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Abstract

The objective of this paper is to study the effect of institutional factors on investment and economic growth of a set
of 11 countries in the MENA region during the period 2000-2009, using a model of dynamic panel data. The effect
of institutions on the contribution of investment to economic growth has been a second empirical study in this paper.
The key findings generated by these two empirical tests stipulate a significant relationship between institutional
variables and investment on the one hand and economic growth on the other hand, a positive interaction between
political institutions and investment and a negative interaction between political instability and investment.
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1. Introduction

The relationship between institutions and economic performance has been the subject of several theoretical and
empirical studies. Since the pioneering work of North (1991) attention is drawn to the importance of institutional
factors in achieving good results in terms of growth and economic development. In empirical work, to study the
relationship between institutional and economic growth, a sound institutional environment is able to provide a
positive climate that encourages economic agents, both domestic and foreign, to invest more in activities with high
added value.

On the contrary, institutions of poor quality can increase uncertainty, unpredictability, instability, corruption and
transaction costs. In an institutional setting like this, private enterprise is discouraged especially in terms of tangible
and intangible investment. The result is certainly vulnerable economic performances, as the growth mechanisms are
blocked and the country's potential is limited. To investigate the relationship between institutions and economic
growth on the one hand and between the institutions and investment on the other hand, I will proceed as part of this
work, a model of dynamic panel data for a sample of 11 MENA countries (Note 1) over the period 2000-2009.The
effect of institutions on the contribution of investment to economic growth will be subject of a second empirical
study on the same sample. Before starting the econometric studies, it should begin with a review of the empirical
literature on the relationship institutions and economic performance in the first section. The second section of this
work will be devoted to the choice of variables, the determination of their sources, the interpretations of results and
the study of the interaction between institutional variables and investment.

2. Review of the Empirical Literature

While theorists are still far from complete work on the issue that focuses on channels through which institutional
variables influence and can influence the economic sphere. Several empirical studies have emerged, with the aim to
provide additional arguments to the controversial association between institutions and economic performances.
Indeed, many historical evidence also shows that the countries' economic growth has been associated with the
establishment of a sound institutional framework. This finding was supported by sound empirical evidence, which
showed the negative effects of institutional infrastructure failing (low respect of law, lack of credibility and
corruption, political instability among others) on investment and growth.

However, these studies suffer from a range of issues, the most important are the qualitative aspect of institutional
variables, hence the problem of measuring these variables, the reliability of sources and the subjectivity data. I will,
in what follows, move to a review of the empirical literature on the subject.
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2.1 Civil Liberties, Political, and Economic Growth

Kormendi and Meguira (1985) are among the first researchers who are interested in studying the impact of
institutions on economic performance of nations. In fact they have examined the effect of civil and political liberties,
among other factors, on economic growth and investment for 47 countries during the period from 1950 to 1977. The
result that they obtained is that countries that have a high level of civil liberties are most successful. Subsequent
studies made by Scully (1989) and Tullock (1987) found a positive association between civil liberties and economic
growth for a large number of countries.

Studies conducted in the 90s to test the relationship between regime type and economic growth has interpreted the
index of civil and political liberties published by "Freedom House" as a measure of democracy. Barro (1996) and
Helliwell (1994) found that these indices are positively related to economic growth only when some explanatory
variables are omitted from the relationship such as: education and investment rate.

Isham et al. (1997) analyzed the impact of the quality of governance on the performance of a hundred projects
funded by the World Bank in some developing countries during the period 1974-1993. They found good
performances in nations with high levels of civil liberties, as measured by the index of "Freedom House". The fact
that a one point increase in this index is associated with an improvement of one point in the rate of return of the
project. The civil unrest, approximated by the frequencies of riots, strikes and protests are also negatively associated
with performance of projects. Barro (1996), Helliwell (1994), Burkhart and Lewis-Beck (1994) have all concluded
that the positive relationship between income and democracy is widely attributed to the effect of income on
democracy and not vice versa.

In general, the effect of democracy on economic growth is far from being clear since the results that studies of this
relationship led are very heterogeneous. Although attempts to measure democracy have begun since the 80s, notably
with the database Bollen (1980) which put at the disposal of statisticians comparable indicators of democracy
(available in over 110 countries) established from the indices of political rights and freedoms listed by Banks (1979)
and Taylor and Hudson (1972). Because this indicator was not available but for two years, the variable most used
today is the Gastil (1986), available for most countries and covers indicators of electoral process, freedom of
association and political expression.

So, although these indicators are relatively old, they could not contribute to the elucidation of the role of democracy
in the growth process. As a result, we are now witnessing a multitude of results concerning this relationship. Indeed,
according to Alesina and Perotti (1994), democracy has no effect on economic growth. They also point out the
heterogeneity of the group of authoritarian countries in terms of economic performance.

Borner et al (1995) have identified three empirical studies leading to a positive relationship between democracy and
economic growth, from three in the opposite direction and ten which identify no conclusive relationship.

In another study, Barro (1996) sought to test the hypothesis of a nonlinear relationship. He found that a nonlinear
relationship between economic growth and these indices are better able to cover all the data, than a linear
relationship. The conclusion drawn from this study is that promoting democracy is conducive to growth when the
initial level is low and negative when this level is high. Other researchers have resulted in contradictory effects:
according to Tavares and Waczairg (2001), democracy on the one hand, increases the accumulation of human
capital and reduces income inequality, which accelerates growth. On the other hand, it reduces the accumulation of
physical capital and increases public consumption which decelerates growth. Striking result, fertility rates are much
lower in democracies, regardless of income level, and they fluctuate in one direction or the other in case of transition
from dictatorship to democracy or vice versa. This observation means, as observed Przeworski et al (2000), that
even if democracy does not affect GDP growth, it would have on the GDP per capita.

Another conclusion proved: if the economic performance of dictatorships ranging from excellent to disastrous, those
democracies tend to be located halfway between these extremes. It is often under a dictatorial regime that the fastest
growing were recorded, but no democracy has ever recorded performance as bad as the worst dictatorships
(Przeworski et al., 2000). The same goes for poverty reduction. It seems that, in economic, democracy preserves the
worst, but it does not guarantee the best.

2.2 Frequency of Political Violence and Economic Growth

The classic study of the determinants of growth of Barro (1991) tested the effect of indicators of political instability,
which it considers detrimental to property rights. The two measures of violence used by Barro are: the average
number of revolutions (or coups) and political assassinations. The result which leads this work is that these two
variables are negatively and significantly related to the growth rate and the share of private investment in GDP
between 1960 and 1985.
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Alesina and Perotti (1996) also found that political instability weakens the share of investment in GDP. Generally,
empirical studies have been conducted to test the said relationship agree, despite the diversity of samples and
indicators, on the adverse effects of political instability on economic performance of the country concerned. Thus,
studies of Barro (1996), Azam et al (1996) showed a direct negative impact of political instability on economic
growth. Guillaumont et al (1999) have shown that political instability is a key variable to explain the systematic
underperformance of African countries over the period 1970-1990. De Haan and Siermann (1996) do not contest the
effect of instability on growth, but state that this happens mainly by the investment variable. Fosu (1992)
emphasizes the variable of human capital as a channel of influence. The addition of interactive variables allows to
deduce that it is through the fall of the latter factor productivity (human capital), that growth is permanently affected
by political instability.

However, in addition to the heterogeneity of sources of impact, there are some dissenting voices in this empirical
consensus. If the study of Londregan and Poole (1990) is the only one that finds a non-negative effect of instability
on the level of economic growth, Levine and Renelt (1992), on their part, emphasize the small robust aspect of the
results concerning the impact of institutional variables on the economic performances.

2.4 The Aggregate Index of governance and economic growth

In their study, "Governance Matters," Kaufmann et al (1999) studied the correlation between the six aggregate
indicators of governance "voice and accountability”, "political stability and violence", "effective government",
"weight regulation, "" rule of law "and" fight against corruption "and economic performance measured in terms of
per capita income, infant mortality and literacy rates. They found that each indicator is positively correlated with the
logarithm of GDP per capita and the literacy rate and negatively with the rate of infant mortality. The analysis goes
beyond the simple correlation and considering a study that traces the interrelationships between governance and the
growth rate of income through a series of cross-sectional regression between this rate and each indicator of
governance.Taking as reference the approach set out by Hall and Jones (1999) in which the difference between GDP
per capita across countries is attributed to the level of "social infrastructure" in each country which, according to
Kaufmann et al, express aspects of governance already mentioned.

Hall and Jones measured the social infrastructure as the average of several indicators of governance from PRS
(Political Risk survey) and a variable measuring trade openness constructed by Sachs and Warner. For their study,
Kaufmann et al, using the same approach used several indicators of governance, gathered from many sources, to
define the nature of the relationship may exist between governance and economic growth for a large sample of
countries. They establish a regression between the three dependent variables: the logarithm of GDP per capita, infant
mortality and literacy rates and the six governance indicators. The essential conclusion, this study found, is that
"good governance is crucial for economic performance. The estimate shows that an increase in standard deviation
for one of the indicators of governance leads to an increase of 25 (for "voice and accountability™) to 4 times (for
"political instability and violence" ) per capita income and a decrease of 2.5 to 4 times the infant mortality rate and
an increase of 15 to 25 times of literacy.

3. Choice of Variables and Estimation Methodology
3.1 Choice of Variables

The theoretical work that attempted to study the relationship between institutional factors and economic growth
suggest the existence of a close link, direct and indirect, between institutional quality and economic growth:

- The institutions that provide an environment that protects property rights and equal opportunity are able to offer
economic agents, domestic and foreign, the incentive to invest and accumulate skills.

- Optimal use of human capital needs of institutions guaranteeing property rights, contract enforcement and civil
liberties, which can hinder the development of rent-seeking activities and corruption.

- Democracy has an indirect effect on growth by boosting the level of education.

- Referring to some indicators of institutional quality, such as the functioning of legal rules, political instability,
corruption and bureaucratic quality, some studies were able to show that efficient institutional framework promotes
the most productive investments and, eventually, growth.

- The efficient institutions are able to prevent the persistence of bad policies.

- On the contrary, a poor quality of institutions leads to a risky environment, a high transaction costs, lack of
investor confidence, lack of predictability and transparency and promotes corruption. Hence a decline in investment
and blockage of economic mechanisms.
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- Weak institutions lead to a misallocation and waste of resources and lead to a bias in the choice of individuals.
However, the proper functioning of these mechanisms is possible only when favorable conditions are met. Indeed,
previous work on the study of the relationship between quality institutions and economic performance have agreed
on the existence of three types of effects of political institutions on economic growth. The first is a direct effect on
productivity, the second effect operates through the accumulation of capital, and the third through the quality of
economic institutions. Political institutions are important "that" as determinants of the efficiency of economic
institutions.

Our model incorporates several measures used to control variables. Previous studies have shown that they account
for a significant share of national differences in growth rates in recent decades. Thus, the variables used in this study
are: Y the growth rate of real GDP per capita. INV: the ratio of gross capital formation in GDP. OPEN: the ratio of
the volume of trade in GDP: (X + M) / GDP. G: Government expenditure, approximated by the share of government
consumption in GDP.

Financial development

Approximated by the ratio of M2 to GDP.

The political rights (PR)

Defined by the degree of government control by individuals.

Civil liberties (CL)

It is the freedom of the press, freedom of assembly, free of political organizations, free trade unions, religious
institutions free and independent judiciary.

Both indicators are measured on a scale of 1 to 7. 1 being the highest degree of freedom and 7 the lowest.

Political instability (PI)

It includes the following: military coups, political tensions, civil wars, social unrest, ethnic tensions, political
violence, unpredictable changes in institutions and rules.

Corruption (COR)

It includes the following: frequency of irregular payment to civil servants and judicial practices unfit in the public
sphere, corruption in the political system as a threat to foreign investment, incidence of corruption in
government. These two indicators are rated on a scale of -2.5 to 2.5. 2.5 being the highest degree of political stability,
absence of violence and fight against corruption.

All variables are for the period 2000-2009 due to the availability of data for all countries in the sample. All
economic variables are taken from the report on the development in the world [2010], variables related to political
rights and civil liberties are taken from Freedom House's annual report on freedom in the world while the variables
"Political instability "and" The corruption "are extracted from the database of the governance of Kaufmann (2009).

3.2 Estimation Methodology

In what follows, we propose a dynamic study of the relationship institutions - economic growth. Before proceeding
to the estimation of the model and interpretations of results, it is necessary to define the dynamic models and present
the model to estimate.

3.2.1 Definition of Dynamic Models

Dynamic models are characterized by the presence of one or more lagged endogenous variables among the
explanatory variables. As part of our model, the introduction of past growth rates among the explanatory variables
allows us to test the persistence of economic growth of countries in the sample under study since the previous
economic growth can influence current economic growth. We take as an example the case where there is only one
lagged endogenous variable.

yit :ayiz—l +IBXit + gi,z (1)
With y the endogenous variable, X the exogenous variables, (a,p) the parameters to be estimated, &;, the error term.
3.2.2 Presentation of the Model to Estimate

According to the above analysis, institutions can influence economic growth through productivity or capital
accumulation. Our study therefore uses the following two equations to test the importance of institutions:

Yie =Yt ﬁiXi,t + /uiINSi,t té;, (2)
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INV,, = a,INV,

it—1

+ ﬁiXi,t + ﬂilNSi,z +é&;, (3)

With yy: growth rate of real GDP per capita of the country i for the year t.
Yi.i: growth rate of GDP per capita for the previous year (t-1).
INV;;: the investment rate of the country (i) in the year (t)

INS: a group of four institutional variables and X: a number of control variables, these two types of variable have
already been defined above; & the error term.

3.2.2.1 The Interpretation of Results

The estimate presented here is the GMM estimation of Arellano and Bond (1998).We prefer to refer to the results of
this estimate because it eliminates any bias rigorously related to unobserved individual heterogeneity and provides
therefore a better efficiency of the estimation results. The estimation results of our model are satisfactory both
econometrically and in terms of economic interpretation. The estimation results (table 1) of different equations are
expected given the theoretical and empirical considerations already mentioned:

- The earlier economic growth does not seem to affect subsequent economic growth.

- Investment positively influences economic growth in these countries, because its coefficient is always positive
and statistically significant indicating a predominant effect on economic growth.

- The coefficient of the variable "trade openness" is sometimes positive, sometimes negative, but still not
statistically significant indicating a disconnect between this variable and economic growth in these countries.

-Public spending does not affect the economic growth of countries considered, since the coefficients of this variable
are not statistically significant.

- The coefficients associated with the variable "financial development" are negative and statistically significant in
most cases, indicating a negative effect of this variable on economic growth.

In practice, the effects of financial development on growth is far from obvious and may even be negative, especially
for developing countries. Thus, Bhatia and Khatkhate (1975), using a sample of 11 African countries over the period
1960-1970, found a positive correlation for some countries, negative (or no correlation) for others. Measurement
errors, the small sample and the potential endogeneity of financial development could, in theory, be the cause of this
result.

- "Civil liberties" exert a dominant effect on economic growth. Indeed, the coefficient of this variable is always
positive and statistically significant. This result is comparable to several others in this field. Indeed, among the first
researchers who are interested in studying the impact of institutions on economic performance of nations, Meguira
and Kormendi (1985) examined the effect of civil and political freedoms, among others, on economic growth and
investment for 47 countries along a period from 1950 to 1977. The result they obtained is that countries that have a
high level of civil liberties are most successful. Subsequent studies made by Scully (1989) and Tullock (1987) found
a positive association between civil liberties and economic growth for a large number of countries.

Studies conducted in the 90s to test the relationship between regime type and economic growth have interpreted the
index of civil and political liberties published by "Freedom House" as a measure of democracy. Barro (1996) and
Helliwell (1994) found that these indices are positively related to economic growth only when some explanatory
variables are omitted from the relationship such as: education and the investment rate.

In general the relationship between measures of democracy and economic performance is far from clear, as stated
Barro (1996, 1997) and Durham (1999), because on the one hand, economic growth requires a long-term rule of law
and protection of civil and political freedoms (North, 1995) and on the other hand political freedom promotes the
demands of special interest groups for redistributive policies (Olsen, 1982). The efforts of these groups may produce
a legislative deadlock and political sub-optimal, and thus affect growth. In a literature review, Brunetti (1997)
compared 17 studies finding a positive, negative or not significant between growth and democracy.

"Political instability" does not appear to be correlated with economic growth in these countries. Result, which
can find an explanation which states that political institutions will have an indirect effect on economic growth, an
effect that goes through the investment and human capital in particular.

"Corruption" has a negative effect on economic growth of countries in the sample under study.

This result reinforces the idea of what corruption is a scourge that affects a lot of economic activity and
governments, policy makers, public opinion, civil society and the private sector must take measures against this
unhappiness.
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Equation (3) (table 2) checks whether the institutions have also an indirect influence on economic growth through
capital accumulation.

- Trade openness has a predominant effect on investment in these countries that the coefficient of this variable is
always positive and statistically significant. This can be justified by the fact that openness to trade encourages
investors to invest more through the provision of new opportunities in larger markets.

- "Public spending" has a positive effect not robust on investment.

This is explained by the fact that governments can encourage private investment through the provision of adequate
basic infrastructure, institutional environment healthy and skilled human capital.

- The same observation is valid for "financial development"”, which is expected given that the availability and
diversity of funding are able to induce economic agents to invest more, hence the positive effect financial
development on investment. This result is comparable to that found by King and Levine (1993) who studied the
impact of financial development on economic growth, capital accumulation and total factor productivity for a
sample of 80 countries during the period 1960 to 1989. The main result to what has led these authors is that financial
development has a positive effect on economic growth, capital accumulation and total factor productivity.

- The "civil liberties" and "political rights" positively influence the investment.

This result is comparable to findings released by Isham et al (1997) who analyzed the impact of the quality of
governance on the performance of a hundred projects funded by the World Bank in some developing countries over
the period 1974-1993. They found good performance in nations with high levels of civil liberties, as measured by
the index of "Freedom House", the fact that a one point increase in this index is associated with an improvement of
more than point in the rate of return of the project.

"Corruption" has a negative impact on investment in these countries. Expected result given that the negative
effect of corruption on growth is exerted mainly through its effect on investment.

Mauro (1995) showed a negative correlation between corruption and the investment rate and between corruption and
growth rates for 67 countries during the period 1960-1985. Mauro analysis showed also that it is mostly through
private investment that corruption reduces growth, that is to say, from the most significant effects of corruption on
growth is transmitted through its effects on the total investment, this impact is at least one third of its overall
negative effect.

3.3 Interaction between Institutions and Investment

The theoretical analysis proves the existence of a positive interaction between the institutional environment and the
productivity of investment. Thus, the latter proves to ameliorate with the amelioration of this environment. This
hypothesis implicates that the coefficient of investment, in the specific equation to estimate, is influenced by the
country’s institutions. So, I am going to examine the effect of institutions on the contribution of investment to
economic growth. For this reason, I shall introduce an interactive term into the equation to estimate:

Y, =aY,  +A4X,, +y,(UNV *INS, )+ ¢, “)

it
X;: a vector of control variables already defined.

INV*INS: interactive variable

INS: vector of institutional variables defined above.

The results of estimating this equation state:

- A positive interaction between investment and the "political rights".

That is to say that investment exerts a positive effect on these countries’ economic growth as long as strong political
institutions are founded in a way that private initiatives are prompted to invest and that they are freed and protected
against any sort of violation. The political institutions can act also on the economic performances in an indirect way
through their effects on the economic institutions. Seen that in a healthy institutional environment that ensures the
security of property rights and avoid the risks of expropriation, the activities of tangible and intangible investment
are prompted, and which act positively on overall economic performance.

- A negative interaction between the "political instability" and investment.

Logical result since usually the theoretical and empirical studies have been conducted to examine the relationship
between political instability, investment and economic growth agreed, despite the diversity of samples and
indicators on the adverse effects of instability on economic performance of the country concerned. Thus, studies of
Barro (1996), Azam et al (1996) showed a direct negative impact of political instability on economic growth.
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Guillaumont et al (1999) have shown that political instability is a key variable to explain the systematic
underperformance of African countries over the period 1970-1990. De Haan and Siermann (1996) do not contest the
effect of instability on growth, but state that this happens mainly by the variable investment. Fosu (1992) thus
indicates that with the presence of political instability, the risk of losing capital grows, which reduces the amount of
investment achieved effectively. Fosu (1992) indicates that in the presence of political instability, the risk of loss of
capital increases, which lowers the level of investment actually undertaken.

For the unstable country, the domestic and foreign investors are turning away from opportunities offered by the
national economy because, essentially, uncertainty and risk of expropriation. The impact on growth can be serious:
declining investment, deteriorating export performance, difficulties in financing private and public projects and
escape of human capital. Then, political instability reduces considerably the temporal horizon, not only of the
investor but also of the policy makers; so, the latter contents himself with a managing and opportunistic practice of
power, particularly in the economic field. A government with a short temporal horizon may resort to escapism and
exercise an economic policy of the worst whereby it hopes to earn fruitful results in the short term. (Failure of its
successor). Models of this sort have been developed by Alesina and Tabellini (1989), Cukierman et al (1992), Ozler
and Tabellini (1991). Finally, in a context of political instability, government, democratically elected or not, may try
to pursue a policy based on the establishment of clientelistic loyalties, corruption and the groups likely to support
the conservation power (police, army, government, economic circles ...).

4. Conclusion

In this research project, I have tried to make a contribution to solve the fundamental question: Is there any link
between a country’s institutions, investment, and the economic performances that it achieves? To do this, we used a
model of dynamic panel data covering a sample of 11 countries in the MENA region during the period 2000-2009.
After studying the relationship between institutions and economic growth and institutions and investment, an
interactive variable was introduced to test the effect of institutions on the productivity of investment in these
countries. The key findings emerged from this empirical analysis show:

- A positive impact of political institutions (political rights and civil liberties) on economic growth and investment.
- A negative effect exerted by corruption on economic growth and investment.

- A positive interaction between "political rights" and investment.

- A negative interaction between "political instability" and investment.

In general, the mixed results in terms of link between institutional factors and economic growth, which led the
empirical tests conducted as part of this research, reinforces the conclusion reached by the empirical literature on the
subject, that a clear relationship between institutional sphere and economic sphere is far from being found. The
census taken by Borner et al (1995) is in the same context, since, among all the studies done to test this relationship,
they identified three empirical studies leading to a positive, three going in the opposite direction and ten which
identify no conclusive relationship between democracy and economic growth.

We conclude, without confirmation, that these tests have allowed us, even in part, to show the existence of a
relationship between institutional factors and economic performance and to identify some key channels through
which could pass the effects of institutions on the economic performances. It is important to note that despite the
importance of empirical work which results, shortcomings may arise:

- Other possible mechanisms of the relationship being studied were not considered.

- For lack of data we did not use other institutional variables.

- The problem of causality has not been treated.

- The influence of the threshold level of economic and institutional development has not been tested.

The relationship between institutional factors and economic growth could be better understood once its underlying
mechanisms are still being analyzed and the techniques used to quantify them are improved. In light of the current
debate on good governance in general and democratic transition in some countries from the MENA region (Tunisia,
Egypt) these fields of investigation can be the subject study of several future works.

References

Alesina, A. & Perotti, R. (1994). The Political Economy of Growth: A Critical Survey of the Literature. The World
Bank Economic Review, 8, 351-71. http://dx.doi.org/10.1093/wber/8.3.351

158 ISSN 1916-971X  E-ISSN 1916-9728



www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 4, No. 2; February 2012

Alfaro, L., Chanda, A., Kalemli-Ozcan, S., & Sayek, S. (2004). FDI and Economic Growth: the Role of Local
Financial Markets. Journal of International Economics, 64, 89-112.
http://dx.doi.org/10.1016/S0022-1996(03)00081-3

Arellano, M., & Bond, S. (1991). Some tests of specification for panel data: Monte-Carlo evidence and an
application to employment equations. Review of Economic Studies, 58, 277-297.

Arellano, M., & Bond, S. (1998). Dynamic panel data estimating using DPD98-a Guide for Users, Institute for
Fiscal Studies, mimeo.

Banks, A.S. (1979) (and subsequent updates). Cross-National Time Series Data Archive Center for Social Analysis,
State University of New York at Binghamton. Processed.

Azam, J-P., Berthelemy, J-C., & Calipel, S. (1996). Risque Politique et Croissance en Afrique. Revue Economique,
47(3) 819-829. http://dx.doi.org/10.2307/3502583

Bhatia, J., hatkhate, R. (1975). Financial Intermediation, Savings Mobilization And Entrepreneurial
Development:The Africain Experience. IMF Staff Papers, 22(1), 132-158. http://dx.doi.org/10.2307/3866590

Barro, R.J. (1996). Democracy And Growth. Journal of Economic  Growth, 1, 1-27.
http://dx.doi.org/10.1007/BF00163340

Barro, R.J. (1997). Determinants of Economic Growth. A Cross—Country Empirical Study, MIT Press, Cambridge.

Bollen, K.A. (1980). Political democracy and the timing of development. American Sociological review, 44,
572-587.

Borner, S., Brunetti, A., & Weder, B. (1995). Political Credibility and Economic Development, Macmillan, Londres.

Borner, S., Bodmer, F., & Kobler, M. (2004). L'Efficience Institutionnelle et ses Déterminants: Le Roéle Des
Facteurs  Politiques dans la  Croissance Economique. Les éditions de [I'OCDE, 1n°53358.
http://dx.doi.org/10.1787/9789264106468-fr

Brunetti, A. (1997). Politics and Economic Growth: A Cross—country Data Perspective. OCDE, Paris.
http://dx.doi.org/10.1111/1467-6419.00029

Burkhart, R.E., & Lewis-Beck, M.S. (1994). Comparative Democracy: The Economic Development Thesis.
American Political Science Review, 88, 903-910. http://dx.doi.org/10.2307/2082715

Caselli, F., Esquivel, G., & Lefort, F. (1996). Reopening the Convergence Debate: a Cross—Country Growth
Empirics. Journal of Economic Growth, 1,363-379. New Look. http://dx.doi.org/10.1007/BF00141044

Cukierman, A., Edwards, S., & Tabellini, G. (1992). Seignorage and Political Instability. American Economic
Review, 82, 537-55.

De haan, J. & Siermann, C. L. J. (1998). Further Evidence on the Relationship Between Economic Freedom and
Economic Growth. Public Choice, 95, 363-380.

Dessus,S. (1998). Ouverture et productivité & Taiwan. Economie International. 73.

Durham, J.B. (1999). Economic Growth and Political Regimes. Journal of Economic Growth, 4, 81-111.
http://dx.doi.org/10.1023/A:1009830709488

Fosu, A.K. (1992). Political Instability and Economic Growth: Eevidence From Sub-Saharan Africa. Economic
Development and Cultural change, 40 (4), 829-841. http://dx.doi.org/10.1086/451979

Freedom house (diverses années), Freedom in the World — Political Rights and Civil Liberties, Freedom House,
New York.

Gastil, R. (1982-1983). Freedom in the World, Westport, Greenwood Press, 1986.

Gupta, S., Davoodi, H., & Alonso-Terme, R. (1998). Does Corruption Affect Income Inequality and Poverty?
Working paper, n°WP/98/76. Fonds monétaire international, Département des affaires fiscals, Washington, D.C.

Guillmont, P. S., Guillmont, J., & Brun, J.F. (1999). How Instability Lowers African Growth. Journal of African
Economics, 8 (1), 87-107.

Hall, R.E., & Jones, Ch. (1999). Why Do Some Countries Produce so Much More Output per Worker than Others?
Quarterly journal of economics, 83-116. http://dx.doi.org/10.1162/003355399555954

Helliwell, J. (1994). Empirical Linkages between Democracy and Economic Growth. British Journal of Political
Science, 24, 225-248. http://dx.doi.org/10.1017/S0007123400009790

Published by Canadian Center of Science and Education 159



www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 4, No. 2; February 2012

Islam, N. (1995). Growth Empirics: A Panel Data Approach. Quarterly Journal of Economics. 110, 1127-1170.
http://dx.doi.org/10.2307/2946651

Isham, J., Kaufmann, D., & Pritchett, L. (1997). Civil liberties, democracy and the performance of government
projects. The World Bank Economic Review, 11( 2), 219-242.

Kaufmann, D., Kraay, A., & Zoido-Lobaton, P. (1999a). Aggregation Governance Indicators. Policy research
working paper, 2195. World Bank, Policy research department, Washington, D.C.

Kaufmann, D., Kraay, A., & Zoido-Lobaton, P. (1999b). Governance matters. Policy Research Working Paper,
2196. World Bank, Policy research department, Washington, D.C.

Knack, S., & Keffer, P. (1995). Institutions and Economic Performance: Cross—Country Tests Using Alternative
Institutional Measures. Economics and Politics, 7, 207-27 http://dx.doi.org/10.1111/j.1468-0343.1995.tb00111.x

Kormendi, R., & Meguire, P. (1985). Macroeconomic Determinants of Growth: Cross—Country Evidence. Journal
of Monetary Economics, 16, 141-163. http://dx.doi.org/10.1016/0304-3932(85)90027-3

Levine, R., & Renelt, D. (1992). Asensitivity Analysis of Cross-Country Growth Regressions. American Economic
Review, 4, 942-963.

Londregan, J.B., & Poole, K.T. (1990). Poverty, the Coup Trap and the Seizure of Executive Power. World Politics,
42(2), 151-183. http://dx.doi.org/10.2307/2010462

Mauro, P. (1995). Corruption and Growth. Quarterly Journal of Economics, 110, 681-712.
http://dx.doi.org/10.2307/2946696

Mauro, P. (1996). The Effects of Corruption on Growth, Investment and Government Expenditure, Kim-(eds)
Corruption and the World Economy.

North, D.C. (1991). Institutions, Institutional Change and Economic Performance, Cambridge University Press,
Cambridge.

Ozler, S., & Tabellini, G. (1991). External debt and political instability. NBER Working Paper, n°3772. Cambridge.
MA: National Bureau of Economic Resesarch.

Prezeworski, A. Alvarez, M., Cheibub, J-A & Limongi, F. (2000). Democracy and Development: Political
Institutions and Well-Being in the World, 1950-1990. Cambridge.

Sachs, J., & Warner, A. (1997). Fundamental sources of long-run growth. American Economic Review, 87, 184-188.
Scully, G.W. (1992), Constitutional Environments and Economic Growth, Princeton University Press, Princeton.

Tavares, J., & Wacziarg, R .(2001). How Democracy Affects Growth. Furopean Economic Review, 45, 1341-1378.
http://dx.doi.org/10.1016/S0014-2921(00)00093-3

Talyor, C., & Hudison, M. (1972). World Handbook of Political and Social Indicators, New Haven, Conn: Yale
University Press.

Tullock, G. (1987). Autocracy, Dordrecht: kluwer.
Notes

Note 1. Algeria, Bahrain, Egypte, Iran, Jordan, Kuwait, Lebanon, Morocco, Oman, Saudi Arabia and Tunisia.

160 ISSN 1916-971X  E-ISSN 1916-9728



www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 4, No. 2; February 2012

Table 1. Estimation results of institutions and growth: dependent variable real per capita GDP growth
(Arellano-Bond dynamic panel data estimator)

Variables 1) 2) A3 “4) *)

L GDP 0.28 0.15 0.2 0.16 0.2
(0.67) (0.38) (0.49) (0.37) (0.49)
INV 0.10%* 0.09 0.14* 0.11%* 0.22%%*
(1.66) (1.39) (2.05) (1.96) (2.17)
OPEN 0.02 0.03 0.14 0.0014 -0.009
(1.01) (1.15) (0.44) (0.04) (-0.24)

G -0.008 -0.09 -0.06 0.05 -0.06
(-0.04) (-0.41) (-0.27) (0.2) (-0.28)
M2/PIB -0.023 -0.04%* -0.007 -0.05 -0.15*
(-1.01) (-1.81) (-1.33) (-0.48) (-2.23)
CL - 1.82* - - 4 44%*
(2.32) (2.49)

PR - - 1.08 - -
(1.06)
PI - - - -5.71 -
(-0.39)
COR - - - - -12.6%*
(-1.66)
T- Sargan 9.03 (43) 5.05 (43) 8.39 (43) 9.56 (43) 2.43 (43)
AR(2) 0.91 0.93 0.77 0.78 0.45

**: Significant at 10%. *: Significant at 5%. t-student in parentheses. LGDP: real GDP per capita growth on t-1.

Table 2. Estimation results of institutions and investment: dependent variable investment (Arellano-Bond dynamic
panel data estimator)

Variables [€)) 2) A3 “4) 5)
INV, -0.29* -0.63 -0.43 -0.3 -0.17
(-2.39) (-3.35) (-2.49) (-2.2) (-1.4)
OPEN 0.25 0.26 0.24 0.23 0.24
(7.18) (7.77) (6.33) (8.49) (8.42)
G 0.006 -0.20 -0.065 0.0057 0.88*
(0.02) (-0.94) (-0.33) (0.05) (2.46)
M2/GDP 0.13%%* 0.12 ** 0.055 0.085 -0.05*
(1.86) (1.68) (0.96) (1.48) (-0.7)
CL - 1.85 - - -
(3.93)
PR - - 2.28 - -
(5.02)
PI - - - -0.14 -
(-0.10)
COR - - - - -12.56*
(-3.32)
T- Sargan 4.25 (43) 3.29 (43) 6.82 (43) 3.51 (43) 7.47(43)
AR(2) 0.91 0.14 0.08 0.9 0.73

INV_;: Investment on (t-1)
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Table 3. Estimation results of interaction between institutions and investment: Dependent variable real per capita
GDP growth (Arellano-Bond dynamic panel data estimator)

**: Significant at 10%. *: Significant at 5%. t-student in parentheses.
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Variables O @) 3) @)
L GDP 0.42 0.49 -0.19 20.12
(1.15) (1.37) (-0.45) (-0.27)
INV 0.06 0.06 0.11 0.12%*
(1.46) (1.42) (2.39) (1.73)
OPEN 0.03 0.03 0. 001 0.014
(0.84) (0.88) (0.07) (0.44)
G -0.05 0.03 -0.015 -0.070
(-0.21) (-0.14) (-0.06) (-0.31)
M2/GDP -0.03 0.04 -0.11 -0.07
(-1.18) (-1.33) (-2.07) (-1.54)
INV*CL 0.01 - - -
(1.46)
INV*PR - 0.02%* - -
(1.95)
INV*PI . . 0.07 .
(-2.16)
INV* COR . . . -0.06
(-0.95)
T- Sargan 778 (43) 7.98 (43) 6.16 (43) 7.41 (43)
ARQ2) 0.5 0.49 0.56 0.4

LGDP: real GDP per capita growth on t-1.
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