered, removal of funds from the major economy can put serious 

limitations on the accounting profession. This will put extra pressure on the investors which rely 

on the imports of making specific business terms. 

If the government takes a new strategy to limit the foreign investors and reversing the existing 

possible solutions, it will prove a benefit to the economies of the foreigners. The sizeable income 

will be made according to profits levels which have proposed the income levels for the industrial 

firms. The trade which is done on both sides of the border is related to increasing in care for 

financial development. 

If the trade activities and incentives are controlled by implementing a management system, the 

financial government can be subsidized with the industrial challenges. The addition’s which are 

made according to the funds and challenges which come across the trade routes. If the 

restrictions are open to the trade activities, credits are more important for the controlling the 



risks. There are chances for the risks to become more centralized in the economy. There are 

methods presented in the French movement which provided a solid concept for the intervention. 

The market attention is strictly related to the funds from neighbouring countries. This will allow 

the market to grow in different sectors. The domestic market won’t be affected by a new surge of 

prices. This method was related to the industrial areas for the market areas where the competition 

is present in the market terms. The need for financial development is related to the amount of 

finance which incurred and exceeded during new groups entry for business countermeasures. 

The competition will actually prove a serious disadvantage for the new persons where the 

product prices and varieties will make a longer relationship to make an influence on investment 

procedures. In this concept, the making of financing will be made to prove a different set for the 

organization. Therefore if the financial problems are persistent, the consideration remains for the 

domestic market.  

Financial development will occur only when there is a proper political balance in the country. If 

the incumbents want to take a place on the economic side, this will also light out the 

development of liberalization. The major procedure for the development can be done through 

power structure and political change. If the concern shifts for the political change, there are two 

sides for the finance to develop form political actions. First comes the area where financial and 

industrial incumbents are linked with each other. 

The financial linkage between the incumbents is due to the mutual interests and the mutual 

investments. These incumbents work to find the ways by which each of them can benefit itself. 

The industries in the financial integration are usually dependent on the foreign financial linkages. 
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When the foreign investment is at its best stage, the industries and other incumbents get more 

chance of growth in the international markets. If the investments are not enough to incorporate 

the different operations, the growth chances are lowered.     

Second, comes the areas where they are opposed. If the parties are in agreement the process it 

will run faster than if they are against each other there will a lag in developing. The main side of 

the financial globalization covers the circle for macroeconomic improvements which have made 

the risk highlighted for most of the fine product sizes. During and after 2008, there was a change 

in plan pronounced for the three decades for the global crisis. If the report is considered through 

the analysis of progressive data there are capital lows which make the pronounced effect on the 

scenario of globalization. 

The incentives for incumbents can be used for the demand for completion. The whole focus 

relies on opening borders for flow and trade. Except that, there is also the keen role of the 

financial policies and progressions such as through capital markets processes. The capital market 

of countries is having the impact on emerging financial markets in the world. The probable 

outcome for many of the financial development must also be observed from this scenario as well. 

The probable outcome is accessed through the dynamic panel analysis and other measured 

changes and processes in the sense. 

The structure of the political change will affect the financial incumbents. The prediction is 

maintained with the help of groups. The decision is made for the fresh person who starts the 

predictions for the market entry. Competitions are the main factor which provides the control of 

financial activities. The trade is affected by groups which make the flow of capital to matter. 

Cross-border competition can be explained through series of trade and agreements. This 



agreement will base on cultural environment and the official's relationship. If the pattern is listed 

with the most favourable source of study then concepts are utilized for the border strategy. 

The cross-border competition is one of the major factors that help the organizations to grow in a 

market with a level of competition. As the financial integration links the markets of different 

countries, the competition between the markets and the organizations of these countries change 

and increases. The more will be the competition, the more will be the chance of growth for the 

organization in the international market. When the financial integration will increase, the 

financial openness will increase which will create a degree of liberalization. 

Openness is related to the concept of liberalization. If the trade is open to all the communities, 

gaps are removed through selective specification of policy. The opening scale may halt the 

progress in such a way that some competitors can disturb the economic balance of the country. If 

the local business is considered, removal of funds from the major economy can put serious 

limitations on the accounting profession. This will put extra pressure on the investors which rely 

on the imports of making specific business terms. 

If the government takes a new strategy to limit the foreign investors and reversing the existing 

possible solutions, it will prove a benefit to the economies of the foreigners. The sizeable income 

will be made according to profits levels which have proposed the income levels for the industrial 

firms. The trade which is done on both sides of the border is related to increase in care for 

financial development. 

If the trade activities and incentives are controlled by implementing a management system, the 

financial government can be subsidized with the industrial challenges. The addition’s which are 



made according to the funds and challenges which come across the trade routes. If the 

restrictions are open to the trade activities, credits are more important for the controlling the 

risks. There are chances for the risks to become more centralized in the economy. There are 

methods presented in the French movement which provided a solid concept for the intervention. 

The market attention is strictly related to the funds from neighbouring countries. This will allow 

the market to grow in different sectors. The domestic market won’t be affected by a new surge of 

prices. This method was related to the industrial areas for the market areas where the competition 

is present in the market terms. The need for financial development is related to the amount of 

finance which incurred and exceeded during new groups entry for business countermeasures. 

The foreign finance will affect the industries which are related to the foreign investments. The 

domestic market is not affected by the fluctuation of the prices, but it is affected by the incoming 

investments. If the investments from the international investors will be higher, the competition in 

the market will increase. This competition will increase the stiffness of the market which will 

consequently affect the local or domestic incumbents. The more will be the foreign investments, 

the more will be the domestic competition and growth rate.   

The competition is advantageous for the existing key players in the market. They will have more 

chances of growth. The competition will urge the incumbents to work more efficiently which 

will increase the efficiency of the work. There will also disadvantage of the competition in the 

market.  The competition will actually prove a serious disadvantage for the new persons where 

the product prices and varieties will make a longer relationship to make an influence on 

investment procedures. In this concept, the making of financing will be made to prove a different 



set for the organization. Therefore if the financial problems are persistent, the consideration 

remains for the domestic market.  

Literature Review  

Looking into future considerations 

The evidence and less which are gain from the great reversal helps to formulate a strong effect 

for the future decisions which produce the desired setting for the financial analysis and patterns 

made to forecast the coming years of intensification. The pavement for the financials 

globalization works on a steady route yet there are different possible routines made to gather 

more set of advantage for the quick policy changes. Whenever the policies are made their quick 

efforts for the final disclosure of the events (Insitute of International Finance, 2014). 

Future policies will be made in such a sense that the quick succession of events from Ninetieth to 

onwards history should be the main source of identification of the part where the financials 

globalization is carried out to increase the financial systems and produce the adjustment for the 

credit cycle. 

There is a need for the financial sector to become a strong force for the globalization. The main 

area for the reversal was done through the main factors when the two generation has to face the 

economic depression. The areas have been considered with the different c in monetary policies. 

If the events are studies for the next generation it wills proven benefits for the new civilization. 

The emerging markets are present for the monetary support. In the sides of the areas,they are 

destination’s for the emerging markets to become a local competitor’s for the environment’s to 

get little investment sectors. 

There is optimism in the future across the new policies meant to solve the financial crisis for the 

next century. The main effect is gathered through the globalization factor. This is done in regards 



to the global standards and gathers infrastructure for finance. The marketing and finance sector is 

related to the standards of banking and cross-border activities. The national standards also meant 

to portray required information. The cross-border limitation regarding financial areas for the 

Europe and America has provided sources of balance. In the first sector of the studies, there is a 

difference in attitude for the portfolios which were related to the areas of limitations. 

In the first phase of the sector, the conditions are motivated whit the infrastructure and finance 

areas. There are reinforcement’s which make the national standards mire included to the banking 

sector. 

The first side of the argument states that future policies will predict the event of a crisis. This 

will be done by managing such policies which outline the unbalance in the system and give an 

absolute measure for the required areas. 

The evidence from the growth of developing country relatesto the economic growth. The studies 

carried out by several authors have formulated this evidence (Rajan & Zingales, 2003).  There is 

a question which needs to be asked from the point of financial sector where there is less sign of 

development. 

The answer derived by analysis relates that lack of need. Demand factor remains the main source 

which provides discussion in developing strategies. The demand clearly states there are missing 

areas for development in the financial sector. The examples are coded for the sake of simplicity. 

If France is considered there was a bigger fraction of gross domestic product present as 

compared to the United States in 1913 (Coyle & Turner, 2013). This was strange because the 

parts which were meant for the financing the United States focus were inadequate at the time 

when demand option raised a question. 



As an alternative approach, there are structural variations present to meet the demand and supply 

gap. A country may face the problems of social capital which will create a variable open sector. 

The other point may be related to right cultural, legal and political system. The effort of La Porta 

et.al (1997, 1998) displays that republics which have practised a better-shared law provide better 

options for the minorities to have equal rights in the business investment.  

The debate which raises the precise channel for countries institutional inheritance has an effect 

on financial development. The importance of structure for country matters as evident from the 

literature. The events from literature portray the history of great reversals. There were four 

different type of areas in which the great reversal was identified.  

In the first case, the period drawn the eighties to nineties was discussed. In the second phase, 

there was the event of late eighteen century and the nineteenth century where the variations were 

laid with the help of formulation of rules are variation. The whole data from the past history 

shows that there was variation in the financial sector and it helped to leak out European countries 

roles. 

Financial theories do provide implications for the structure. If a country covers all the sides of 

structural impediments the finance supply can be raised to meet the demand (Beaudry, et al., 

2016). The main point of the discussion is the development of different countries with respect to 

demand policies. If some countries follow the approach of disposition this practice will lead to 

the time variants. 

In order to test these implications, a further discussion is carried out. The collection of various 

indicators for the developed countries has been done through the twentieth century. In order to 

measure the situation of financial development, the era of 1913 and 1980 showed that countries 



had a good economics and there was no decrease in economy. The previous levels were just 

surpassed in the terms of business activities.  

Moreover, when the industrialization levels were controlled, the pattern which existed in 

countries was different from 1990. In 1913, France market factor was actually double as 

compared to the United States. This happened under the French Civil code (Beaudry, et al., 

2016). The role adverted dramatically in1980.The capitalization of France was reduced to one 

fourth as compared to America which was on the plus side. This gap was later converged in 

1999, when both the groups had similar figures for the GDP levels. 

Indifference to work considering La Porta et al. for 1990, there is a presentation of the view that 

companies didn’t enjoy financial benefits during the year of the 1990s. The reasons come out in 

such a way that there was an anomaly in the financial bodies. Tilly (1992) specifies that 

commercial issue present in the European Union as compared to Great Britain. This was due to 

weak financial controls and rareness of information. Company finders had fewer controls over 

the financial records. 

The disruption cannot be explained by the base great depression and World War 2. The other 

economies easily recovered the effects of the crisis (Allen & Behram, 2016). There was a 

significant pattern present for the countries which were related to the financial markets. The 

question was raised that why the financial market response to a low stage recovery. This delay 

was not present in the event of World War 1. 

All the assumptions do not portray that the theories were incorrect. It relates to the fact that there 

were gaps present in the logical statements which require explanation. The political factors are 

most responsible for the markets where the theory is not identified. There is another reason that 

financial markets which face constraints can produce a competition in the market. Areas are 



present where the incumbents are present for the development needs. This point is accepted that 

when a country provides an environment for the cross-border trade the economies flourish 

without any effect of competition (Coyle & Turner, 2013). 

The points are raised to cross-border trade. The design may make the option political for both 

sides. If the borders are open then what are the causes which require fluctuation in the trade as 

well the incumbent’s opponents against the opening up of trade. The questions are addressed in 

such way that some countries do not have a chance (Degryse, et al., 2017). The implication is 

related to the demographic conditions and trade activities. Opening up borders may provide 

natural leakage but it will be related to country domestic politics. 

The observation provides a linkage between the trade and financial development. If the trade 

openness is considered on the base of measure of the natural openness, it will prove a positive 

point for the country’s trade. The distances present between small countries do present a variable 

for the option. The capital investment which is collected from the cross-border trade is the most 

important factors in financial development. If the intermediate periods are examined from the 

1930s to 1970s, trade openness was not affecting the financial development on the positive side. 

Evolution of financial development over the twentieth century 

The cases for the financial sector were discussed in the coming discussion. 

What do we mean by financial development? 

 The financial sector is the ability to obtain a confidence in investors can provide the risk and 

divide the return. The low-cost factor is the main constituent which should be kept in mind for 

the financial development thought (Syllia, 2006). In designing a perfect financial company the 

assets and the data should be underlined based on the project. The focus of raising finance will 

connect the wealth and measures with the market finance. The choice of financial system 



depends upon firms and financiers. Most investment opportunities are related to the closed 

group. The thought of finance may lead to creative destruction. It can be avoided from the 

concept of old and new firms. The sizes of the market will lead to measure the fixed ratios for 

market equity.  

The financial development is always directly linked to the financial growth and economic 

stability. It is also the concept that financial development is always noticed through the 

contribution of GDP rate but this is not always the stable concept. There is always the outside 

credit of the private sectors which is relevant to GDP. The intermediate measures of financial 

integration are always there which would measure these economic stable measures.  

The foremost mean for developing the financial integration is the exchange of goods and 

services. There is always the keen role of the mobility of investors across borders which would 

push the financial globalization. The society’s use of financial resources and other resources are 

allocating the major growth of this financial stability. There is always the diversifying liquidity 

and intertemporal risk associated with this financial development.  

Various measures of Financial Development 

Financial development is listed in the case for various indicators. 

Banking Sector 

The role of financial inclusion is now looking toward the role of central and government banks 

for making the keen role in order to discuss the financial development. People who use bank 

services would ultimately receive the financial services from these banks. This is somehow the 

different concept from the efforts made by any unorganized sector of the society. the volume of 

business is always determined and secured well by the bank's policies and the bank roles. The 

economic value would ultimately increased through these inclusions of banking sectors and 



banking developments. There is always the proper way through which these banks are getting 

developed and now giving the services worldwide. This notion of worldwide services would 

ultimately support the financial globalization as well. the financial globalization would always 

receive the prosperous growth and integration through these businesses. The ways are mentioned 

through which these banking sectors are developing their major functions and operations.  

The banking sector was implemented with the help of ratio of deposits to Gross Domestic 

Product. One of the short comings of this approach may be due to the liability side of banks 

which keep the separate attention of bank assets. This ignorance will prove as a drawback. The 

second type of statement is the measure cannot relate the bank's operation and make a closed 

shop for the industrial entrants (Rajan & Zingales, 2003). The idea of using the concept of local 

figures will help to evaluate the isolated subdivision for the Gross Domestic Product.  

Equity Issues 

An investment which is funded through equity issues are the form of importance and can provide 

the measure of the markets. The theme which is used includes the domestic corporation a d 

capital formations for the record of last year’s activity. When the results are interpreted, financial 

development will be carried out for most of the significant part of the investment. There is 

another drawback for this issue. It is the cycle of equity issues which provide the measures of 

business issues (Rajan & Zingales, 2003). This problem can be minimized through excess of the 

annual data of the same year. 

Capitalization 

If there is the presence of other companies it will provide the markets with the number of funds 

which should be raised when market shrinks its size. The advantage of this measure is it provides 

more side of opportunities which are less cyclical from the business terms and it will maintain s 



time across periods. The study limits the equity issues and stock market capitalization where all 

the focus is shifted to the domestic companies. When the twentieth century stood on a start, 

London and Paris made an attraction for the foreign listings. The financial system of the country 

helps to raise funds from the local investors (Rajan & Zingales, 2003). This is all done for the 

foreign companies. This is the reason why the study is limited to national firms. 

When the problems of stocks capitalization were discussed, the limitations of the study were 

connected only to domestic companies. The studies indicated that London and Paris were among 

the most important set of areas which attracted investment from the side of foreign earnings. The 

main side of the study relates to carrying an in-depth research on raising domestic funds for the 

financial sector. These funds will help to make the domestic areas more economic as the shortage 

of investment may prove a drop in the mechanical corrections. This also present as the reason for 

choosing domestic companies for testing procedures. 

Number of companies listed 

The measuring scale for the companies constitutes to national corporations per million of the 

populations. This area is not affected by stock market valuations for the Gross Domestic Product. 

This is a drawback for the financial sector. This process can go to a small scale level where a 

high frequency of the consolidation procedure is used. Larger companies are affected by the low 

score. One of the variables which are listed in the list of companies in the securities are the main 

form of analysis (Rajan & Zingales, 2003). The volume which was recorded is also a complex 

mechanism. There was no distinction between the market transactions. These transactions were 

made through the concept of distinction. 

The correlation factor will provide an enormous effect for the finance to change the structure 

from beginning of the industrial structure to a concentrated approach. The approach is focused 



on increasing the span of finance to measure the list according to the motivation and objectives. 

The technique which was used to capture the data was totally off the books. The volume was 

inaccurately recorded by the statistic division. The areas which were used in the study focused on 

the transactions levels which made the process for the trading. The distinctions with market 

policies were regulated variations. The concept of stock markets is not mentioned in this 

approach because this procedure is different as compared to exchange which takes place in the 

groups. The reason for choosing an indicator belongs to the structure e of the company. If this 

approach is taken further, it will allow the vision for a better structure of company’s outlooks. 

Stylized Facts 

Four factors for the average value of the indicators were given from the period of 1013-1999.The 

sampling data is collected from the countries which were related to the financial markets. As the 

data is available for the financial development. The results are comparable for most of the recent 

years. The tables are used for the examination of listed truths. 

Financial systems were highly developed in 1913 

The average level financial development was quite high as compared to the tenure between 1980 

or1990. The absence of upward trends suggests that countries less depended on banks rather than 

financial markets (Degryse, et al., 2017). Only by the end of the 1990s the amount level to 1913 

stats. The market capitalization will relate the Gross Domestic Product. From the table, 

information suggests that equity problems are most important areas for the corporate sector. The 

survey shows that the result which was based on the factor of gross domestic product gathered a 

downward trend during the first quarter of events from 1910 to 1913. The ratio of the countries 

was same as compared to the listing which was compared with the statistics. This was due to the 



reason that economic surveys were important in making suitable information regarding the flows 

of corporate investment. 

The development which was made for the rich sector mainly depends upon the importance of 

financial sectors and the degree of cross-border variation. The wave of depression existed in 

Argentina as compared to the events in Germany and France. The size of the market was 

different as compared to the Asian countries, for example, Japan capital incomes were less on the 

account of figures taken on the route of thesurvey. 

Countries most Advanced in 1913 do not Necessarily Stay Advanced 

The republics which were monetarily advanced in 1913 do not last the same procedure for the 

rest of the decade. There were equity issues raised in France, Belgium and United States. There 

was limited type of markets which were developed from the US markets as the time was 

changing. The UK capitalized on the economic facts as compared to the other countries. The 

studies which were made in the accordance with the Civil Law were not related to the finical 

sector. 

There is another way of relatingto a change in patterns. Spearman rank test was used to find an 

exact correlation between the two sides of the capitalization from the year 1913 to 1999.The 

hypothesis was rejected in the case of the data from the year 1990 and 1980. 

Indicators of Financial Development Fall then Rise between 1913 and 1999 

Indicators of financial development have a surge in patterns. This pattern changes the course 

from upward to downward flow. It is not easy to determine the turn of events during the 1930s 

and 1940s.The estimation elates that this was the major changes which occurred during the 

financial developments. The indicators do not mean to touch those countries which lost the war. 



There was evidence for the other sides for increases in capital incomes. For example, the average 

per capita increases in GDP levels were mean to 4,036 to 4644 US dollars. 

Stock Markets Effects 

The studies from Hans Degryse (2017) (Degryse, et al., 2017) stated that stock market was 

affected mostly by the voting rights of people. This view had logic that some political constraints 

actually provide a barrier to new entrants in markets. The wealthy elite is the main hindrances for 

development. This affects the pattern of financial investments. The studies reflect that there were 

plenty risks involved. The banking sector has provided a franchise factor for the increasing the 

spectrum of the voting circle. The range of voters varies from medium levels where the elite 

class doesn’t follow the same rules in the financial sector.  

The study is also indicating another comprehensive effect of financial policies by the wealthy 

shareholders on the stock market. The effects are growing in number and these are also spreading 

worldwide. The issue which is discussed is in the emerging market of Cyprus and the stock 

market reaction is also there (Travlos, et al., 2015). The cash and stock dividends are presenting 

the general consistency to the overall traditional explanation for cash and stock dividends.  

The comprehensive effect which is described in this paper is correlating with the overall issue of 

stock markets and especially through the cash flow and cash dividends. These all things are 

affected well by the policy changes in the emerging markets. The stock markets would always 

get affected by the changing policies of the emerging markets of the world. It is described in this 

case where there is the comprehensive effect on stock markets and usually through the 

announcement of cash dividends and stock dividends. However, whatever are the shocks to 

markets, there is always the actual capability of stock markets as well. This thing would 

eliminate any issues and negative impacts on the stock market representation.  



There is always the understood impact of financial growth and stock markets between the 

countries such as high income and low-income countries. The stock market of the country would 

represent the actual economic growth and financial stability of those countries through this 

representation. Therefore, the concept of the stock market is essential for a basic understanding 

of the working of banking sectors as these are creating an impact on the overall working of the 

financial sectors. The economic growth must be presented well in the statistics presented by the 

stock market of the countries. The effects of stock markets on the economy of the country would 

be comprehensive and these are always going for making products and capital accumulation of 

country (Rioja & Valev, 2014). For the capital accumulation, there is always the banks are 

always acting as the sizable positive effects.  

There is always the slight difference between the banks and stock markets for affecting the 

capital markets of the world. Stock markets would always create the positive effects on both 

productivity and capital growth, but the stock market would always affect the capital 

accumulation. Therefore, the major effect of stock markets is on the capital accumulation which 

would include the factors of growth in high-income countries.  

Global Business Revolution 

The application of global business revolution has affected Asian countries for the improvement 

in Economic cultures. There is risk present in the United States of America which response 

towards the concept of changing the conditions for the economic business areas. Studies suggest 

that effects of the cold war made a change in financial society. There are public and private 

sectors present in America used the concept of globalization to record the features for the 

development. This whole portion was covered during the book. The main aim of the research 



study was to explore a deep relationship between the earlier studies and the past records of the 

business. 

The studies from Simplicity (2015) (Asongu, 2015) state a closer review for developing a strong 

statement for industrialization in countries which were affected form change in policy values in 

agreement. This study provides an effective method for the challenges which present for 

economic stability. The relation of this change affected African countries. The change in the 

economic situation was notifying the periods of 1913 to onwards. 

There is also the great change in the global businesses in the twentieth century. The great 

reversal is also expected in the politics of financial development. The politics of financial 

development is also speeded differently and greatly in the twentieth century as well. However, it 

is also accompanied that there are many different factors and changing development within the 

year which should be treated differently. The politics of financial development is also changing 

differently and greatly over the period of time and effects are now emerging in the twentieth 

century.  

Many of the intermediate measures are developing the sense that there is the developed change 

in 1913 than it was in 1980. Now, the recent time is using those models for surpassing that 

financial loss which was once happened in 1913. It is now done through breeding competition in 

the line. The opposition to the financial development is usually observing the cross-border trade 

and capital flows. These are the major differences which are accounted in this sense.  

Change in Market trends 

The recent studies from John Turner (TURNER, 2013) examined the main points which lead to 

change in market trends. This method was traced back from the time of the 1870s to the early 

nineties when important activities were carried out leading the variation in market size. The 



mains side of the development is related to institutions and laws which were regulated with the 

family background. The patterns which are related to the past theories are more relevant to the 

changes in the internal system. These systems are impacted by the shocks which take place when 

war or sudden action of disturbances influence the trade activities. 

The work of the paper predicts the development of UK market where the initiation was stated 

between two sides of the periods. These periods have an important role in discussing the 

importance of financial markets. The work of Aldo Musacchio (2010) (Mussacchio, 2010) help 

to develop a strong hypothesis for to give a basis for financial procedures. The changes were 

present during the actual shrinkage of the market. 

For studying the impacts of change in market trends usually derived through the EMD. The 

EMD is the sort of model stands for Ensemble Empirical Mode. The mode is using the 

decomposition methods for the trend prediction of the market indexes. However, it is always 

listed at the time that there the financial development is the issue which is not even listed from 

the starting time for appropriate measurement. This mode is also representing the market indexes 

which would not present the improvisations within the trend prediction. Therefore, the mode of 

EMD would support this financial measurement and also for the changing trends in the market as 

well (Furlaneto, et al., 2017).  

There are many entries with the passage of time in the financial modes which must be supported 

for indicating the predictive results. There must not be any biases in order to study those effects. 

There would also be the better generation of financial time series for the improvement of 

accumulative return in this manner. These are the things which are necessary for understanding 

those financial impacts. The change of market trends would always be understood easily from 

these concepts easily.  



There are also many trends in the changing market which are affected by these investments 

horizons. This is studied in this paper that there is the factor of heterogeneity in investments 

horizons which are affecting the market trends majorly. The concept is illustrating the need for 

understanding the relationship between liquidity and the divergent degree of heterogeneous 

investors. Therefore, the study is proposing the model which is illuminating the need of agent-

based model based on the assumptions of the fractal market hypothesis. The divergent degree is 

highlighting the need for the stability on the financial market (Li & Sun, 2017). The market is 

becoming more stable as this market is becoming more stable because of the increased stability 

due to investors.  

Bond Market 

The law enforcement areas are unable to implement a change in the bond market. The past 

studies used a different type of hypothesis to explain the changes. Recent research has allowed 

more results in the economy which were linked to the industrial part of the revolution. In the first 

part, a theme happened during the share of China in the emerging markets. The economic 

considerations for American and European countries were on a significant rise as compared to 

other Asian and African countries. 

The story of the growth for England between the time frame of 1200 and 1700 was quite 

impressive as compared to the business records for U.K (Rajan & Zingales, 2003). The economy 

was enjoying a rise in from the great divergence practice. This theory applies to the successful 

part of Europe as compared to China. The work of the main author helped to define the 

boundaries of financial openness. This study helps to introduce the group theory. The major 

concept of this approach is to prove a cross-border trade for the liberalization. 



However, there are many other new developmental approaches in the world markets which are 

developing the financial integration for increasing the bond market development. ASEAN-5 

countries are discussed in this study as an example for discussing the relevant effects of the bond 

market. These Asian countries are doing well for developing the major strength in their bond 

relations with the international market as well. These countries are going for developing major 

strength through which these can do considerable efforts for increasing bond market integration 

with each other.  

There are many other factors in this financial integration process which should be considered but 

the size of the market relative to GDP is completely the new factor which is considered in this 

manner (Felman, et al., 2014). This is actually the factor which is hard to change in accordance 

with these Asian countries but these must be understood completely for the business investment 

and business development.  

The domestic markets are playing their important role in maintaining the investments with 

relevancy to the GDP rate of the countries. For the bond integration and bond borrowing, the 

portfolio investments of these Asian countries are essential. This is the overall results of this 

study in Asian countries for the appropriate integration of the bond markets for the 

developmental approaches. These developments are also observed for the further evaluation 

processes and these are the important ramifications in the sense in order to spread the major 

impact of bond integration in this manner. The structure of investments and infrastructure 

investments are usually interpreted as the important part for bond market development and 

integration toward each other.  

The bond market development is observed from many ways as this is observed in the Asian 

market. The proposed bond market development is looking for an appropriate mechanism as it is 



observed in the Asia. The name of that mechanism is observed through the innovation and the 

entrepreneurial state in Asia. In the Asia economies, this is the mechanism which is rapidly 

developing in recent years.  

The Asian policymakers are playing the important role in the sense as this is presenting the 

threatening challenge for the bond market integration. Within the construction of the markets, the 

Asian countries are proposing the threatening challenge but majorly for the entrepreneurial 

states. This is also associated with the bank-based financial system in order to interpret those 

bonds of market development. There must be some new innovative ways and procedures which 

would present the overall financial advantages to countries through bond market development. 

The bond pricing agencies are using those strategies in order to create a comprehensive impact 

on Asian markets.  

Effects of History 

This concept was explained as the most promising solution to study the effects of history.In 

making the relevant studies, there is a concept of the closed economy which actually reverses the 

financial limits for the second groups. The studies also show that foreign entries are responsible 

for increasing the major production of the company. It also increases the trade limits which are a 

positive step toward achieving wider goals in the global market. There was test used in the 

studies of the author. This test has been carried out with the help of previous literature. 

The first test was the example of de facto measures. This measure attracted attention for the 

Gross Domestic Product. The trade activities and the incomes are closely linked with the part of 

making a useful set of databases. The recent studies revealed that consistency in results is the 

most complex areas which affect the mode of financial liberalization. This method is actually 

used in the previous period to estimate the trade liberalization in making the trade openness. 



There is a pattern for developing an increase in higher expenses for the rich countries. If the 

example of China is considered, at the start of the trade liberalization China had no compensation 

with England and European markets. First, this market was given little incentive. When the trade 

activities were increased for a similar period the openness changes for the depressions. 

Capital Flows 

Richard (Syllia, 2006) stated that there is a need for changing the attitude of capital flow from 

the rich classes. This can be done either through increasing financial awareness or continuing the 

significance of the change in politics level. The modernization concept is important for making 

new additions for the change in data structures of Trade. 

There is a solid role of economist for making an increasing trade out as a part of the financial 

plan. The nature of the modern economy is to move all the barriers from the flow of international 

trade. In the activities of the Ninetiethcentury, several researchers and economist proposed 

techniques and devices to change the present economic patterns and reduce the number of 

inflation. One concept states that feudalism also effects the change in economic advances. The 

results from the figure actually provide strong evidence that how the political factors made a 

negative impact on contradictions. When feudalism is related to the important decision in the 

trade, the economy faces a decline. This limitation prevents the movement of Capital Flows. The 

second side of the author comes from the factor of community and social factors in the context of 

business.  

An analysis was carried out in literature related economic growth (Hendrickson, 2013). The 

major factors of this analysis were related with a comparison of capitalism. Capitalism has 

reduced the amount of investment in the financial sector. This had a negative effect on start-ups 

which made a negative impact on the growth in the business sector. 



Flow of Capitalism 

A different source of analysis states that political support is required to initiate the flow of 

capitalism (Rajan & Zingales, 2003). The research from the Industrial Revolution during the year 

1913 notifies that government was involved in outsourcing incomes. This was done wither 

through grouping concept of introducing the demand and policy to the major department of 

finance. The main aim of the capitalism is related to sourcing patterns with the similar type of 

finance history. The literature suggests that if the political system is strong capitalism will aid the 

local economies of groups and people. 

The groups of people which criticize the concept of capitalism also hold grounds on the financial 

level. These techniques have proved as a drawback to the trading nature. It actually reduces the 

chances of government and provides a stronger support for the foreign investors to look the weak 

areas of the local sector. The evidence present from the past record also states that the initial 

conditions of UK were very much impressed during the first part of the century. The second par 

was diverse and it actually proved opposite to the diversity culture (Mussacchio, 2010). 

Forecasting Future 

The ending of 1990, was the period where the real picture was forecasted. The first effect was 

the downfall of equity markets. These markets were made to provide equal share for the 

financers. If the financial people agree to invest in the downturn market business will follow an 

unpredictable way. The amount of loses will increase if there as a mode of crisis. 

The in-depth survey of the political factors also presents activity about the integration of global 

markets which was done starting from the year 1957. This was early stages of business 

development when the foundation was laid by the European countries. In this time basic 



principles for marketing services was only linked with Europe. Since the start of the trade 

activities were compared for integration purposes (Cesar Calderon, 2008). 

Past years were a period of change in globalization policy. The countries were mentioned on the 

same side as a part of the gold class. This part was the result of the integration of financial 

markets which made unviable sector responses. This trade was meant to provide a percentage of 

the Gross Domestic level of financial development. 

Foreign Entry into Markets 

The literature also provides an important type of classes for the foreign entry to the markets. In 

the first phase, the foreign markets were constrained to enter in UK environments and cross-

border trade was not depicted with the help of provided sources (Hendrickson, 2013). The 

countries research and though that cross-border technique will affect the business theory and will 

provide an increase in the number of cash flows. This though was idealized to improve the 

economic situation and proposed a solid hypothesis for the coming competitions. 

When foreign market entered the domestic workgroup and environment, it affected the local 

industries with a critical approach. At first, the effect was made to deprive the cash flows of local 

industries to foreign trade. This reduces the trade activities and local economies moved on a 

verge of losses (Leibsher, 2006). The early part of the century witnessed such rise and falls. The 

change was made only when the government took a strong address to shift policies from 

extracting funds from the foreign markets. This idea was proposed by the UK in to control the 

cash flows and promote trade activities. 

Financial Systems 

According to the study of Michael (2015) (Bordo, 2015), there were few assumptions and notes 

which should be analyzed while the financial systems are discussed. In discussing the facts there 



were areas line which factors account for financial stability and how their options are considered 

for the example of UK and United States. In the start of the early 18th century, European 

countries have noticed a similar type of change in the currency as well as a trade route. There are 

various factors supported in the study to present the variables of the financial sector. 

A study from Guido Ferrarini (Ferrarini, 2005) stated the pattern of development in Italy during 

the twentieth century. There are different roles which study the effect of development as a major 

source of example for other tenures. The first point raised by the author was the idea of the 

mixed economy. If the developments were laid in Italy the leaders have used the concept of 

mixed business titles to relax the amount of investment required for the future purposes. 

Italian Government System 

The most important feature was given by the Italian government as the state was mainly 

responsible for the growth patterns (Ferrarini, 2005). The pattern in the past was related to the 

fact of governing control over the large sectors and equity markets for the financing industry. 

The idea for the corporate government was done through the consequence of the financial steps. 

The application of the Italian area is not strong as compared to the convergence theory whereas 

the explanation is done in a most probable way. 

The theories from Rajan (Rajan & Zingales, 2003) also state the factor of using the demand and 

supply concept to tack the situation of the financial sector. The legal culture is also not affected 

by the development approach. If the legal system is not present with the development rules, there 

is a consideration which focuses on the financial areas which need to be highlighted. Legal 

systems account for the close monitoring of cash flows and incentives. Second, comes the issues 

for the political system which are always meant to halt the process of trade and agreement. 



In considering the options for the common law practice, the idea is related to the minor 

investment protection for the small markets which required a clause of equity. Civil law also 

forms the justification for the trade agreement. The system actually defines the whole trade 

process for support of fundings. The implications are also present the fact for the change in 

policies for the structural systems. The variation in the time period actually resolves the options 

of negligence for financial development (Rajan & Zingales, 2003).  

Market considerations 

According to the study proposed by Cesar (Cesar Calderon, 2008), advanced markets have 

opened up the methods for integration in the capital markets. The main point of this study 

establishes a relationship between the cross-border trades for the effective places of economies. 

Domestic markets have introduced a solid concept for the developing a financial plan for the 

market. The areas of financial openness are related to providing information for the business 

models which have made a solid expansion of the studies. The dependence of the quality 

depends upon investing options and how the series is maintained in the respect. Quality of levels 

will be determined from the investor’s relation with the financial markets. 

In the findings of Thomas (2010) (Pepinsky, 2011)examples, Asian markets were given as the 

result of five different countries. Thailand gave the example of the strongest equity when 

financial modes were displayed in the strong set. During the growth of 1960, the final 

progressive section was accompanied by periods of development. In the historic purpose, the 

considerations were limited to the competition with Malaysia. Variation in the market 

competition provides opportunities and challenges to new markets. Here there are political 

constraints which reflect the fragile state of the economy.  

Political Decision Impact 



Political leaders have always faced a constraint in emerging markets. The reason is the less 

awareness for the market intelligent approaches which the leaders are unable to understand. In 

Asia on countries most important part is the crisis which hit the financial factor. The reason is the 

instability of stocks and their limitations belonging to the frame of main constituents. 

There was a change in the continuity of the financial sector. The financial systemis related to 

power distribution. If the distribution is continued for the financial sector, the conditions will be 

related to the consolidation of business potentials if the areas not defined. 

The study of Carsten Burhop (Burhop, 2010) stated that economics and finance are the two most 

important areas which consider the variation of the institution on the financial liberalization. If 

the institutions are defended, the main side of the problem is raised through the margin of 

financial development. The main side of the financial argument starts from the core areas of the 

institution. The department is mainly responsible for creating the financial factors. These factors 

provide a fair advantage for the legal origin of finance. The literature focus on broadening the 

view of shareholders in the financial arrangement of the system. 

Financial Information’s 

The legal system is defined through the construct of financial information’s and how the 

construction is related to the origin of the hypothesis. The major side of the equality between the 

countries is maintained through procedures for all financial system. The origins which arise from 

the financing factor relate to the macroeconomic stability of the institutions.  It is important to 

understand the corporate governance and economy of the essential for the corporation. 

The economies are enhanced using the framework of financial systems. Stakeholder’s 

cooperation is also required for the financial exploration of the political system. The system 

enables the rule of law to be entitled to the fact of governing a suitable system. Ownership levels 



will also be changed with the help of quick review of the finance system. One of the problems 

for the corporate government is the presence of different groups in the financial sector. One 

group tends to share the responsibilities while another move in a different direction for 

motivation. If one group motivates the business, other encourages the potential supplier and 

investors for market value manipulation. These groups have been divided intosix groups which 

provide an equal opportunity for shareholders. 

Shareholders have the opportunity to make a competitive advancement for the successful type of 

group making opportunities. In the potential of making the system more unique, considerations 

are related to the open fact of business management. Government agencies and representatives 

have made the responsibility for the financial system. The corporate government forms the size 

of the governance sector. Private sectors made formula operations for the increase in governance 

span. 

The legal system makes the effort more related to the collaboration of business in opportunities 

where the cross-border activities. When there are chances of trade, drawbacks come from both 

sides when the countries open up sides for bilateral trade. This moment is more important when 

the illegal activities can harm the finance activities. 

The studies from Hendrickson (Hendrickson, 2013) provide an in-depth survey of the efforts 

which financial systems have brought changes in the economic system of the Africa and Sub 

Saharan deserts. The situation for Africa from the past needs more attention as compared to the 

financial evidence. Africa faced limitations for trade is concerned with the poverty and insecurity 

of the region. If the trade activities were not introduced for the current frame of the business 

system this part may have lost its economic value. 

Financial Concerns 



The issues which portrayed the security concerns and poverty were minimized with the interest 

rates. The situation changed when the new entrants have made a step in the market. Situation. 

When the market of China took places in the region, African parts gathered a positive advantage 

from the economic situation. Growth was made according to financial factors which made the 

emerging economies to move further in term of the globalization and financial openness. In the 

economic discussion, Africa has analyzed the Chinese impact on the trade activities for the 

governing period of different interest rates in Africa (Ferrarini, 2005).  

Competitions Levels 

In America, the competitions levels are making an extra pressure on the business policies for the 

economic areas. If the concentration is focused on the past factors of the globalization, American 

lawmakers are making the situation to move as compared to the past history. There are steps 

taken from the front to establish needs with a partnership with the global priorities. The value of 

the American market is made to focus on implementing the new opportunities for the financial 

circle. The historic trends from nineteenth and twentieth century enable a strong evidence for the 

markets which invested in a less amount for Africa. The great side of the investment remains 

focused on the natural resources. The development which started from 1913 was also consistent 

with acquiring funds and reserves for boasting economy (Burhop, 2010). The financial set of 

theories also explains the role of investors in impacting the political economies of African 

countries. 

The changes in policy relateto the Sub-Saharan efforts of Africa an s compared to the cause of 

management and humanitarian concerns. The start of the cold war was most related to end the 

doctrine of business domination. The search for the oil reserves of Africa changed economics 

and financial liberalism. The country which had been given least importance as compared to the 



basic necessities and resources maintained beautiful sources of business activities (Degryse, et 

al., 2017).  

Funds and Cash Flow 

There were extra additions of anti-economic movement’s to put a barrier on the fund's transfer 

and change of cash flows. The private and public factors pursue the interest rates in Africa. The 

event after the crisis changes the investor interest from the developing countries. America made 

a trusted source of agencies to relate the economic policies. This network is strongly related to 

maintaining a positive side of the assistance. The main side of economic development is to find 

new sources for funds collection and capital flows (Hendrickson, 2013). 

The resources which are allocated to private investment in Africa are not well defined. This state 

has been in the area of zero attention. The reason is the surprise for African region because the 

strategic interest raised exponentially in the level where the Oil reserves were identified as the 

commercial activities.  African system was against the economies which allowed the United 

States to move in the African area for the investment cause. There are major issues which focus 

on economic growth (Hendrickson, 2013).  

Global Impact 

Franklin (Allen & Behram, 2016)studied Great reversal during the period of two centuries. The 

change in history from the early 1990s has made a global impact on the business studies. This era 

was described as an excess of globalization activities. The start began from the age of 

globalization. When the world war was terminated there was a decrease in the Gross Domestic 

Product. The percentage made a quick increase in the figures which made the impacts of the 

cross-border trade? The economic conditions were stabilizing from the aftershocks of World War 

2.  



This period was the die which made an impact in the reveal of economies. Countries were a mix 

of the reversal patterns which made the nationalism concept to promote in the economic 

activities. The British and American government strived hard to reverse the business activities 

and engage in a strong participation in managing goods and services (Allen & Behram, 2016). 

War and regional crisis always form a change in a domestic product which was moving on 

downward figures. The statistics form the word exports during the reversal period show that the 

variation was tabular and managing the exports will keep the systems to follow the unvarying 

level. The start from 1870 explained that variation in the exports was reducing after every six 

years. 

Post Trade activities 

In the third era of post-trade activities, the word saw a change in global trade activities.  The 

trade centre was first affected. In the transport sector, main problems were the leverages for the 

trade barriers. In the change of 1970s, the peaks were affected by the World War 1. The change 

in countries is related to the financial government and regional factors (Allen & Behram, 2016). 

Raghuram G. examined the literature with the survey of approximately thirty-five countries to 

gather a subsequent knowledge between the time frame of 1860 and 1963.This was the period 

when the advances were made with rapid based. The economist was active in making plans for 

the future. If a regular plan was made according to the finance sector many things would be 

removed from the positive side of the managing the culture for improvements. 

The nineties revealed that past facts cannot be removed from the financial backgrounds. These 

periods were motivated with the help of rapid economic exceptions. The rate of financial 

development was managed to provide exceptions for the services and development. A measure 

of the capital opens can be regarded as a positive side of the business actor. In the first side of the 



though opens was required to be implemented for the balanced type of Individuals. If the main 

side of the argument is closely related, there are positive results which contribute to financial 

development (Allen & Behram, 2016). 

The literature suggests that the European and American markets made new innovations during 

the pot War Area. They strengthened their industries to provide a strong source of the practice of 

financial strategies. If this practice was too maintained for a long rate then the focus will be 

changed towards occupation the trade routes and partnership with countries. 

The association of financial development helps to advance the growth in countries where the 

financial movement had found strong patterns for the growth and capital accumulation. The 

variation of the trade activities was done through the subsequent changes in growth policy. The 

policy of deregulation was used by the United States to increase the volume of the development. 

The literature reported that the growth rates were increased with the 1 percent factor for the 

deregulation. Rajan found a period where the markets can be used to expand the sources of the 

element in the current perspective (Allen & Behram, 2016). 

There is a concept of a technological factor which also affected the financial markets. This was 

done through the inventions of computer technologies and finance terms. The health items are 

most related to the health sector as well. In making additions to Health sector business and 

economies are also well effected. 

The budget for health sources are not managed with the addition of efforts and the conditions 

were managed with the help of strict regulations. If the economy is effected only the investment 

in the health sector, there are changes in the concentration for the growth and measures for the 

low sector. The industries were present in the area which needs long terms planning for the 



pharmaceutical structure. These industries need a most important source of growth variables 

from financial sector and achievement (Allen & Behram, 2016). 

Need of financial demand 

The uniqueness of need is the prominent area which is discussed in the literature in different 

forms. If the need is not present in the financial sector then the improvements cannot be related 

to the financing areas of the country. Two most of the competitive world groups are located in 

the forming a special side of the group activities. The example is clear from the evidence of 

financing requirement s form the railroad project. In the mid of nineteenth century, British 

government though to decrease the transport cost an implement significant measure to open 

access from the trade activities (Allen & Behram, 2016). The plan was designed to implement 

rail transport between the area which were import in construction the of new business plans. 

The things which made the concept it implement was the need for the efficient sources. If the 

character was linked with making significant railroad structures, the British government used the 

Asian countries to be the areas for the natural resources and efficient investment opportunities.  

Asian countries were the most promising centres for the business activities (Allen & Behram, 

2016). There were maintained to perform most openly, connecting the services of mainstream 

areas to the technical category. If the transport services were managed with strong professional 

skill the economics of countries will improve with regard to need for change. 

Debts and Price Fluctuations 

Market funds and debts are also most important in economic study. Debts patters rose during the 

twentieth century. If created a change in effective policies for the government. The developing of 

the new market was required to keep a balance of the fiancée incomes and expenditures. The 

cash inflows were mainly recorded with the constituents of gathering resources form the required 



forms of bank sectors (Allen & Behram, 2016). In the literature, there is an example of Morgan 

Bank, which relates to the rewriting of the securities with the European investors and risk. The 

main factors were related to the sources of the money which were investigated. 

The need for the finance was the main concern in the areas where the railroad was constructed. 

In order to manage the finance and resources, there was a belief maintained for the budget. A 

balanced strategy was accounted for the two centuries for financial openness and liberation. The 

situation was made even more complex when financial construct was affected by the 

construction of infrastructure (Allen & Behram, 2016). Finance companies made a huge change 

in fix deposit for the trusted law. 

There were some implications present for the economics of the country which help the difference 

occurring in the financial development. The change in stocks was completed with the 

examination of GDP levels. These figures were initially recorded in 1913.In this period however 

the stocks and group levels of America were less but the reversal effected States condition. The 

policymakers expanded their circle for the credit and finance loans (Allen & Behram, 2016). 

This was the time where the effective technique was needed for the most of the business areas. 

The US made a policy to increase the number of reserves in the country. This was done through 

linked and contacts with the sovereign states and competition of Europe. China has used a 

prominent source of the investment (Allen & Behram, 2016) . A little amount of investment was 

made for making the economic situation more comparative as it was before the World War. 

Germany interaction during the great reversal is also prominent. During the war, the economies 

were under the line. There were fewer imports done in Germany and it was all due to the fact of 

rapid change in investment. Germany borrowed a huge amount of funds from the neighbouring 

Asian countries to improve its economic responses. The reason and skill which was behind the 



future outlook for German country relate to their strength and weakness for the most of the sides 

of factors involving advancements (Allen & Behram, 2016). 

Germany and diversity 

Germany took a huge twist form the War and their financial perform changed. They set their 

opponents and increased the quality of the product for the import-export business. Their 

economies gradually started to build on the skill set. The shortage of labours was accompanied 

by more people coming from Turkey and closely linked German countries. The strict agreement 

with nationalism and simplicity helped the German environment to increase the flow of new 

products. 

The studies from authors related to the market issues in Germany. In the first half of the century 

There was a practice for financing the institutions which were maintained and regulated with the 

help of contracts of written structure and possibility. The industry had a limited time to meet the 

crisis and develop from the shocks which need a little amount of time in proceedings. The 

financial sector lacked the experience to develop a backbone for the industry (Allen & Behram, 

2016). The infrastructure was noted to be improved for more sources. The term of developing a 

secure and managed infrastructure needs a lot of research for the systems. If a balance needs to 

be drawn in the structure, the financial sectors will get improvements. If the codes are breached 

the systems are improved. 

Comparison of US and France 

The difference between the economies of US and France are not explained without considering 

the situation from the past. The era of 1960 differentiated that even a slight difference between 

opponents’ can lead to increase in cost for the countries. The demand for finance was considered 

similar for both the countries. This was due to increasing trade routes and partnership plans with 



the outside of government (Allen & Behram, 2016). The European and WE levels are always 

different during the world war tenure; this was attributed to the facto of concerning a limitation 

for the demand of finance. 

An Interest Group Theory of Financial Development 

A philosophy is devised to clarify the designs of the information which was collected during the 

whole essence. Theory suggests that financial developments can be made to ascertain the levels 

of economics for the specific plan of the country.  

The necessity for government intervention 

There are different fixings for the development of economic systems. The first factor is the 

property rights which make an important response where the property is mentioned as the owner 

of the customer. Second, come the accounting and disclosure of the system. Legal systems and 

regulatory infrastructures replace the risk-taking abilities. The private arrangement can be used 

for achieving the entry point of the skills. The incorporation of government can be done by the 

enforcement rules and regulations. 

The view is often integrated the financial development. The government should intervene with 

financial public sectors in order to know the growth and prosperity of financial development. In 

the number of countries, there is government intervention and many researchers argued on this 

approach. These are compared with the countries which are not taking this intervention and thus 

leading to the global financial crises. The political intervention is essential for public sectors and 

also the development within these sectors. The major sector is the banking sector of countries. 

The banking sector has mostly dealt with this financial development. 



These rules will make a place for the financial information to grow and provide standards for the 

future agreements. There is a similar intervention in law related to the change in pricing 

securities. The movement basically relies on the actions which are taken on an open note. 

The view is often integrated into the financial development. The government should intervene 

with financial public sectors in order to know the growth and prosperity of financial 

development. In the number of countries, there is government intervention and many researchers 

argued on this approach. These are compared with the countries which are not taking this 

intervention and thus leading to the global financial crises. The political intervention is essential 

for public sectors and also the development within these sectors. The major sector is the banking 

sector of countries. The banking sector has mostly dealt with this financial development. 

The Political Economy of Financial Model 

Fiscal expansion is the main area in which every person can accept the advantage. There is some 

consideration were the financial development may go against the desired situation. If the 

example of the large industrialized companies is considered, these groups present a pattern for 

the service providers, the new market items add to a comparative advantage for finance systems. 

These additions can become extra earnings for the projects. This concept can be used to get 

investment only when companies face a crisis in the financial system. 

Financial development can help to overcome the rents. This impaired the process of 

development. This technique will help the newcomers to gather different variation for profits. 

The same kind of situation is for the financiers who apply their policies for the fund's transaction. 

As the financial development have an opportunity to control the advantage gathered from 

financiers. Financing is based on the relationship-based approach. The connections of financers 



are important to monitor the loans in areas where these of power are required to benefit from the 

future projects. 

The characteristics of the financial system are as it maintains a strong check on the entry of 

market entrants. There are shifts in incumbent firms and financial institutions. The effects which 

happen on the completion can remove the positive side of the business activities. Markets are 

basically unequal for the financial developments. Financial developments are regarded as the 

entrance of firms which enhances the completion of the people. The evidence for this process can 

be found from the history. If the example of Mexico and Brazil is considered Mexican Textile 

Industry saw a bloom in the twentieth century. The initial stages were present when Mexico 

financial markets were not developed and there was a presence UN development where Brazil 

took a competitive advantage over the situation. 

The concept is also coinciding with the above-mentioned point in the sense that political 

intervention is also the same concept as it is the government intervention. However, this is 

slightly different as this has to do nothing directly with financial systems development. The 

nature of this political intervention is quite strong and there are also many consequences and 

causes. The causes are viewed in the above-mentioned situation. It evolves the financial risk to 

political development and intervention. The political goals are giving the standing credibility to 

many larger bodies of government. The cost of equity capital is high and thus the political 

intervention occurs in the form of political intervention. 

Financial development helps the fresh market personnel’s to make a solid point for the newly 

established agencies. A study correlates that entry of new legal system will provide the 

lawmakers new modes of partnership. Partner’s which have made an entry in the market share 

credits and income with the systems and it creates effective modes for the trading pattern 



 

 Financial Repression as Protect Incumbent’s Rents 

There are plenty of barriers to newcomers in the financial market area. If the situation of the 

political barriers is suggested, these powered may restrict groups to the desired licensing scheme. 

The underdevelopment is an almost prominent barrier to the financial issues. The addition of 

direct entry requires a lot of enforcement. If the innovation is made in the market for areas, the 

event may change to the restricted type of effect. The enforcement system is very complicated. It 

involves the market concentration and areas which make an entry into a new side of the financial 

development. 

However, the barriers which are present in the way of financial development would accustom 

well through the monetary policies of countries. The financial development of countries must 

induce some policies through innovation and technological changes. The financial repression 

may be the major in the sense as this is evolving through the fiscal roots of financial 

development. The fiscal policies are also intervened well for financial development. The strong 

politically powerful financial incumbents must inhibit the financial repression of prospect 

outcome and growth of countries.  

The concept of direct entry is regarded as a complementary tool for the restrictions term. The 

countries which use the policy of negating market entry for the development add more space to 

Gross Domestic Product.  The development of political barriers is the first side of the estimation. 

If the positive side is mentioned for the business future, the similarity can be related to the 

consideration of financial terms 



Outcomes 

Financial development will occur only when there is a proper political balance in the country. If 

the incumbents want to take a place on the economic side, this will also light out the 

development of liberalization. The major procedure for the development can be done through 

power structure and political change. If the concern shifts for the political change, there are two 

sides for the finance to develop form political actions. First comes the area where financial and 

industrial incumbents are linked with each other. Second, comes the areas where they are 

opposed. If the parties are in agreement the process it will run faster than if they are against each 

other there will a lag in developing.  

The incentives for incumbents can be used for the demand for completion. The whole focus 

relies on opening borders for flow and trade. 

Except that, there is also the keen role of the financial policies and progressions such as through 

capital markets processes. The capital market of countries is having the impact on emerging 

financial markets in the world. The probable outcome for many of the financial development 

must also be observed from this scenario as well. The probable outcome is accessed through the 

dynamic panel analysis and other measured changes and processes in the sense. 

The structure of the political change will affect the financial incumbents. The prediction which is 

maintained with the help of groups. The decision is made for the fresh person who starts the 

predictions for the market entry. Competitions are the main factor which provides the control of 

financial activities. The trade is effected by groups which make the flow of capital to matter. 

Cross-border competition can be explained through series of trade and agreements.This 

agreement will base on cultural environment and the official's relationship. If the pattern is listed 

with the most favourable source of study then concepts are utilized for the border strategy. 



Financial Development and Openness 

In order to understand the concept of openness, there are points for open trade. When there is an 

introduction of openness, foreign markets also make an entrance to hurt the domestic 

workgroups. This effects the domestic sector in negative terms. The lower internal cash flow 

requires that investors should spend more on the domestic industries. Project. If the need I 

discussed it may give repressions for the financial flows. The investors which fund the flows are 

regulated by the financial sector. 

In terms of rules, the industrial incumbents can use the role to provide an early approach for the 

domestic financial system. The intervention from government can also reduce the transparency 

of the system. The dominant interest groups provide support to the financial development 

process. If the local and domestic group is given access to tap funds from the foreign markets. 

The domestic financial sector will find a suitable source to grow and improve the nature of 

commercial growth. 

Openness is related to the concept of liberalization. If the trade is open to all the communities, 

gaps are removed through selective specification of policy. The opening scale may halt the 

progress in such a way that some competitors can disturb the economic balance of the country. If 

the local business is considered, removal of funds from the major economy can put serious 

limitations on the accounting profession. This will put extra pressure on the investors which rely 

on the imports of making specific business terms. 

If the government takes a new strategy to limit the foreign investors and reversing the existing 

possible solutions, it will prove a benefit to the economies of the foreigners. The sizeable income 

will be made according to profits levels which have proposed the income levels for the industrial 



firms. The trade which is done on both sides of the border is related to increasing in care for 

financial development. 

If the trade activities and incentives are controlled by implementing a management system, the 

financial government can be subsidized with the industrial challenges. The addition’s which are 

made according to the funds and challenges which come across the trade routes. If the 

restrictions are open to the trade activities, credits are more important for the controlling the 

risks. There are chances for the risks to become more centralized in the economy. There are 

methods presented in the French movement which provided a solid concept for the intervention. 

If the market attention is strictly related to the funds from neighbouring countries. This will 

allow the market to grow in different sectors. The domestic market won’t be affected by a new 

surge of prices. This method was related to the industrial areas for the market areas where the 

competition is present in the market terms. The need for financial development is related to the 

amount of finance which incurred and exceeded during new groups entry for business 

countermeasures. 

The competition will actually prove a serious disadvantage for the new persons where the 

product prices and varieties will make a longer relationship to make an influence on investment 

procedures. In this concept, the making of financing will be made to prove a different set for the 

organization. Therefore if the financial problems are persistent, the consideration remains for the 

domestic market. 

Test of Private Interest Theory of Financial Development 

Direct measures are controversial for most of the terms. The example from the French financing 

liberalization is the glimpse of the push from interest groups. The theory goes opposite towards 



the objective and tests. Free access and transparency are the main areas which raise the interest 

of financing and liberalization. 

The information gathered from the French Revolution predicted that the need for cross-border 

trade is important for the cause of making a specific type of judgments. If the side of the subject 

for the country is consistent, the strengths in the financial factors would be determined with easy 

cause. When a country opens cross-border trade there are advantages and disadvantages present 

in the finance. If the number of capital flows increases there are variations in the capital flows 

which result in a negative effect on the domestic market. 

There are levels of thinking present in the uplift of the system when the close considerations are 

regarded as the point of the trade policy. The business activities are only developed through the 

variations of economic models and trade activities. If the considerations are made according to 

the finance levels, countries restrict the trade services in their open interest. Capital flows are 

important only when the trade units are open to the desired level of outcomes from the governing 

bodies and areas which can provide a strong relationship between the finance strength’s and 

areas. The combinations are also focused on the opening policies for the financial threats which 

may prove a hurdle for the financial relationships. In devising such mechanism there are always 

decisive factors present to combat the access and transparency levels. 

A Test 

The test of the theory requires the measurement of the monetary growth. The number of reserves 

which are elevated after economic areas gives competitive advantage form the banking system. 

Here the banking systems are not given under the subsidiaries of development. This will give an 

important source to be measured in the frame of units. 



The banking system can be used to initiate the state planned items. The market lengths are 

compared with the size of the required. The protection of investor’s rights is important in order 

to relate the structure of the test. The main purpose of this practice to analyse the bank practices 

which are gathered with the help of making specific attention. 

If a country is open to making the measures of financial development, all the concentration is 

required with the fact of governing probable techniques with government policies. This all 

service relates to the political systems. If the political situations are influenced by the economy 

of the country, the main reason will be researched through government involvement in raising 

funds. The link of political system will form the sectors which are related to the gain or loses 

from both sides of the trade. If the overall effect is discussed the main source of relationship 

come from the sides of the business relationship. 

The problems can be solved through trade opens and instruments which devise solutions for the 

future level decisions. Openness can cause development from the equities which force the 

change in description. The countries have to regulate all the sides of the openness for financial 

relations. The world exposure to the trade activities also provides a serious consequence to 

prevent the cash inflows from one government to another part of the countries. The small level of 

leverage is always linked with the factors of advancing the government structures. The choice 

depends upon the business patters and financial institutions which govern the main side of the 

pricing units. 

During the succession of World War 1, there are variations in the growth levels from world 

agreements between the 1970s.There was a considerable rate of development during the main 

periods for the cash and profit versions. The study was formed through the hypothesis made from 

the existing source of the studies. Basic financial models helped to explain the levels of 



globalization and integration in America and other states. If the country financing opportunities 

are related to the domestic structure, cross-border should be maintained with the world rules. In 

order to build a demand for proxy, the toll of indexing was used to analyse the number of years. 

Financial Development in 1913 

The development which was made during the half of 1913 was considered for most of the period. 

There was free capital flows produced during the change in trade. This is represented in the form 

of Bairochs Index of industrialization. The result of this index indicates that countries were open 

tofinance and financial development. The concern from the proxy openness can be considered 

with the volume of goods for trade and the disguised link for the trade activities. 

Financial Development in the Late 1990s 

Financial development was considered in early 1913.The observations were related to the times 

of events when the capital flows have been assigned for the early part of the twentieth century. 

The result was related to year 1990s and 1997 level explained from the chances of open 

economic portions. 

Financial Development in the late 1990s was measured through the variations of openness and 

industrialization in correspond to the initial levels of industrialization. The data for the 

development is analysed through developing a strong hypothesis. The specifications are related 

to the column of interaction. The databases which are made according to the table analyse the 

openness for the effect of interaction for the analyses of scientific theories. The positive feedback 

from the hypothesis analyses the fact where the concept from other countries.There is a 

limitation for the small counties in terms of openness because they cannot manufacture 

everything round the cause of each circle innovation. These formulations form the main concept 

for the internal structure. 



The side of the error remains ineffective for the rise of half the percentages in the 

industrialization sector. There are other problems present in the change of volume transactions 

where the goods have linked with the factors of advancement in the finance sector. The tariff 

which is maintained on prices of different goods is the main decisive factor which measures the 

extent of openness which is present in estimates for the variations in the significant column of 

the advertisement ratio. 

The gear ratio is an ineffective technique to measure the extent of the trade volume. The real 

approach is to measure the accurate volume which makes the sign of good more attractive to the 

real cost of the openness. The second type of measure which is used to balance the dependent 

variable helped to make the modes even different for the correlation. The relation which includes 

the openness includes the statistics at five percent increase in the percentage. 

The size of the equal ratio for the market is just an effective concern for the study. The important 

factors of the bond market enable the role in most of the significant areas for the countries which 

expand their global set of initiations. There were set form countries which were unable to be 

analysed as the data which was presented in the s study was not up to the mark. In some part of 

the research, the estimate was made through the dependent variables for the gross domestic 

product as the major factor. The interaction for the global issues was listed with the standard 

deviation principle as the bond ration was significantly made available for the standard studies. 

Robustness 

The great data availability proposes that a healthier amount of the economic developments can 

be regulated with the amount of equity which is required by the outsiders. There is a good level 

of GDP from capital income account of standards. The measurement made by the International 

research centre establishes that standards are measured only with the help of survey on most of 



the popular countries. The reason for the effective linkage of opens and market strategy helps to 

raise the importance of market values. The concept of financial liberalization as according to the 

surge in prices of the stocks. If there is a change of deficit in the finance measures the system 

were related to the mode of increasing the capital inflows. If there is an additional requirement 

for the trade, domestic environments are related to the different policies for the system. 

Financing sector relies on the openness in the trade ratio for most of the desired products. The 

main correlation for the financing system links with the limitation of the restrictions and the 

finance sector is available to provide a set of instructions to increase the credit for the private 

investment. 

A Long Run Perspective  

Domestic Financial Markets 

Financial globalization goes in deepening in domestic financial markets and again these markets 

are highly striking in emerging markets which are notable in 2000. The rise in financial 

globalization is moved in highly 3emerging markets. The bond markets, domestic and equity 

markets shares are debited in late 19 are notably but from 2000-2007 the special rise about 270% 

got matured. The GDP got matured in 2000-2007. The upward trend in financial globalization 

stood for few years, in 2008 the upward trend has stopped. The trend towards the broader-based 

cross-border integration has stopped in 2008. In many aspects, it was reversed from the highest 

peak. The share of GDP or the global external assets is declined by the twenty points through 

2013. For several years the global trade has decreased. Just $3 Trillion global capital flows 

annually and it’s decreased from $8.5 from 2010-2013. The volatility is a natural aspect of strong 

decline and capital flows after the high global financial crisis. 

Global capital flows drop by mature economies 



The global capital flows started decreasing after 2008. The global capital flows are the share of 

whole world GDP, it faced the fall or drop in 2007 about 16% to about 4% till 2013. The capital 

flows retrenchment is basically due to the mature economies. The cross-border flows in the 

mature economies are declined or decreased in 2007 about $7.2 trillion in 2013 about $1.2 

trillion. At the end of the 1990s the average level of capital flows was recorded and same in past 

three years the average level is recorded. The strong economies or matured economies like 

United Kingdom, Japan, Euro Area, United States and much more are responsible for the decline 

of global capital flows decline. 

Understanding the Break: Shifting Patterns of Financial Globalization  

Financial Globalization  

Financial globalization is related to an integral part of the trade because it has been promoting 

the global growth and change in prosperity (Insitute of International Finance, 2014). Finance 

serves an easy route for changing the global growth policies. The small markets which have 

made a solid form of growth based on financial systems recovery where the poverty of millions 

of people has been changing. The financial sectors have grown their side of income sectors. 

The most important note for the crisis during the later century and first period of reversal was 

related to Equity terms and capital follows. These ratios were highly volatile and provided a deep 

source of portfolio equity. 

The pattern for capital inflows during the great reversal was calculated based on the initial crisis 

in the country. The process was related to expansion in the credit and making an additional 

source of change in the leverage for the balance sheets. In the mid eighteen and the nineteen 

century, the series went through the reversal where the economic development was gathered at a 



low pace. The growth was revealed with the moderation and the movement was regulated with 

the change in the credit areas. 

Financial globalization is related to an integral part of the trade because it has been promoting 

the global growth and change in prosperity (Insitute of International Finance, 2014). Finance 

serves an easy route for changing the global growth policies. The small markets which have 

made a solid form of growth based on financial systems recovery where the poverty of millions 

of people has been changing. The financial sectors have grown their side of income sectors. 

The financial sector is the ability to obtain a confidence in investors can provide the risk and 

divide the return. The low-cost factor is the main constituent which should be kept in mind for 

the financial development thought (Syllia, 2006). In designing a perfect financial company the 

assets and the data should be underlined based on the project. The focus of raising finance will 

connect the wealth and measures with the market finance. The choice of financial system 

depends upon firms and financiers. Most investment opportunities are related to the closed 

group. The thought of finance may lead to creative destruction. It can be avoided from the 

concept of old and new firms. The sizes of the market will lead to measure the fixed ratios for 

market equity.  

Capital flows less affected by emerging economies 

The capital flows in emerging economies experienced the fast increase in 2007 as mature 

economies. But the upward trend has stopped in 2007. In 2009 the crisis related set-back was 

temporary till 2009. At first look, the flow seemed as the sustainable emerging economies. First, 

the capital inflows rise in 2000-2007 was much dynamic in EMEs. The second the inflows are 

returned to the peaks of pre-crisis in nominal terms as the GDP share.  

Cross-border Ban lending  



The global capital flows retrenchment was driven by the cross-border flows of banking. In 2007 

the fall in banking was more specular, it rose from non-resident to the seven percent of world 

GDP. The international banking or global cross-border banking flows is on negative flow still in 

2013. In 2008 the cross-border interbank lending was decreased by a quarter of the year, while 

the claims were sustainable on non-banks. The global bank lending retrenchment was led by the 

UK and the Euro Area, and the foreign claims were sustained on 10% and 40% respectively in 

2008.  

Impact of New technologies on financial globalization  

New technologies have changed the approach of all the operations taking place in the modern 

world. This has changed the approach of making investments and doing business as well. The 

advancement of technology has made everything much more convenient now. The promotion of 

globalization is also a fruit of this advancement. The technological advancement has made the 

world a smaller place and this gave rise to the possibility of globalization. 

The financial globalization is made possible because of the fact that the communication is much 

more convenient in the modern world than it ever was. This has made possible the interactions 

between different investors from different parts of the world. This strong communication due the 

technological advancements has increased the efficiency of the operations as well. The 

advancement of technology is what has made the people from different regions of the world to 

come together on a platform to work for the better future. 

The financial globalization is considered to be the key to the future of sustainability and peace in 

the long run. There are many challenges that are brought to us because of the fact that this has 

encouraged people to take big risks. The advancement of technology has also made it easier to 



monitor the activities without being physically present at the place. This gave rise to people 

being able to commit and invest in more than one region of the world at a time. 

It was once just a myth but it is the reality of the day. The concept of the globalization is still just 

a few decades old and that is why still there are many areas that are to be explored and the 

technology has still some problems in its plate that it has to solve. The privacy and security are 

one of the biggest concerns when it comes to financial globalization. There are many researchers 

who are still working on devising better policies for the safe future of the global financial 

scenario. This is important because if the technological problems still survive in the modern 

world it would be much difficult for the financial globalization to operate normally. 

The Structural and macroeconomic factors are new trends which are affecting the financial 

globalization. Over the past two decades, the new financial technologies development has 

changed the landscape. The new financial technologies are facilitating the flow of financial 

services and cross-border investments. The new financial technologies are decreasing the cost of 

transactions, making pricing, forecasting competition and transparency.  

The advancements in technology are supporting the globalization process; these are also 

supporting and transforming the global flows nature. Technological advances. The technological 

advancements are decreasing the barriers to small firm’s entry including the financial sector. The 

cross-border flow of information was a benefit to the emerging market countries. The 

technological advancements are enabling the cross-border financial flows using the big data in 

payment systems. The big data in payment systems are eliminating or forecasting the risk in 

cross-border lending. The digitally enabled services in the trade increased over the 50% in 2005 

to the 63% in 2013.  



The rapid growth is based on the availability of the device; these devices are supporting the 

financial services. New technologies are facilitating the crowd lending and cross-border financial 

flows. The increase in crowdlending is at international level not at domestic level. As the crowd 

lending is on a small scale that why it is fit for small business lending and provision of the 

consumer. The scope of financial technologies is increasing at a broader level. Almost the 40% 

of the population which has adult had bank accounts in emerging marketing countries in 2011. 

The development of technology is penetrated five times greater than before. The mobile phone 

users are increasing five times in the emerging market countries.  

The population attracted towards phones rather than bank accounts. The 35% people in India 

have formal bank accounts and 72% are penetrated towards the internet financial services 

through mobile phones. The new internet financial service is providing a path to the customers 

and businesses to access the cross-border funding. The internet financial services at the global 

level are not only increasing the customer access towards cross-border funding but also 

increasing the access of customers and businesses towards mutual funds, retirement accounts and 

insurance.  

The Global Regulatory Agenda and Financial Globalization  

Global Regulatory Agenda  

For increasing the financial globalization, there is the global regulatory agenda for the 

consideration of economic and financial sustainability. The overhaul regulatory framework is 

used for the concerns of financial stability. There are already many crises have been present in 

the world and these crises are initiating the need for policy leadership such as the G20 and FSB. 

The global consistency is the key lesson in this manner. These crises are indicating the need for 

more financial and global approach. It would be of no use to just rely on the national approaches 



for the financial stability and integration. If there are global integration and approach, then the 

financial system and its shocks could be transmitted easily across the borders.  

The integration of financial and global integration is having the need of developing and 

implementing the global standard approaches for representation of effective framework capital 

flow. There are many multilateral approaches which have been conducted for discussing the 

strength of prudential capital regime. This would be the new global standard for liquidity 

requirements and also the backstop leverage ratio. The risks have been addressed in this way and 

there is also the specific term in the sense such as, ‘shadow banking’.  

The banks are the foremost heads for conducting all financial processes within the country. This 

process of shadow banking would propose the off-balance sheet vehicles for banking 

organizations, securitization and securities of financing transactions as well. Along with these, 

there would also be the need for monitoring and data-gathering framework. It would be of great 

advantage as this would bring the collaborative approach for bringing transparency to many non-

bank sectors of the financial system.  

There is also the clear example and approaches from the countries of G20 that they are going to 

adopt the regulatory frameworks and also for implementing the agenda of derivatives 

transactions. These transactions are regulated in the way as these would be reported to the trade 

repositories. There is also the concept of great standardization of these derivatives transactions as 

these have been trading for many organized and regulated frameworks. In most of the largest 

derivatives markets, many central clearing requirements have become effective.  

For international integration and coordination, there are many challenges which should be 

accepted. In trading and clearing derivatives, there is the need for significant change risk 

patterns. Therefore, there is the identification of systematic global agenda which is in for, or 



treatment of systematically important financial institutions (SIFIs). The global consensus about 

the financial integration which would always be emerged from the sense when certain firms and 

organization become fail for incorporation and even too big for interconnected to fail.  

The ethical and theoretical policy regime would be used as this would save the whole system 

from great disaster and burden. The nature of activities would be considered so that there would 

be less disruption to the wider systems and there would be fewer burdens on taxpayers as well. It 

is already identified, that there is the need of G20 and FSB for developing the relevant policy 

framework. This framework would generally comprise the new and international standards for 

the resolution of many of regimes. This is also needed the intensive and effective supervision in 

order to discuss the relevant examples.  

This policy and framework would give the regular consistency across borders. The result would 

optimize the major consequences which would be intended or unintended. The consequences for 

the cross-border financial activity are almost having positive benefits including the financial 

stability. Primarily, there must be the strong impact of balance sheets of banks which would go 

for improving the capital and liquidity profiles as well. The reforms which have been adopted at 

the global and national level would have the massive scope for the integration of financial 

stability.  

For the financial stability and resilience, there is the detailed assessment of multiple benefits and 

assessments for discussing the collaborative effects. These comprehensive reforms would also 

allow the understanding of interlinkages between many different policies and reforms.  

Therefore, from the great collaboration among many of the countries and global standard-setting 

bodies, there is the proposition of FSB. This is established in 2011 and this would monitor the 



implementation of G20 financial reforms. There is also the need to make necessary adjustments 

for many of the policies where there is the unintended impact of the materials.  

There are many other consequences which have been appeared in the sense as there is much less 

tolerance for errors. For the monitoring of high volumes of transactions, there is also the less 

chance of inadvertent failings. This could be appeared despite having the large investments for 

controlling the large procedures and personnel.  

Benefits and Risks of Financial Globalization  

Benefits and risks from the financial globalization regarding goods and services trade are 

extensively discussed. The rising cross-border financial flows encourage the non-financial and 

financial firms and also increased the inter-connectedness among these two firms. The rising 

cross-border financial flows allowed the global savings to flow the liquidity and highest return. 

This was beneficial for both the investors by enhancing the borrowers and portfolio 

diversification by decreasing the promotion growth in capital stock and cost of capital cost.  

It also facilitates in risk sharing. The risk sharing provided the opportunity with the residents to 

firm the financial assets linked to aboard output performance, permits the consumption 

smoothing rather than fluctuations in domestic output. And decreased the constraints on 

domestic investments. Thus there was long-term decline in the trend of global correlation among 

investment rates and savings.  

The global financial firms made the efficient contribution in risk sharing and cross-border 

financial intermediary. Global financial provided the benefits to businesses. There is a risk, a lot 

of people are working together and multiple countries are involved in businesses operations, then 

the risk is mutual and they are equally dealing with risk by connected business.  



The great foreign participation in Emerging market strengthened the discipline of the market. 

The financial globalization has a positive effect on emerging markets. The financial integration 

increased the strength of equity markets and international bond markets. This increased strength 

offered the high pricing transparency and the ability of investment shift among many countries. 

And also increased the efficiency to shift the essential ingredients for the effective discipline of 

the market among multiple countries. 

 The global investor attuned into market standard internationally for the sake of better financial 

reporting practices, and they were attuned to increase the credit rating availability. It was 

beneficial for the equity securities and emerging market debt. The continued market growth is 

the reason to attract a lot of investors and another market discipline is an important aspect for the 

foreign investors to have a beneficial effect on corporate governance.  

The corporate governance plays the significant role in emerging market investor’s decision 

making. The finical globalization has the benefit of transferring the knowledge. The financial 

flows knowledge depends on the flow type. The technological advancements are the benefits of 

financial globalization. The cross-border banking also increased the knowledge in the context of 

banks foreign ownership.  

From the financial globalization, the inclusion of trade in goods and services would bring the 

discussion of benefits and risks. There are many affirm studies which are indicating the need of 

having positive relationships between trade openness and economic growth as well. The trade 

openness and the economic growth must have the positive relationship for the financial 

globalization. There are somehow many other issues which are related to the sequencing of trade 

liberalization with many other reforms. For income distribution in the sectors, there is also the 



keen role of the potential adverse implications. These implications would be affected by the trade 

openness while developing and recognizing the multiple policies.  

In the first place, there is a brief discussion on the benefits which is also related to many other 

financial approaches and procedures. These are complex in nature but much because of the factor 

of trade openness. There are many other numerous challenges which would be related to the 

financial integration in terms of discussing the economic growth as well. In the first place, there 

is the keen role of financial integration for supporting the financial global allocation of capital. 

This thing would allow the higher investment in productive economic approach for importing 

capital and higher returns for investors in capital-exporting economics as well.  

The process of forecasting trade achievements is not a new method with the business procedures. 

This is actually detailed with the help of a recent wave of globalization. The benefits which 

existed in the later part of the trade were increased amount of profits for the crisis periods. The 

advances came through different channels. These channels were the areas which response in 

global terms. This practice allowed the countries to invest more amount of money in the 

domestic sector. There is also a reel of foreign investors which make the uplift of the stocks and 

prove a threat to the financial sector. The area of knowledge transfer gathers important actors for 

the domestic trade and implies the source of the innovation and improvement in the corporate 

governance (Insitute of International Finance, 2014). 

The potential and economic downsides would also be asserted from the financial globalization 

and also make an impact on the economic stability. There are also many other terms which are 

associated with the capital account integration, risk sharing and financial market development. 

There is also the vast experience of the country for demonstrating the capital account opening in 

order to include the efficient financial intermediation and financial market development. There 



are also many countries on the list which are indicating the approach of highlighting the capital 

assessment and border intermediation.  

The most of the risk sharing factors come across due to intermediate financial integration 

between borders which would be due to financial and non-financial firms. However, there would 

also be the relative impact of the flow of these services on the global savings and also on the 

flow of higher returns. This would also go for providing liquidity in order to benefit the 

investors. These investors would receive the major benefit through enhancing portfolio 

diversification. This also goes for lowering the cost of capital in order to reduce the impact for 

more productivity and for more incomes for the people for developing their financial integration 

and stability. 

 From this above-mentioned notion, it is identified that there is the correlation between savings 

and investments. This is also illustrated many of the countries are now shifting toward the global 

financial crises through interruption of the trend. This trend is because of the financial 

globalization. The increasing globalization of the world is setting the trend for reducing the 

domestic savings and investments within the country.  

 It is already discussed that there is a major progression through the capital accounts and capital 

developments which must be supported by the financial integration. This thing would make an 

impact on the many of the financial processes which are also directly linked with the financial 

globalization as well. In the trade openness manner, there are many of the countries which are 

making the contribution to developing this financial integration. The capital would be increased 

in this way and there would also be the growth of the capital intermediation between countries. 

There are also many other indirect ways through which this thing would be directed. The 

domestic firms are helping for the increasing competition.  



From all these above-mentioned activities, it would be proposed that the major impact would be 

on the exercise on market discipline. This thing would also enhance the transferring of 

knowledge. The most of the transferring of knowledge would be done through the risk sharing 

practices. The risk-sharing practices would make an ultimate impact on the overall performance 

measures of the market. For the capital growth and its major imposition, there is also the keen 

role of the cross-border financial progressions.  

The financial globalization scheme also possesses threats to financial variation for the risk which 

are available for the regular cycles made through the advantage of the losing important funds and 

credits. The main side of the factor regulates the banking and balance of the payment system. 

Countries have managed the structure regarding the sources which have made the financial 

sector much powerful. The main source of shift is regarding the industries which regulated the 

financial regulatory prices. The quick wave of liberalization helped to prove an important source 

of the objective for the long-term planning. In this setup, there are rules for the financial 

regulatory where the economies have gathered an edge over the demand crisis for the next 

generation of the financial stability. 

Domestic Financial Sectors  

 From the above-mentioned correlation, it is identified that there must be the support for the 

domestic financial sectors. There is also the need to indicate the many factors which would go 

for supporting the investments present within the different countries. The global investors are 

going to developing the domestic financial markets. These would also be discussed across the 

multiple emerging markets for the establishment of economic growth and sustainability. The use 

of financial globalization would always go for supporting the domestic financial sectors through 

the volatility of capital flows. There is also the potential transmission of financial shocks for the 



growing presence of global investors as well. For domestic investments, there is also the need of 

increasing funds which would also allow the financial integration.  

Role of Market Disciplines  

The role of market discipline is also the crucial factor for bringing the financial stability within 

the sectors of finance and banks. The role of market discipline is also associated with the greater 

foreign participation and this huge involvement of foreign market would demand the need for 

great discipline in this sense. There is also the crucial role associated with the international bond 

and equity markets and development. These equity markets and bonds would propose the highly 

transparent pricing and also an ability to shift the multiple investments as well. The shift is major 

across the borders due to effective market discipline and this cannot be taken place without 

having this strong influence of the market discipline as well.  

There is also the well-developed market trends and definite sets as well which should be 

optimized for the developed financial procedures and operations. If these would be considered 

then there would be fine and better financial reporting practices. These practices would initiate 

the availability of credit ratings for a legal framework and also give the strong perception of 

market debts and equity securities. Over the past two decades, there is the relevant increase in the 

emerging market debts and equity securities as well. There is also the increase in the investable 

market segments for the development of market capital of countries.  

Transfer of Financial Knowledge  

The collateral benefit of financial globalization must have the need of transfer knowledge. There 

is also the need of cross-border financial flows in order to transfer the knowledge as well. This 

would also depend on the type of the flow as well. Within the recent years, there is also the 



striking development through support of managerial and technological expertise. The portfolio 

equity flow would be provided for transferring of knowledge. 

Transfer of financial knowledge is important in the modern world because of the fact that the 

research is being conducted constantly. Transfer of financial knowledge helps in clearing up the 

situations in a better way. Because of the fact that globalization is at its boom the financial 

market has become a small place. A lot of opportunities are accessible for investors now. This 

has also made the transfer of financial knowledge quicker and easy to access for everyone. This 

has also raised the importance of the transfer of relevant knowledge. 

With the increase in the knowledge level and the level of communication the market has become 

a much safer place for the investors. It is important that the relevant knowledge is made public so 

that people can access it and get an advantage out of it. The concept of financial literacy is also 

linked to the flow of knowledge. If the financial literacy rate goes higher it becomes much more 

convenient for the operators in the market to operate properly. 

Financial knowledge is now the need of the hour because of the fast changing trends of the 

modern market. These trends can’t be understood and predicted without the sense of the basics of 

the field and ability to understand the terminologies that matter. The familiarities of the 

terminologies that matter are important because of the fact that these terms help in the 

understanding of the relevant literature that is written on the issue. 

If the person is not literate in terms of financial knowledge it becomes too difficult for the 

investor to survive in such a volatile market where stability is not that common term used for 

business. It is difficult to survive in the global world but the knowledge of the financial matters 

help in understanding the trends and taking the wise decision.  

Financial Stability for Regulation  



The financial stability is also having the major consequences of contributing the diversified and 

deeper financial sectors. This is also provided that there is the keen role of the domestic financial 

markets and institutions for the regulated and capitalized behaviour of the financial investments. 

There are also many other useful resources which can provide the useful buffers during the 

period of stress within this financial strength. These financial crises are implying the 

opportunities for financial system for the wide and rapid expansion of the internal markets. The 

assessment of capital account openness for the growth of the various channels is needed for 

increasing the integration and global financial markets.  

Financial Development over time 

The consequences suggest that huge economic event and era of the1990s were the effects of 

commercial development.The effects clearly state that trade was open in countries where the 

intuitions are located with more trust. The development of countries lists with the required 

instructional purposes for associations. If the process is maintained with the help of more trade 

activities there are fewer amounts of levels of corruptions involved. The second model which is 

proposed by the author is related to the approach of changing the theory and mobility for the 

trade institutions. The model is proposed in such a way that the variations are made according to 

the capital mobility and periods are listed with the link with the trade opens for the sides of the 

business activities. 

There are figures used to start the estimations process in a quick regression as related to 

industrialization factors for most of the quick scenario of the activities. The comparison of seven 

major evens forms the Gross domestic product index for the values which are comparable with 

the difference in the purchasing power. The end result was that the magnitude of the data for two 

different years was not comparable with the desired coefficients. In the study, there were areas 



related to the financial development in the capital index for the market construct. The ratio of the 

Gross domestic product was made according to the nature of the capitalization made during the 

scenario of movements. 

The hypothesis was made in the form of low year mobility which has a different set of indicators 

for most of the areas related to the comparison of the additional side of the variations. The 

approach was little weaker as compared to the previous methods which were made according to 

the trade activities in the year of 1990. The main form of the approach was carried front he index 

values of the finance which was related to the different cost of industrialization factors. The 

results which were taken from the Appendix values report that the domestic firms have limited 

the amount of loses and there is a problem related to the rise in demand for the initial situations. 

The whole study focuses on the importance of the cross-border trade which should be carried out 

to get equal opportunities for the trade routes. 

Summary of Results 

Financial developments were related to the trade openness. If the cross-border trade is higher it 

will increase the capital flows. This result suggests all the positive factors which are discussed in 

the theory of the paper. The main side of the theory is related with oppositions with the 

improvement in the sector which make the cross-border flows more important as compared to the 

least type of evidence. The theory which is used in explaining the financial system relates most 

of the important parts of the development where the theories relate to the financial sector. 

The main side of the reveals was effected during the event of world war and flows during the 

depression of World War 2 activities. The studies which are related with the first side of the story 

make impacts in the area which raises the borders to initially make changes in the treaties for the 

current year of the thirties and forties of the previous decades. The main side of the theory was 



explained through proper judgments while the initial side of the story presents a different view of 

the changing perspective. 

Shutting and Reopening Borders 

The level of the UNemployment was related to the economic depression. The Gold standard 

doesn’t give the chance for the governments to change the budgets for social security. If the 

economic consequences are kept in mind there are competitive evaluations carried out. 

The concept of gold standards was used by the government to makes changes in the areas where 

the depression has made a significant impact. The standard which is raised by the government 

does not allow the security services to acknowledge information from the needy person. Is 

construct was to provide services for the cash flows. This basically made impact for the partners 

who were allowed to minimize the reaction of devolutions form the partners which forced 

competitions levels from the governments and tariffs people. This depression actually created a 

chain which forced people to demonstrate a solid concept of visualizing the patterns for the 

business. 

The Rising Political Demand for Insurance 

The relation of the established markets was explained for the start of the new century. As the 

crisis of War took place in mid-nineties, there was a number of issues which took place during 

the government policies decline. The government did a small role in insurances. This followed a 

great depression in the decade. The study was compared with the help fraction of gross domestic 

factors which constitute the main step for sampling data for 17 counties. There were ratios of 

pensions which were less than the total factors from the labour force. The comparison of the 

health and pension shares help to proportionate the values for Western Europe. 



There were reasons present for the government to enable the responses from the social service 

structure. The condition’s which help to make the change in government structure helps to 

suggest the interference of government was unfair according to the work plan. This produced 

additional negative responses against the government which were actually increasing the 

problems for the people. The rising amount of deficits was also problems which demanded a 

strict control form the Gold systems. The sections which remain unattended were the 

unemployed peoples and the farmers which had a small response for the political type of factors. 

The set of the crisis made a joint attempt to raise the importance of the insurances in the work 

culture. The responses from the government side were quick as the initial sides were gathered 

through more advantaged for the low-class people. War had a positive effect on the Labour 

force. Everything in the domain was considered on the basis of an organized activity. This 

helped to change the nature of leaders which have been an important source of obtaining and 

leading the change with the radical ideas for the war rooms. 

The aftershocks changed the economies values. The gold standard class was affected by a change 

in liberal values. There was a strong downward trend for the trade. The leaders and economist 

tried to lower down the wages of labour but they meant with extreme resistance from both sides 

of the country. The political class focused on the Gold standard was not shifting towards the 

requirement for the labour activities. If the studies are listed in a simpler way, government opts 

to change the areas which were affecting the wages of people. As a result, the barriers to the 

cross-border trade were opened and more people were attracted to find work in minimum wages. 

In other words, a sense of need was increased and the capital flows began to absorb most of the 

pressure from the trade. 



The new market entries were accepted during the events in 1930.The new labour force was 

welcomed for positions. The views about the policy structure were not presented in planning. 

Police was not modified according to the role which made most of the interests. The business 

was affected a large scale. The example of Sweden as the part of the change in Oil prices was 

made according to change in sources. The effect of raising prices was actually made to 

demonstrate a solution for the employment. There were opportunities present for the people to 

gather response’s the social changes. When the labour force got employment in the skilled areas 

the inflation was accepted as the cause of the providing new areas for work, The Election also 

used the policies to attract the labours of Social Interest. 

The relation of the economic policies was a response to the effects which masses made with 

polices. Autarky helped to implement new changes in the system, which gathered interest form 

small masses. There was an increase in insurance areas which provided a constant source of 

relief in terms of economy. The systems were related to increasing the insurance for the 

unemployment sector. The United States took a through intervention is establishing the insurance 

in health and economic sector. 

The idea for increasing the new entrants in labour force changed the overall nature of the system. 

This made the results to move in a different set for the organization according to the variations in 

the control factors. If the systems were made according to the areas of relevant markets the small 

groups changed the policies. This had a major effect on the economy as well as trade. The 

countries also followed a subsequent approach and made modifications with the financial sector 

to remove the patterns for sake of globalization. 

Financial Markets Long Recovering 



Market faced great depression. The war was the second factor which impeded the growth of the 

organization. The meaning was clear. The abilities for trade to move freely were not present. 

This made the advancements change the role of post-war international trade. The effect of war on 

the economy of United States was also important in order to make the trade sectors intact with 

the democratic values. This exchange policy was full meant on the basis of cross-border flows. 

The countries tried to put a restriction’s on trade flows as there was less accountability present in 

the first phase of the politics. 

The meaning of this approach was very clear. Its aim was to maintain a check on the trade 

activities. The government already knew the implication of open flow of trade. This will end up 

in the providing services to citizens which face the expectations from citizens for the finance 

treatment. The activities were related to the change in war related to economic areas. 

The movement after the war was against the proposed plans where barriers were reduced to open 

the flow of cash. If the idea of inventing flexibility in finance is a new thing, the old constraints 

should also be utilized and new instructions should be made according to the important factors of 

the area. The controls were needed for the financial services and explanations should be made 

regarding the capital inventions. 

Ending Capital Control 

In the late 1980s capitals, controls would have changed their roles in cross-border flows. This 

was the areas where money was deposited in different countries and forced modernization to 

become a part of the studies. The cross-border trade made a change in the wave of the business 

values. The capital controls were halting the trade route; therefore, the development was 

regarded on the basis of the system change and modernization of the economic sectors. The 



change in the banking and industrial sectors was forced with the change in a reversal of the 

banking areas. 

The Case of Japan 

Japan was the country which made changes in the economy during the war crisis. The action was 

developed country learned from the cross-border trade and changed its economies. The start from 

the nineties showed that in the beginning of the trade activities, there was less change in 

investment. The banking sectors were present in large number and their deposit was less as 

compared to the Japan own strategy. When a natural crisis affected the economy of Japan, the 

government got a change to the change the regulation’s to produce stability in the banking 

sectors. 

The change was moved from openness to concentrated version. The study was made with the 

help of more sides of the banking management. The circle of the bank became more concentrated 

as the government was taking more opportunities to control the investment in the sector. When 

the war ended, the banking system was revolutionized and it became a close regulation for the 

government to manage the entire task present according to the changing policies. 

The restrictions in the financial markets were regulated with a change in bank structure. When 

the crisis made an effect in for the economic conditions to follow the pattern for public debt. 

There was a determination of community which made a strong evidence for the exchange in 

substantial fee for the government. 

The explanation for the hierarchies has also presented a unique case for the period of 

militarization. The effects of the American system cannot easily define the concepts of 

marketing. The company’s management still remains at a question as the problems for 



outsourcing still maintains a path for the Euro markets in making the competition more difficult 

for the unconditioned bonding issues. 

Why not the United States? 

The exceptions are present in most of the cases of the story. If the effects are limited to certain 

countries the limitations would not be complete as compared to the United States overlook. This 

side of the globe took a series of steps to increase the number of financial markets in order to 

avoid any kind of crisis during the depression period. The rules and regulations which were made 

according to the relevant procedures were accompanied by market-friendly techniques and 

processes. The prices were fixed to such a level that there was an end to the completions. The 

gold clause was actually changed by the government officials to make a possible entry in the 

desired system for the new set of activities. 

Although check and balances alone are not important for the legislation to prove the markets in 

the account for the concerns. The securities act was related to the interest of people where the 

securities were against the method of competitions levels. The behaviour of the investors of Japs 

was not considered for the most business activities. This was the actual way of avoiding the 

depression in the societies was the small causes were not conflicts with the interest in the 

banking sector. 

The final cause of the statements differed in such a way that the United States has always 

removed the thought of power concentration. The rights are equally divided in the form of the 

banking sector. The small groups were not allowed any side of the factors to impose any kind of 

financial crisis. The states were actually changed with the help of crisis development. 



Conclusion 

There are four forms of contribution to this effort. The primary form is the change in monetarist 

markets. The second tool is the trade openness which relates the financial market with the cross-

border activities. The interest group politics are also important for the intuitions. The groups 

have been presented in a logical form and both theories are concluded to find out a way for new 

incumbents and place a pattern for the first stage. 

The studies include the interest group in activities where the matter relates to country 

institutions. If the area of the development is considered, the economic growth cannot be carried 

out with the institutions for the small levels for the developing countries. If the institutions are 

related to the political stability then the consensus is developed for the financial markets. 

The interest group theory can be related to the concept of openness on the side of gathering 

required information. Interest groups present efficient information for the change in structure for 

the most side of the argument. The policies which were used to provide e and effective way for 

industries also provide the development for the institutions. The impact of insurance will provide 

the idea of the economic adversity.  

This paper also differentiates the values of diversity and compares the situation of Japan and US 

when great reversal hit the countries of the world. Japan used this context to enhance the 

opportunities for the desired frame works.US government was very much effective for making 

the considerations. There polices prepared them for any addition’s a type of construct for most of 

the crisis. The groups removed the power consolidation in a single group and effectively engaged 

in balance financial benefits for the whole state. 
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