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Abstract

Introduction

Foreign direct investment, financial development, and social
globalization are three variables that can weaken or strengthen
environmental quality through multiple channels. From a theoretical
perspective, foreign direct investment presents two different pictures;
on the one hand, the transfer of polluting industries to countries with
weaker environmental standards can lead to increased pollution, but on
the other hand, the transfer of clean technologies, increased
productivity, and improved production management can have a positive
function in improving environmental quality. Financial development,
based on the institutional structure of countries, can also direct financial
resources towards green activities and low-carbon technologies or,
conversely, direct capital to polluting sectors. Social globalization can
also strengthen social pressure to comply with environmental standards
by increasing communication, the free flow of information, and
expanding social sensitivity to the environment, although it may have
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the opposite effect in some countries by promoting consumption
patterns and increasing demand for industrial goods.

The major point is that the effects of these variables in countries are
not always the same and linear, but depending on the level of economic
development, institutional capacity, financial structure and technology
absorption capacity, the intensity and even the direction of these effects
can change. These nonlinear behaviors are due to the fact that the final
effect of foreign direct investment, financial development and social
globalization on environmental performance depends on factors such as
institutional quality, the severity of environmental regulations and the
capacity to absorb clean technologies in countries. As a result, it is
expected that by crossing certain levels of these variables, the direction
and intensity of their impact on the environmental performance index
will change. In such a way that an economic variable may have a
negative effect on environmental performance at low levels of
development, but after crossing a certain threshold level, the same
variable will lead to an improvement in environmental performance.
Therefore, the existence of threshold and dynamic behaviors between
the aforementioned variables can be expected and examining purely
linear relationships cannot provide a true picture of these dynamics.
Objective

The main objective of this study is to examine the nonlinear and threshold-
dependent effects of foreign direct investment, financial development, and
social globalization on environmental performance in MENA and OECD
countries. Specifically, the study seeks to determine whether the impact of
these variables on the Environmental Performance Index (EPI) varies across
different FDI regimes and to compare the direction and magnitude of these
effects between developing and developed economies.

Research Method

This study adopts a quantitative and applied research design and utilizes panel
data for 59 countries, including 22 MENA countries and 37 OECD member
states, covering the period 1995-2023. Environmental performance is
measured using the Environmental Performance Index (EPI) published by the
Yale Center for Environmental Law and Policy. Data on foreign direct
investment, financial development, and GDP per capita are obtained from the
World Bank, while social globalization is proxied by the social dimension of
the KOF Globalisation Index.To account for differences in countries’ levels
of economic development, GDP per capita (constant 2015 US dollars) is
incorporated as a control variable. To capture nonlinear dynamics, gradual
regime shifts, and heterogeneous effects across countries, the Panel Smooth
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Transition Regression (PSTR) methodology is employed, with FDI selected
as the transition (threshold) variable based on theoretical relevance and
empirical validation. This approach allows slope coefficients to vary smoothly
across regimes while controlling for unobserved country-specific
heterogeneity.

Results and Discussion

The empirical findings provide robust evidence of nonlinear and threshold
effects in the relationship between economic globalization and environmental
performance. In MENA countries, foreign direct investment exerts a negative
effect on environmental performance at lower levels, reflecting the prevalence
of pollution-intensive activities and relatively weak environmental regulatory
frameworks in the early stages of FDI inflows. However, once FDI surpasses
a critical threshold, its impact turns positive, indicating the emergence of
green spillover effects through cleaner technologies, improved production
standards, and enhanced environmental management practices.In contrast, in
OECD countries, FDI initially contributes positively or neutrally to
environmental performance; yet beyond the threshold level, further increases
in FDI intensify environmental pressures and lead to a deterioration in EPI
scores. Financial development and social globalization also exhibit regime-
dependent effects, underscoring the pivotal role of institutional quality and
policy frameworks in shaping environmental outcomes. Overall, the results
reconcile competing theoretical arguments by demonstrating that pollution
haven and green halo effects may coexist, depending on the level of FDI and
countries’ stages of development.

Conclusion

This study concludes that the effects of foreign direct investment, financial
development, and social globalization on environmental performance are
fundamentally nonlinear and threshold-dependent. The direction and intensity
of these effects differ substantially between MENA and OECD countries,
highlighting the importance of institutional capacity, regulatory quality, and
economic development. Overall, the findings highlight that the effects of
economic and social factors on environmental performance depend on
countries’ levels of development and institutional capacity, and that ignoring
threshold behavior may lead to misleading policy implications. Accordingly,
policymakers should adopt differentiated and context-specific strategies that
promote environmentally sustainable foreign investment while strengthening
financial and institutional frameworks to enhance environmental
performance.
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