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This research work is committed to investigate empirical ly the impact Globalizat ion on 
instabil ity in  Pakistan. The term instabi l i ty is measured by wel l-known concept Misery-
index (MI) .  MI is represented by the combination of two major macroeconomic problems 
unemployment and inflat ion.  ARDL is employed to assess the required impact for the 
period of 1980-2014.  Global ization is a mult idimensional phenomenon therefore it  is a  
chal lenge to identify and measure it .  Economic dimensions of globalization are taken 
into account. Economic components of global izat ion are t rade and capital f low. The f i rst 
aspect is measured by trade and the latter aspect  by the net  capital outf low as % to GDP, 
and some addit ional variables are also added to the model which have important role in 
the determination of stabi l ity.  The estimated results suggested that the impact  of  
global ization on stabil ity is am l it t le  ambiguous, because the impact of  t rade openness 
signif icant  and with posit ive sign, means increase in t rade openness leads to increase 
instabil ity in Pakistan, while the impact of f inancial openness is negat ive and signif icant 
in the long run. The increase in f inancial openness decrease instabi l ity.  The short run 
results shows that global ization negat ively affect instabi l ity ( increase in globalization 
leads to decrease instabi l ity) .  The overall  impact of global izat ion on instabil ity is 
somehow dubious. To get benef ited from the r ich and opportunistic process of  
global ization, the Government of Pakistan should pay special attention toward open and 
l iberal pol icies regarding trade to correct  the negative aspect of t rade relat ing activit ies 
and must formulate more suitable f inancial policies to get more and more benefits. The 
process of global izat ion with adequate policies wil l  certainly benef it  economic stabi l ity 
in Pakistan.  
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INTRODUCTION  
 
Global ization 
 
The unders tanding of  g lobal izat ion is  d if ferent  
to dif ferent peoples. The l i terature of  the last  
two decades is much famil iar  wi th the word 
g lobal izat ion. Dif ferent def in i t ions are s tated 
by d if ferent ins t i tu tes , organizat ion and 
univers it ies academics.  Simi lar i t ies  and 
d issimi lar i t ies  are ex isted among the 
def in i t ions.  Global izat ion is  the integrat ion of  
the wor ld economies through cross-border f low 
of  goods and serv ices, capi ta l  f low and people 
mobi l i t y (O’Rourke et a l.  2000, Maddison 2001,  
Nayyar 2001. I t  has several facets l ike 
cultura l ,  economic , pol i t ica l and soc ia l [1 ] .  In  
fact,  soc ia l and cultura l  in tegrat ion are 
cons idered as root cause of  the loss of  cu l tura l  
integrate and re l ig ious values. The cul tura l and 
soc ia l amalgamation a lso hearts cultura l 
dominat ion. Therefore socia l and cultura l  
integrat ion are res tr ic ted Al i  et  al .  (2013) .  The 
present  study is  concerned wi th economic 
g lobal izat ion ( integrat ion of  the wor ld 
economies in economic factors) :  t ransact ion in 
goods and serv ices, capi tal and labour  
mobi l i t y.  The people mobi l i t y is  most l y 
restr ic ted because of  soc ial ,  cul tura l and 
re l ig ious values, but  now a day the people 
movements are banned because of  secur i ty 
reasons Afzal  (2007) and Al i  et  a l  (2013).  
 
 
Measure of  Economic Globalizat ion 
 
This study is  concerned wi th economics; 
therefore economic aspects of  g lobal izat ion 
should be taken in account.  Economic aspects 
of  global izat ion are in ternat ional t rade and 
f inance. The measure of  economic 
g lobal izat ion is :  
o  In ternat ional Trade:  t rade g lobal izat ion 
is  measured by impor t p lus expor t  as  a 
percentage of  GDP. 
o  In ternat ional F inance: f inanc ia l 
integrat ion is  measure by the d if ference of  
capi ta l  inf low and outf low (Capita l inf low – 
capi ta l  outf low)  as  a percentage of  GDP. 
 
 
Global ization’s History  
 
The term global izat ion is  concerned wi th the 
development and progress technology. The 
study of  the g lobal izat ion’s h is tory te l ls  us that 
the phenomenon of  global izat ion is  the  

outcome of  development and advancement  in  
technology.  The s tudy of  the wor ld economic 
h istory was of  the v iew that g lobal izat ion has 
two episodes: 19

t h
 century episode and 20

t h
 

century episode.  Both the episodes 
g lobal izat ion wi tnessed incredib le invent ions  
and advancement  in technology.  Those 
invent ions and advancements in technology 
brought the wor ld c loser  and c loser.  Some 
treat ies were a lso responsib le for  the 
integrat ion of  d if ferent economies of  the wor ld 
under suitable condi t ions. The l ibera l izat ion or  
minimizat ion on cross border  res tr ic t ion of  
goods and serv ices,  capita l is  known as 
g lobal izat ion. Most of  the economic spectators  
were of  the v iew that the process of  
g lobal izat ion has two episodes.  

These episodes are ident i f ied by d if ferent 
economic exper ts l ike Baldwin and O’Rourke 
(2000),  Maddison (2001),  Nayyar  (2001)  
W il l iamson (2002) ,  Mostert  (2003),  Sol imano 
and watts (2005) and Daudin, Morys and 
O’Rourke (2008) .  These episodes are:  
�  The 19

t h
  century episode of  

g lobal izat ion and 
�  The 20

t h
 century episode of  

g lobal izat ion.  
The second half  of  the 19

t h
 century wi tnessed 

a huge integrat ion of  the wor ld economies in  
trade, capi ta l and people migrat ion, especia l ly 
in 1870s. The per iod of  1970 to 1914 (Pre-
W orld W ar 1

s t
 per iod)  was cons idered the f irs t  

episode of  g lobal izat ion. The g lobal izat ion’s 
process was s trengthened by the forces of  new 
technological innovat ion and advancement  in  
means of  communicat ion.  Product ion and 
factor of  product ion were more mobi le in th is  
per iod, even passport  and v isa obl igat ions  
were not most ly required and very few barr iers  
on funds f low ( f inanc ia l in tegrat ion) .  The pace 
of  integrat ion forces were s lowdown between 
W orld W ar-I  and W orld W ar-I I ’s  per iod. The 
per iod wi tnessed var ious rest r ic t ions and 
barr iers on f low of  goods and Services, capita l  
and people mobi l i t y to prevent domestic  
economy f rom fore ign compet i t ion.  Iso lat ion 
( f ree f rom fore ign compet i t ion)  was cons idered 
the way to f lour ish their  economies 
b it ter ly.  Af ter  W orld W ar-I I  the process of  
integrat ion started once again. This in tegrat ion 
was very s low at the beginning but got  
accelerat ion in the last quar ter of  the 20

t h
 

century.  Af ter  WW -II  a l l  the developed 
countr ies dec ided that they would not repeat  
the previous committed mistakes;  but  i t  took  



 
 
 
 
enough t ime to achieve the same pos it ion of  
pre WW -I per iod. Most of  the new independent  
developing economies f rom the colonia l  power  
immediate ly af ter  WW-II  adopted impor t  
subst i tut ion industr ia l izat ion ( ISI)  pol icy.   The 
Soviet Union (USSR) community was a lso 
protected; d if ferent  barr iers were put  on 
internat ional t ransact ion.  But the t ime has  
changed, in the las t  quar ter of  the 20

t h
 

century; the phenomenon of  global izat ion has 
star ted with greater  strength.  The Soviet  
Union b loc is  get t ing integrated wi th the res t  of  
the wor ld. Developing countr ies are a lso 
turned towards more g lobal ized pol icy to get  
economic growth. Yet,  most studies were of 
the v iew that the today economy is more 
g lobal ized on term of  t rade and capi ta l markets  
than the 19

t h
 century g lobal izat ion whi le less  

g lobal ized in term of  people mobi l i t y.        
Therefore 19

t h
 century per iod of  g lobal ized in  

term of  factor of  product ion, whi le 20
t h

 century 
per iod of  g lobal izat ion is  more global ized in 
term of  product ion and capita l.  However,  the 
20

t h
 century episode of  global izat ion is  of  more 

impor tant than the 19
t h

 century episode, due to 
i ts  nature and pace. The 20

t h
 century episode 

of  g lobal izat ion is  not  only due to i ts  rapid  
pace and character ized by the cons iderable  
development in new informat ion technologies 
on market in tegrat ion,  ef f ic iency and industr ial  
organizat ion, but in ternat ional organizat ion  
and ins t i tut ions l ike W orld Bank, In ternat ional  
Monetary Fund, W orld Trade Organizat ion etc  
are involved to mainta in and keep in v iew i ts  
d if ferent  consequences [3] .  W eather  i t  af fect  
both the developing and developed wor ld 
s imilar ly are not .  I t  was observed that  
des irabi l i t y of  the process of  g lobal izat ion is  
d if ferent among the developing countr ies due 
to their  soc ia l ,  pol i t ical ,  environmental and 
geographical s i tuat ion. Hence the impacts  of  
g lobal izat ion are d if ferent due to i ts  their  
par t ic ipat ion in the process of  global izat ion.  
 
 
Global ization and Pakistan 
 
Pak istan was emerged on the wor ld map on 
14

t h
 of  august 1947. At the t ime of 

independence i t  was a very week country in a l l  
respects. Thus at the beginning i t  was kept  
isolated, because i t  cannot compete at  
internat ional market  and in the f irs t  two 
decades import subst i tut ion industr ia l izat ion 
pol icy was put forward and barr iers were used 
to res tr ic t  import  to  prevent domest ic  nascent   
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industry f rom fore ign compet i t ion.  Tremendous 
growth was achieved in the decade of  1960s.  
In the decade of  1970s the nat ional izat ion 
pol icy was pract iced dur ing Bhut to’s regime. 
The l iberal izat ion of  economy was s tar ted in  
Zia ’s regime in 1980s wi th the help of  W orld 
Bank and Internat ional Monetary Fund. Trade 
restr ic t ions were reduced at a huge amount  
and environment for  internat ional  investment  
was prepared but  implemented in 1990s.  The 
summary of  reduct ion in trade barr iers are  
g iven in the fo l lowing table.  

I t  c lear  f rom above table that dur ing the  
per iod of  1986 to 2004 t rade rest r ic t ion were 
reduced at a very huge amount maximum tar i f f  
rate were reduced f rom 250% to only 25 % and 
the number of  s labs were reduced f rom 17 to 
only 4 and average tar i f f  ra te was reduced 
f rom 77 % to only 16%. Such reduct ion leads 
to increase in trade and might af fect FDI  
pos i t ive ly.  I t  should be noted that  what  
happened to the forces of  g lobal izat ion. The 
forces of  g lobal izat ion are g iven in the 
fol lowing table.  

The b ird ’s eye v iew of  the above table a l lows 
us to ident i f y that what happened to 
components  of  g lobal izat ion in Pak istan. Trade 
as a propor t ion of  GDP rose f rom about 30% of  
GDP in 1980 to about 36% of  GDP in 2010.  
The same is the case for  FDI inf low i t  
increased f rom 0.13% of  GDP in 1980 to 3.25% 
of  GDP in 2010. The case of  workers’  
remit tances is  a l i t t le d if ferent for  Pak is tan 
economy, i ts  contr ibut ion was h igh at 1980s 
and a h igh reduct ion was faced dur ing the 
decade of  1990s and then started increas ing in  
2000s.  
 
 
Global ization and Stabil ity  
 
Extens ive l i terature concerning the impact  of  
g lobal izat ion on growth, inequal i t y and 
development are ex isted in l i terature.  
Global izat ion is  cons idered as communicat ion 
bui l t  for  economic growth, because i t  provides 
access to foreign technology, capita l and 
market.  Al l  these opportuni t ies ensure growth 
(Afzal 2007, Al i  e t  a l  2013).  But growth is  a lso 
tes ted agains t vo lat i l i ty in some of  the recent 
studies and i t  was found negat ively re lated 
Kose et a l (2005) .  The assoc iat ion of 
g lobal izat ion with pr ice level and labour market 
is  very much scare in the l i terature.  
Global izat ion has d i f ferent d imens ions and 
their  ef fects  are a lso d if ferent  to  employment   
 



366 Glo. Adv.  Res.  J.  Manage.  Bus. Stud.  
 
 
 

Table 1.  Tar i f f  Reforms in  Pak is tan.  
 

 
Year  

Maximum 
Tari f f  
Rate (%)  

Number  
of  
Slabs 

Average 
Tari f f  
Rate (%)  

Average 
Rates  
(%)*  

1986-87 250 17 77 -- 

1988-89 125 17 65 44 

1990-91 95 17 65 40 

1993-94 80 13 56 39 

1994-95 70 13 50 32 

1997-98 65 05 45 22 

1998-99 50 05 25 17 

1999-00 35 04 20 16 

2001-02 25 04 17 11 

2003-04 25 04 16 13 

SOURCE :  Nat ional  Tar i f f  Commiss ion,  CBR and W DI. 
*Custom duty and import tariff as % of total revenue (WDI). 

 
 

Table 1.   Global i zat ion Forces In  Pak is tan  
 

Year  Trade % of GDP  Rmtt % of  GDP  FDI % of  GDP  

1975 27.30 2.06 0.08 
1980 30.40 8.23 0.13 
1985 27.20 8.72 0.46 
1990 30.90 5.48 0.56 
1995 29.60 3.41 1.74 
2000 29.00 2.44 0.56 
2005 31.60 4.06 1.39 
2008 35.90 4 .07 3.41 
2010 36.21 5.50 1.53 
2012 38.01 6.2 1.33 
2014 37.5 6.9 0.69 

SOURCE :  Author ’s  ca lcu la t ion based on State Bank (Hand Book of  S tat is t ics  2010) and W or ld   
Bank.   

 
 
condit ions in developing countr ies.  The 
concept  of  t rade l ibera l izat ion and labour  
demand was f irs t  introduced by Rodr ik  (1997) .  
Hanson et a l (1999)  empir ica l ly invest igated 
that more impor ted inputs reduced demand for  
unsk i l led labour and increase the demand for  
sk i l led labour.  According to Acemoglu (2003),  
the global izat ion in t rade by the developing 
countr ies means the increase in their  imports 
of  technological equipments (machinery, of f ice 
equipment ,  etc) .  These technological  
equipments are complementary wi th sk i l led 
labuor and thus might  of fer  the sk i l l  premium. 
The same view is a lso suppor ted by 
Crankshaw (1997a) that developing country’s 
labour is  most ly unsk i l led and semi-sk i l led,  
and i t  was observed that the unsk i l led workers 
are badly af fected by impor t l ibera l izat ion.  
Because the import of  technological 

commodit ies required re lat ive ly h igh sk i l l  
workers and a lso replace labour by capi ta l ,  
employment  demand favored sk i l led workers.  
Labour market in  developing countr ies is  a lso 
subject  to s tructura l sh if ts  in the long run as 
wel l  as technological change in the economy.  
These s truc tura l shif ts ,  sh if t  away output f rom 
the pr imary sectors  to serv ice sectors  in  
developing economies (Bhorat ,  2004).  

This huge reduct ion in  trade barr iers leads to 
more open domest ic market for  fore ign 
product ion and may af fect the employment 
s i tuat ion of  the country.  More import compare 
to expor t  may a lso af fect employment  status  
and general pr ice level of  the country (stabi l i t y 
of  the country) .  The impacts  of  g lobal izat ion 
forces are d if ferent  on employment and 
inf lat ion. Trade l ibera l izat ion might af fect  
employment  rate negat ive ly due to subst i tu t ion  



 
 
 
 
of  foreign goods for  domest ic good and the 
impor t of  sophist icated technology Al i  e t  a l  
(2013).  On the other hand the increase in 
expor t  and i ts  demand at internat ional market 
might leads to the maximum ut i l izat ion of  
product ion resources,  af fect  pos i t ive ly 
( increased) output and employment of  the 
domest ic economy.  The increase in nat ional  
output (nat ional income) in reverse increases 
the demand for  fore ign product.  

Import  = ʃ  (Nat ional  Income) 
M= ʃ  (GDP) 
There are a lternat ive v iews about the 

impacts  of  remit tances and FDI on employment  
condit ions of  the developing countr ies. Most ly 
developing countr ies are over populated and 
huge number of  people migrated to other  
countr ies . This migrat ion reduces the burden 
on domest ic country and gained comparat ive ly 
h igh income (source of  remit tances).  Huge 
remit tances lead to increase in consumpt ion 
and in pr ivate investment,  increase in 
consumpt ion and investment improve 
employment s tatus of  the country (Nisar 2007).  
Remit tances might  increase inf lat ion by 
increas ing domestic  demand for  goods and 
serv ices. The impacts of  g lobal izat ion forces 
are d if ferent for  d if ferent economies at  
d if ferent t imes. So the impact of  g lobal izat ion 
is  not c lear .  I t  is  ambiguous and the most  
debated topic in the l i terature. This research 
work  wi l l  f i l l  the gap to assess that what  i ts  
impact  on stabi l i t y of  Pak istan?  
 
 
Object ive of  the Study  
 
The above d iscuss ion c lar i f ies  the pr ime 
object ive of  th is research. Pak istan’s economy 
par t ic ipated in the current episode of  
g lobal izat ion, huge trade l ibera l izat ion steps 
were taken, su i table environment for  FDI  is  
produced in 1990s, huge people mobi l i t y are 
v iewed at d if ferent  stages. I t  should be 
assessed that what happening to i ts  ins tabi l i ty.  
Thus the main objec t ive of  th is paper is  to 
invest igate the impact of  g lobal izat ion on 
instabi l i t y in  Pak istan.   
 
 
Review of  Literature 
 
The phenomenon of  global izat ion is  a wel l  
known concept to l i terature. The term 
introduced to in the 2

n d
 ha lf  of  the 20

t h
 century 

and got tremendous popular i t y in the last  two 
decades of  the 20

t h
 century. There are three  
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d i f ferent v iews concerning the impact  of  
g lobal izat ion on aggregate economic act iv i t y in  
developing countr ies.  These v iews are being 
supported, f i rs t ly g lobal izat ion has pos it ive ly 
contr ibuted to macroeconomic performances,  
secondly the forces of  g lobal izat ion have 
negat ive ly contr ibuted to macroeconomic 
performances and f ina l ly g lobal izat ion forces 
have no contr ibut ion to macroeconomic 
performance of  the developing countr ies 
(Simpson 2007, Afzal,  2007 and Al i  et  a l .  
2013).  I t  is  a lso c lear  f rom the ex is ted 
l i terature that the process of  g lobal izat ion is  
uneven and unequal between developed and 
developing countr ies, among developing 
countr ies , even among dif ferent regions of  an 
indiv idual country Nayyar (1995),  Cepal (2002)  
and Afzal (2007) .  These regional dispar i t ies  
among the developing countr ies have been in 
the current episode of  global izat ion. Asian 
countr ies  espec ia l ly As ian t igers have 
increased their  par t ic ipat ion in the 
internat ional  economic act iv i t ies , whi le Sub 
Saran Afr ican countr ies have actual l y 
condensed (Binswanger and Lutz,  2003).  
Developing countr ies are most ly dependent  on 
developed wor ld in term of  technology.  Many 
economists have the v iew that mult inat ional  
corporat ions are the impor tant  source for  
reduc ing the gap between developed and 
developing countr ies  by acquir ing advanced 
technology.  FDI have many pos it ive 
contr ibut ions to macroeconomic performance 
of  the developing countr ies  l ike volume of  
trade by increas ing the volume of  export  and 
generat ing employment oppor tunit ies.  Along 
wi th pos it ive contr ibut ions MNCs and FDI have 
negat ive aspects too. I t  has leaded to 
explo itat ion of  resources and degradat ion of  
environment  of  the developing countr ies . FDI  
reduce balance of  payment def ic i t  f i rs t  but  
lat ter  i t  turns to increase Balance of  payment ,  
in the form of  capi tal  out f low as a prof i t  of  the 
MNCs (Chundnovsky & Lopez 1999) .  

A few empir ica l s tudies are inc luded here to 
d isc lose that what the empir ica l studies to ld 
about the impact of  g lobal izat ion and economic 
performance of  the developing countr ies.  

Nas im (1998) examined the ef fec ts of 
g lobal izat ion on growth in East and South 
As ian countr ies . He argued that the 
acceptance of  new and advanced technologies 
by the East and South As ian countr ies ensure 
quick  economic growth. Mustafa et a l.  (2001)  
have analyzed the impact of  g lobal izat ion on 
agr icu lture sector  and pover ty in Pak istan.  
They have reported the negat ive contr ibut ion  
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of  global izat ion to agr icul ture in Pak istan and 
have g iven some suggest ions to get r id  of  the 
adverse af fects of  global izat ion to agr icu lture  
and poverty.  Dreher Axel (2003) examined the  
impact of  g lobal izat ion on economic growth for  
123 countr ies . Panel data were used for  per iod 
of  1970 to 2000. The global izat ion- index was 
used having three d if ferent d imens ions l ike 
economic, pol i t ica l and soc ia l integrat ion. The 
empir ical  results  showed that g lobal izat ion 
enhance economic growth. Prasad et al .  (2004)  
in their  comprehens ive study the impact  of  
f inanc ia l global izat ion on economic growth and 
instabi l i t y in  developing economies.  The 
resul ts found that there is  no a robust causal 
assoc iat ion between f inanc ia l l ibera l izat ion 
and economic growth. Stabi l i t y in  
macroeconomic performance emerges to be an 
impor tant  requirement for  economic growth and 
hence f inancia l  g lobal izat ion is  usefu l  for  
developing economies. Jatu l iav ic iene and 
Kucinsk iene (2006)  in their  s tudy for  
L ithuanian economy provide that the dr ivers  of 
g lobal izat ion inf luence environmental forces,  
provid ing oppor tuni t ies for  economic and 
development of  local ,  mult inat ional and g lobal  
bus iness enterpr ises and countr ies. Further  
added that  over the last year the L i thuanian 
economy has been one of  the fastes t growing 
economy in Europe. They conc lude that there 
is  pos it ive assoc iat ion between economic 
f reedom and economic growth.  

Naveed and Shabbir  (2006) invest igate the 
re lat ionship between t rade g lobal izat ion a, FDI  
and economic growth for  23 develop countr ies   
for  the per iod of  1971-2000.they used F ixed 
ef fect and contro l set  of  var iables . they found 
trade g lobal izat ion has pos it ive and s ignif icant  
af fect on GDP per Capita ,  whi le FDI has not  
s ignif icant af fect on growth. They a lso tes t 
causal i t y between the var iables they found that  
g lobal izat ion only caused GDP. Afzal (2007)  
analyzed the impact of  g lobal izat ion on 
economic growth for  the economy of  Pak istan 
for  the per iod of  1960-2006 us ing trade 
g lobal izat ion and f inanc ia l in tegrat ion as proxy 
for  g lobal izat ion. The co- integrat ion result  
suggests  that there is  a long run re lat ionship 
between global izat ion and economic growth. 
He fur ther  added Pak istan’s economy can 
certa in ly benef i ted f rom global izat ion provided 
the country pursues sound adequate pol ic ies.  
Hussain et al .  (2009) e luc idated the impact  of  
g lobal izat ion on dis tr ibut ion of  income in  
Pak istan. Annual t ime ser ies data were 
employed for  the per iod of  1972-2005. The  
 

 
 
 
 
empir ical resul ts suppor ted the tradit ional  
wisdom that  l ibera l iza t ion of  the economies to 
the res t of  the wor ld has pos it ive ef fects on the 
income dis tr ibut ion. Income inequal i t y can be 
reduced with the fore ign capi ta l d i f fusion. The 
h igh degree of  global izat ion in trade wi th trade 
def ic i t  must also be contro l led. The 
phenomena of  the g lobal izat ion can be used as 
a usefu l tool for  the economy but i ts  nature 
should be taken into account.  Kaker et  a l.  
(2011) invest igated the impact of  g lobal izat ion 
on economic growth in Pak istan. They used 
annual t ime ser ies data for  the per iod of  1980 
to 2009. The results  of  co- integrat ion and ECM 
model repor ted that  global izat ion pos i t ive ly 
contr ibuted economic  growth of  the country.  
Roy (2012) invest igated the impact  of  
g lobal izat ion on economic growth in  Indian 
economy. OLS, Johansen’s co- integrat ion and 
granger causal i t y techniques were employed to 
d isc lose the ment ioned impact .  The regress ion 
resul ts show that  pr ivate investment ,  
g lobal izat ion and human resource development  
have s ignif icant pos i t ive impact  on economic 
growth via GDP growth. F inanc ia l in tegrat ion  
negat ive ly af fects economic growth but not  
s ignif icant .  Johansen’s co- integrat ion  
procedure conf irmed the long run re lat ionship 
(co- integrated) ex is ted between g lobal izat ion,  
other var iables and economic growth in India.  
The results of  Error -correct ion model (ECM) 
a lso ver i f ied the co- integrat ion re lat ionship. Bi-
d irec t ional causal i t y was observed between 
g lobal izat ion and economic growth. In the most  
recent study conducted by Al i  e t  a l  (2013) and 
Al i  (2013) analyzed the impact of  global izat ion 
on unemployment and employment respect ive ly 
for  Pak istan’s economy. They conc lude that  
the impact of  g lobal izat ion is  pos i t ive in the 
long run. In one of  the recent  study the new 
determinants of  unemployment in Pak is tan by 
Raf iq et a l (2010) ;  they used FDI, interest  rate,  
populat ion growth and Inf lat ion rate is  
determinants of  unemployment rate. They 
conc luded that populat ion growth st imulate 
unemployment rate wh i le  FDI and inf la t ion rate 
reduce unemployment rate in Pak istan.  

Al l  the previous studies are about the impact 
of  g lobal izat ion economic growth, employment 
and unemployment of  the economy.  But the  
present  study is  about the impact  of  
g lobal izat ion on stabi l i t y (MI)  not tested in any 
study concerning Pak istan economy. The 
ex isted gap wi l l  be f i l led wi th th is study for  
Pak istan economy.  
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4.1 Uni t  root test ing.  Table 1 : ADF and PP 

     
Order of 
Integration 

Order of 
Integration 

 ADF test Statistics PP-test Statistics 
(at 5% level of (at 10% level of 

Variables Level 
Ist 
Difference 

Level Ist Difference significance) significance) 

MI -1.734 -4.05* -1.312 -4.042* I(I) I(I) 

 
(0.570) (0.004) (0.609) (0.004) 

  
TOP -2.056 -5.105* -2.158 -5.113* I(I) I(I) 

 
(0.310) (0.000) (0.215) (0.000) 

  
FI -1.991 -6.085* -2.031 -6.081* I(I) I(I) 

 
(0.345) (0.000) (0.448) (0.000) 

  
GDI -3.352** -3.640** 3.6245** -3.018** I(0) I(0) 

 
(0.023) (0.012) (0.210) (0.043) 

  
MS 

-1.523 
(0.476) 

-4.123* 
(0.000) 

-1.490 
(0.416) 

-4.314* 
(0.000) 

I(0) I(1) 

* ,  * *  represent  1% 5% level  o f  s ign i f icance 
 
 
Table 2 :  Test for Long Run relat ionship  

Equations F-Calculated 
(P-value) 

F-Statistics Critical ^  
I(O)  -----  I(1) 

Result 
 

1 . Fy (MI / TOP, FI, GDI. HRD) 7.54 (0.023)* (3.29)----(4.37) Co-integration 

2. Fy (TOP / MI, FI, GDI. MS) 2.24 (0.187) (3.29)----(4.37) No Co-integration 
3. Fy (FI/ TOP, MI, GDI. MS)  1.1816 (0.670) (3.29)----(4.37) No  Co-integration 

4. Fy (GDI/ TOP, MI, FI. MS) 3.8963 (0.610) (3.29)----(4.37) Inconclusive 
5. Fy (MS/ TOP, MI, GDI, FI) 1.8963 (0.425) (3.29)----(4.37) No  Co-integration 

*  Represent  s ign i f icant  a t  5% level    ^the  values of F-Statistic are at 5% level^ 

 
 
 
MATERIAL AND METHOD 
 
L i terature suggested dif ferent impacts  of  
g lobal izat ion on s tabi l i t y in  developing 
countr ies . I t  af fec ts both di rec t ly and indirect ly 
d if ferent sectors of  the economy, generat ing 
macroeconomic stabi l i t y on one s ide and 
instabi l i t y on the other s ide. Here th is study 
analyzed the impact of  g lobal izat ion on 
macroeconomic stabi l i t y in Pak istan.  F irst  of  
a l l  is  impor tant to  measure macroeconomic 
stabi l i t y.   

L i terature provides var ious def in i t ions of  
macroeconomic stabi l i ty.   Some of  the previous 
studies def ine the word macroeconomic 
stabi l i t y by pr ice stabi l i t y.  Inf la t ion was used 
as proxy for  macroeconomic stabi l i t y in some 
of  the past studies conducted by Tre isman 
(2000),  King and Ma (2001) ,  Neyapt i  (2004) ,  
Shah (2006) and Thornton, 2007) .  But most  
recent ly Mart inez-Vazquez and McNab (2006)  
suggested that the term macroeconomic 
stabi l i t y is  most appropr iate ly prox ied by the  
combinat ion of  inf lat ion and unemployment  
rate. The concept of  measure of  economic 
indicator macroeconomic stabi l i t y (Misery 

Index) was f irs t  introduced by Arthur Okun 
(1962).  This measure of  macroeconomic 
stabi l i t y Misery Index (MI)  is  used by Rauf  
(2013) for  Pak istan’s economy. MI is  the 
combinat ion of  inf lat ion and unemployment for  
a g iven per iod.  
Misery Index = Inf lat ion rate + Unemployment  
rate 

URINFMI += ………………………… (1)  

W here ‘MI ’ is  the Misery Index ‘ INF ’ is  the 
inf lat ion rate and ‘UR’ unemployment  rate of  
the Pak is tan. This index is  based on the  
assumpt ion that an increase in unemployment  
rate and inf la t ion rate has a negat ive impact  
on economic growth.  
In ternat ional t ransact ions in goods and 
serv ices, capita l and labour mobi l i t y have very 
strong contr ibut ion in the determinat ion of  
labour (Rodr ik ,  1997)  and capita l market.  So 
we can wr ite  as   

)( ionGlobalizatMI ∫=
 

),( ZFITOPMI +∫= …………………… (2)  

W here TOP and FI represent g lobal izat ion 
and Z represent the vector of  other important  
control  var iables . L iterature suggested that  
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Table 3.  Diagnostic Tests 
 

Tests  F-Stat ist ic  P-Value  

1 . Serial  Corre lat ion 0.132 0.720 
2.  Hetro-scedastic i ty 0.459 0.507 

3.  Normali ty*  0.176 0.420 

*.Chi square test  for Normality 

 

 

 
 

Figure 1 

 
 
 
 
investment  p lays an impor tant role in the 
determinat ion of  employment and money 
supply in inf la t ion rate. Hence ‘Z ’ cons ists  of  
domest ic investment  and money supply 
var iables.  F inal model  wi l l  be of  the form  

)( MSINVFITOPMI +++∫= ……………… (3)  

µββββα +++++= MSINVFITOPMI
3210

…… (4)  

W here  
MI= Macroeconomic Instabi l i t y TOP=…… Trade 
Global izat ion 
FI= F inanc ial Opnness INV=………… Domestic  
Investment  

MS= Money supply and…………
µ

 = Error  term 
In th is research work  annual data are used to 

assess the required impact by es t imating  
equat ion (4) .  This s tudy is  t ime ser ies  in 
nature as used annual  t ime ser ies data for  the 
per iod of  1980 to 2010. Data are col lec ted 
f rom State Bank  of  Pak istan, Wor ld 
Development Indicator (W orld Bank) and 
Economic survey of  Pak istan. Auto-regress ive 
d istr ibut ive lag (ARDL) model is  employed to 
est imate the required impact.  ARDL is one of 
the most  important  new t ime ser ies 
econometr ic  techniques, which is  su itable for  
shor t  span of  data set and provide ef f ic ient  
resul ts.  

Empirical  analysis 
 
In  th is s tage of  the th is research work  wi l l  test  
the s tat ionar i ty of  the var iables,  ARDL test  to  
co- integrat ion is  f ree f rom pre-test ing of  the 
uni t  root but  i t  is  to invest igate whether  there 
is  any presence of  uni t  root of  order I(2) .  
Because in the presence of  uni t  root of  order  
I(2)  ARDL is in appl icable.  The test  of  the uni t  
root is  presented in the fo l lowing table.  

I t  is  c lear  f rom the above table that except  
var iable gross domestic  investment (GDI)  a l l  
the var iables are of  order I(1)  and there is  
absence of  any order I(2) ,  which jus t i f y the  
appl icabi l i t y of  ARDL technique. Dif ferent  
d iagnost ic tests presented in table-3 indicate 
that there is  no ser ious problem assoc iated 
wi th the model  and these tes ts are 
�  Breusch-Godfrey (BG) test for  ser ia l-
correlat ion  
�  ARCH res iduals for  Hetro-scedast ic i t y 
and  
�  Jarque-Bera s tat is t ic  for   normal i t y of  
res iduals,   

Sketch of  Cumulat ive sum of  recurs ive 
res idual and Cumulat ive sum of  square of  
recursive res idual s tat is t ic  ind icate absence of  
misspec if icat ion and s truc tura l  ins tabi l i t y for   

 



 
 
 
 
the per iod est imated.  
 
 
Bond Test ing Procedure  
 
The f irs t  s tep in ARDL procedure is  the tes t ing  
of  long run re lat ionship. The required long run 
re lat ionship is  tes ted for  the g iven equat ions in  
table-2.  
  

The upper and lower  bound values indicate 
that  there is  only one long run relat ionship 
ex isted and in one case the result  is  in  
conc lus ive. This shows that only in  case of  
g lobal izat ion and s tabi l i t y long run assoc iat ion 
ex ist .  The purpose of  the above tes ts,  whether  
there is  any other  long run re lat ionship 
between the employed var iables . I f  any other  
long run relat ionship are exis ted then the 
ARDL procedure are less ef f ic ient Kumar 
(2010).  The next s tep is  of  long run and short  
run coef f ic ient.  
 
 
Long-run Est imates of the Growth model:  

ttttt
MSGDIFITOPMI 56.069.067.061.034 ++−+=  

T.Vs →     (12)*           (2.94)*             (-5.5)*        

(1.5)               (0.7)  
 
Short-run  Estimates of the Growth model:  

11
51.0.162012.00.62-17.09.9

−−
−∆+∆−∆∆−=∆

ttt
ECMMSGDIFITOPMI

       

*)83.4(. →VsT    (3 .36)*  ( -4.42)*  ( -1.3)       

(0.35)      ( -4.48)*   
* ,  represents the s igni f icance level at  1%. 

I t  is  c lear f rom the est imated long run 
coef f ic ients that the measures of  g lobal iza t ion 
af fect s tabi l i t y in Pak istan d if ferent ly trade 
openness leads to increase instabi l i t y whi le  
f inanc ia l openness reduce instabi l i t y.  Pak is tan 
trade balance is  in def ic i t  very much 
cons is tent ly in the s tudy per iod which cause 
capi ta l outf low f rom Pak istan. F inancial  
openness af fect ins tabi l i t y negat ive ly and 
s ignif icant ly in the long run which good for  
Pak istan economy.  The impact of  t rade 
g lobal izat ion is  pos i t ive and s ignif icant which 
means that the increase in trade g lobal izat ion  
increase ins tabi l i t y.  In  case of  Pak istan import  
af fect badly domest ic  labour  market by more 
and more use of  fore ign products and the 
impor t of  capi ta l in tens ive technology which 
replace labour by capi ta l .  Global iza t ion 
enhances economic  growth and increase 
domest ic income leads to increase impor t of  
goods and services Al i  a t  a l .  (2013).  F inanc ia l  
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integrat ion negat ive ly af fects MI ,  means the 
increase in f inancia l in tegrat ion decrease 
instabi l i t y.  The f lows of  capi ta l improve the 
ef f ic iency of  economy by improving 
employment condi t ion and stabi l ize general 
pr ice level of  the country.  Both the 
g lobal izat ion’s forces af fect s tabi l i t y d if ferent ly 
but the jo int impact  of  global izat ion might  
improve s tabi l i t y.  Because the coef f ic ient  of  FI  
is  greater than TOP and more stat is t ica l ly 
s ignif icant hence the overal l  impact  of 
g lobal izat ion on stabi l i ty is  encouraging toward 
stabi l i t y in the long run. The short  run  
coef f ic ient of  TOP and FI both negat ive which 
indicate that g lobal izat ion af fect negat ive ly 
instabi l i t y means global izat ion s tabi l ize the 
economy in the short  run. The impact of  both 
control led var iables  GDI and MS are 
insignif icant in both the long and short  run.  
The value of  ECM is -0.51, negat ive and 
s ignif icant shows that any d isequi l ibr ium in the  
model wi l l  be adjus ted in  second year .  
 
 
CONCLUSION AND POLICY RECOMMENDATIONS 
 
This research work  is  committed to invest igate 
empir ical ly the impact Global izat ion on 
instabi l i t y in Pak istan. The term instabi l i t y is  
measured by wel l-known concept Misery- index  
(MI) .  MI is  represented by the combinat ion of  
two major  macroeconomic problems 
unemployment and inf lat ion. ARDL is employed 
to assess the required impact for  the per iod of  
1980-2014. Global izat ion is  a mul t id imens ional  
phenomenon therefore i t  is  a chal lenge to 
ident i f y and measure i t .  Economic d imens ions 
of  g lobal izat ion are taken into account .  
Economic components of  g lobal izat ion are 
trade and capi ta l f low. The f irs t  aspect  is  
measured by trade and the lat ter  aspect by the 
net capi ta l outf low as % to GDP, and some 
addit ional var iables are a lso added to the  
model which have important ro le in  the 
determinat ion of  s tabi l i t y.  The est imated 
resul ts suggested that the impact  of  
g lobal izat ion on s tabi l i t y is  am l i t t le 
ambiguous, because the impact of  t rade 
openness s ignif icant and wi th pos it ive s ign,  
means increase in trade openness leads to 
increase instabi l i t y in Pak istan, whi le the 
impact of  f inanc ia l openness is  negat ive and 
s ignif icant in the long run. The increase in 
f inanc ia l openness decrease instabi l i t y.  The 
shor t  run results shows that g lobal izat ion 
negat ive ly af fect instabi l i t y ( increase in 
g lobal izat ion leads to decrease instabi l i t y) .   
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The overal l  impact  of  g lobal izat ion on 
instabi l i t y is  somehow dubious.  To get  
benef i ted f rom the r ich and opportunist ic  
process of  g lobal izat ion, the Government  of  
Pak istan should pay spec ia l at tent ion toward 
open and l ibera l pol ic ies regarding trade to 
correct the negat ive aspect of  t rade re lat ing 
act iv i t ies. Global izat ion in the form of  trade 
integrat ion provides oppor tunit ies for  a greater  
access to large market;  maximum ut i l izat ion of  
the domest ic resources enhances economic 
growth and employment opportunit ies.  To 
fur ther increase the benef i ts  f rom f inancial  
openness the Government must formulate more 
suitable f inanc ia l pol ic ies . The process of  
g lobal izat ion wi th adequate pol ic ies wi l l  
certa in ly benef i t  economic stabi l i t y in Pak istan.  
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