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Abstract
This study aims to examine the correlation between institutional governance and economic growth across a panel of 91
countries from 1999 to 2014. Using both Random Effect Model and System GMM, we assess the direct influence of
governance using an institutional governance index. Additionally, we investigate the complementary nature of institutions
by analyzing their interaction with population dynamics, represented by an interaction variable of population and
governance index. By employing rigorous statistical methods, including Random Effect Model and System GMM, we
aim to provide robust insights into the relationship between institutional governance and economic growth. The
institutional governance index serves as a comprehensive measure of the quality and effectiveness of governance within
each country, allowing us to evaluate its direct impact on economic growth. Furthermore, by examining the interaction
between institutional governance and population dynamics, we seek to understand how population size influences the
relationship between governance quality and economic growth. This analysis sheds light on the nuanced interplay
between governance institutions and demographic factors, providing valuable insights for policymakers and researchers
alike. Our study reveals compelling insights into the relationship between institutional governance, population dynamics,
and economic growth across the panel of countries examined. Firstly, we find that institutional governance exerts a direct
and statistically significant influence on economic growth, underscoring the pivotal role of effective governance
structures in fostering economic prosperity. Furthermore, our analysis uncovers an indirect impact of institutional
governance on economic growth mediated through population dynamics. While the direct impact of population on
economic growth appears negative and significant, we observe a noteworthy shift when institutional governance interacts
with population dynamics. In this context, the relationship between population dynamics and economic growth becomes
positive and significant, suggesting that effective governance mechanisms can mitigate the adverse effects of population
growth on economic performance. These findings emphasize the critical importance of institutional governance in driving
sustainable economic development. By promoting transparent, accountable, and inclusive governance practices,
policymakers can create an environment conducive to investment, innovation, and economic growth. Moreover, our
results highlight the nuanced interplay between governance structures and demographic factors, offering valuable insights
for policymakers seeking to address challenges related to population growth and economic development. Our study
contributes to a deeper understanding of the complex dynamics shaping economic growth, with implications for policy
formulation and implementation. By recognizing the central role of institutional governance and its interaction with
population dynamics, policymakers can devise strategies to promote inclusive and sustainable development, ultimately
leading to improved living standards and enhanced well-being for citizens across the globe.
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1. INTRODUCTION

The concept of economic growth has been a focal point of economic discourse since the early days of economic thought.
Its origins can be found in the seminal work of Adam Smith, particularly in his renowned publication “The Wealth of
Nations," which was released in 1776. In this groundbreaking text, Smith laid the groundwork for understanding the
determinants of economic growth. Smith's analysis identified two crucial factors that influence the level and pace of
economic growth within a nation. Firstly, he emphasized the importance of the efficiency with which labor is utilized.
Smith argued that the skill and judgment applied to labor play a significant role in driving economic productivity and
output per capita. Secondly, Smith highlighted the significance of the ratio between individuals actively engaged in
productive labor and those not participating in such activities. He recognized that a balanced and efficient allocation of
labor resources is essential for fostering economic growth. By ensuring that a greater proportion of the population is
actively contributing to productive endeavors, nations can enhance their economic potential and stimulate growth. Smith's
insights laid the foundation for subsModeluent economic theories and analyses of economic growth. His emphasis on the
role of labor productivity and the allocation of labor resources remains relevant in contemporary discussions on economic
development and growth strategies. Indeed, Adam Smith's insights into economic growth can be viewed through the lens
of three primary sources. Firstly, Smith recognized the importance of expanding the factors of production, specifically
through the growth of the labor force and the accumulation of capital stock. He understood that a larger labor force and
increased capital investment are essential for driving economic expansion and raising living standards. Secondly, Smith
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emphasized the critical role of improving the efficiency of capital utilization. This was achieved through mechanisms
such as the division of labor, which allows for specialization and increased productivity, as well as technological
advancements that enhance the overall efficiency of production processes. Smith's emphasis on the importance of
technological progress as a driver of economic growth anticipates modern theories of technological change and innovation
as engines of economic development. Finally, Smith highlighted the contribution of foreign trade to economic growth.
He recognized that international trade expands markets and allows nations to specialize in the production of goods and
services in which they have a comparative advantage. By facilitating the exchange of goods and services across borders,
foreign trade complements the domestic sources of growth, further stimulating economic expansion.

In essence, Smith's analysis laid the groundwork for understanding the multifaceted drivers of economic growth,
encompassing both domestic and international factors. His insights continue to inform contemporary discussions on
economic development and serve as a foundational framework for analyzing the determinants of growth in modern
economies. By recognizing the importance of factors such as labor, capital, technology, and trade, Smith provided a
comprehensive understanding of the dynamics underlying economic growth, which remains relevant and influential to
this day. Furthermore, Adam Smith proposed that the process of economic growth is self-reinforcing and progressive. He
argued that as long as growth generates profits, there will be increased savings, leading to further capital accumulation
and fostering continued growth. Smith particularly emphasized the critical role of productivity growth, attributing it to
the division of labor, which, in turn, depends on the extent and size of the market. This discussion underscores the notion
that economic growth is not a recent phenomenon in the field of economics. Adam Smith's insights laid the foundation
for understanding the mechanisms driving growth, highlighting the importance of factors such as capital accumulation,
productivity improvements, and market expansion. Since Smith's time, economic growth has remained a prominent and
dynamic area of research within macroeconomics. Researchers continue to explore the determinants, implications, and
policy considerations of economic growth, recognizing its central importance in shaping the trajectory of economies and
societies. Smith's contributions to the understanding of economic growth have enduring relevance, providing valuable
insights into the drivers and dynamics of prosperity and development. By elucidating the self-reinforcing nature of growth
and its dependence on factors such as capital accumulation and productivity gains, Smith's work continues to inform
contemporary discussions on economic policy and growth strategies.

A new paradigm in growth theory emerged in the 1990s, placing greater emphasis on economic and political institutions
as fundamental determinants of economic growth. Scholars such as North (1990) and Acemoglu et al. (2001) provided
insights into the observed disparities in growth rates among countries. According to their theories, while factors like
capital accumulation and technological advancements are important immediate drivers of growth, the underlying
determinants lie in the realm of institutions. These scholars are credited as pioneers of the institutional school of thought
in economics. They argue that the quality and effectiveness of a country's institutions, encompassing its legal system,
protection of property rights, regulatory framework, and governance structures, significantly influence economic
outcomes. In this perspective, nations with robust and inclusive institutions tend to achieve higher levels of economic
growth and development in the long run. The institutional approach to growth theory marks a departure from traditional
models that primarily focused on factors like physical capital accumulation and technological progress. Instead, it
emphasizes the pivotal role of institutions in shaping economic trajectories and underscores the importance of institutional
reform and development for sustained growth and prosperity. This shift in focus has led to a deeper understanding of the
complex interactions between institutional quality, economic policies, and long-term development outcomes, informing
policy discussions and strategies aimed at fostering inclusive and sustainable growth. Indeed, the institutional perspective
underscores the critical role of institutions in providing the necessary framework for economic activity, innovation, and
investment. This perspective has spurred extensive research into the relationship between institutions and economic
performance, illuminating the intricate interactions between politics, governance, and economic outcomes.

North (1990) asserts that institutions fundamentally shape economic outcomes by defining the constraints and incentives
faced by economic actors. According to his perspective, the institutional framework of a society molds the behavior of
individuals, firms, and governments, thereby determining the trajectory of economic development. Expanding on this
concept, North (1991) suggests that institutions form the bedrock of the incentive structure within an economy. As
institutions evolve over time, they shape the incentives driving economic agents to engage in specific behaviors, such as
investment, innovation, or rent-seeking. This dynamic interplay influences the direction and pace of economic change,
leading to outcomes ranging from growth to stagnation or decline. In essence, the quality and effectiveness of institutions
dictate the extent to which an economy can mobilize its resources, allocate capital efficiently, and foster sustainable
development. North's insights underscore the importance of considering institutional factors when analyzing economic
performance and crafting policy interventions. By understanding how institutions shape incentives and behavior,
policymakers can implement reforms that promote inclusive growth, reduce transaction costs, and enhance the overall
functioning of markets. Moreover, North's framework emphasizes the gradual nature of institutional change and its
profound implications for economic development over time. The institutional perspective offers valuable insights into the
complex dynamics of economic growth and development. By recognizing the pivotal role of institutions in shaping
economic outcomes, policymakers can pursue reforms that lay the groundwork for sustained prosperity and well-being
for society as a whole. The exploration of factors influencing growth and development has been a central focus in
economic literature. Early studies predominantly emphasized the significance of capital accumulation in driving economic
growth. However, the evolution of growth theory introduced the notion of human capital alongside physical capital as
key drivers of economic progress. Despite these advancements, traditional theories have encountered limitations in fully
elucidating the complexities of real-world growth dynamics.
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In response to this challenge, economists have increasingly directed their focus towards understanding the role of
institutions in shaping economic outcomes. Institutions, comprising both formal rules (such as laws and regulations) and
informal norms and practices, have been identified as critical determinants of economic performance.

This shift in perspective acknowledges that the quality and effectiveness of institutions profoundly influence various
aspects of economic activity, including investment decisions, innovation, entrepreneurship, and market functioning.
Strong and inclusive institutions provide the necessary framework for fostering trust, reducing uncertainty, enforcing
contracts, protecting property rights, and promoting competition. Moreover, institutions shape the incentives and behavior
of economic agents, influencing their decisions and actions in the marketplace. Effective institutions create an enabling
environment conducive to economic growth, while weak or dysfunctional institutions can impede progress and hinder
development efforts. By recognizing the pivotal role of institutions in driving economic outcomes, policymakers and
researchers can devise strategies and reforms aimed at strengthening institutional capacity, enhancing governance
structures, and fostering an environment conducive to sustainable economic growth and development. Hall et al. (2010)
conducted a thorough investigation into the relationship between institutions and economic growth, with a particular
emphasis on the role of institutions in human capital development. Building upon this foundation, our study extends this
line of inquiry by examining the influence of institutional governance on economic growth, specifically exploring its
interaction with population dynamics.

By exploring how institutional quality impacts population-related factors such as labor productivity, skill development,
and demographic trends, our research aims to contribute to a deeper understanding of the mechanisms driving economic
growth. This approach recognizes the complex and interconnected nature of development processes and underscores the
pivotal role of institutions in shaping the socio-economic landscape. By shedding light on the interplay between
institutional governance and population dynamics, our study seeks to uncover new insights into the drivers of economic
growth. By understanding how institutions shape the human capital formation process, labor market dynamics, and
demographic transitions, we can better comprehend the factors that underpin long-term economic development.
Ultimately, our research endeavor aims to inform policymakers and stakeholders about the importance of institutional
quality in fostering sustainable economic growth. By elucidating the pathways through which institutions influence
population-related variables and economic outcomes, we hope to provide valuable insights that can guide policy
interventions aimed at promoting inclusive and Modeluitable development.

2. LITERATURE REVIEW

In his seminal work, Greif (2006) provides a comprehensive definition of institutions as systems that regulate social
behavior, comprising rules, beliefs, and norms. These components collectively contribute to the standardization and
predictability of social interactions within a society. Similarly, North (1990) characterizes institutions as the "Rules of the
Game" or humanly formulated constraints that guide and shape human behavior within a given social context.

North (1991) further emphasizes the significance of institutions by highlighting their role in establishing the incentive
structure of an economy. As institutions evolve over time, they mold the incentives that drive economic actors to engage
in specific behaviors, such as investment, innovation, or rent-seeking. This evolving incentive structure ultimately
determines the trajectory of economic change, influencing whether an economy experiences growth, stagnation, or
decline.

North (2005) argues that neoclassical economics has limitations in explaining the dynamics of economic change. Unlike
neoclassical economists who focus primarily on the efficiency of market mechanisms and individual rationality,
institutional economists take a broader approach. They seek to understand economic change by examining the incentives,
norms, beliefs, and rules that humans devise to pursue their objectives within a given institutional framework.

By emphasizing the importance of institutions in shaping economic behavior and outcomes, institutional economists
provide a more nuanced understanding of how societies organize and coordinate economic activities. Rather than viewing
individuals as purely rational actors operating in frictionless markets, institutional economists recognize the complexity
of human behavior and the influence of social and institutional factors. Institutional economics thus offers a richer
analytical framework for studying economic phenomena, incorporating insights from other social sciences such as
sociology, psychology, and anthropology. By focusing on the interplay between institutions and economic behavior,
institutional economists aim to uncover the underlying mechanisms driving economic change and development.
Building on North's perspective, Djankov et al. (2003) further explored the nature of institutions and their role in economic
development. They argued that institutions display a remarkable degree of persistence over time, owing to various factors
such as historical legacies, colonial origins, and societal choices. This persistence implies that institutional structures tend
to endure across generations, shaping the socio-economic environment of a society in the long run. While acknowledging
the importance of institutions, Djankov et al. suggested that factors like human capital and social capital exert a more
direct and significant influence on economic outcomes. Human capital, comprising the knowledge, skills, and abilities of
individuals, is crucial for driving productivity and innovation. Similarly, social capital, which refers to the networks,
relationships, and norms of trust within a society, plays a fundamental role in facilitating cooperation and collective action.
In this view, institutions are seen as intermediaries that mediate the effects of human and social capital on economic
development. While they provide the institutional framework within which economic activities take place, their impact
is contingent upon the underlying levels of human and social capital in society. Strong institutions can amplify the positive
effects of human and social capital, while weak or dysfunctional institutions may hinder their productive use.
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Flachaire et al. (2014) conducted a comprehensive analysis of the relationship between political and economic institutions
and economic growth using a panel of 79 developed and developing countries spanning the years 1975 to 2005. Their
study yielded several noteworthy findings that shed light on the complex dynamics underlying economic development.
One key observation from the study is that economic institutions exert a more pronounced effect on economic growth in
environments characterized by limited democratic governance, such as low-democracy regimes, compared to high-
democracy regimes. This suggests that the quality and effectiveness of economic institutions are particularly critical in
settings where democratic governance is constrained, potentially due to weaker checks and balances on political power.
Moreover, the analysis revealed a significant and positive impact of economic institutions on growth rates. This finding
underscores the importance of sound economic institutions, including factors such as property rights protection, contract
enforcement, and regulatory quality, in fostering conducive environments for investment, innovation, and productivity
growth. Interestingly, the study found that political institutions themselves do not directly influence growth rates. Instead,
they indirectly shape economic growth dynamics by determining the prevailing political regime within a country. This
implies that while political institutions may not directly impact economic outcomes, they play a crucial role in shaping
the broader institutional framework within which economic activities unfold.

Siddiqui and Ahmed (2013) undertook an empirical investigation into the relationship between institutions and economic
growth, focusing on a sample of 84 countries over the period of 2002-2003. Their study yielded important insights into
the role of institutions in shaping economic outcomes. One key finding of the study is the significant positive influence
of high-quality institutions on economic growth. This suggests that countries with strong and effective institutional
frameworks, characterized by factors such as the rule of law, property rights protection, and regulatory quality, tend to
experience higher levels of economic growth. These findings underscore the crucial role that institutional quality plays in
fostering conducive environments for investment, innovation, and productivity enhancement. By highlighting the positive
impact of high-quality institutions on economic growth, Siddiqui and Ahmed's study underscores the importance of
institutional reforms and improvements in driving sustainable economic development. Policymakers can draw upon these
findings to prioritize efforts aimed at strengthening institutional frameworks, enhancing governance structures, and
promoting the rule of law as part of broader strategies for promoting economic prosperity and well-being.

Acemoglu et al. (2001) conducted a seminal study examining the impact of institutions on GDP per capita, using
differences in colonial experiences as a source of variation. Their research revealed a robust and positive relationship
between institutional quality and GDP per capita, shedding light on the critical role that institutions play in shaping
economic outcomes. By leveraging historical differences in colonial governance structures, Acemoglu et al. were able to
identify the causal impact of institutions on economic prosperity. Their findings provide compelling evidence that
countries with stronger institutional frameworks, characterized by factors such as property rights protection, rule of law,
and regulatory quality, tend to achieve higher levels of GDP per capita. The study's results underscore the importance of
institutional quality as a key determinant of economic development. Policymakers and practitioners can draw upon these
findings to prioritize institutional reforms aimed at strengthening governance structures, enhancing the rule of law, and
promoting transparency and accountability. By investing in institutional capacity-building and fostering a conducive
environment for business and investment, countries can foster sustainable economic growth and improve the well-being
of their citizens.

In their study, Cavalcanti et al. (2008) examined the effects of institutional reforms on key economic indicators. They
focused on how institutional changes influence variables such as the private credit-to-output ratio and the rate of
investment, providing valuable insights into the relationship between institutional improvements and economic
development. The findings of Cavalcanti et al. suggest that institutional reforms have a positive impact on financial
development and economic growth. By strengthening institutional frameworks, countries can create an environment
conducive to greater access to credit and increased investment activity. These improvements in financial intermediation
can stimulate economic growth by facilitating the flow of funds to productive investments and supporting entrepreneurial
activities. The study highlights the importance of institutional quality in promoting financial development and economic
prosperity. Policymakers can use these insights to design and implement reforms aimed at enhancing the effectiveness of
institutions, improving regulatory frameworks, and fostering a more supportive environment for financial intermediation.
By prioritizing institutional reforms, countries can unlock new opportunities for economic growth and development,
ultimately improving the well-being of their citizens.

In Nawaz's (2015) comprehensive analysis, the effects of institutions on economic growth were thoroughly examined
across 56 countries, encompassing both low-income and high-income nations. Utilizing six distinct measures of
institutional quality, the study uncovered significant positive effects of institutional quality on economic growth. These
findings underscore the critical role that well-functioning institutions play in promoting sustainable economic
development. By examining a diverse set of countries with varying levels of income and institutional quality, Nawaz's
study provides valuable insights into the universal importance of institutions in driving economic growth. The results
highlight the pervasive impact of institutional quality on various aspects of economic performance, emphasizing the need
for countries to prioritize institutional reforms as a means to foster long-term prosperity. The findings of Nawaz's analysis
have important implications for policymakers and practitioners worldwide. They underscore the importance of investing
in institutional capacity-building, enhancing governance structures, and promoting transparency and accountability. By
strengthening institutions, countries can create an enabling environment for economic activity, attract investment, and
spur innovation, ultimately driving sustainable economic growth and improving the well-being of their populations.

In their study, Butkiewicz and Yanikkaya (2006) delved into the impact of institutional quality on economic growth across
a diverse sample of 100 developed and developing countries. Through empirical analysis, they illuminated the positive

-4 -



JBEO, Vol. 2(1), 1-13

contributions of institutional factors, specifically the rule of law and democratic institutions, to economic growth
dynamics. Their findings underscored the significant role played by democratic institutions, particularly in the context of
developing economies. By fostering transparency, accountability, and political stability, democratic institutions create an
environment conducive to economic development. Moreover, the rule of law, which ensures legal certainty and protection
of property rights, was identified as another crucial determinant of economic growth. The study's insights carry significant
implications for policymakers and practitioners seeking to promote sustainable development. It highlights the importance
of fostering strong democratic institutions and upholding the rule of law as essential pillars of economic progress. By
prioritizing institutional reforms aimed at enhancing governance, accountability, and the protection of property rights,
countries can unlock their growth potential and create opportunities for prosperity and inclusive development.

In their comprehensive study, Law et al. (2013) conducted a thorough investigation into the causal relationship between
institutions and economic development. Their findings uncovered intriguing patterns of causality across different income
groups within their sample of countries. In the full sample of countries, they identified a bidirectional causality between
institutional quality and economic development, suggesting a reciprocal relationship where improvements in institutions
coincide with economic development and vice versa. However, upon closer examination of sub-samples based on income
levels, distinct patterns emerged. For high-income countries, the analysis revealed a unidirectional causality flowing from
institutional quality to economic development. This suggests that in more economically advanced nations, the quality of
institutions plays a predominant role in driving economic progress, with stronger institutions contributing to higher levels
of development. In contrast, in low-income countries, the causality was found to run from economic development to
institutional quality. This implies that in less developed economies, improvements in economic conditions may precede
enhancements in institutional quality. As these countries experience economic growth, there may be greater impetus for
institutional reforms and improvements.

Moreover, Law et al. (2013) highlighted the significant impact of institutions on economic volatility, emphasizing the
stabilizing role that well-functioning institutions can play in mitigating fluctuations in economic activity and promoting
sustainable growth.

The study by Klomp and de Haan (2009) contributes to our understanding of the relationship between democracy and
economic volatility by revealing a negative linkage between the two factors. This finding is consistent with the
conclusions drawn by Tang et al. (2008) and Angelopoulos et al. (2011), indicating a consensus among researchers
regarding the impact of democracy on economic stability.

Seputiene (2008) further extends our knowledge by examining the influence of the institutional environment on economic
growth. Utilizing the Aggregate Governance Index (AGI) to capture various dimensions of governance, the study explores
the extent to which variations in economic growth can be explained by institutions. The findings suggest that institutions
play a significant role in shaping economic outcomes. Specifically, in countries where the institutional environment is
positive, there exists a positive relationship between institutions and economic growth. This implies that well-functioning
institutions are conducive to fostering economic development and prosperity. Conversely, in countries where the
institutional environment is characterized by weaknesses or deficiencies, the relationship between institutions and
economic growth is weaker. This underscores the importance of addressing institutional shortcomings to unlock the full
potential of economic growth and development.

The study by Young and Sheehan (2014) provides valuable insights into the complex interplay between foreign aid,
institutional quality, and economic growth. By examining data from 116 countries over four decades, the researchers
aimed to shed light on the causal relationships between these variables. One of the key findings of the study is the positive
impact of economic institutions on economic growth. This underscores the critical importance of strong and effective
economic institutions in fostering sustainable development and prosperity. The results suggest that countries with well-
functioning economic institutions are more likely to experience higher levels of economic growth over time. Another
noteworthy finding is the adverse effect of foreign aid on institutional quality. The study reveals that aid flows tend to
lead to a deterioration in the legal system, property rights protection, and the volume of international trade flows. This
suggests that foreign aid may inadvertently undermine institutional development, potentially hindering long-term
economic growth prospects.

The research conducted by Jamali et al. (2007) provides insights into the influence of intellectual property rights (IPR)
and political regimes on economic growth. By examining these factors, the study aimed to understand how different
institutional arrangements impact economic development. One of the key findings of the study is that economic growth
tends to be higher in democracies and bureaucracies compared to autocracies. This suggests that political regimes
characterized by greater transparency, accountability, and participation tend to foster more favorable conditions for
economic growth.

Building on this research, Wu et al. (2013) further explored the relationship between IPR, trade flows, and economic
growth. Their findings indicate that both IPR protection and trade flows have a positive effect on economic growth. This
underscores the importance of intellectual property rights as well as international trade in driving economic development
and prosperity.

Esfahani and Ramirez (2003) conducted a study to investigate the influence of institutions and infrastructure on the GDP
per capita growth rate in 75 countries. Their research aimed to understand how institutions contribute to economic
development, particularly through their impact on infrastructure investment. The study found empirical evidence
suggesting that institutions play a crucial role in shaping the effectiveness and credibility of government policies. By
providing a stable and predictable environment for investment and development, institutions create the necessary
conditions for infrastructure growth. This, in turn, contributes to overall economic growth and prosperity. The findings
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of Esfahani and Ramirez underscore the importance of institutions as mediators in the economic development process.
Strong and well-functioning institutions not only facilitate infrastructure investment but also ensure that such investments
are productive and yield positive outcomes for economic growth.

Zhang et al. (2015) conducted a study to assess the significance of private property rights protection in the relationship
between intellectual property rights (IPR) and economic growth. Their research aimed to explore how the functioning of
financial markets influences the connection between IPR and economic growth. The study's findings suggested that the
effectiveness of intellectual property rights in promoting economic growth is influenced by the level of development of
financial markets. In underdeveloped financial markets, the impact of IPR on growth may be limited due to constraints in
accessing capital and investment opportunities. Moreover, the study highlighted the importance of considering private
property rights alongside intellectual property rights. It found that the combination of strong IPR and robust private
property rights protection is associated with a more significant positive effect on economic growth. This underscores the
intertwined nature of these institutional factors in shaping the growth trajectory of economies.

Bonnal and YaYa (2015) undertook a thorough analysis to explore the interplay between political institutions, trade
openness, and economic growth. Their study sought to investigate whether political institutions act as a hindrance to
economic growth and whether there exists a reciprocal relationship between GDP per capita, trade openness, and the
persistence of institutions. The research findings presented weak evidence regarding the direct impact of political
institutions on economic growth. This suggests that the influence of political institutions on economic outcomes may be
nuanced and context-dependent. An intriguing observation from the study was the association between increases in GDP
per capita and trade openness with the presence of competitive elections. This implies that higher levels of GDP per capita
and trade openness tend to coincide with the establishment or strengthening of democratic political systems.

Mohtadi and Ruediger (2014) conducted a study to explore the intricate relationship between intellectual property rights
(IPR), human capital, and economic growth. Their research aimed to uncover how the interaction between these factors
influences overall economic performance. One of the key findings of their study was the identification of a threshold level
of human capital that significantly affects the impact of IPR on economic growth. Below this threshold level, the study
revealed a negative relationship between IPR protection and economic growth. This suggests that in environments with
lower levels of human capital, stringent IPR regimes may hinder economic progress. Conversely, Mohtadi and Ruediger
observed a positive impact of IPR on economic growth once human capital surpasses the identified threshold level. In
these contexts, stronger protection of intellectual property rights appears to stimulate economic growth, possibly by
incentivizing innovation, technological advancement, and knowledge creation.

Le (2009) conducted a study to investigate the complex relationship between trade, remittances, institutions, and
economic growth. Their research aimed to uncover the mechanisms through which institutions influence economic
growth, particularly in the context of international trade. One of the key findings of their study was the identification of
an indirect effect of institutions on economic growth mediated through the channel of trade. In other words, institutions
exert influence on economic growth by shaping the trade policies, regulations, and practices within a country. The study
suggests that strong and effective institutional frameworks, including well-defined property rights, transparent legal
systems, and stable regulatory environments, can facilitate international trade by reducing transaction costs, providing
certainty to investors, and fostering trust among trading partners. These conducive institutional conditions, in turn,
contribute to higher levels of economic growth through increased trade activity and investment inflows.

Eicher and Leukert (2009) conducted an analysis to explore the relationship between institutions and economic
performance, aiming to uncover potential variations in this relationship across different global regions and economic
contexts. One of the key findings of their study was the presence of significant parameter heterogeneity across global and
smaller samples. This suggests that the impact of institutions on economic performance may vary depending on factors
such as geographical location, level of economic development, and institutional quality. Furthermore, the researchers
noted that the instruments that perform significantly in the global sample may not necessarily perform well in more
specific subsets of countries, such as those within the OECD (Organization for Economic Co-operation and Development)
or non-OECD categories. This observation highlights the importance of considering contextual factors and tailoring
policy interventions to the unique circumstances of individual countries or regions.

Busse and Hefeker (2007) conducted a study to investigate the influence of political risk and institutional factors on
Foreign Direct Investment (FDI) inflows into different countries. Their research employed both cross-sectional analysis
and the Generalized Method of Moments (GMM) technique to examine these relationships in depth. In their cross-
sectional analysis, Busse and Hefeker found that several factors related to political risk and institutional quality had a
significant impact on FDI inflows. Specifically, they observed that government stability, democratic accountability, and
religious tensions in host countries exerted a negative and statistically significant influence on FDI inflows. However,
when applying the GMM technique, which allows for dynamic panel data analysis and accounts for potential endogeneity
issues, the researchers identified additional significant factors affecting FDI inflows. These included internal and external
conflicts, the level of law and order, ethnic tensions, and bureaucratic quality within host countries.

Janjua and Samad (2007) undertook a study to evaluate the role of Intellectual Property Rights (IPRs) in driving economic
growth. Their research focused on a sample comprising 10 middle-income countries, aiming to assess the significance of
IPRs in shaping their economic trajectories. Contrary to some expectations, Janjua and Samad's findings indicated that
Intellectual Property Rights (IPRs) did not exert a statistically significant impact on economic growth within the selected
sample of middle-income countries. This suggests that, at least within the context of the countries studied, the presence
or enforcement of IPRs did not appear to be a significant driver of overall economic growth. The results of this study
contribute valuable insights into the relationship between intellectual property rights and economic development,
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particularly within the specific subset of middle-income countries. By empirically assessing the impact of IPRs on
economic growth, Janjua and Samad provided policymakers and researchers with evidence to inform discussions
surrounding the role of intellectual property protection in fostering economic progress.

The study by Glaeser et al. (2004) contributes to the literature on institutions and economic growth by providing insights
into the complex interplay between political institutions, economic policies, and growth outcomes. Their findings
challenge the conventional wisdom that strong institutions are always necessary for sustained economic development.
Instead, they suggest that in certain contexts, authoritarian regimes may implement policies that spur short-term economic
growth, albeit at the expense of democratic governance. By highlighting the role of human capital in driving economic
growth, Glaeser et al. underscore the importance of investing in education, skills training, and knowledge creation as
crucial drivers of long-term development. Additionally, their observation regarding the potential for income growth to
catalyze institutional improvements sheds light on the dynamics of institutional change and development. The broader
literature on institutions and economic growth offers valuable insights into the multifaceted relationship between
governance structures, policy frameworks, and economic outcomes. While some studies emphasize the direct impact of
institutions on growth, others explore the intricate mechanisms through which institutional quality influences various
aspects of economic activity.

3. METHODOLOGY AND EMPIRICAL MODEL

The model aims to analyze the determinants of economic growth within a given context. It incorporates several key factors
known to influence the growth process. Institutions play in shaping economic outcomes and driving socio-economic
development. By providing the framework within which individuals, firms, and governments interact, institutions
influence decision-making processes, resource allocation, and market dynamics. As such, understanding the role and
function of institutions is essential for comprehending the mechanisms driving economic growth and development.

N N

Protection of proprty rights
Contract enforcement

V 4

Figure 1: Role of Political institutions

Political Institutions Reduction in Transaction cost

The dependent variable, denoted as Y, represents the natural logarithm of real GDP per capita, a widely used proxy for
economic growth in empirical research. This measure captures the overall economic performance of a country adjusted
for population size.

Physical capital, one of the independent variables in the model, signifies the stock of tangible assets like machinery,
infrastructure, and Modeluipment crucial for production and economic activity. Investment in physical capital is essential
for boosting productivity and facilitating economic growth.

Population dynamics, another factor considered in the model, play a significant role in shaping economic outcomes.
Population size and growth rates influence labor supply, consumption patterns, and human capital formation, all of which
impact economic growth trajectories.

Human capital, representing the skills, knowledge, and capabilities of the workforce, is a critical determinant of
productivity growth and innovation. Investments in education, training, and healthcare contribute to the development of
human capital, fostering long-term economic growth.

Institutional governance encompasses the quality and effectiveness of institutions such as legal systems, property rights
protection, regulatory frameworks, and governance structures. Strong institutions are associated with higher levels of
economic growth as they provide a conducive environment for investment, entrepreneurship, and market efficiency.
Trade openness measures the degree to which a country engages in international trade. Openness to trade facilitates
specialization, technology transfer, and access to larger markets, which can stimulate economic growth by enhancing
efficiency and competitiveness.

Foreign Direct Investment (FDI) represents investments made by foreign entities in domestic businesses or assets. FDI
inflows can contribute to economic growth by bringing in capital, technology, managerial expertise, and access to
international markets, thereby stimulating economic activity and productivity.

The empirical estimation of our study employs panel data covering the period from 1999 to 2014 and spans 91 countries.
This choice of panel data analysis allows for a comprehensive examination of the global impact of institutions on
economic growth. Our measure of economic growth is represented by GDP per capita (constant 2005 US$), a widely used
proxy consistent with previous studies such as Siddique and Majeed (2015).

To construct our dataset, we gather information on various variables from the World Development Indicators 2015.
Specifically, we collect data on gross fixed capital formation (constant 2005 US$), population (total residents of the
country), Foreign Direct Investment (sum of inflow of Modeluity capital), and trade openness. These variables are selected
based on their relevance to the study and their availability in the dataset. They capture essential aspects such as investment,
demographic trends, foreign investment inflows, and trade relationships, which are known to influence economic growth
dynamics.
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4. EMPIRICAL RESULTS

The results of the Hausman Test presented in Table 1 are utilized to discern the most appropriate model for analyzing
panel data by examining whether the differences in coefficients obtained from different econometric models are
systematic. This test essentially compares the fixed effects model against the random effects model to identify which
model provides a more reliable estimation of parameters, based on the assumption of independence between individual
effects and explanatory variables.

In the given table, two Modeluations, Model.-1 and Model.-2, have been tested, yielding distinct outcomes. For Model.-
1, the probability associated with the chi-square statistic is 0.0001, leading to the conclusion that the difference between
the coefficients is systemic. This result implies a preference for the fixed effects model over the random effects model,
as it indicates that the individual effects are correlated with the explanatory variables, thereby affecting the consistency
of the random effects estimators.

Conversely, Model.-2 shows a probability of 0.0000 for the chi-square statistic, which is interpreted as indicating that the
difference between the coefficients is not systemic. This unusual result, given the nature of probability values, suggests
that for Model.-2, the random effects model might be considered appropriate since it implies no systematic difference
between the fixed and random effects model estimators. However, the interpretation of a probability value of 0.0000
might rModeluire further scrutiny, as it usually denotes a result significant at any conventional level, which could suggest
a misunderstanding or a need for clarification in the context provided.

The contrasting results for Model.-1 and Model.-2 illustrate the nuanced decision-making process involved in choosing
between fixed and random effects models in panel data analysis. The outcome of the Hausman test for each Modeluation
guides researchers in selecting the model that provides the most reliable and consistent estimates for their specific data
structure and research questions.

Table 1: Results of Hausman Test

Model Probability (chi-square x?) Result

Model.- 0.0001 Difference between coefficients is systemic

1

Model.- 0.0000 Difference between coefficients is not systemic
2

Table 2 showcases the results from a Random Effects Model (REF) applied across three different Modeluations (Model
1, Model 2, and Model 3) to explore the impact of various variables on an unspecified dependent variable denoted as "Y".
This analysis seems focused on examining the influences of capital (K), human capital (HK), technology (T), foreign
direct investment (FDI), policy (P), government policy (GovP), and governance (Gov) on the outcome variable.

In Model 1, both capital (K) and human capital (HK) are statistically significant with positive coefficients, indicating a
strong positive effect on the dependent variable Y. K has a coefficient of 0.322 with a standard error of 0.0117, and HK
has a coefficient of 0.437 with a standard error of 0.0354. This suggests that increases in both capital and human capital
are associated with significant increases in Y. FDI also shows a positive and significant effect on Y, with a coefficient of
0.0126.

Model 2 introduces the variables government policy (GovP) and governance (Gov), in addition to the variables included
in Model 1. Here, K and HK continue to exhibit a significant positive impact on Y, with slightly different magnitudes.
The inclusion of Gov as a significant positive predictor (coefficient of 0.114) suggests governance quality positively
influences Y. FDI remains positively significant, though with a slightly lower coefficient than in Model 1.

Model 3 is further extended by including policy (P) while retaining the variables from the previous Modeluations.
Interestingly, in this Modeluation, K and HK's coefficients increase significantly, particularly HK's, which jumps to 0.656.
This indicates a stronger positive impact of human capital on Y in the presence of the policy variable. The policy variable
(P) itself is significant with a negative coefficient (-0.523), suggesting that the specific policy measured has a substantial
negative impact on Y. Additionally, the technology variable (T) and FDI change direction in their association with Y; T
becomes negative, and FDI loses its significance, indicating a nuanced relationship between these factors and the
dependent variable depending on model specifications.

The constant terms across the Modeluations show variation, with Model 3's constant being significantly positive,
suggesting a baseline level of Y when all explanatory variables are at zero. The number of observations and identities
across all Modeluations remain constant, ensuring comparability.

The standard errors reported in parentheses next to each coefficient estimate provide a measure of the precision of the
coefficient estimates. The statistical significance levels indicated by asterisks reveal that most variables across the
Modeluations have a strong influence on the dependent variable, except for T in Model 1 and 2 and FDI in Model 3,
which show changes in significance and direction.

Overall, the results from the Random Effects Model highlight the complexity and significance of the relationships between
the dependent variable Y and the explanatory variables across different specifications. The findings suggest that capital,
human capital, and governance factors consistently play a crucial role in influencing Y, while the impact of technology,
foreign direct investment, and policy variables may vary depending on the model context.

The results from Table 3, detailing the application of the System Generalized Method of Moments (System GMM) across
three different model specifications, present an insightful examination into the dynamics influencing a dependent variable,
denoted as 'Y'. System GMM is particularly adept at handling dynamic panel data, addressing issues like endogeneity and
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autocorrelation by incorporating lagged variables as instruments. This method is advantageous for analyzing the impact
of various factors over time, with an emphasis on the role of past values of the dependent variable.

In the first column (1), the lagged dependent variable is not statistically significant, suggesting that past values of Y do
not significantly influence its current value in this specification. The coefficients for capital (K) and human capital (HK)
are both significant and positive, indicating a robust impact on Y. Capital investment increases Y by 0.390 units, while
an increase in human capital elevates Y by 0.629 units. The variable technology (T) and foreign direct investment (FDI)
show no significant impact on Y in this model.

Table 2: Results of REF Model

Model. (1) Model. (2) Model. (3)
Variables Y Y Y
K 0.322*** 0.310*** 0.488***
(0.0117) (0.0121) (0.0155)
HK 0.437*** 0.497*** 0.656***
(0.0354) (0.0373) (0.0414)
T 2.30e-05 0.00010 -0.00017
(0.00019) (0.00019) (0.00025)
FDI 0.0126*** 0.0112*** -0.00115
(0.00303) (0.00312) (0.00415)
P -0.523***
(0.0222)
GovP 0.0142***
(0.00145)
Gov 0.114%**
(0.0217)
Constant -0.230 -0.136 4.016***
(0.250) (0.245) (0.287)
Obs. 866 866 866
No. of id 76 76 76

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Column (2) introduces governance (Gov) as a variable and shows a significant positive lagged dependent variable,
indicating that Y's past value positively influences its current value, with a coefficient of 0.282. Both K and HK remain
positively significant, albeit at slightly reduced magnitudes compared to column (1). The inclusion of governance as a
significant factor suggests its positive influence on Y, with a coefficient of 0.674.

In the third column (3), policy (P) and an interaction term between governance and policy (Gov*P) are added. The lagged
dependent variable's coefficient is positive but not significant, while human capital's impact on Y significantly increases,
with a coefficient of 1.152, indicating a strong positive relationship. The policy variable is significant and negatively
associated with Y, suggesting that the specific policy in question might have a detrimental effect on Y. Interestingly, the
interaction between governance and policy is positive and significant, suggesting that the negative effect of policy on Y
can be mitigated or even reversed under certain governance conditions.

The observation count and the number of identities (IDs) remain consistent across models, ensuring comparability. Robust
standard errors are reported to account for any heteroscedasticity, providing reliable coefficient estimates.

These results underscore the intricate dynamics affecting Y, highlighting the importance of capital and human capital
investments. The introduction of governance and policy variables in later models provides nuanced insights into how
these factors interact and influence Y. The System GMM results indicate the critical role of past values, capital, human
capital, governance, and policy in shaping the dependent variable, offering valuable perspectives for policymakers and
researchers alike.

Table 4 presents the results from a System Generalized Method of Moments (System GMM) estimation, which is applied
to three different Modeluations, all targeting the dependent variable "Y'. This estimation method is particularly useful for
dynamic panel data analysis, addressing potential endogeneity issues among variables.

In all three Modeluations, the variable 'K' (capital) consistently shows a positive and highly significant effect on "Y', with
coefficients around 0.290 to 0.390, indicating a strong relationship between capital investments and the dependent
variable. 'HK' (human capital) also demonstrates a significant positive impact across the models, with its effect being
notably high in Modeluation (3) with a coefficient of 1.152. This suggests that human capital's contribution to "Y' is
substantial, especially in the context modeled by Modeluation (3).

The lagged dependent variable, which captures the dynamic aspect of the model, shows varied significance across the
Modeluations. In Modeluation (2), it is positively significant, suggesting that past values of "Y' positively influence its
current level, highlighting the importance of the dependent variable's history in predicting its current state.

The variable 'T' (technology), which likely represents technological factors or progress, shows no significant effect in any
of the Modeluations. 'FDI' (foreign direct investment) is also not significantly associated with "Y" in any model, suggesting
that, within the context of these models, FDI's role is ambiguous or possibly captured by other variables.
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Modeluation (3) introduces 'P' (policy) and an interaction term 'GovP' (governance and policy interaction), with both
showing significant effects. 'P' has a negative impact on 'Y, indicating that the policy variable, as constructed, might
represent regulatory or policy conditions that hinder Y". The positive significance of '‘GovP' suggests that the effectiveness
of policy on "Y' is conditional on the level of governance, implying a nuanced relationship between policy, governance,
and the dependent variable.

Table 3: Results of System GMM

@ (2) 3
Variables Y Y Y
Lagged Dependent Variable -0.00881 0.282* 0.0648
(0.109) (0.167) (0.145)
K 0.390*** 0.291*** 0.372***
(0.0737) (0.0833) (0.0758)
HK 0.629*** 0.562** 1.152%**
(0.157) (0.241) (0.299)
T -8.52e-05 0.00050 -1.21e-05
(0.00059) (0.00061) (0.00064)
FDI -0.000294 0.00071 -0.000513
(0.00271) (0.00309) (0.00298)
P -0.651*
(0.388)
Gov*P 0.0367*
(0.0206)
Gov 0.674**
(0.339)
Obs. 381 369 369
Number of ID 58 58 58

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

In terms of diagnostics, Table 4 provides results for the AR2 test and the Sargan/Hansen test for overidentifying
restrictions, applied to each Modeluation. The AR2 test checks for autocorrelation in the residuals at the second lag, with
p-values well above the typical significance levels, indicating no evidence of problematic autocorrelation. The
Sargan/Hansen tests, with p-values also above conventional thresholds, suggest that the instruments used in the System
GMM estimation are valid. These diagnostics support the reliability of the System GMM results presented in Table 3,
confirming that the model specifications and instrumentations are appropriate for analyzing the dynamic relationship
between "Y" and the included predictors.

Table 4: Diagnostic checks

Model-1 Model-2 Model-3
AR2
P-Value 0.615 0.273 0.227
Sargan / Hansen test
P-Value 0.309 0.309 0.380

5. DISCUSSION AND CONCLUSIONS

In the current age of globalization and industrialization, the dialogue concerning economic growth has notably evolved,
emphasizing the imperative of promoting environmentally sustainable development. Historically, industrialization has
been a cornerstone of economic expansion, driving progress and elevating living standards. However, this has often come
at a significant environmental cost, including resource depletion, pollution, and biodiversity loss, prompting a revaluation
of growth paradigms. There's an increasing acknowledgment of the pivotal role governance plays in harmonizing
economic growth with environmental sustainability. Effective governance mechanisms can guide industrial activities in
a manner that balances economic objectives with the necessity of preserving natural ecosystems for future generations.
This involves the implementation of policies and regulations that encourage sustainable practices, such as the use of
renewable energy sources, waste reduction, and the efficient utilization of resources. Moreover, governance structures are
crucial in facilitating the transition towards a green economy. This includes the creation of incentives for businesses to
adopt eco-friendly technologies and practices, as well as the development of infrastructure that supports sustainable
development goals. Additionally, governance can ensure that the benefits of growth are Model distributed, preventing
environmental injustices that disproportionately affect vulnerable communities. The global community's commitment to
sustainable development goals underscores the importance of integrating environmental considerations into economic
planning and decision-making processes. This shift towards sustainable development reflects a broader recognition of the
interconnectedness of economic, social, and environmental well-being, and the role of governance in achieving a balance
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among these dimensions. As such, the discourse on economic growth is increasingly focused on the development
strategies that prioritize long-term sustainability over short-term gains, ensuring that the pursuit of economic development
does not compromise the well-being of future generations. Good quality governance is pivotal in the formulation and
implementation of policies that strike a balance between economic growth and environmental sustainability. Such
governance ensures the protection of the rights of future generations by embedding environmental conservation at the
core of development strategies. Through the adoption of forward-thinking policies, governance structures can guide
economies towards paths that are not merely focused on immediate economic prosperity but are also mindful of long-
term environmental health and sustainability. This approach to governance plays a dual role. On one hand, it influences
the trajectory of economic growth by prioritizing investments in green technologies, renewable energy sources, and
sustainable infrastructure. This not only mitigates the adverse effects of industrialization on the environment but also
opens up new economic opportunities in the green economy sector, fostering innovation and job creation in
environmentally friendly industries.

On the other hand, governance frameworks significantly impact the effectiveness of both social and economic policies by
shaping the overall transaction costs within an economy. Effective governance reduces corruption, ensures the rule of
law, and promotes transparency and accountability in public and private sector transactions. This, in turn, enhances the
efficiency of market operations, encourages foreign investment, and boosts economic competitiveness. By reducing
transaction costs, good governance makes it easier for businesses to operate sustainably, comply with environmental
regulations, and adopt practices that contribute to a circular economy.

Furthermore, quality governance fosters an inclusive approach to policy-making, involving multiple stakeholders in the
decision-making process. This ensures that the interests of various groups, including marginalized and vulnerable
communities, are taken into account, leading to more Modeluitable and sustainable outcomes. In essence, governance that
prioritizes environmental conservation and sustainability not only guides economic growth in a direction that is beneficial
for the planet but also enhances social welfare and Modeluity, ensuring that development is truly inclusive and sustainable
in the long run.

Indeed, effective governance serves as a linchpin in fostering economic activities that not only drive growth but also
prioritize sustainability. By creating an environment characterized by transparency, accountability, and the rule of law,
governance frameworks minimize regulatory hurdles and facilitate efficient transactions. This, in turn, encourages
businesses to adopt practices that are not only economically viable but also environmentally sustainable.

In the contemporary context, where concerns about climate change and environmental degradation are paramount,
governance emerges as a critical factor shaping the trajectory of economic growth. Policies formulated and implemented
by governments and other governing bodies play a pivotal role in steering economic activities towards pathways that
prioritize sustainability and environmental stewardship.

This study seeks to delve into the relationship between institutional governance and economic growth, recognizing the
interconnectedness of these two phenomena. By examining how governance structures influence economic policies and
practices, as well as their impact on long-term sustainability goals, the study aims to shed light on the mechanisms through
which governance shapes the growth process.

Ultimately, the findings of this study can inform policymakers and stakeholders about the importance of effective
governance in promoting sustainable economic development. By understanding the role of governance in fostering growth
that is not only robust but also environmentally responsible, policymakers can design policies and initiatives that strike a
balance between economic prosperity and ecological preservation, ensuring a more sustainable future for all.

To comprehensively examine the dynamics between institutional governance and economic growth, our study utilized
annual time series data spanning from 1999 to 2014, encompassing 91 countries. Employing both Random Effects Model
(REM) and System Generalized Method of Moments (System-GMM) techniques, we aimed to capture the nuanced
interplay between governance structures and economic outcomes.

Our analysis focused on evaluating the direct impact of governance, measured by an index of institutional governance,
on economic growth. Additionally, we delved into the complementary role of institutions by examining their interaction
with population dynamics. This interaction variable, derived from the population and governance index, enabled us to
investigate how governance influences economic growth through its interplay with demographic factors.

By employing these rigorous analytical methods and considering the interaction between governance and population
dynamics, our study aimed to provide insights into the intricate relationship between institutional governance and
economic growth. Through this approach, we sought to uncover the mechanisms through which governance structures
shape economic outcomes, shedding light on the pathways towards sustainable and inclusive growth.

The findings of our study offer insightful perspectives on the intricate relationship between institutional governance,
population dynamics, and economic growth. Firstly, we identify a direct and statistically significant impact of institutional
governance on economic growth across the panel of countries examined. This underscores the pivotal role of well-
functioning institutions in fostering sustained economic development.

Moreover, our analysis unveils an indirect pathway through which institutional governance influences economic growth,
mediated by population dynamics. While the direct impact of population growth on economic growth appears negative
and significant, we observe a shift in this relationship when institutional governance interacts with population dynamics.
Specifically, we find that effective governance mechanisms can mitigate the adverse effects of population growth on
economic growth, leading to a positive and significant relationship between institutional governance, population
dynamics, and economic growth.
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These findings highlight the crucial role of governance quality in shaping the economic trajectory of nations, particularly
in the context of demographic changes. By fostering an environment conducive to effective governance, policymakers
can harness demographic factors to drive sustainable economic development, thereby ensuring long-term prosperity and
well-being for their populations.

Indeed, our empirical and theoretical exploration underscores the pivotal role of institutional governance in shaping
economic growth dynamics. By providing a conducive environment for economic activity and innovation, effective
governance mechanisms not only directly stimulate economic growth but also enable the harnessing of population
dynamics for sustainable development.

In this context, fostering good quality institutional governance emerges as a paramount priority for policymakers aiming
to promote economic prosperity. By implementing policies that enhance governance quality, nations can create an
enabling environment where economic agents can thrive and contribute meaningfully to the growth process. Ultimately,
the pursuit of robust institutional governance is essential for fostering inclusive and sustainable economic development,
ensuring long-term prosperity and well-being for societies worldwide.
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