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Abstract

This study analyzes the effects of trade globalization and financial globalization on
consumption classified by type(durable, quasi-durable, non-durable and service). On the other
hand, trade globalization and financial globalization were decomposed into OECD common
factor, regional factors, and the idiosyncratic country-specific factors by time-varying dynamic
factor analysis. The characteristics of OECD common factor, regional factors, and the
idiosyncratic country-specific factors of trade and financial globalization were analyzed.
Furthermore, the influences of these factors on consumption by type were analyzed. The
analysis shows that globalization has negative effects on consumption. In particular, we found
out that the idiosyncratic country-specific factor of Korea in trade and financial globalization
had a statistically significant negative effect on consumption. We can infer that the
globalization affecting consumption can be attributed to the idiosyncratic country-specific
factor, which is economic choice rather than uncontrollable global trend. Accordingly, to solve
the sluggish consumption problem caused by globalization, it is necessary to require not only
domestic consumption expansion policies but also the efforts to resolve economic polarization
problems to be able to stimulate consumption.

Keywords: Globalization, Economic Polarization, Cointegration Test, Time-Varying Dynamic Factor
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Fig.1 Trends of Consumptions Classified by Type
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Fig.2 Household Consumption Growth Rate, GDP Growth Rate, Real Interest Rate,
Change Rate of Aging Indicator
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Fig.4 Estimated Common Factor, Non-EU Factor and Country Factor of Financial
Globalization
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Fig.5 Estimated Common Factor, Non-EU Factor and Country Factor of Trade Globalization
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Table 1. Unit Root Test
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ADF test PP test

level 1st difference level 1st difference
|og(Rea| Private constant -2.66 -3.79** -3.17* -5.26**
Consumption) constant, trend 0.14 -5.05* 0.45 -6.27*
|og(Durab|e constant -2.58 -4.84** -2.60 -6.73**
Consumption)  constant, trend -0.64 -5.97* -0.67 -7.55*
log(Quasi-Durable constant -1.92 -3.95** -2.50 -5.13**
Consumption)  constant, trend -1.40 -4.35% -1.26 -5.45*
log(Non-Durable) constant -3.38* -3.33* -3.68** -5.39**
constant, trend -0.95 -4.47* -0.88 -6.77*
log(Service constant -2.93* -2.38 -4.07** -3.65%*
Consumption)  constant, trend 1.25 -4.07* 1.53 -5.34*
constant -3.82%* -3.04* 54T -4.49%*
log(Real GDP) . stant, trend 0.03 543 0.10 -6.55*
log(Trade constant -2.20 -4.17** -2.39 -6.05**
Globalization) constant, trend -2.29 -4.23** -2.37 -6.14**
log(Financial constant -1.35 -4.52** -1.36 -6.30**
Globalization) constant, trend -1.81 -4 AT -1.79 -6.22**
Real Interest Rate constant -3.34* -7.89** -4.07** -10.78*
constant, trend -5.15** -8.07** -4.48* -8.89**
log(Aging Indicator) constant 3.09 -4.37* 2.84 -7.98**
constant, trend -2.96 -4.85** -2.40 -9.50**

Notes: *(**) indicate that there is no unit root under the 5%(1%) significance level. The lag for the unit root test is set

at one year



Table 2 Johansen Cointegration Test
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Consumption Globalization -

Variablr;s Variables Statistics r=0 r<1 r<2
Trade Trace Statistics 66.4* 31.9* 8.1

Real Private Globalization Max-Eigen Statistics 34.5* 23.7* 8.0
Consumption Financial Trace Statistics 54.2* 235 7.8
Globalization Max-Eigen Statistics 30.8* 15.7 7.6

Trade Trace Statistics 71.5* 295 8.5

Durable Globalization Max-Eigen Statistics 42.0* 21.0* 8.4
Consumption Financial Trace Statistics 67.5* 26.0 75
Globalization Max-Eigen Statistics 41.5* 18.5 7.3

Trade Trace Statistics 68.6* 32.3* 10.0

Quasi-Durable  Globalization Max-Eigen Statistics 36.2* 22.3* 10.0
Consumption Financial Trace Statistics 74.8* 40.9* 144
Globalization Max-Eigen Statistics 33.9* 26.6 14.2*

Trade Trace Statistics 57.3* 21.7 3.3

Non-Durable Globalization Max-Eigen Statistics 35.7* 184 3.3
Financial Trace Statistics 51.3* 18.8 3.7

Globalization Max-Eigen Statistics 32.5* 15.1 3.6

Trade Trace Statistics 57.0¢ 26.6 8.3

Service Globalization Max-Eigen Statistics 30.4* 18.3 5.0
Consumption Financial Trace Statistics 51.2* 223 9.5
Globalization Max-Eigen Statistics 28.9 12.9 54

Note: * denotes cointegration under the 5%. The lag for the cointegration test is set at one year. The cointegration
test includes a constant term but no trend
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Table 3. The Estimations of The Error Correction Models(Trade Globalization)

Household Durable Quasi-Durable  Non-Durable Service
Consumption ~ Consumption ~ Consumption ~ Consumption ~ Consumption
Growth Rate Growth Rate Growth Rate Growth Rate Growth Rate
Constant -0.0149 -0.0581 -0.1073** 0.0012 0.0231
(0.1754) (0.1532) (0.0029) (0.9163) (0.0893)
Real GDP Growth 0.8986** 2.5197* 1.8678** 0.6014** 0.5962**
Rate (0.0000) (0.0000) (0.0000) (0.0000) (0.0000)
Change Rate of the 0.0360 0.0301 0.1264* -0.0324 -0.0264
Aging Indicator (0.1504) (0.7367) (0.0931) (0.2103) (0.4001)
Change of Interest -0.0011 0.0011 -0.0024 -0.0010 -0.0002
Rate (0.1617) (0.6733) (0.2968) (0.1563) (0.8120)
Trade Globalization -0.2238 0.2732 -0.0495 -0.0704 -0.0774
Common Factor (0.1207) (0.6073) (0.9124) (0.6123) (0.6390)
Trade Globalization -0.0944 -0.0574 -0.1909 0.1404 -0.0362
Non-EU Factor (0.5731) (0.9250) (0.7109) (0.3935) (0.8502)
T’g’:ﬁ"’(b;g';a;'f” -0.0879* -0.5193* 0.1053 -0.1328* -0.0435
Fry (0.0786) (0.0046) (0.4945) (0.0056) (0.4106)
actor
Error Correction -0.2361** -0.3038** -0.0922 -0.1397 -0.1700*
Term (0.0240) (0.0092) (0.3414) (0.1557) (0.0928)
Note: *(**) indicates that the null hypothesis is rejected under the significant level of 10%(5%). ( ) is p-value
Usable Observations are 41
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Table 4. The Estimations of The Error Correction Models(Financial Globalization)

Household Durable Quasi-Durable  Non-Durable Service

Consumption ~ Consumption  Consumption = Consumption  Consumption

Growth Rate  Growth Rate  Growth Rate  Growth Rate =~ Growth Rate
-0.0069 -0.0005 -0.0571 0.0078 0.0184

Constant

(0.6355) (0.9905) (0.1468) (0.5597) (0.2826)
Real GDP Growth 0.8211** 1.9571** 1.4400* 0.5849** 0.6268**
Rate (0.0000) (0.0000) (0.0003) (0.0000) (0.0002)
Change Rate of the 0.0266 -0.0646 0.0394 -0.0595** -0.0133
Aging Indicator (0.3934) (0.4662) (0.6127) (0.0357) (0.7139)
Change of Interest -0.0011 -0.0019 -0.0005 -0.0014* -0.0005
Rate (0.1496) (0.4090) (0.8032) (0.0603) (0.5943)
Financial Globalization 0.5252 -2.2635 -1.3219 -1.2808* 0.7817
Common Factor (0.4908) (0.3018) (0.5169) (0.0681) (0.3433)
Financial Globalization -0.0704 -1.1395 1.3122* -0.1280 -0.1371
Non-EU Factor (0.6709) (0.1113) (0.0501) (0.5509) (0.5940)
Financial Globalization -0.0702* -0.4748* -0.1389 -0.0747* -0.0031
Country(Korea) Factor (0.0765) (0.0006) (0.2289) (0.0410) (0.9410)
Error Correction Term -0.2312** -0.3850** -0.0589 -0.1793* -0.1628
(0.0345) (0.0003) (0.5409) (0.0737) (0.1051)

Note: *(**) indicates that the null hypothesis is rejected under the significant level of 10%(5%). ( ) is p-value
Usable Observations are 41
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