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Abstract:  This paper examines the effect of economic globalization on human development 

and argues that the relation between economic globalization and human development is 

mediated by economic freedom and corruption. Findings suggest that economic globalization 

affects economic freedom positively and corruption negatively. In turn, economic freedom has a 

positive effect and corruption has a negative effect on human development. All relations are in 

the hypothesized directions and significant. Research, business, and public policy implications 

as well as directions for future research are presented.  

 

The benefits of globalization are obvious: faster growth, higher standards of living, 
and new opportunities. Kofi Annan, 2001.  
 
Globalization is an emotional word. It evokes strong reactions among exponents as well 

as opponents of globalization. While the former group equates globalization with higher living 

standards, greater transparency, and increased economic freedom, the latter associates it with 

economic exploitation, environmental degradation, and cultural homogenization. The 

controversies surrounding the effects of globalization reached a pinnacle when, during the 

World Trade Organization (WTO) meetings in Seattle, USA (November 29–December 3, 1999) 

and in Genoa, Italy (July 19–24, 2001), a variety of interest groups challenged the legitimacy of 

globalization and protested against what they considered to be its direct and collateral effects. 

The WTO considers the opposition to globalization a serious development. To avoid 

confrontation with the anti-globalization groups and also because of the reluctance of developed 

economies to host the WTO, the WTO held its recent meeting in Doha, Qatar (November 12–14, 

2001).  

The anti-globalization groups have been successful in reaching out to the general public. 

They have put together a coherent case for their position, drawing attention to issues such as 

the use of child labor in less developed economies, the indifference of pharmaceutical 

companies to the spread of AIDS and of the developed countries to the burden of third-world 

debt. These concerns about globalization have sparked heated debates among different 

segments of society. It is generally agreed that the nature and outcome of these debates will 

influence the progress of globalization. Globalization, as Weisbrot, Naiman, and Kim (2001) 

note, is not an inevitable outcome, but the result of the laborious process of rule making. 
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Therefore, how and what trade and investment rules are formulated will be influenced by what 

people think of globalization and how they respond to this process.  

The academic counterpart of the debate surrounding globalization is equally contentious. 

Some scholars claim that globalization has encouraged global pillage (Brecher & Costello, 

1994; Mander & Goldsmith, 1996), undermined social cohesion (Greider, 1997), and eroded the 

sense of community and urban power structure (Knox, 1997; Mele, 1996). Furthermore, findings 

from other studies suggest that globalization:  

 
• puts a downward pressure on wages in developed countries 

(Bronfenbrenner, 1996; Cline, 1996), widens the gap between the wages 
of skilled and unskilled workers (Amadeo, 1998; Wood, 1998), and 
exacerbates social tension by increasing conflict between groups over 
social organization (Rodrik, 1997a, 1997b).  

• affects the distribution of income between the core and peripheral 
countries, with the latter experiencing an increase when transportation 
costs decline (Krugman & Venables, 1995).  

• engenders organizational downsizing (Sebbens, 2000) resulting in 
increasing unemployment (Agiomirgianakis & Zervoyianni, 2001).  

• affects peoples’ health negatively by generating environmental 
degradation, inequality, poverty, and denial of human rights (Legge, 
1998).  

 

On the other side, it is argued that globalization, by increasing economic freedom and 

providing access to information, empowers people and makes them officious regulators of 

corporate activity, responsibility, and accountability (Balestrini, 2001). And while social science 

scholars have examined the impact of globalization on issues such as employment and wages, 

human rights and social tensions, they have paid insufficient attention to the effects of 

globalization on human development as it relates to life span, educational attainment, and 

purchasing power. Helleiner (2001), for example, notes that the most important impact of 

globalization is to promote the interest of human welfare and development.  

A review of the international business literature suggests that existing studies have 

typically focused either on (a) the forces that result in globalization, or (b) the impact of 

globalization on competition and firm strategy. Sparse attention has been given to the impact of 

globalization on human development. There is a lack of scholarly research, especially empirical 

research that delineates the process through which globalization affects human development.  

This paper attempts to fill this gap and add to the existing research in the following ways. 

First, scholars have used the term globalization in many contexts and given it varied meanings 

and interpretations (Macharzina, 1999). This study attempts to clarify the meaning of the 
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construct by examining globalization at three levels: firm, industry, and country. The premise is 

that globalization is occurring at these three levels and therefore, the conceptual meaning of the 

construct becomes clear only when the context in which the term is used is specified. Second, 

existing research provides empirical measures of globalization at the firm and industry levels 

(Makhija, Kim, & Williamson, 1997; Sullivan, 1994). This paper adds to this body of research by 

using a two-indicator measure of economic globalization at the country level. Third, existing 

studies have paid inadequate attention to the process through which globalization works out its 

effects. Rodrik (1997a, 1997b) draws attention to this situation by suggesting that we lack an 

understanding of how the ‘‘process’’ of globalization works. The present study presents a model 

that shows the process through which economic globalization at the country level affects human 

development, mediated by economic freedom and corruption. Finally, public policy and business 

implications in existing research are mostly based on qualitative case studies. This research 

provides empirical results on which public policies and business strategies can be formulated.  

To achieve the above goals, this paper is divided into four sections. In the first section, 

we discuss globalization from conceptual and definitional perspectives and then cover issues 

related to the measurement of firm, industry, and country globalization. In the second section, 

we present the conceptual model and the hypotheses derived from the model. In the third 

section, we explain the statistical procedure, define and measure the exogenous and 

endogenous constructs, and present the findings. In the fourth section, we delineate managerial, 

theoretical, and public policy implications and provide directions for future research.  

 

1. Globalization is integration  

What is globalization? As a multidimensional construct, globalization carries a myriad of 

meanings (Neverdeen, 1994). The popular view mostly touches on the surface meaning and 

links globalization with terms such as McDonaldization and Coca-Colonization. These 

nominalizations convey a potent image of multinational firms driven by a common goal of 

expanding their business globally. The firms are generally viewed as aggressive competitors 

with matchless financial power and marketing savvy to overwhelm local businesses and 

dominate the world markets. In addition, as most of the popular multinationals are U.S.-based 

entities, globalization de facto has become a surrogate for Americanization. While these 

interpretations of globalization may be popular and appealing, they do not lend themselves to 

theoretical analyses.  

In the academic literature, globalization has become synonymous with a borderless 

world (Ohmae, 1990), marketing of standardized products (Levitt, 1983), global village (Garci-
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Zamor & Khator, 1994), and global management (Wilson, 1994). These varied interpretations 

indicate that the term has been adopted by different disciplines and given a discipline-specific 

perspective. In the international business literature, for example, scholars have examined 

globalization with respect to the drivers, process, degree, and effects of globalization (Bartlett & 

Ghosal, 1989; Kobrin, 1991; Malnight, 1995; White & Poynter, 1990). Furthermore, a review of 

the literature indicates that scholarly investigations of globalization have focused on three units 

of analysis—firm globalization, industry globalization and country globalization.  

At the firm level, globalization has been conceptualized as the process through which 

firms move toward integrated network structures (Malnight, 1995). The idea of integration of 

operations across countries as firms globalize their operations is present in different 

international business research streams (Dunning, 1993). With regard to measuring 

globalization at the firm level, different indicators have been proposed. Sullivan (1994) proposes 

the following: foreign sales as a percentage of total sales, research and development intensity, 

advertising intensity, export sales as a percentage of total sales, and foreign profits as a 

percentage of total profits. However, Ramaswamy, Kroeck, and Renforth (1996) suggested the 

need for further refining the construct and measurement. In a recent study, Athanassiou and 

Nigh (2000) used only two items to measure firm internationalization, international sales as a 

percentage of total sales and international assets as a percentage of total assets, highlighting 

the integration aspect of a firm’s global operations.  

At the industry level, globalization is conceptualized as ‘‘a series of linked domestic 

industries in which rivals compete against each other on a truly worldwide basis’’ (Porter, 1986: 

18). Morrison and Roth (1992: 399), likewise, characterize industry globalization as distinct 

competitive environments that are differentially interdependent. These and other 

conceptualizations of industry globalization, highlighting the integration and linkage aspects of 

industries across countries (Makhija et al., 1997), are reflected in the indicators used to 

measure the construct. Morrison and Roth (1992), for example, include the following indicators 

to measure industry globalization: level of international trade, intensity of international 

competition, worldwide product standardization, and presence of key competitors in all key 

international markets. Makhija et al. (1997), however, focus on only two aspects of industry 

globalization, international linkages and integration of value-added activities among countries. 

They measure international linkages as the proportion of international trade in relation to overall 

consumption within the industry and integration of value-added activities as the Grubel and 

Lloyd Index of Intra-industry Trade (Greenaway & Milner, 1986; Grubel & Lloyd, 1975).  

At the country level, globalization is conceptualized as a multidimensional construct. For 
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example, from the sociological perspective, globalization is defined as ‘‘a social process in 

which the constraints of geography on social and cultural arrangements recede;’’ and from the 

political perspective, globalization is viewed as a process that makes a nation-state 

‘‘increasingly irrelevant’’ (Waters, 1995; Wood, 1997). From an economic perspective, 

globalization is defined as ‘‘the increasing internationalization of the production, distribution, and 

marketing of goods and services’’ (Harris, 1993: 755). Putting these different dimensions 

together, Holm and Sorenson (1995) view the meta-construct of globalization as the 

intensification of economic, social, and political interaction across national boundaries. The 

present study focuses on the economic dimension of globalization at the country level and 

defines it as the increasing cross-country integration of economic systems through trade and 

investments.  

 
2. Conceptual model and hypotheses   

The conceptual model presented in Plate 1 draws from the international business, 

political economy, and sociology research. The overall sequence of effects in the proposed 

model originates from economic globalization. Economic globalization is shown to affect both 

economic freedom and corruption. And these two constructs, in turn, affect human development.  

Three features differentiate this study from prior studies. First, in contrast to studies that 

focus on the direct effects of economic globalization, this study argues that the influence of 

economic globalization on human development is mediated by corruption and economic 

freedom. Second, this study uses a two-indicator measure of economic globalization, 

incorporating both the international trade and investment components. International business 

research has emphasized the significance of these two aspects of international exchange for 

promoting economic integration across countries. Third, this study tests the conceptual 

relationships explicated in the model and answers the empirical questions involving the effects 

of economic globalization.  

2.1. Economic globalization and economic freedom  

Economic globalization is conceptualized as a process that results in increasing 

integration of a country’s economy with the rest of the world. The integration of economic 

systems is driven by entrepreneurial initiatives—businesses looking for markets, resources, and 

efficiencies. When firms, motivated by economic and marketing goals, attempt to venture 

abroad, they often find that governmental controls, both at home and in host countries, impose 

restrictions on what they can and cannot do. These restrictions include tariff and nontariff 

barriers, exchange rate controls, and control over capital mobility. Together, these policies 
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constrain the movement of goods and capital between countries. However, as globalization 

increases economic integration between countries, the capitalist class begins to apply pressure 

on the government for opening the economy (Harvey, Rail, & Thibault, 1996). Businesses seek 

economic freedom to increase their involvement in the economy and facilitate international 

exchange, both inbound and outbound. There are, however, counterforces in every economy 

that oppose increasing economic freedom. The increase in economic freedom is seen as a 

potential threat to some sectors of the economy. These groups feel vulnerable to increasing 

global competition and, therefore, apply pressure on the government to keep the barriers in 

place. The success of these groups depends on the strength of their voting bloc and lobbying 

power. Governments are thus confronted with the dilemma of whether to keep existing trade 

and investment barriers in place or to enact new policies that would increase economic freedom. 

Panic (1998) argues that as the spread of global production and marketing activities results in 

integrating countries and making them more interdependent, it leaves governments no choice 

but to open their economies. Therefore, while governments will continue to protect some sectors 

of the economy, they will also attempt to increase economic freedom to facilitate international 

exchange. We, therefore, propose the following:  

 
H1: Higher level of economic globalization is associated with higher level of 
economic freedom.  

 
2.2. Economic globalization and corruption  

In varying degrees, bureaucratic corruption is a fact of life everywhere. Defined as the 

abuse of public power and resources for private gains (Bardhan, 1997; Shleifer & Vishny, 1993), 

corruption makes the exchange process less transparent, engendering behaviors that fulfill the 

self-interest of public officials and private actors. Abaroa (1999) note that bureaucrats and 

politicians, in pursuit of self interest, will engage in corrupt behavior if perceived benefits 

outweigh costs. In the U.S. the Foreign Corrupt Practice Act, passed in 1977, makes it a crime 

for U.S. firms to bribe a foreign official for business purposes. The issue of corruption has also 

been taken up by the Organization of American States (OAS), the Organization for Economic 

Cooperation and Development (OECD), and the World Trade Organization (WTO). Corruption 

occurs because of the monopoly power of the government over resources that the public needs 

(Alam, 1995; Farazmand, 1999). Globalization-induced corruption among elites has been noted 

by Gould (1991), Eisner (1995) and Jreisat (1997). These studies argue that trade and 

investments between countries put government officials and businesses in a relationship that is 

conducive to corruption. The popular press regularly reports on cases of corrupt behavior both 
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in developing and developed economies. While this may be the case, the scope of corruption 

differs across countries. It could be argued that corruption in Nigeria and France are not at the 

same level. In Nigeria, for example, corruption occurs in an environment in which checks and 

balances of the governance system have failed. It manifests itself in all facets of public life. 

However, with greater integration of trade and investments, both domestic and international 

constituents will begin to exert pressure on the administrative structure to become more 

accountable and transparent, thus reducing the opportunities for corrupt behavior. Prakash and 

Hart (2000), for example, note that as the economy globalizes institutional impediments are 

removed. Furthermore, as a country develops its political institutions and ability to uphold laws 

through judicial processes, there will be a reduction in corruption. We, therefore, propose the 

following:  

 
H2: Higher level of economic globalization is associated with lower level of 
corruption.  
 

2.3. Economic freedom and human development  

There is a vast literature on the effects of economic freedom on economic growth and 

income distribution (Ali, 1997; Ayal & Georgios, 1998; Berggren, 1999; Dawson, 1998; Easton & 

Walker, 1997). Scholarly evidence from this body of research supports the hypothesis of a 

positive linkage between economic freedom and economic growth and development. Building 

on this body of research, scholars have begun to examine the influence of economic freedom 

on human development. The interest in human development is partly in response to the 

concerns raised about the effects of increasing economic freedom on people’s lives. Economic 

freedom, by providing protection of private property and by removing barriers that restrict 

transactions, taps into the entrepreneurial spirit of the people and encourages increased 

economic activities. The greater the involvement of people in economic activities, the more 

favorable will be the effects on human development. Goldsmith (1997), for example, suggests 

that the greater the economic rights of people the more they will contribute to human 

development. Esposto and Zaleski (1999) also note the positive influence of economic freedom 

on quality of life across nations. And Oi (1999) suggests that human capital develops as a result 

of economic freedom. We, therefore, propose the following:  

 
H3: Higher level of economic freedom is associated with higher level of human 
development.  

 

2.4. Corruption and human development  
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Among the different effects of corruption studied, economic growth and development 

have received considerable scholarly attention. Although some scholars claim that corruption 

and bribery can stimulate economic growth and development under certain circumstances 

(Brunetti, 1995; Nye, 1979), the overwhelming scholarly evidence supports the contrary view. 

That is, corruption has a negative influence on economic growth and development. Getz and 

Volkema (2001), for example, found an inverse relationship between corruption and GDP per 

capita. Findings also suggest that corruption adversely affects economic development by 

increasing distortionary effects (Goudie & Stasavage, 1997), encouraging collusion (Alam, 

1990), reducing incentives to invest (Mauro, 1995), and imposing costs on society (Rose-

Ackerman, 1999). As economic development suffers due to corruption, it could be argued that 

human development, in general, will also be adversely affected. Jazairy et al. (1992), for 

example, suggest that corrupt politicians and rent-seeking public bureaucracies can perpetuate 

poverty. We, therefore, propose the following:  

 
H4: Higher level of corruption is associated with lower level of human 
development.  

 
3. Method  

3.1. Statistical procedure  

The hypothesized relations between exogenous and endogenous constructs, shown in 

Plate 1, were tested using a covariance matrix in a model using a full-information maximum 

likelihood approach. The use of a covariance matrix is recommended for the statistical 

procedure in the LISREL 8.3 program (Joreskog & Sorbom, 1996). The statistical procedure 

involves two interrelated models, a structural model and a measurement model. The structural 

equation model specified the hypothesized relations between the exogenous construct, 

economic globalization, and the three endogenous constructs. The measurement model 

specified the hypothesized relations between the reflective indicators and their respective 

constructs. The three endogenous constructs were economic freedom, corruption, and human 

development. The loading for each of these three constructs was fixed to one. Fixing the single 

indicator of each construct to one indicates that the construct is measured on the same 

measurement scale as the corresponding indicator (Hayduk, 1988).  

3.2. Data  

Data for this study were obtained from published sources such as The United Nations, 

The World Bank, Tranparency International, and Cato Institute. Data provided by these 

organizations are widely used by academicians to test hypotheses, by government officials to 
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develop public policies, and by executives to make international business decisions. The use of 

secondary data collected by different agencies, however, involves two common problems: 

incomplete data and varying number of countries on which the data are available. This forces 

the sample size to correspond to the data set with the lowest number of countries with further 

reduction in sample size coming from missing values. For example, Transparency International 

provides data on corruption for 85 countries, compared to economic freedom data on 109 

countries provided by Cato Institute for 1998. As Transparency International covered the lowest 

number of countries, their list of 85 countries formed the sample size for this study. Furthermore, 

a listwise deletion procedure was used to develop the covariance matrix, which resulted in 75 

countries with complete data (see Appendix A for the list of countries). Furthermore, a time 

series analysis was not considered appropriate because the index for the same construct is not 

comparable across years. Transparency International, for example, has used different methods 

to collect data in different years, making it difficult to compare data longitudinally. A structural 

equation model was therefore tested on 1998 cross-section data. Considering that the model 

was tested on 75 countries, the generalizability of findings can be considered restricted. 

However, it is important to note that the 75 countries included in the analysis come from all of 

the four income groups (high income, upper middle income, lower middle income, and low 

income countries) as defined by the World Bank. Furthermore, the countries included in the 

study cover approximately 85% of the world’s population and 95% of the world’s GDP (see 

Appendix B for data sources and descriptions).  

3.3. Exogenous construct—economic globalization (EG)   

As economic globalization involves the integration of economic systems, a common 

indicator of this construct used in the literature is the ratio of exports to GDP. A high ratio 

indicates not only a higher degree of dependence on foreign markets for a country’s products 

but also a higher level of integration. However, by itself, the exports to GDP ratio is considered 

inadequate because of its exclusive focus on the trade aspect of globalization. As both exports 

and foreign direct investments (FDI) are the main routes of accessing resources, markets, and 

efficiencies, scholars recommend the use of both exports and FDI to measure economic 

globalization (Julius, 1990). Through FDI, firms are able to transfer capital, managerial know-

how, technologies, and products across country markets, bringing about a greater integration of 

economies. Thus, to measure the level of economic globalization these two variables (exports 

and FDI) are expressed as a ratio of GDP, with higher ratios indicating higher levels of 

economic globalization. Business scholars rely on multilateral agencies such as the World Bank 

and the United Nations for macro data such as GDP and FDI. Data from these sources are 
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regularly used by social science scholars, public policy makers, and business executives.  

3.4. Endogenous constructs  

3.4.1. Economic freedom (EF)  

Economic freedom was measured by the Economic Freedom of the World’s Trade 

Openness Index. The index is the result of a series of conferences organized by Michael Walker, 

the Executive Director of the Fraser Institute of Vancouver, British Columbia, and Nobel laureate 

Milton Friedman to define and measure economic freedom. The index is based on four 

components: tariff rates, black market exchange rate premium, restrictions on capital 

movements, and the actual size of the trade sector compared to the expected size. The rating 

on tariffs incorporates taxes on international trade as a share of the trade sector, mean tariff 

rates, and standard deviation of tariffs. Countries with smaller values are assigned higher 

ratings. The size of the black-market exchange rate premium indicates the restrictiveness of the 

exchange rate controls. Countries with lower black-market premium are assigned higher ratings. 

Capital market restrictions reduce the volume of international exchange. Countries with lower 

restrictions are assigned higher ratings. For the trade component, a country’s actual trade 

sector is compared with the expected size. That is, how much should a country trade given its 

population, geographical size, miles of coastline, and location relative to concentration of world 

demand. The larger the actual trade relative to the expected trade, the higher the ratings. The 

ratings for each of these four components are averaged to derive the index, ranging from 0 to 

10. Higher ratings are indicative of greater economic freedom. The index is now being used by 

scholars from different disciplines. An extensive list of articles using the index of Economic 

Freedom can be found at www.freetheworld.com/papers.html.  

3.4.2. Corruption (CO)  

As a construct, corruption is not easy to quantify because most of it is clandestine, being 

illegal in every country. An objective measure of corruption would require that both the bribe 

giver and bribe taker agree to provide the information or that the actual act of bribery is recorded 

surreptitiously. Neither of these two scenarios would provide comprehensive and reliable data 

on corruption. It is highly unlikely that people would agree to provide such information without 

the fear of reprisals or embarrassment, just as it would be highly impractical to surreptitiously 

record every act of corrupt behavior. Academics, therefore, are using perception-based, 

subjective data. Corruption was measured by the Transparency International’s (TI) corruption 

index. The index ranks countries in terms of the degree to which corruption is perceived to exist 

among public officials and politicians. It is a composite index that draws on 14 different polls and 

surveys from seven independent institutions, carried out among business people and country 
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analysts, including surveys of residents, both local and expatriate. The corruption index is a 

continuous scale, ranging from 0 to 10, with 0 representing a highly clean state. To facilitate 

interpretation, the score was subtracted from 10 to indicate higher corruption for higher scores. 

The TI corruption index has been used in several papers involving international business, 

economic development, and ethics (Getz & Volkema, 2001; Heidenheimer, 1996; Husted, 1999; 

Volkema, 1997). Lancaster and Montinola (1997), note that by combining several measures of 

political corruption for each country, both the operationalization and measurement of TI’s index 

become robust. In particular, they note that the combination of multiple surveys addresses 

issues related to reliability and validity and, therefore, the index will open new avenues in 

research on corruption.  

3.4.3. Human development (HD)  

Human development was measured by the United Nation’s human development index, 

which is a composite measure of life expectancy, educational attainment, and purchasing power. 

The index is an objective measure of human condition. Higher life expectancy is indicative of 

better nutrition, medical care, and a cleaner environment. Educational attainment shows 

people’s ability to improve their living conditions and contribute positively to the social system. 

Real purchasing power reflects the means people have to satisfy needs for products and 

services. Thus, the human development index can be considered reflective of an environment 

which helps people develop their full potential and lead productive lives.  

3.5. Findings  

The model shown in Plate 1 is assessed using a full-information method. It examines the 

effects of economic globalization on human development, mediated by economic freedom and 

corruption. The overall fit of the structural model was determined by examining the �� value. 

The �� value of 6.52 with four degrees of freedom has a statistical significance level of 0.16. 

This statistic shows support for believing that the differences between the actual and predicted 

matrices are nonsignificant, indicating a good fit between the hypothesized model and data. 

Furthermore, the Goodness-of-Fit Index (0.96) and adjusted Goodness-of-Fit Index (0.86) are 

both higher than the recommended level. Together, they suggest that the results are an 

acceptable representation of the hypothesized model. The Root Mean Square Residual 

(0.0078), which is the square root of the mean of the squared residuals, also shows a good fit. 

Furthermore, the Normed Fit Index of 0.94 shows that the model has explanatory power. Overall, 

the various fit indices lend support to the hypothesized model, showing the effects of economic 

globalization on human development, mediated by economic freedom and corruption.  

The coefficient estimates for the various paths and the associated t-values are provided 
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in Table 1. The structural coefficients are significant and in the hypothesized directions. The 

effect of economic globalization on economic freedom, �� on ��, is positive and significant; the 

effect of economic globalization on corruption, �� on, �� is negative and significant. The effect of 

economic freedom on human development, �� on ��, is positive and significant; the effect of 

corruption on human development, �� on ��,is negative and significant (see Table 1). The 

model accounts for 86% of the variance in economic freedom (��), 28% of the variance in 

corruption (��), and 54% of the variance in human development (��). Table 1 also shows the 

total effects of globalization on human development. The total effect of globalization on human 

development is positive and significant.  

 

4. Discussion and implications  

The goal of the paper was to model the influence of economic globalization on human 

development, mediated by economic freedom and corruption. The findings suggest that the total 

effect of economic globalization on human development is positive and significant. The model 

presented in this paper is parsimonious and explains a large percentage of variance in the three 

endogenous constructs: economic freedom, corruption, and human development. We present 

the implications of the findings next.  

The selection of a country market is an important decision that firms have to make in 

internationalizing their operations. When expanding their operations, firms seek to enter country 

markets where they can achieve organizational goals and also increase the rate of return on 

their investments. The choice of a country market can be facilitated by examining the level of 

economic globalization, which is shown to have a positive influence on economic freedom. A 

higher level of economic freedom suggests greater opportunities for business transactions 

combined with the legal protection of property. Furthermore, as a higher level of economic 

freedom results in a higher standard of living, the demand for products and services, both 

domestically produced and imported, will be higher. Together, an understanding of these 

interactions would aid managerial decision making that involves the selection of country markets.  

Economic globalization is also shown to influence human development through 

corruption. The decrease in corruption with increasing economic globalization and the increase 

in human development with decreasing corruption show the beneficial effects that comes from 

economic globalization. Among the adverse effects of corruption are an increase in 

environmental uncertainty and a decrease in transparency in the business environment. These 

conditions distort market forces and reduce efficiency in the allocation of resources, making a 

country market less attractive. The implication of the findings is not that multinationals will totally 
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refrain from going to countries where corruption is high, but that they will not operate there at 

the same level as they would in countries where corruption is low. This situation can have 

adverse effects on human development in countries where corruption is high. Overall, economic 

globalization, by bringing about greater integration of a country’s economic system with the 

trading partners and by enhancing human development, improves the attractiveness of a 

country market.  

A visible difference appears across countries in the success they have achieved in 

creating an environment that supports private initiatives. Public policies, designed to create a 

conducive exchange environment, can be instrumental in generating confidence among local 

entrepreneurs and foreign businesses. Although increasing exports and FDI encourages 

economic freedom, it will be beneficial for governments to be proactive in instituting policies that 

result in greater economic integration. Developing and implementing policies to increase the 

inflow of FDI can have beneficial side effects on the economy. FDI is important not only for the 

inflow of capital, but also for the technology and managerial expertise it brings into a social 

system. New technology and managerial know-how will encourage innovations in the local 

economy that, in turn, will help improve the business environment in the country. Policies that 

encourage higher economic integration will thus translate into increased human development.  

In summary, as economic globalization leads to greater transparency and economic 

freedom, societies avail of opportunities to achieve a higher standard of living. This is a 

promising aspect of globalization. As more-globalized economies are shown to fare better than 

less-globalized economies, public policies in less globalized economies will need to create 

conditions for increasing economic globalization. However, the pursuit of globalization needs to 

be tempered with social concerns. Globalization occurs in a social system and on this road to 

globalization there will be winners and losers. Research demonstrates that some segments of 

the society are not well equipped to deal with the challenges of globalization. Thus, from a 

policy perspective, the safeguarding of groups most vulnerable to market forces should be an 

integral part of policy agendas. As Rodrik (1997a, 1997b) argues the need for social insurance 

increases as global integration increases.  

With regard to directions for future research, we suggest the following. As there are 

different dimensions of globalization and human development, future studies can explore the 

effects of social, political, and technological globalization on objective as well as subjective 

human development. Furthermore, in examining these effects, scholars can select either 

regions or cities as units of analysis. Krugman’s (1992) and Rauch’s (1991) work on geography 

and trade and urban economics and trade provide appropriate theoretical structures. These 
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links need to be explored in future studies. Another issue that warrants scholarly attention 

addresses the measurement of the meta construct globalization. While scholars have 

distinguished between cultural, political, and technological globalization, much of the research in 

this area is qualitative and case-based. Future research can focus on developing theoretically 

grounded and empirically useful measures of these concepts to study their antecedents and 

consequences.  

 
5. Conclusion  

The debate on globalization is expected to continue because the socioeconomic and 

political implications are pervasive and profound. Every time the World Trade Organization, 

International Monetary Fund, or World Bank holds a meeting, groups opposed to globalization 

congregate at the same venue to voice their concerns. This face-off has brought the issue of 

globalization to the forefront in different parts of the world. While world leaders are seeking ways 

to develop a consensus on globalization, the antiglobalization groups are recruiting 

sympathizers to organize a more vociferous opposition. The process and outcome of these 

altercations will determine both the scope and speed of globalization. Therefore, it is important 

to inform these discussions with empirical findings. This study is an attempt to achieve this goal. 
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Table 1 
Testing the model relationships (Plate 1) structura l equation coefficients 

Sign  From  To Relationship estimate  t-value  
(+) EG ���� 	 EF ���� 10.21 2.99 
�
� EG ���� 	 CO ���� -11.75 -3.30 
(+) EF ���� 	 HD ���� 0.04 3.84 
�
� CO ���� 	 HD ���� -0.03 -5.60 
Goodness-of-Fit Statistics 
Chi-Square (d.f.)  6.52 ( p = 0.16), 4 degrees of 

freedom 
Goodness-of-Fit Index  0.96  
Adjusted Goodness-of-Fit 
Index 

 0.86  

Root Mean Square 
Residual 

 0.0078  

Normed Fit Index  0.94  
Total effects of globalization on human development 
(+) EG ���� 	 HD ���� 0.79 3.29 
EG: economic globalization; EF: economic freedom; CO: corruption; HD: human development. 
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Table 2 
List of countries  
Argentina Guatemala Norway 
Australia Honduras Pakistan 
Austria Hong Kong Paraguay 
Belgium Hungary Peru 
Bolivia Iceland Philippines 
Botswana India Poland 
Brazil Indonesia Portugal 
Bulgaria Ireland Romania 
Cameroon Israel Russia 
Canada Italy Senegal 
Chile Jamaica Sloval Rep. 
China Japan South Africa 
Columbia Jordan Spain 
Costa Rica Kenya Sweden 
Cote d’Ivoire Korea (South) Switzerland 
Czech Republic Latvia Thailand 
Denmark Malawi Tunisia 
Ecuador Malaysia Turkey 
Egypt Mauritius Ukraine 
El Salvador Mexico U.K. 
Estonia Morocco U.S.A. 
Finland Namibia Uruguay 
France Netherlands Venezuela 
Germany New Zealand Zambia 
Greece Nicaragua Zimbabwe 
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Table 3 
Data sources and descriptions (all data for 1998)  

Constructs  Source  and description  
Economic 
globalization  

Two ratio variables, exports of goods and services as a share of GDP 
(XGDP) and foreign direct investments as a share of GDP, (FDIGDP) 
indicated economic globalization Foreign direct investment (FDI) is defined 
as an investment involving a long-term relationship and reflecting a lasting 
interest and control of a resident entity in one economy in an enterprise 
resident in an economy other than that of the foreign direct investor (World 
Investment Report 1999, United Nations)  
Gross Domestic Product (GDP) is the sum of gross value added by all 
resident producers in the economy plus any product taxes and minus any 
subsidies not included in the value of the products. Dollar figures for GDP are 
converted from domestic currencies using single year official exchange rates 
(2001 World Development Indicators CD-ROM, World Bank) Exports of 
goods and services represent the value of all goods and other market 
services provided to the rest of the world. They include the value of 
merchandise, freight, insurance, transport, travel, royalties, license fees, and 
other services, such as communication, construction, financial, information, 
business, personal, and government service (2001 World Development 
Indicators CD-ROM, World Bank) 

Economic 
freedom 

The index of economic freedom (EFI) is based on objective components that 
reflect the presence or absence of economic freedom. The ratings of four 
components—tariffs, black market exchange premiums, capital market 
restrictions, and the actual size of the trade sector relative to the expected—
are averaged to derive the index. Higher ratings are indicative of institutions 
and policies more consistent with economic freedom (Economic Freedom of 
the World: 2001 Annual Report, Cato Institute) 

Corruption  Corruption Perceptions Index (CPI) ranks countries in terms of the degree to 
which corruption is perceived to exist among public officials and politicians. It 
is a composite index, drawing on 14 different polls and surveys from seven 
independent institutions carried out among business people and country 
analysts, including surveys of residents, both local and expatriate. 
Transparency International (TI) focuses on corruption in the public sector and 
defines corruption as the abuse of public office for private gain. The surveys 
used in compiling the CPI tend to ask questions in line with the misuse of 
public power for private benefits, with a focus, for example, on bribe taking by 
public officials in public procurement. The CPI score relates to perceptions of 
the degree of corruption as seen by business people, risk analysts, and the 
general public, and ranges between 10, highly clean, and 0, highly corrupt. 
For ease of interpretation, the rating was reversed with 0 indicating highly 
clean and 10 highly corrupt (The Transparency International) 

Human 
development  

The human development index (HDI) is a measure of a country’s 
achievement based on three indicators: longevity, as measured by life 
expectancy at birth; educational attainment, as measured by a combination 
of adult literacy (two-thirds weight) and combined primary, secondary, and 
tertiary enrollment ratios (one-third weight); and standard of living, as 
measured by real GDP per capita (Human Development Report, United 
Nations)  
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