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Institutional Quality and Sustainable Development in Arab Countries:
Empirical Study

Chibi Abderrahim
Chekouri Sidi Mohamed
Abstract

This study tries to analyze the impact of institutional quality on the sustainable development in Arab
countries during the period 1996-2015 using the Generalized Method of Moments (GMM). Despite
the significant improvement that have known some countries in recent years in terms of development
indicators, but, more efforts to be done by the Arabian authorities to improve good governance and
to enhance the developmental impact of oil revenues. While the deterioration of the institutional
environment indicators in the Arab countries remain the biggest obstacle to achieve the development
goals, and limit the effectiveness of economic reforms. The empirical study found the following results:
positive significant effect on sustainable development (expressed by adjusted net saving) for both GDP
per capita and terms of trade. The negative significant effect of: age structure of the population and
abundance of natural resources, while the effect of investment rate was insignificant. Indicators of
institutional quality (governance index, country risk and economic freedom) have had a positive effect
on adjusted net saving, except for civil liberties and political rights index, which suggestsweak political
structures in Arab countries and weak political awareness of Arab societies.

el G35 = B aaland! 58,01 = Bplantll aslally sanitl) asle s &sLaBe¥l aglall sgaes yislms Slid *
chibirahim@yahoo.fr : 59 ,5SIY!

ol S5l = B aaland] 58,01 = B platll aslally soanitll agle s BaLaB¥l aglall dgaes puisloma Slil **
cheksidimed@yahoo.fr : g 553!



e (Subauw (63950 (e e el 8

dedde 1Y g

Sle a1 e g L 5 sl 5 cdaalilly Rasiil) Jpall 5 paiil 5 (5aleai¥) & gladl) Caeny
canall 13 3L laB Y] Ll Glaana 5 CluY bl s ¢ paial] alaal Jis el 3¥ 5 ccslS )
leim 51 Longd (S ) cAaghl sl cpn hane iy By sal) Jpall 3 el i) paill g puin ya Jls
538 i ) & pal) il 3Lai ) Amalas 5 ¢ 311 s el sl il 30k galaBY) gl dmiley (3L

el lan Y Canl G lubd) asSle 530 ) dilia) ¢ Leiiiat (e J5al)

o Nia Canil 3) S e A8 5 L Laia) 255 A8 (a5 ST Ay el L) )Ly o L
138 2aiag 5 0215 J V)3 @l b g ) lasSall gass plall) g Wil aile (pasg Bl L3 gai iy sha
558 JISaY1 o3a Jni o paill 5 oyl ol Jaill dllad e JISET e dpaiill (o gal) s sall 23 sall
e alaie V) Ciua gy Blaly . Jail) Glaile (g0 g 5 5 @Bl gad 5 ilac e g Ly o A lSe e
g al) clalasyl AlaY) dnhall e e JAo

) an i Al L] Jlae (3 cnl€U o 3] ¢ liailis A gl 5als) 1o Lail 73 500 B4
cAatie pe alal) g Uil Caslls g & gl W ul ) seany 23 5all Y Y51 ¢ paill 5 AnlBN1 3 anlsa
RSl Lo 5 Al gl cpla ye o) a1 5 IS8 e Apala®i Vs ) 4 s Slia ae w4 (il
o i 5 el sale) 5 Sl IS £ 5l a) Sie g e s saiill 70 sal) 12n Al ST 13
ceelain Y olein V) 5 galaBV) le sall s sl (el Lay)

Nia Ay pal) J5all ey 4i2gd 531 Graall ¢ e lain V) @l al) Jle oo cdlld e oy
lpasaat oty ) AU &y paiil) L) £ sem Aileny dilail) ALY 38 (e VL Glaty ~ 1) 2011
el gl il 8 5T e Al i s )

(2013) 4l 520} Jall daliia 5 50230 aadU L3N gmalisall o i3 g3 o il iy ¢ (3lad ) Va b
cArinasi Y5 A5l (K5 A il e lain Y1 i) Jlagie) ) Al 1) 6 sadl ladlal ol B £ )
Sladiay i la] dalidl s dalaB¥) 5 iall c dda lal) L lidaa¥) dcail) | gela J) elly saf Uy
£ V) L ISl [ &al) 0 50l mgiar ans Lo sl «lin Y dluad) chladla ) 5 Y 5l dpalaiY)
RS | PR AN N

o el & Weld) Gl s oY)y bl sldl) ol 1Y) Dl il Galai¥l Jal
Aagh (e Ll Gogeay cGoleai) Olada) Guki 5o e aS an 38 (D3l 5 giadl DA Jsal)
st el Lelalin ) s el (alaii¥) - Sa W) ililins 4 ittt e Tl a5 Lgilen 535 oladla¥) o
038 danlue aaal ¢ olaa V1 1LY aae 408 e lus Sle (IS Lea ALl e Vs & Al e
csaulil] ki) o3 Jl & ¢ 3] Camaay. @5 i) il all 5 50 Duduall g la gV Cpaaad 4 a5 il
Sl BLAY) i ) ) Lhia gy laas 5 salaB Y] #Sa¥) clulu J) Bl plal 4a 8
S all Jsally



9 A palt J 9t 2 Aol | Areili g A L 321 3.3 92000

J e sl plasiu) b Jies e laial 5ol ge Al dasa e aladll o Btel L 13)

D5l 3li Op 5 580 e ISy I elie W) Cngs il gl 4liaSla 5513 5 ALludl 5 30y il )

Bl 52 S5 (e e 53 sl SRS Y s ¢l 038 (a3 01 500 el ) S5

AL it ) Lail) ot b sl oda Leling al Aasl) a0 3 e 35 ¢ liponl) 538 Jia

el 13 sead) paan (30 a1 (oo V3 g+ Auola®Y1 5 Ay il Alall 038 (520 5 ¢ Aaniand) L) i

Aol oLty (5 ) AUaU) A 5y i) AmilSa 5 A sgal) 310 5 YSEAY) (e anll ) oa
3Ll 25181 ) 0 (3 e g ) LY € B Sl ey Jasdl e gl e

i 5 iy b gl SO 5 a5 sinlly i plaiind Aulyall o3 J5lad canys
5 el Ol any Lgingd S0 AolaBY) Slashay) Al e o il sty ) i)l 5 L)
3 b SlaaY) i dilat o Sl i A sall o pmtll 4 sail) il gl (it Wi 52 s 30
LY &y i by A e iabl) ailal) (e ) iy 5 .4} Rialad) Al 511 il ) 5 4513
5 1ol 5 e s cpoad) 5 el i 5 <1996-2015 5 il JSA Ll Wl i Ay e J 5317
5 Olasmd) 5 43 grad) Ay jall ASLal) 5 kil uur: PRERI (PRI PR S RPRCHES | PRUR
psoall Aaladl (35 5l A8y jla) Apull) Al L) aladial e olae V) i ) L el 5 (i 5 Lo sme

el GlalaBVh dlal) Jadl) Gl Ghass e Goaill (GMM)

sl byl G andl) o gy ¢ i) any 2o L] A ) Al 0l 230 apndis i cade

Lo Gl andl) i pad - Laguld @l 50 g 585 Sl 511 5 Laaiill iy al e Al all (g il

pmil) Ay al) ) (mmy 8 Al 510 Al) ) 5 ) 1) i) oy Lay ¢ ) pall Al a1 iand

13 5 Ay sall J sl Aalaioal) Apaiil) e Al sl due sil) 580 aa 5085 Ak A 5ol sliaad (ualal)

Gilia il amy 1) 5 ) (il ) ALVl e Ll as 23 el ol e G g amy
-l ] raliany dalail)

el Al (AT U Lo
Lgwlid g Aol Liud) Ageiits 1.2

Gilsan o Y Aaall Gle )4l V) o jite Wle | )led e delaid) dpeiil) 4aS ()] e a2 1L

J5) 51 (e Hartwick (1977) 5 Solow (1974) ¢sa JS iiny 5 - Aaliaad) duaiill a5 o sie 51 iy e e

5 Cun (Bl 5 la— ol s sac i ade (31T Lo JNA (5 138 5 ¢ Aalaioal) Apatil) o sgdl o Iaill aLaidY)

A aaill AL e dpandal) o )6l g Sl 5 o ks Aaiill olaise gie cpelil 4if 520 ) o2

e demall o 1) A e L) A (5 st iy g ) (g i (gl aie 4l T QU Ll et gl
Al Al (38 Aicn 5 lall] ol Apusilly sac i) o JiaS 5 ¢ Agmlall 3 ) ol =) s3]

>3 3 Brundtland xd6x s dial 6 3 delviud) duaill | L) SV Cay pail) gy 38
L) e alaid) Apaiil) (g yai o8y i) 138 & 5 ¢ 19874 WCEDA i) 5 diull Allal) 4iall) Gyl (00



e (Subauw (63955 (e e s 10

Ol ULy L glala (a3 e aaldl) Jla 15 508 (ulid) (505 pualall Jla Yl dals sias ) dpaitly
gLl s &) e HEYL Gl i) 5 RpaluY) lalia V) Gias pa iy pail) g B Al dgail) o 50
JM\JJ\A\JM\u,sauh)muwmmmmxmxuu)ﬂ\hm} Jua Y oy
Gaiad e Zaadl)y Al JlaY) DJM@MU&,&\ Dl 5 Al Al 5 ALYl lalasY)
G pad Y 5ladl o0 G IS 08 el e s < Aunlind) 531 YL A e Aaliad) el JEL 5 L Iila s
Al s s o el el o5 (g 2002 alal o) AL ¥) aail) 5 el Lo Aeliad ] dpaitl
i) sl a5 Aelal) A8 5Lal 32l 5 e 4 o)l il by ) 5 cdale elaiad alai ol ) Giags
Gl 5 @l b saa Ual ) Aas U agillSal 5 cpilal gl ol 5la i ¢ wmmgﬁﬁj
wwéhmua‘»@L.u}n)wy\uasmwﬂ\ums\,‘@\jnu,um@ﬁn 5 il da )

Al o) sl e S a1y sl

Lg\ Nie Aol e daali (5 sive (Bing ol o J 581 Sa s 4lArrow et al (2004) s_» s

AaluN) sac i) it 5 .5l oda die (midi Y Jlad delaia V) Aal il o &8 o ahy Aima 5

Al 1) J a1 IS Aa Y1 sac ) o3 Jadi 5 ¢ Jla S die Lain V) Aualé 1) laana aal (e Sl
6, il sl 5 cdpall 3226 5 o mnall W Gl 5 ¢ 5 pal) QU Ll ¢ e liall Jland 1 el 4Ly

Laailly Jlaa¥) Jal) wlll o e cpalaBY) plana (3808 ¢ Aalaia] Lyaiil) Gl (3laty Lo Lol

Gl Sl A lall el i ey Y ol deliise daiill i€ 13) Lo e aSall laa | line oy liie) (Sa Y 2 al)

D e () HIS13) L &8 yray pransy dae Hd5e alag) VA e 13a 5 Lpaiil) Aabain o sgde J ga 3855 00

s Hamilton Jdee e alaie Y 5 ¢dalaiall Zpaiilly alail] candl Jlas b 558 Y) @l sind) &
Latil) (e il IS galiai) ji5e aih (2011) 5(2006) 5)2003 (Al i) & clemens(1999)7)
S Sl HRaYL XX e 5 (Adgusted net saving) Jaal) dlall SlaY) & Jich 3 5 dalaind]
@l e a5t 13 Jady 5 .l Adlaa M35l & ) ge i 35 ¢ (Genuine Saving) Jua¥)
e (Gall) 82 51 ciall i) aslall W Gl 5 sl QW Gl ¢ galaB¥) UVl (e S
bl 5 o) QW Gl ) olasty Jy gall) QW ul ) e 1 sy YV sl 51 e gy HLa0Y) (uiy
cee L V) QU Gl 53l 5 55

(A Al lad) (38 50 ) i) Ca sl g Jaad) Slall 5o Y) Gl b
ANS =NNS+E-R-P

LJaal) Sl 5laaY):ANS

- dlall kgl l2aY) s NNS

+ adaall & lal) claadl) :E

L) Galal) 3V ) 5 34 b paldsYI s R



11 Ao yatt Joutt 2. Aol liual) Apaicil g A Lun3tl 33901

31 S T B 31 Ly ) 1Y) 2P
.NNS=GNS-CFC: )} ¢ua

eu\ Aé_'\l:.}l\ OBaY :GNS: &

Ll JW Gl @dgin) : CFC

3L gl 5 ) Led Loy el 4 Hlal) coliiil) ellas ¢ ANSJaal) dlall HlanY! Gl aind

AU Gl 30l (& aald oY i) a5 Hlaa) Ll (elal e alailly ddlaall i) e la e

o) i my () al eV gie eny 5 Rnla ) e Rl &gl ) il (e gl ) el g i)

2l 3 Jia Galall G pumi 0 ¢ andll g mlal) ) 5 35 il 2lii b Jiai AUl o guimi Lo L LY

ool e s 138 L Acadl) 5 Caadl) el ¢ OS¢l il caaall ¢ Luladl) < Bauxite Cus sl (e JS
el ) s 500) e alad) 5 A8 (o gaas

=1971 3l IS4 2l 36 (e disal 4nladiuls ¢ (2009) Yacouba Gneégne x5 caaall laa 4
@bl Jaza lgie yima) Lali )l Dl gie s 5 Jaall Blall HLAAY) Hh5e G &8Mall 3 8 e <2000
(B Aeil) Hh5e 5 JladaY)

¢ @bl ) @il 1556 (2015) Adrian Boos 5 (2014) Burke s Pezzey ,sh ¢) a5
Aol IS5y ¢ ) ) 50518 ¢ SIS LoV AGISS £ e SIS e Y1 cpns 32k aaal) 500 e ay
A & S0 2T B Bl e iy e

Llewld Al s g lgel ol Oluat) 2.2

sl Aalail) 51 paial) Jd 00 g sl 2o il Ll e (institutions) <luws sl lie) ¢S
311 slad 3l & sl Acalal) @l ) delia e sae L) OMA e @l 5 <ol 8Y) ( Geiil] dilee
olad 5 agusiil olad cilelaall 5 a) 8Y) & gy Gladl) o 1) Jsil) F alal) g laa M) (uSat gd L 0 2 Y)
O leaial |S535 iy 5 sl cans IV J sl 51 alad) g Laa 9138 ()l Lale a1 Ol &L
3109(1994) North 4es 5311 Cay el (ga lows 51 Ciypad daiasy Lo Wlle & ylail) calua¥) 4
oobid 5 A ol e ala il L 1 ulal) de sane 5l Hlma Ll e clunsll N1 138 Giya
358 gl e Ly (he Liasl cllia L SL) @l lall Lea g Sl 0 5 Jiae dalai] o lawssl) o La]
i Y A5l o sgied JEIL 5 LA laa Vs Al s (ALY eclelal) A b aalu ¢ Lilad) 5 Sise
AL JISEY) & Dl sl oda JiaTi 5 s Sa e 5l A sSa A sl Aabaie (5585 )3 5 pally
Rules of Lalll 2o 58y e L) cilussll) formal institution el Clawwsl) >
) 1S Y n 18 T ¢ sl Uail) (e WAL 2as 5 ¢ limdll 2 Uaill 5 4S5 sia S5 3 (Game
@3 A Al (e L 5 aaia oA gl hlaplais 5 il sl giads (Lo plual) cac) @l calaail] ¢
o o g Lt Ll i ol 51 o3 Aalad - il sl Aalad) Al 20 5 (43 100-10) s sha Jal



e (Subiuw (63955 (e e s 12

bl 5 e gl aaal 5 ke
JOdl dasipl) Glwsd) @i s informal institution 4wl e Glawst) >
Dsied G ) il ) el g b A e b ¢ (il L imy 0 8 ) JS5) il o L Y]
) el 36 ) G ) e )l S JiaE L sale s . galaBY) 4l gl sasi Al
O Jaxini gl e cBpan 1) ae) sil) Jia puaal s JS Jelis ¥ llal) 3l el 500 JS 5 e lall Jalasd
Y lalled 5 laasap e LS i Aans 1) e il 3l o3a e 5 e gl pgilin b 4n a8 ) 31 U
5 00 S il Y] (£ 300-200) has sl e sae libiad o lalleel a5 050138 5 i
bV ST elaall

2% Y e sl) el ) i 5 el Syl Jie G Caad Dpansl) e Syl

o Ae s ol Y e 11 e ae ) gl jas GSIAE L dians )11 e Sl 5l e 48y jha s )5 5 ually

OV e ade 55 5 lae ¢ Siluns sl e cpe 5 Cpda c palial GIA ) (sa 5 138 O ¢ Dpans ) ) )

Alee dano b laa 5 Adlad i g o) Lgdlaal (Baiat dyess 1) il 51 aolaind VW Ladie 48 g 0

Al e Dlun sl A5 e 4B sa 1aa s 5 Ay s dma Blae (5 AN dpnin y () dpmin y (0 sl
i) Alee Ty 0 Les 58 ) o gm0 5m,

J<i (Play of Game)asalll s laly Lasi 5 ) @l a5 b5l e GG (5 sive llia >
ClEall 5 (A pall Sl s o) JSn J8 ) ol 5l 5V Glaly 5 - ladaiil) o Ly(31i])3aL8 (e giSay
() 5ias 1-10) Lo i a3 530 ld a2 sala@) 2Uail) Jala daasiy . Jlee Vo sie ¢ Jia ¢4yl
s )l ael sl @l a5 ¢ (Allocation) anaddl] Ul Aag U luw 31 Glais Lo sgb gl )11 s siad) L
ceelaia ) e Aadail o laall coliby dadaily QW Gl ol e LB e ca ) sl Ganadi
(Bl Qb s e il L juad e e I3 oy galaBY) Uil Ja s s i V) oda 2aa
. d)gal) s
Goansiil] 5 Loy 1) 5l Y Laslaiil] Aegll 8 (55 3] ¢ Aol Apaiil) dyae 3 maaall 6 Sl sglay lia
sy bac s 5 aguaii] 5aclsa (g 313V (S 40y sy sl e gl Qb cplall Gl & gl o e
ol 3 e Jam 138 OS5 Aaal) Glaaial) 350 5 Allad Y Al aladin) 5 Gilaaia) e aa)
e AV (K gh dn S il sl o3 Jand Ladiad ¢ Alsle 5 bt 4l Jal e g5 e Jale
Aole e 5 dimn lunsll oda ()5S Lavie (K1 ¢ agilading Jifis 5 agliiad bt Jal e lae Jaall
3] e @l ¢ o5 ol Jaad) g 55 il
5 Wle s (38a) LIS (D)2015( Robinson 5 Acemoglu a3 «&luwstl g5l (3leiy Lo
Gl Jsa il GOIAN & g 5l Aol dalia) 4a 51 23l 5 ABaY gemy (olall) o 2paall ) o
Ge Ol sl i g 3) LA LaBY) il 5 ) sl alie ALl da oy Ciliss Agplaall J ) Jasy 3))
(Inclusive Institutions) dsiseai 5} Alalé Lulis il 50 i Lotie G e (pa g J5all f de
o i) b s ol ol sl G jaai st L Cllal) 8 ki 5 ALLEN A0 Lai8Y) il U pe s
Ofcms Y ll) alaa W1 gy cony ) saiall 5f gy T 8 1 L L jan ol sl 5 5 . a8l )



13 anyatt Joutt 2. Aol lit) Araicil g A Lunw3tl 3391

) co):ﬁ.ﬂ\d}ﬂ\uaa_a}:\:uaj\d}ﬂ\wJﬁjc\)JM\Méﬂ\&bﬂ\g&w ‘();sl\dm
NCATIPRCATVE VS| WO RPPR

(Extractive Institutions) 43 saiu¥) Sluwsl) G Lalas) ?“‘y‘ Jid ¢ cpdlgl) cna
sall) Gyoh sai e all (e Lgniad 5 i JLa 5 i) lall) (e lasns 511 038 ¢l 5 S Aalii]
a1 59) A siall 1S5 50 (5 (Ol € g 3) L] (B ) Bamg Lo s o 0 5 - (gL
e - (oad) clad ¢ GIall) L sY Goa G (0Ll 5 Al b sS) Ll by o (omia oY)
el S (A 5 Aal) ¢ g lamin V) o ) ¢ a8 L) i) ) Jsal) oda (G Ak sall) BN Y) (ya o )
& Jiah Sl sl oda ulad ol asi (VI s pan (843 aiu V) Slawsl) b agin o ial) aa )
Bl Glea o L5 Lkl dalxia) 5 leudi ol 53] dal (o ala® V) il 31 danls QS8 o 585 443
c i) (e salaall

Go st Alee) 8 Gl Gl e Alad) Rl 4all) 5551 (e 3 35 A3 gtV Sl sl )
Gl s leaila e b ¢35l e da DAl i o 63 slaa pae 55 slaa 5 35k <l (Rulud) 551 £,3530)
SUALE e La¥) e IS B ¢S5 Al e Ll Aially o pans Lash ) il Ll o330 uluY)
ghallae ¢ S OVl

Ol o plaa¥l clde lgle (3l dapa c oda 46 ) A jua & 630 cdnall 138 4
de sama psdi O B3 ataY) Sluwsll G ) HUally Aalb ) led o sS cnl ARSI S suaall
Csia L8] 0o olad) Bl B3 sata V) Slansl) e Gudll i JMaiul | sa sk 30 G 328
5 cglaByl Blall e A L Gle <3 Aigaa Ll 385 38 5 L () 5 sl LY 5 o) saall
Jind) ol blil) e g 55 o) pad 5l 1 5o, e 3 sainVl ¢ sl 5 Guliad) Y @l
Y A @lia s+ (van s ooia Y 5 baa 6 I olad) Ll V) Al 5 gl luags (<o (54
S8leall g allaill 5 o sl dadd Gl g JelSIL A gal) Jaidl 3) sain V) il 5b) aga ) 1S SV 48 il
5 coiall 8 A3 lad) ne 5 dld] i) 5 o S Qe Yl ek Al sda 4 L Apalan )
Debad Dl Al 555l o8 (e i) 58 iy A Al e sl e Y 5 L Aadae Sl 5 5 ol ) Db Akl
5 lebause 5 Agall e s hed) dal e 02 21 Gogpal) 5 @l ) 5 dual il JUEY) G pii 33 m
5 (Qlasall 5 J131 0 55 5K Ll 5 Wil 135055 e A 891 5l o la) LeawlSa (e 214Y)
cgalaB¥ Sl 3V Ol IS G L) 5 0 sl a5 i) ) a3 Y )

sl & saad) 5, Sl Jie ae¥) b e digall Jal L @ pelal ¢ e (mil) e
35l Gelad e 35 5 A ALLEN Gl 5 e 53T le 53 Allall) 1S al b« 5l Gy 3 axius (usls
sl salus 8 ARG 5 adiad) b dpulad) bl coaail) g5l e cAald) A jles e A il
Csiblse 0soAY eV OIS 5l A casd 050 oA e lial)] pa b Lo Ao jh de sena s
=il 353 e & Alae oay c«baen Adlay JK5 3 e ) e 3 e Alalil) Gl gl Jli 5 L g gale
A 5al) e 35 ) 5955 G (5 58l Jamils rransy IS Ly 585 Y sl (30 lisns 511 3 Ladat ¢l ¥)



e (Subauw (63955 (e e el 14

Claiz) Jans dpaaail) ubid) Glawsl) Ghie Yl LW sae IMA (e sanaal) dalall Jass

i) LS el 5 &) Cen i) a5l e sSall Jals b 1 SIS0 U (e ) S amaal AL
laa L aihle o W) AaSad) Lpia s A Jagl gual) 5 3650 A1) O sl baxie <l 555 (S5 5a V) i )
58 alasin) gl ad ) (e Jang Len ¢ @l 3ol o iy g ALl Culil) Jhlde g Jl il
dany 5 Ylaia] Jol Aali s 55 ) g )l Jpn5 ey Lt 5 el | il il )l ) 0 5 e
L) (g 5l) il Aoglaal) dlpndlly sgufi Ui 5 & el G0 330 el 1) I s o ) a5 Y1 00
Goal 5t Aia ) Aga S 3 GaaT 5 ¢ oLl Al Aa LY e Daill gt JT aay 4if Cam (e )
b L o Agal ) ) Jseasl) e Yoy e il 3L R e st s cdlaljgal] s
Alall oAl Al Gl Lee cAlelial) LolaB¥) Gluwsl) (o acal) 86 5 ae i Alelal) dpwlud) il )
Oe JlE 5 s Hlall 43 ain ) Golad V) skl adil &y 55 dllal) Lolady) cluw sl L samall
Sl lole Jsanll (e ) Gpolai¥) i) sl e Jly Laa ¢ LSaalinn Tolaii) BlAS 5 el 1S Y] dyan)
Lol il sl C Alaa¥) Jadll 350 5 o) Aslid) Aalud) Glaie) JMS (e i) sl & J8Y)
o e i e ¢ paiaall s sl el 8 a5 ) sall lila] ST 5 58 ) (s e AlaLal) Al
G 3 ppiall B3] e sl G Jass Laa ALl e gl seally a1 Glas Lesie s ¢ g dll $IS
ALaLia) Gpusland) Ol 3l BI85 (WG L ghe Gand B3I e ) agallal aMain V) (e Yoy 5500 pualeal)
L ) il sanall iy Jgus V) (e aang Lo ¢ 580 35 ol Akl 2 Ve W) Jil o s 5 ¢ lalisil ST Lalls
o Lggailae adiad 5 Lbls ) lyagll aa) 55 5 o 5 el ol Alalal) Gl b)) il §dalas

Ol al! Ao gd (ubd O pge.1.2.2

cAall cu el pise Ll GISHae bge tlgan] 450 @l e Olawsl) a0 Wl Lesale
ALY el ) e 5 okl Slalaall 3 sall QA Gl pige oS pal) 5l duaSlal) yise

Jsal) ol S ¥ane ool IS5 55500 130 Guis(Ad ) 4816a1) Aalaia) 1aldl] OIS Hae 55
Nia g 585 Haemyy el yal) Jae Jsall bl Las) Gl Qs Ll Candy a6l L ) 5al) Jae
O stall s <3kl 100 ) e o oladl) o o 4nld 48 jh g diingie (B a5 a5, 1995 5le
Lansii oy 1AL ) ()18 iy 5. aLdl) o Vanl (5 siase Jif e A8 puni L calill Y aad (5 giana e
O o A e ST sy heall e xR 18 BBy ¢ ) a3 e o Jieall e
c ) aludl] G Hae e a5 lua

Lnbid) 5 Aol @ljall de sana (bl S 50 L850 sa(Freedom House): 4 all cuy 1554

S Gty 5 Labid) 3 8al oY) Gy copodsl pluall bu ) e 05K 5 e al L plaly A
ou ) il Ol s cale IS8 HISAN) HLad) sae Aulid) 5 ial) Si5e ey LASAl) G sl
cllale i) ol 8 e el cdg il 55 all LAEY) JMA (e dymy i) Aalad) ¢ liae] GI3S 5 61 5 )
4 Seall Alalud) Aias (520 XS Gy 5 ¢ ) 3o anie 5 58 IMA e ) 3aY) ) Wi Ba i WS
Go e ) s B 8 Leing i) 5 A el 5 A3 SLEY) g J) BLaYl (el e
Slall Jaiy dasSall Al o gl ) el (s Guid A5al) @loall sige L L dld] G sl




15 @ yatt Joutt 2. Aol lil) Araicil g A Lun3tl 3391

g alad¥) (3 giall 5ol Il 5 ¢ o Sl Sa g e laanal) adatip 2l Y) 5 jnail) 4y s Ayl
lail) 5 cAalal) ladlill 5 ¢ panill By ya s caMle V) Jils s Jsn Al de gana IV (e i3l 12a 0 5S5
e A Sall) T 55k Al 5555 Gy a3 e IS S 55 s e Lia Y1 @l all g ¢ Slaill
LSy sl gl s i) 35 2 5al) 550 e sl iy 5 (Rl g 30V An L)) 7 5 (Rl e
Jil 3l Aad i€ 135 e J g0 1 JW sadl) e sl ot oty sl e Gl e 5 o5 LaN] ciu
A oall 58se Aag clS13) 5a 40d g A1) Ol s aiadl) e @lld (e PV WSy 5 3k 2.5 (s
cdge i) A sie il ey qiall e @l e JY Y e 3) Bl 5.5 eyl (K1 5 43 2.5 (e S
Sl oy il o @l (e YY) LiSey 3) Ll 5.5 (a 5aS) &y all e Gl CilS 1) 5 5a e J 0

[4 0= ¢ 2007 o] . ddliie 54l

sl i) el 1 1S s lasS sk cheacatil]l VL e Al sAsaSlal) Ly ga
aady . Jlall e ddaaiiedia 3] Walel o 6 de 53 <l pdige auend e atiuy oS11 5 )Y IS e e
530138 S+ Al e slae Lgthas) 1 oty ) b sl) 5 Wil 4l e 5500 138 i sl el i e
1 Q) il e ddabud) A Hlas Ve e Jlae JS e 8 (05 e ) ol ae Apssd ) Vo B (0
Voice and) Feldl 5 el 5550 e S a5 1olesall Jlagl 5 (A8 e (sl Aldae —
PoliticalStability and Absence of) —aiall Gl 5 oulbindl H) 80N J55« s(Accountability
(Violence
Ao KAl Alad pSi5e (0 MS iy 5 cdale Glab Jlad JK0 245 5 JSE e 4 S8l 58—
(RegulatoryQuality) s &il) 5352 é5e 5 (Government Effectiveness)
i L uelan V) 5 RalaBY) el st oS ) il all Al 5 il ) o) ial =
Control of) 43 ylaa s 2ludl) 48 e 1354 5 (Rule of Law) o sild) dals 1550 (e DS aiay
-(Corruption

G oaill) 2.5+ ) (prmesb ) shaill dn 5o ol e naill) 2.5 (e ddias i) ) 5550 038

el Al 5] due il ilS WS cum gl 5L sl el )3 WISE ¢ (omnnn ) il A )3 e

O ) sl Aed ul€ 13) Alall At 1 L LS a3l 13 s Jpall b il U Al Caiat 5 13

(150 G sl om 5l A il 1) A sia ¢ 05 1= o 5V 3] e cil€ 13) A ¢ 1- 52.5—
2.5 51 Cm sl sl ded il 13) dasiia

The(PRS) i sane e Logd sl 13a sacay sdo i) Jlaliall Jgull JJal) L ja
International Country (ICRG) 4 kil hlaadl ol didall JMa cPoliticalRisk Services
Aaad )y Lad Adlial) Hlalad) aad Cus o pldn YL Adlaal] Hlhalad) uld (= 2l <1980 ale dia Risk Guide
OsSh g Andie slalia 5 Sl Al 5 (5 S Hlalde Al Aadl) (uSad Cuny 3 kalde Ll s lie) (S

it s Ae Al Gl EEL) e de sana e I3 a



e (Subiuw (63955 (e e s 16

CALE 12 (e (5 sSh s cAae sSall iluld) 5 e Sal) il )il (a5t e sSall ) ELY) -
Jaxe lgie cuclain V) g Aalaii¥) &l i3] e de sana o ading 52 duclain V) 5 dualaii¥) oy il -
ALE 12 (e o 5Sh s ola e g adumill y adal) el 5 AUyl

ALE 12 e 0 sShst LYl il e -

Laadi 12 e oS g AdA ) cale) A1y e -

LS 12 (e O sSi gt dua A1) cale) 3 e -

Ol delia Talu gl 3 Laila i)y oY sanll Gl 3 Ly ¢ o olal) aladl) A 3 Gy 5 aldl] yiiga-
chE6 e oS

L6 (e 0 sSh 5t Aulid) & 5 Saall Ja0) -

ChlE6 e oSy i) gl -

ChlG 6 e Sy il s gl g Alall) g g glal) aUail) Aa) 35 ey g7 o sl oS-

cBE6 e oSt B oal) sl -

L6 e S gt Al 5 dua) il -

dan s bl Alally bl e delad) cleadl) I A 3 Gy s ¢ Aeladl 50N die 5i-
(2014 48850a) L Ll 4 (4 ) Sy cdpa sSal) Cailla ) e il & Calai N5 alal)

b 31 s % 3] <AL 100 A i) Al (s 535k R LI ¢ sana 5 ol

Aia ¢ % 50 (e S DRI Ll cul€ 13) (laa dadise hlie ) Gl At 1L LS a5l 138 G

L5 il 13) (Aaws sia i) Ao sia <% 60 5% 50 (i 5l hIAl) Lol il 1) (dai e slalia)

(%80 5% 70 55 hlal) Ll cul€ 13)( e sllia )sas %70 5% 60 cm g s) 5 Shlall
2% 100 5% 80 ¢ 5l 5 Sllall Ll culS 13) (laa Aot lalis) desiia

Adnaa ae glaillh S Y HeritageFoundation s 3a s i :diaba®¥) culy ol 1é 3a
nlad S 5l iy Jlall Jn 150 185 3 L) &y sall 5550 138 Gy - b sa i J s g
QLY & a Rl A alls e Sall aany I Aally csslaall da s cJlee Y a1 a
1100 J) 80 (e t JUWIS L35l ani (S Jaal) 4y a5 aldl) (g oailly (ASI (G oa 5 AU & all
olai) &y a1 69.9 60 (e ALalS 4ns Ayaliai) & 5a :79.9 ) 7005 ¢AkelS ualai) 3y ya e Jy
ALY 4y sall alaxi) :49.9 100 ¢Aipmn Lol 4 a1 59.9 1) 50 ¢ Ao sia

dals Glawsl) die 5 e Ly Juivg a0 @l dse @la o SSAI AL el asl) ) dla
s e Slein ) 5 Jlae V) iy i

24 Gailys <2004 ale dia bgin Jsall @il oo 53l dbaed) slal A pguad alall i 3al)
Sy Jlae Y Akl 3 Al A Sall el pa ¥ Gany W50 183 (& Jlae V) elaf &l squ il
Jlee Y sliia sla (e Jal 30 10 e el Jlae V1 elal 4 sgus ol ol s ¢ lghgas




17 aa yatt J gt 2. Aol liual) Araicil g A Lun3t1 3391

‘ew\éunfdww})jd\duusw)l\\_mjm 1y il hlaall e g, sall 4

=W U  PREC S WP P P W5 | B PR | S N SRR B ¥ . FAPRET PO B P/
S350 oSy canlils i) JUI Gl Jagat e QIS5 giliaind e ga (& @l sind) dad o
ar sl o5 i) gl iy oAb pal) sige ¢ salaBY) elaY) Al JLlal 4 salic dad (s
Gl i) ¢ aalll gl gaill il g5 ¢ shal) (saall ) g Unl) pa (gl ) 55 ¢ ll Lt Y)
100 1 e ¢a el 1 2 5201 gnl) 385 J5all 2300 s - W) e pamdll Jaxa cllen]
I3 Ja 5 pall Ay i) Apdl] e ) LS 5 dalida )3 5) @l due b ) pdipe Amad ) oliu YU A she Ak
S e 45220 Lgbacn e A150 185 pa3l) ek s« bl el 50l el gl alaad) ase jlalie mlidil e

Shalaall i a) oyl I AN e ey Al dalAall iy i &) &3 a DS g L e
320l Adag U Jadd (el &y pladll Slalad) apds e 35S 55 ¢ Jsall g laall Jolall lilasy dlag 1) 4, Ll
Jedy J ¢ saall mllal 52 ) sid) deliad) dag 5 028 5 5 paiind) dll) Jual 5 280 5ill 5 (pal) Jual ol Jle
o SIS st Sl sl (e Sile sana gl o 5l adiag s . Anilial) 5 LEuY) 5 4 ppaaill e il Layl
DRIAL a5l Jals s WS ¢ laall lalall s da LAl LA 5 2K £ala ) LAl il Hhlal)
CsbsaciaVh Ll 5la HhlAl) Ge Sl siee 4 n de sane IS J213 aas 7 ) T e le sane g )
LoV a7 e dlalally s hlie BV aal e dlalall Joall ¢ oS Gy bl s sl ol d
e 40517 Lhan e 150 132 3 Lyl 55k aumy 5 .5 4kalis
a5 el lacal K il A 50 e 500138 ey 5t Ay plal) Jaliall (b oY) i e
1Sl Ja YV el land) aae jhalie (S s calaudl e Jsall 3538 lalia uids Gus — COFACE -
Oty (i sana ) sl Gl g L Jsall o3a b ALelall
fg st Anl ) g s ¢ (A) LY ds il de sena v
Ball) Jhalda Jgn Al ol dan i i) Jaw g oBfiea by 5 A bud) Al - AL
Saa Az sladd) e
S o o) ) S \d&\m.\haﬁ\‘gmmm.\p‘guﬁua“AMUMA\M\JLMA\—AZ
AT i dliaad) Dol ge Laad J8 daa L Aol cile ghaa
Caidial) cile ghaal) Jawn 35 B Laidlal) e LalaBY) g Lowlad) Cig Y (aay S9n - A3
) e 3l 5..(: L) alagin) pa ¢ Aladd) i) (e Laldss) ST ranay (Y Shaal
o8 (Al g L) gl g¥) [ gasi ga Vs T gul qanay 8 palial) cile ghaal) Jaw - A4
i A gida A0 alaud) ade 4l<a) o)l &l
P s A ) g o s Ay )lall da o v
Shaal ) alaad) Jaws e 5Tl s iad) e alas Vs | Al o 6 ol a2 -B
Sl sl slaad) Ja ST 580 ) il 3308 Lala@BY 5 gl 2} 5255 38 - C
fored) 212l Jans Jan L W50 3 aalaBY 5 ¢ Apnalond) 5l 40011 5 kAL ds 5 25 - D
Josu yi€Taa



e (Subiuw (63955 (e e s 18

e 4150 19 i 452 165 sl sy
ety A G Srlaa¥Y L IS
SLaiBY gailt 9 Oluwdtl Auess]-3

£

lee A% sn 5 Al Apanl il all 55 a1l i) ey paf ) el Sl Gl il i)
Jsn alal) JLalall i) g 2 ) el MR )] o salaBi¥l an 5 38 5 L lalll gala®i V) el 5 dpal)
DUV e a3 il e cllias ) lalll L il sl die 6 8 CaMAND (365 Sy Jag y Al
o) g 5 aalai) o] and et cAdlall s o) €300 85 ool QW Gl 5 gl QU Ll 4
Gl alai®Y) Jil 51 e (e Knack & Keefer (1995) 5 Mauro (1995)e JS siny 5 . gilSud
G 8 s il e i A1 Glal) o ol Jal e coluw sl e 5 el 23Sl &l 5 3a | sleiad

-l sai i Vana el Jaus

AR i 3 Sl 31 dali G2 agd) 5ol i yai ) L5l e 5SH Gaa (e
LY 8 e b lasly o8 G315 ¢ Edison (2003) s o axi calladl glaly & Jaal) @l sivse oo
Sial) Jlaa ¥ 20 AU e 2 8l sl ged Jane 5 cAga o Slubid) 5 Slussll Lo 55 e IS 0
1S5 e 5 ¢ Aaalil) &y a1 Al ¢ LS5 5 T g9 L ¢ el anall G gin Lk 1) L) ge e sana 4
el 5 cgalas¥l ela¥) e 1S Wilan) i1 calusall o1 ) Gl Lald 3 (2o 5 A
e aall Cosin Ly 80 J 50 o Uaial o il a1 el iy LS L J2al) g 3 ) ol (5 s (g b 8
ool @3 o (Sa gl Al L) laly (& Sl sl L 55 Jans i ) Wil 50 dae 5 (e (e ()
Slassl) L 55 i TS Y53 1400 e ST ) 553 800 e glis) ol cail) Jas (% 80
L gl ) Jasil 5, Cauad 5 (45 50 Jaray Welia 3ab ) (4 aaley o) 4 el panall Gosia gy 81 glaly &
Gl pany alal)

oald 5 <1996-2005 5 i) JSIA Gali Al 52 84 e &l o2a Ll 216 28 (2011) Gani W
O @BV sall 5 Aga o da sSall Alad 5 laaad) H)oELY) Jise (g 4 siee A3 pk A8e 3 a5 )
5350 0l cpn (B el gina |l gl G186 aLul) &y lave 5 ALl 5y et ) e Lel € (5T dga
Cuaall alaB¥) Slaliy o () Al )al) sda A8l 0l o 138 L4 ey (5 gima i) () o 981 B2k § Apadail)
i Ol aSallala) (e s (o (e claaly dada s oY) e ] el Glalill (5 5 5 uall e Jza3 L)
50 4Bl AL 5 Ulae Alall <l )] oSl diuia il jlea

aic ma) 23 1) WSl Gy &l muia 55 (2016) Lahouij Jsls ciuall Jsall sl L
Jlad 5 Jams sV 3580 (40 U526 e A o ¢ galaBY) saill 5 (5Led S0 inad) 4aSIad) ) 3 50 Jons siay
Al all cuald (A sdal) @l 8l 23 e alatinly 5.2002-2013 5l g Ll 5 jaall e Ly i)
BN e IS M) ALa¥ly cdahilly ol saill 5 daSlall jise (04 8 4 sire 430 sk A8De 2 a5 )
saill it & 50 ol Al 4 all oK J cas b al) a1 el LYl ¢ e KAl
PR



19 @ yatt Joutt 2. Aol liual) Araicil g A Lunw3tl 3391

Bl 53 (2016) s AT 5 pasdda ikl Jsla e Laiill 5 aall Ay sal) Jsall duilly Ll

e Ane o galaBV) sl 5(oled s Ad) ApaSlall @l iise daws st Lie sama) Dlawsl) dpe 55 o

e 25a ) Al all Caald (Al el Sl a1 23 e alasinly 5.2000-2012 5l A J 529

ol Jalall Jare (e IS (M) ALYl cAilailly golaB) gaill 5 AuaSlall jhge (i 84 sine 43 )l

ol saill e €V A1\ Al sl e sil) f Ll i WS L Agmpdall) o )5 A 5 ¢ L)
<Akl 4 jall J5all (& Axadal) o ) sl el A ) Ll o5 Ay sal) Jsall

203 WK1 5 Al (2013) islaal) 3 sane dasa ol el Joal) JS Jaiii B e
@alaBY) saill Jame o ) ald 5 ¢ galaB¥) saill e ((le < Aid) ApaSIal) il i ey die yiaa)
S stay Alasi e e ADal) o8 ol LA el Jsal) 4 LpaSlal) 5 Glusns sl) s glad (5 gy Lnlag) Lasi s
s ol ol ) o pelal LS L A8l oda 4 50 o) Aglaii e o Alad A1 gall o < T3] DAl Jaa
Al g o il 53 pn ol ptigali L golaBY) saill LU 3 Daa Y] (e o siad) (it e DuaSlall il e
DY) s el 5 A8l @l a5k Gl lain ¢ salaB¥) gaill e (s gina il aladl) 4 laa s o 31
ool s 5l e Sall Adlad 5 sl

Ao i) Acail 9 O lunwdl) Asgd 2-3

¢ galaBY gaill ped b il sl Ao 55 dnanl 2K 55 (o3lel) bl 5o (a0 83 ol ) A8l N
i) ) yal il el ecalul 5ol o3 G (a5 - el paiilly Gl 31 e 53 Loy 5 g saT @lul 2 aa
52 145 JANSJaal) dlall Hlaa¥) iy pa¥) 1o 5l Gun chpmpdall ) AL 4l J5al) e Jla)
Apmudal) o) L Aal) lall) alaxe )F 58 ) Jom 53 e adl 0 e 5 <2001 s 1970 (e 3213 sl JSIA
mudal) 3515 ol L Jia ) ) adaea o 3) ¢ Jaad) dlall SlanY) el s (=baily S
Aol 3 ) 5l 58 lall] adaee Lel L Wil Jaal) L) Hlaa¥) s )8 il ola Jlaa) (% 60 (s siS]
s e Jaall alal) Sl e 8 I L) jala 50% 20 (e il dansi 35151 @l jolia g Jias )
YT 1o ) e o (e A8IS At L) b Bamlal) 3 ) gl sl )Jall) plase (L33 (500 (5 3] o3
g el inse yali a3 (3w Le Jaa 5 JW Gl 1 (5 52 Y)

ol e Al @l e dilais J$ gailad Jldl il 258 2006 4w alall 5 i b
dalaia o)) )1( ISl b a0l w38 (e ey 5 <2003 i 19705 saiall 5l Jasll dlal) HlaY)
Juas Eus (GS) GenuineSaving leill oS dule & Yase cilans Uiy 8 Jlad 5 T 531 (3550
JNA-10%2 538 b = 5) i g ¢ alall il ) Jaal) (a-30%2 s2a ) lismd) &l s SGS aliss]
aall Y 3l ikl 03] Jaall Slall Hlaa¥) b (alisiViiae 5B 5 < 2003 51970 ¢ le saiadl s il
Sl dga s ey ol padl) Lehli ) sa 13a b ) o o Sl i) o e ¢ ool e
(1) JSal) b ey LS Al 3 ) 51 s} (o) adane 3 Jaadl dlall SLaY) & (alisiV) dida oha



s (S (595 e e o 20

lall Bl e adll 31 Jane 3(1) <10

= -
S Y N e e~ - ~ U
= —_—— ~ ~ - -
— 10 -~ 4 -~ A~ -
~a - ~_
% -~
— 20 " R
"
LRy
—30 ‘t’
—a40 T T T
1970 1980 1990 2000
Year
| East Asia and Pacific —— - Middle East and North Africa Sub-Saharan Africa

Source: World Bank (2006), op.cite, p.41

o 351U Aial) )bl dually AL (8 il gl ann pal plall 351U @lsle i

Jla¥) e s o g pualal) (& goliasi) o 55555 o J sl Jilie 35151 038 gy dllgins

3,05 gy i) LS aily (2) ISl 54 (e ety s AT Al J sl 8 w11 1 et of cdaall)

A o)) Com 138 5 ¢ (lAEY) sad ladl) S0 Jane a3l WIS lall il 1) Jaall (e & sie 4ui€ Agalal)

plane 3 5ac ) o oda 5 cdadie J sl (& HLdiuY) e Yy NN 4n 55 Apaplall o) 5l gy (e 5 S
gl 3 ) 43 lal)

Gamuall 351555 5 Jadll LAY £(2) Jall

a0 -
30
20 &

>
10 { 2%, "

—10 4

Genuine saving % GN
L]

—20 4 - -
—30 4 it *

—40 4

->
—50 T T T
o] 10 20 30 40 50 60 70
Mineral and energy rents % GNI

Source: World Bank (2006) « idem« p.43

Gl laea b Jaal) alall HlaaY) (=lsils <6 (2011) Van der Ploeg aeay « Liayl diga e
) e alad i) 1S LS B ) 5y o gas Amlall a0 5l s Slatiad oF G s cAmlall 3 ) S0 Agal)



21 A patt Jout 2 Aol il | draitil g A Lun3t1 3.3 921

) dia) IS (aliai] o Apia ) J sV e saildl] Sl 8 gl 5 Jiiad) b o)l el ol )
6 sl sl O gy (A dals ASle (3 ial Llaa g3 e Slune dae 55 () iy LS L2l sl o2a
iy 8 Jlad 5 Jans s Y (5 il dilaia & Jaadl dlal) HlaaSU mssil)

Zalaid) Al lensl) Ao 55 A8e Ay Jal e 5 (2007) 05040 sDietz 3 du) o s
A lgie ual) Gluswsl) dpe 6 n lasdVIABNe iy () dialll Bl cdpaplal) o) 10 &aal) lald) 8
Ll i (Al Aalaind) il 5 cdga e OB G0 5 Aghal 8 pull L ) caludl) 8 Cfid @) pdise
ol mint il ol ¢ dadll HlaaY) Jlo ol 58l alul) (o gine (miad o )1 gha s 5 Jlail) a0V
Aial) lall pdaiag a5 13l 5 caludl) 5 gie (mlisily Jladll 50V e Akl 3l 55 8 50 Ll
gl e Lo o5 (o e by Aalaiue Al (a3 dpaplall o ) 610

DY) sai 4y ddle Lol 5 4Sle 3 sa 5 JIToke . Aidt(2009) dua 55 ¢ 3laud) 12 (pui b
(ol sl L i1 pisa ysiay 1) ll]  ((Aalvid) dpaiill jilse Culie Jiay 211 g)a5all Auilly Laill

LSlall Sise daw sie Lo Jume) Caluwsll de 5 a4 50 culs 28 (2012) Stoeverls]
5 .2006-1996 5 il IS 4 53 138 (e Aisal (Ladll HLA0Y lgic i) Lalaind] daiil] e (o)led 1
selie i€ (pails siad) Ll Jare Hlie) 5 ¢(2SLS) oila U ld (5 saual) il 1) 3 )k alasiuly
Gl sl due 6 (4 siae o sk Adle 3 a5 J) cuald ((Acemoglu et al (2001) & 5) instrument
b sl VL (el HLaaY1) il il sty 23 gail) (ui 0 8 elld ) dalia) L delaiad) dsail]
Gladeey 5 A e o @l @il 5 ki galll QU Gl Sl e Gty GAINNS alall
c W QU Gl e 455l il sl e i 50y ity (gall) e QW Gl o e Js il ol L5y

i) Slan sl de 6 5l Al 2 (2014) o5 AT sYang a6 cAilad) du) ol il e slae Yl

L) i) @l 5ae 8 (ICRG &ykaal) Ll jbige (WG led 5S8 AnSlall piise Jaw siay lic
Lo na) Aalaid dpaiil) e (aldll &l o) sdise ¢ Al @lill dglunsll @lild) s2c 8 5 Polity TV
a8k ahasinly il Ul oLi) 40 ¢2010-1980 5l JM& A 50 189 (e dial (el HlasYY
D3l 73 gall el cdsilun sl @l ) ) LYl (multiple imputation) saasil) cilaal jiY)
5 (e e bl cdalall Cal il LSS GBI ¢ g (e 2 ) dan) (5 AV 5 i) Gl il (pe aall
lasinly 5. (4 ceolall LAY Jane 32V )l die 4 il slall 5a6) (o saT saelus il pyiie dilia]
o JS) Al sl Ao i) ) 85a o ) Al all cuald ¢ (2SLS) il U cld (g sall cilay Sl 3y 5k
DoY) Jaxe Lo lagl (s sine 5l ) OIS L (Aeelid) LY ¢ 55 5 aludll @) 5a) 5 AuaSlall jiige
5 ol @ i) Jiadl) di54) constitutional constraintsds ) siwall 3 gl 0K &l cpa (B ¢ ladl)
s B didia (S5 I8 (ALl 5 ) 5 LAY 5 pudll il yil) &) giae el L (s gina i1 o] 09(dp20mi) 5
O e Ayl il 1S ¢ pmitia 5 AT 5 e 20 @3 O J) Al all die aedly s 5 L 2 3Ll
Laalal) Jaall ol



e (Subauw (63955 (e e s 22

e Sl )ﬁu(disaggregated) Lluasi 4Au),y (2014) Wicher o4 CA g (e
g5l 4 3 3 Al 5l o3 e 0 1996-2012 5 i) I 415330 (e Al Aalaiaad) daiil] e Lpans )
Lia ) g onaliaal) 1Y) ¢ paliaal) aludl) r ) uaias Lo jama) Aol Ol 50 thsan 1) et Sl 3l) e
AR 5 oLl M) ¢ Slail) aladl) ¢ a3 sall rl ey Lgie sama) Alim 5 (aslond) AUl e
oLl 5 (Ol G sin 5 o) paial) cApuliad ) 4S5 LAl r ol utiey Lgie jine) dpmaine 5 ((gilunil] o Unil]
a5 Apaiil] i o Ly . ((pnsdlitl) Tapad) 5 ¢ o el U ¢ gl aldl] ) aiey lgie sna)
CpsSE Ala 1) uaia lie e macro SN Lala®y) delainY)) Lalai V) duaiil) SO Ll sa )
(o=alall g Waill dasal) (g il Leie ama AW Aabains¥) 5 cdpaiil] 5 Cand) e 3N 5 el U
Ll 5 (pdadll 5 dsaall Joaiil) GINT Jialall w8 3 Allaal) 1l iy \gie ume) Diclaia )
ARl 5 (o sdsnd) g sl 5 )l Al ¢ ) pall ulaa V) Gl e llag) sl e lgie )
3 i (RandomEffects) 4sil sall <l il =3 543 5 (Pooled OLS) daasll 5 sauall cilay 411 43y L
N Aol cuald 5 s uie ol il Gluwsl) g1l 5 ol i L) Cils b o o 23l sae
Latil] 5 ((orelend) LY i o Ul Apulid) il sl Sl pudia (o & 8 4 sime L3 5k ADle 2 a
i paie il ¢ iladl) aludl) plEul) L Lo sk 1S Al Glawsl) @) e il calasy)
i) 5 Apmaiadl il 31 ) ke (5 sblie B3 Dl el ol Laiy <Ll b oS Lol V) il sl
Daxia) s lanad) Dol 5 0 & gima Ap0 la ABDle 3 g 5 Sl ity a8 cApe Laia W) Al Al L A LaiBY)
iz L sl (S Aol 5 Al il 311 il paia 580 A Lain V) i) 5(Jah sl ) 580Y)
Lol Aaailly L4 gima 5 48 43 sk Ao laia Y Al 5 Lpaaiad) Gl sl O pudie G A8Mal) K Ly
il D) Y Sl sl )l il uaie &) gine 5 ilae 4Mle 3 ga g pae peilil] iy a8 ()

<lawsl) Jisi << (2016) Shin s Yamaguchi (w2 ¢ JUBS aludl) e s phaad) JMA (4 5
by ) a8 e il pladinls ¢ AlaLall sy 8 ) ALaYL ¢ gkl JU) (l 5 e dilite il o
Wola) 1l O (e e pana cilily aladialy culeUnill 51 EYL Aalal) ul i) ks 5 . alalal)
g .4::;\))3\}4:\4\,_\\‘;.@\)‘»& 53 g2al) i) (jamy GOJM\)&CJ‘)‘}\H&QJM\N&‘;\)’*\S
@l gidl) Galids 38 8 ¢llag) () JU) Gl e 555 2Ll Aaila o) el 3Uai e liall] BaaY
el i) Caes ALY

) yalial dalaind) £paiil) e Lues 5l 33 5l 5806 e B6a3l (2018) Yan 5 Wu ol 235 1aa
5 el saaaie Aileliall @l plas 5 322230 dpons s} Sl el ) shate (30 285U lalil) 3 Sleliall
M A2 117 ) el Linall cileliall @il jala fa lilall alasinly 4y jad st ¢ jaly @l
A ) e Al) clagadl) ) U alaie V) @l aleball @ o) @) @ yelal 52011 (1) 1996 (1 3 yal)
S 1y kil Gl el BESH @ld clelial) pias ¢ Juai] A0l Aglasse iliy b 4 s
G oY) Gla e o Jail 4556 Aolu s quﬁggjmwmﬂ@g\ cSlaadll 1Y)
Cilaill aae g A5l 50 sall o cdle i) ST 4 5 of Gl JUail) 5o i 8 51 JW ) glail) (5 e
cleliall @ jalal dabsind) daiil] e deliall



23 A palt J9l 2 Aol it | draitil g A Lun3t1 33921
A palt J9uld1 2 A L3 At s ag

Jsaill b i ) lald) ode g e 3 AalaBV) Y sail)l GA e 5 Ay sall Jsall
5ol yad b dals Gl il e e ddde (5 58 L all ol Ui ) as sl LY LUs e
9 ¢g_9‘)...43\‘)w (:LLSJ &Pl\ eM\JZ.gALaSBY\ Qm;\&&hﬁml c‘)h.ui}” Al cg..._:;‘)u\
Qilsall Fay e al) Joall (& Slabudl aila Ji e DLl Lolaia) cadl Al sl) 50l) 0B cla e
i D) lalal) 5 o)l S Lo Goslall s e ST S5 o gle S ) o5 ) Al sl
coalaaf 288 e Jl1 e ae) i) e 5 A Y) il sl o) 5l Ll ¢ (3 puall aLal g ilas

il e ) @il S15aEY) Uil ge D55 5 lS slull 5 calalal) 5 cles) i) ol il
Cauaiia Jsall oda Lgida ) 3oVl el . G5 pad) alai) ) Jsail) dlae 5 galaBY) ~SUaY)
el e laalinnl & )ha <l s Cilan) il Al ) o 311 Gl ) cans alipmal] Bylay 5 cliiladl)
5 oAl V) s Al el ) 8 el s ASI AV Ain o] 5300V s e i€ J sl 02a o cpmd ¢ 1 al)
OsSOW 5 osleldl Ji o)) 5 L g das e pana i 5 allaty (IS Jsall Va2 lai gl Ve e ey
(- callalliclas el pail) 5 calalall) duan 1) e il b Caa 5181306 ¢ puail) dplae J sl e &
2N 3 sen G Y o) @ sl (e ¢ e ) Gl sl & ol b 35 ) 1aa Glald) oda b
Gy Ay pdall Luaiill Aulag V) 85l (a2 1) ey L Jlall s 1 () 5 ¢ Alaladl) Leilaal J sl
oailat aal e el (A1) 4 sgall 5 cll e Ganill @ gl oAy guaall caludl] (g0 NS 1Y) ¢ 1l o3
Ol sl) w0 K (s lan 3 cdelud) anl w3l iy pall Ol 8 Ll e il
<Influences ) 3l 5 Cronyism 4y swal) & sallall sluill ax o) aal (4S5 5 ) e i je 3] dans )
A1) Sl SIS (lagd fisa Jale aal Jias 5 dali dulud) 5 alaBiV) & € OKEy s Ll 3)
il i1 Aalall o lEall 5 3] ¢ A 8 ylay ) AV gaadig ) 5 Aualal) o liblall AT dulin 2a a3
Ol Il (Sa Aale diumy 5+ Jlae V1 Bl 5 paiadl ol a1 o) doans Sl il 511 Adlans 5 48l e S
Al V) Yol ana ey QI 5 ¢ il sl 3480 e Wl 555 dgan ) 3 5l e g ) 51 020
LALaBY) gl e mtds lea

Al Bsant g ABAL Sl yod! nipe

T pall 05 a B 5] 3) i 8 el O sally Kl sl) ) (535 e gland) J5VAN )
i S(dsa 9)2007 ole b olail Juad wii 5l U a5 0all Jgall saergy)s <1972 ple dia 85a oS
u_;d\d}.\.\b&@\ubﬁb@}\«ﬂ\w\ubw@u}\m 2010@9@@);:4&\&4\5
7 Jsanll ] Leia oV &) )5 jasia s Zaii 1) A8 paria Lghiiaad (e Basae d).: Chasd 3) (il s
[30 4=:(2012) e 4

Slall 5 Apslid) 3 siall & al) G dise ca Ay all J5a)) b Sl sUA T 50l
312016 ale A sall Jsall gy Calialy . 85l Lo sia dad n el Jgall ] cas i) il
e AN A al) Jsall Ay e A e Ay e ual) 5 Gl 5 I 5 o Y (e IS Sl



e (S (5950 e e el 24

¢3AY) ) i) b Ay pal) Jsall L) (3 siall 4 5al) a5 e e (0 p2 1l e
me@mmﬁjsw&\w@w\‘2011ﬁu@57g\2008 2l 5.9 (e cumisi) Gua
i) 13 ded Ll sie O Laadl ) mm‘_,u,g\uhw@)ﬂ\djm@a,m, 3a e Al )
2 Ly al) Jal) & Loal) al0all 5 G1e2011 ke 3540162010 ple (85.2 (s i) 38 Zy yall J 5l
2010 ple b ade i€ e 2011 le & cunnl 8

(2017-2016) 4 al) J5alls Apsland) (3 iall 5 Aol il oal) sdge 1(1)d s2ad)

ALl Lulidl 3 58al) Aall by all Loalldlls
il 3all 6 5 NEF
Cpoad! 7 6 NF
[ 6 5 NF

e 6 5 NF
3hall 5 6 NF
OJJ‘\)“ 5 5 PF
ey ) 5 5 PF

ol 5 4 PF

Ll 7 6 NF
Ll 5 6 5 NF
ol 5 4 PF

Olas 6 5 NF

ki 6 5 NF
L3 gaudl 7 7 NF
Il suall 7 7 NF
O sl 7 7 NF
Lo s 7 7 NF

i 1 3 F
ek 6 6 NF

Sad) 7 6 NF

.3y e INF ¢4 ja 4 )a :PF ¢ dallha 4 )n :F
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2016 s L) 2016 4ad 2015 dad 2014 iad 2013 dad 2012 ad
24 LW 66 70 70 69 68
31 P 61 71 69 68 68
57 oY 48 53 49 45 48
62 40 ged) 46 52 49 46 44
64 Olas 45 45 45 47 47
70 Cpoad) 43 51 49 48 51
75 ENS]] 41 49 44 43 44
75 i g3 41 38 40 41 41
90 sl 37 36 39 37 37
108 e 34 36 37 32 32
108 il 34 36 36 36 34
136 old 28 28 27 28 30
142 il ) se 27 31 30 30 31
166 3Vl 17 16 16 16 18
170 [ 14 16 18 15 21
170 Ol s 14 12 11 11 13
170 Csadl) 14 18 19 18 23
173 'SP 13 18 20 17 26
176 Il gual) 10 10 8 3 8

Source:https://www . transparency . org/country
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164 Ol sl 48.8 N/A (49¢9-40) <
172 S 3adl 46.5 -3.6 (49<9-40) <

Source: http://www . heritage . org/index/ranking
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ANS GNI INV POP TRD POL GOV ICRG FRE RS
Mean 8.414 10.53 22.85 62.97 135.1 5.689 -0.512 62.96 57.27 58.02
Median 8.380 9.934 22.58 62.48 117.8 5.50 -0.377 65.66 59.10 77.35
Maximum 45.62 16.39 60.01 85.44 290.9 7.00 0.790 78.41 77.70 99.97
Minimum -54.02 5.876 1.778 46.79 50.92 2.00 -1.928 31.37 15.60 0.0001
Std. Dev. 16.24 2.502 8.569 7.676 47.68 0.932 0.646 10.89 11.71 39.14
Skewness 0.015 0.702 0.968 0.523 1.049 | -0.366 | -0.318 | -1.020 | -1.196 -0.492
Kurtosis 2.949 2.751 5.700 3.009 3.257 3.392 2.144 3.413 4.883 1.489
Jarque-Bera 4.042 27.07 144.99 15.53 54.98 9.814 16.10 54.05 117.1 41.16
Probability 0.009 0.000 0.000 0.000 0.000 0.007 0.000 0.000 0.000 0.000

Observations 287 319 315 340 295 340 340 299 303 304

OIS Al all 5 8 A Ly sal) sl Ledl) 5101 daus sie o3l sty o3l 7 Jaall I5A (e
(— 9%54.02) 12 501 2013 dins Aad 0] 5 (%45.62) by 2011 dins da el & 5l xa %8.41

@l sl o Ll Y1 4 ghaa 3(8) Jsaal)

Correlation ANS GNI INV TRD POP POL GOV ICRG FRE RS

ANS 1.00

GNI 0.352 1.00

INV 0.340 0.108 1.00

TRD 0.319 -0.168 0.223 1.00

POP 0.374 0.070 0.397 0.406 1.00

POL 0.007- | -0.234 | -0.193 0.154 -0.135 1.00

GOV 0.232 0.199 0.241 0.019 0.487 0.276 1.00

ICRG 0.313 0.381 0.138 0.040 0.283 0.080 0.789 1.00

FRE 0.154 0.048 0.203 0.025 0.431 0.299 0.717 0.395 1.00

RS 0.424 -0.001 0.135 0.459 0.546 0.324 0.205 0.180 0.244 1.00

S8 e oSl AL 5 el i) oda e Al Bl )Y #2150 panty Ll Y 4 shias (and LA ey
4 imn (e ABadle (Sar Lo aal daly Lz salll o vie Gaaas of ey ) JSLEL) (any (e 23 sall)
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alatin) Slie W) cpm 331 e GMM a5 el dalad) (35 sall 4 sk alaginls el 5 (90381 paall @l it
Heteroskedasticity—Consistent Covariance ¢plill <l ade cladV dasal) ulal) 4 dias
3balad & lal) olad S 58l adll Jaaes ) (5% 8 sieal) o3 ladind of Gua . Matrix (HCCM)

2920 ce 25 Lay Ao LaBY) 4y all g 4aS sall
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Gsiall yiisa
Al R Al s | bl | AL ise | Al s
Fre anal) @l all Icrg Gov
Pol
0.860572 1533171 -3.176355 -3.574388 .
(0.8668) (0.8243) (0.6882) (0.5181)
0.206512 0.242001
* *
0.249141 (0.0000) (0.0025) * 0.185777 (0.0000) (0.0000) * ANS_
0.992608 1.321009 . 2.082129
(0.7491) (0.6769) 6.839363 (0.0050) (0.4093) GNI
-0.554120 . -0.607796
-0.277815 (0.3282) QGToTys -0.814429 (0.0002) 0.0225)% POP
0.145485 0.042742
-0.145676 (0.4733) (0.2031) 0.188108 (0.1346) 07979 INV
0.111418 0.109651
* %
0.098557 (0.0000) 0001 0.095149 (0.0000) (©.0000)* TRD
-0.057955 -0.007257 -0.075501
-0.028276 (0.4569) (0.2648) (0.9097) (0.0147y** RS
0.282252 0.266510 0.162704 0.25754 NS
(0.0021)* (0.8154) (0.0271)** (0.0341)**
0.810674 0.782926 0.772846 0.811986 R?
210 228 196 228 claalill sae
16 17 15 17 Jaall sae
0.250612 0.438802 0.403698 0.326143 Hansen test
(p-value)
Arellano-Bond
0.9416 0.9635 0.9576 0.9846 TestAR(2)
(p-value)

* Significant at 1%, **significant at 5%,***significant at 10%
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2014 1 6 5 28 12 66
2013 1 6 6 33 11 61
2012 1 6 4 22 13 72
2011 1 6 3 17 14 78
2010 1 6 3 17 14 78
2009 1 6 6 33 11 61
2008 1 6 6 33 11 61
2007 1 6 6 33 11 61
2006 1 6 6 33 11 61
2005 1 5 5 28 12 67
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Source: Freedom in the World Comparative and Historical Data. (https://
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Abstract

To check the applicability of the Scully curve, a Random Effects Model
was applied to  MENA countries (1985-2015) using the Hausman test.
Five out of the seven studied economic variables had a significant effect on
the economic growth rate: Government Spending, its squared value, total
domestic investment, the change in imports/ exports; whereas population
and inflation rates had an insignificant effect. For Egypt (1985}32015) we
relied on time series and a co-integration method was applied using the
ARDL model. Results showed a significant inverted U-curve relationship
between government spending and GDP. Their inverted U-shaped curve
indicated that optimum Government Spending amounted to 25.95% and

36% of GDP for MENA countries and Egypt respectively.
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1. Introduction

Public expenditure is defined as an amount of money spent by the government
through its various agencies with the objective of realizing a public utility. The crises
which happened in capitalist countries led to the fall of the principle of the State
neutrality or the Guardian State advocated by Adam Smith. This change in the State role
entailed the evolution of the State spending obligations as its role was extended beyond
the traditional functions. The evolution of the State role clearly justifies the phenomenon
of increasing government spending in all countries, whatever the level of economic
development and the economic and political philosophy of each country.

Economists attribute the phenomenon of increasing public expenditures to
a number of apparent and real reasons. Apparent factors include inflation and currency
devaluation, and the different accounting methods used by the different countries for
calculating and recording public expenditures. Real reasons include the expansion of the
State administrative entities and ministries to encompass all economic, social, political
and cultural domains. In addition, social and political considerations impose on the
State the need to spend on such services such as social security, health care, education,
and on defense and military affairs. Population growth also inevitably entails increased
public expenditure in order to maintain and improve the standard of public services.

Most macroeconomic models indicate the presence of a relationship between
government spending and economic growth. This relationship caught the interest of
economic researchers and experts throughout the past decades and aroused a strong
and vivid debate about the nature of such relationship. The controversy stems from the
different views adopted by two major economic schools of thought. The first (classical)
school is represented by the German economist Wagner (1892) who contended that
the causality runs from the gross domestic product (GDP) to government spending
given that increasing economic growth rates inevitably lead to the expansion of the State
activity and hence, to the increase of government spending at a higher rate than the
growth rate of the average per capita share of GDP (R. M. Bird, 1971). The ideas of the
second (Keynesian) school were presented by the English economist J.M.Keynes in the
aftermath of the Great Depression of 1929-1933. The proponents of this second school
call for State intervention through government spending and the supply of financial
resources in order to spur the effective demand on goods and services and realize
economic growth <Nelson, C. R, and Plosser, C. 1, 1 982>,
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World Bank data indicate that government spending in the MENA countries
amounted to 532.5 billion US dollars or 18.1% of their GDP in 2015 as compared to US
$ 11,791 billion or 17.8% of GDP at the World level. It is noteworthy that the growth
rate of the MENA countries was about 3.1% against 2.5% for the World in 2015 (www.
worldbank org).

This study is devoted to investigating the extent of the Scully curve‘" applicability
to the MENA countries and determining the optimum level of public expenditure which
maximizes the economic growth rate. The second part of this paper reviews previous
related studies; while the third part includes the model data and description. The fourth
part describes the methodology used by the study and its estimated results. The fifth part
presents the conclusion.

Published studies which examine the applicability of the Scully curve (the
relationship between economic growth and government spending) can be divided
into three groups; The first group argues that this relationship takes the form of an
inverted-U shaped curve. The second group confirms the applicability of the Scully curve
to certain countries while for the rest of the countries the relationship was estimated to
be U-shaped. The third group demonstrates the inapplicability of the Scully curve.

Examples of the first group studies are the following: Chao, Johnny C.P. (1997)
estimates the optimum rate of spending to be 34 percent of national income; Chobanov,
D. and Mladenova, A. <2009> indicates that the optimal size of government, i.e. the ratio
of overall government spending to GDP that would maximize economic growth, is no
greater than 25% of GDP (at a 95% confidence level) based on the data of the OECD
countries; Scully, GW. <1994>, finds that in order to maximize economic growth, the
average rate of federal, state and local taxes combined should range between 21.5 percent
and 22.9 percent of gross national product (GNP); Pevcin,P.(2004) suggests that the
optimal size of government in the study sample including twelve European countries
ranges between 36 and 42 percent of GDP; Asimakopoulos, S. and Karavias,Y.(2015)
reveals that the optimal size of government that maximizes economic growth is 18.04%
for the whole study sample (129 countries); 19.12% for the developing countries and
17.96% for the developed countries; Ul Husnain, M. I. (2011), finds that the government
size is optimized when public expenditures stand at 21.48% of GDP; and CHAO, J.C.P.
and Grubel, H. (2016), indicates that for Canada the optimal rate of spending and
taxation is approximately 34 percent of national income
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The second group counts fewer studies such as:

OBBEN,].(2013), confirms the Scully curve applicability to 13 out of the 24
countries, whereas the estimated optimal government size ranges from 11.04% (for
Turkey) to 23.10% (for Denmark). Eleven of these countries are the following: Austria,
Canada, Denmark, Finland, France, Israel, Italy, Luxembourg, New Zealand, Sweden
and Great Britain.

Examples of the third group of studies which advocates the non-applicability of
the Scully curve are the following: Amhir Khalkhali, and Dar, A. A. (2002) and Guseh,
J. (2007), find that government spending and growth are negatively related; whereas
other studies reveal a positive relationship between these two variables (e.g. Bose, N. et
al. (2007) and Romero-Avila, D. and Strauch (2008).

2.Model and data description

The present study focused on two cases: First, the case of the MENA Region, and
second, the case of Egypt.

2.1.'The case of the MENA Region (Panel data)

The applied study used an Unbalanced Panel Data®® Model for the MENA
countries'” during the period 1985-2015.

For the MENA Region, the model was formulated as follows:

YBBX +BX +BX +BX +BX +BX +BX7u+l,l‘t

Where Y is the dependent variable which is GDP growth rate, {3 is the equation constant,
whilef8 8 8 £ ,8_ £ £ represent the coefficients of the 1ndependent variables under
study, t stands for the tlme period 1985-2015, i represents the panel number and the
independent variables are: X, X, X X X, X X X =government spending as a ratio of
GDP, X =the squared value of that varlable X total investment as a ratio of GDP, X =the
1nﬂat10n rate, X, =the number of populat10n, X,, X =imports’ change rate and exports’
change rate respectively; and u, represents the random error term of the equation.

The data were sourced from the international financial statistics of the
International Monetary Fund (IMF) data base regarding all the indexes of all the MENA
countries, including Egypt. Table (1) shows the descriptive statistics of the variables.
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Table (1): Descriptive statistics of the variables

Variable Obs. Mean Std deviation Max. Min.

Y 429 3.89385 7.6309 104.49 -62.076
X, 429 31.676 7.9451 69.22 14.536
X, 429 1066.32 558.231 4791.4 211.29
X, 429 25.7581 9.37632 61.47 5.501
X, 429 9.9862 20.27 156.79 -9.79
X 429 20207894 22224618 91508084 561525
X, 429 5.556611 14.95 116.5 -54.65
X 429 4.73237 17.572 217.4 -69.154

The data in Table (1) indicate that the mean value of the GDP growth rate
was about 3.9% with a minimum limit of -62.1% and a maximum limit of 104.5%
approximately. Government spending had a mean value of 31.7%, a minimum limit of
14.5% and a maximum limit of 69.22%. The mean value of total investment as a ratio
of GDP amounted to 25.8%, with a minimum limit of 5.5% and a maximum limit of
61.5%. The inflation rate recorded a mean value of 9.99%, a minimum limit of -9.79%
and a maximum limit of 156.79%. The mean value of the number of inhabitants was 20.2
million, with a minimum of 0.6 million and a maximum of approximately 91.5 million.
The change rate of imports had a mean value of about 5.56% with a minimum of-54.65%
and a maximum of 116.5% while the change rate of exports recorded a mean value of
about 4.73% with a minimum of -69.2% and a maximum of 217.4% approximately.

2.2'The case of Egypt taken separately (Time series)
The model for Egypt was:
GDP growth =8 8 Gov. Spending , 8 Gov. Spending®,

Where GDP growth, i.e. the GDP growth rate, is the dependent variable; Gov. Spending
stands for government spending as a ratio of GDP; while £ and 3 represent the
coefficients of the independent variables; 8 is the equation constant, t stands for the study
period (1985-2015) and finally u_ represents the random error term of the equation.

In order to obtain data concerning the total government spending index, the
study resorted to the final accounts posted on the website of the Egyptian Ministry of
Public Finance; and the economic growth rate index was obtained from the World Bank
data. It is noteworthy that the study used different data sources for analyzing the time
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series of Egypt, on one hand, and for analyzing the panel data of the MENA Region
including Egypt, on the other hand, in order to secure robust results.

Table (2) presents the descriptive statistics of the variables, as required for the time
series analysis.

Table (2): Descriptive statistics of the variables in the case of Egypt

Variable Obs. Mean Std Dev. Max Min
GDP growth 31 42541 1.6237 7.1521 1.0788
GDP Spending 31 43.155 10.441 73.301 33.306
GDP Spending? 31 1967.9 1056.5 5372.9 1109.3

Table (2) shows that the mean value of the GDP growth rate was about 4.3% with a
minimum of 1.1% and a maximum of 7.2% approximately; while the mean value of the
ratio of government spending to GDP was about 43.2% with a minimum of 33.3% and a
maximum of 73.3% approximately.

3. Methodology and estimated results
3.1.'The case of the MENA Region

The study carried out the following steps for analyzing the panel data and
checking the Scully curve applicability to the MENA Region:

The econometric package E-Views 9.0 was used to check the stationarity of the
model variables and the integration order of each series in the model, in order to avoid
a spurious regression and to determine the adequate econometric method of analysis.
Hence, if all the variables are stationary at the level, the Pooled OLS technique, the Fixed
effects Model, or the Random effects Model can be used. However, if all the variables are
stationary at the first difference, then we can use Johansen’s co-integration method. On
the other hand, if the variables’ results show different degrees of stationarity, such that
some variables are stationary at the level and others are stationary at the first difference,
then we can apply the co-integration method using the ARDL test.

For the Unit Root Test we used the PP-Fisher Chi-Square procedure.

Table (3) shows the results of this test.
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Table (3): Unit Root test (PP-Fisher Chi-square) results

Level Level
Variables Intercept Result
Intercept
and trend

Y 290.087 1(0)
(0.000)***

X, 54.2892 1(0)
(0.042)**

X, 57.8529 1(0)
(0.021)**

X, 53.221 1(0)
(0.019)**

X, 102.96 1(0)
(0.000)***

X, 53.03 1(0)

(0.05)**

X, 649.145 1(0)
(0.000)***

X, 585.964 1(0)
(0.000)***

Note: % x,%%,x indicate the level of significance at 1%, 5% and 10% respectively.

From the results of Table (3), we find that all the variables used in the model
are stationary at the level, meaning that they are integrated of the order 1(0) at the level
of significance of 1% and 5% respectively. This indicates the need to use the Pooled OLS
technique, the Fixed Effects Model, or the Random Effects Model. We used the Random
Effects Model while depending on the Hausman Test. We also used the HAC robust
standard errors command to overcome the problems of heteroscedasticity and serial
correlation between residues.

Table (4) shows the results of this test.

11
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Table (4): Random effects (GLS) Results

Variable Coefficient Std error t-statistic Prob.
Constant -8.250121 3.55873 -2.318272 | 0.0211%*
X, 0.586632 0.194644 3.013874 | 0.0028***
X, -0.00976 0.00274 -3.28053 | 0.0011***
X, 0.11253 0.03269 3.44235 | 0.0005%**
X, -0.012473 0.019637 -0.63518 0.5258
X, 8.83E-9 1.91E-8 0.4616 0.6447
X, 0.12011 0.02250 5.3334 0.0000%**
X, 0.25269 0.0190 13.0339 | 0.0000%**
LSDV R-squared 0.65232 Within | R-squared 0.64121
F-statistics 62.3689 Durbin - Watson 2.4026
“Between” variance 55.368 0.055*
Breusch-Pagan test 0.0723 0.788
Hausman test 3.696 0.8147

Note: x»x,%,« indicate the level of significance at 1%, 5% and 10% respectively.

The results in Table (4) prove the robustness of the model and its validity
according to the statistical, economic and econometric criteria. Hence, P-value <Prob.>
is found greater than the significance levels in all the test results, indicating that the
estimated econometric model is free from the serial correlation and the heteroscedasticity
problems. Moreover, these results indicate that the residues are normally distributed and
that the adopted models have been formulated in an adequate functional form.

The value of R? is 65.23% and the adjusted R? equals 64.12%. Furthermore, the
value of the DW -statistic is 2.4, confirming the absence of a serial correlation between
residues.

The results of Table (4) also show that the variables were significant at the 1%
level except for X, and X_which represent the inflation rate and the population figure
respectively, which had an insignificant effect on GDP growth rate.

The previous results show the applicability of Scully curve to the MENA Region.
Furthermore, the results show that the optimum size (represented by the

maximum limit of the curve) of government spending as a ratio of GDP amounts to
25.95%.
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3.2.'The case of Egypt (Time series)

The study proceeded to analyze time series and to check the Scully curve
applicability to Egypt while using the econometric package E-Views 9.0 .

The first step in analyzing time series consisted in checking the stationarity of the
variables used in the model and determining the integration order of each series in the
model, in order to avoid a spurious regression and determine the adequate econometric
technique to be used in the present case.

The analysis depended on the Augmented Dickey Fuller (ADF) test which is the
most commonly used test in applied researches for detecting stationarity in time series
analyses. Table (5) summarizes the results of the unit root test as follows.

Table (5): ADF- Unit root test results

Variables /Level /Level /First difference | /First difference | Results
(Egypt) Intercept Intercept Intercept Intercept & trend
trend &
GDP growth -3.0495 1(0)
**(0.043)
Gov. spending -1.9797 -2.2864 -6.6229 I(1)
(0.293) (0.427) **%(0.000)
Gov. spending? -2,5021 -2.4377 -6.8356 I(1)
(0.127) (0.354) **%(0.000)
Critical values Level Level First difference First
Difference
1% -3.2545 -4.2436 -3.6394 -4.2529
5% -2.9810 -3.5443 -2.9511 -3.5485
10% -2.6299 -3.2047 -2.6143 -3.2071

Note: x»x,%x,« indicate the level of significance at 1%, 5% and 10% respectively.

From Table (5), we note that the time series used in the case of Egypt had
different stationarity ranks. We found the GDP growth variable stationary at the level, i.e.,
integrated of order I(O) at the 5% level of significance; whereas the two other variables,
Gov. Spending and Gov. Spending squared, were not stationary at the level, but stationary
at the first difference. In other words, they became integrated of order I1(1) at the 1%
significance level. Therefore, we need to adopt the Bounds Testing approach which is
based on the Autoregressive Distributed Lag (ARDL) method for testing co-integration.
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We first checked the presence of a long-run balanced relationship between
the model variables®. This characteristic was confirmed by the results of Table (6), as
the value of the F-statistic calculated for the model exceeded the corresponding upper
critical bound (UCB) value. Moreover, we checked the quality of the model used in
the analysis and its being void of the different estimation problems by using Diagnostic
Tests. The results of these tests are displayed in Table (7). We noted that the P-value
(Prob.) was greater than the significance levels in all the test results. This indicates that
the estimated econometric models are free from serial correlation between residues,
and from the problem of heteroscedasticity. Moreover, the analysis shows that residues
are normally distributed and that the used model has been formulated in an adequate
functional form.

Table (6): Bounds testing results

Regressor: (K =2) F-statistic
GDP growth =
f(Gov. Spending , Gov. Spending o) 4.76673%*
ARDL (4,0, 1)
Critical values bounds Critical values
o bounds
Significant level — —
Lower critical bound (LCB) Upper Ceritical
bound (UCP)
10% 2.17 3.19
5% 2.72 3.83
2.5% 3.22 4.5
1% 3.88 5.3

Note: »x %, % ,x indicate the level of significance at 1%, 5% and 10% respectively.

Given that the F-test does not have a standard distribution, we find two critical
values for the statistics of this test: A lower critical bound (LCB) which assumes that
variables are integrated of order I(0) and an upper critical bound (UCB) which assumes
that variables are integrated of order I(1).

Ifthe calculated value of the F-statistic is greater than the upper critical bound of
the data set (F'> FV) then the null hypothesis will be rejected and the alternative hypothesis
will be accepted, i.e., the presence of a co-integration relationship between the variables;
and vice-versa. So if the calculated value of the F-statistic is smaller than the lower
critical bound, then the null hypothesis will be accepted, thus indicating the absence of
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a co-integration relationship between the variables. However, if the calculated value of
the F-statistic falls between the upper critical bound and the lower critical bound, then it
will not be possible to decide whether or not a co-integration relationship exists between
the variables.

Table (7): Diagnostic Tests

Diagnostic Test Tests used F-statistic F-statistic (Prob)

Heteroscedasticity | Breusch-Pagan- F(7,19) 1.3249(0.292)
Godfrey

Serial correlation Lagrange multiplier | F(2,18) 0.7278(0.497)
stat.

Normality Jarque-Bera 1.6838(0.431)

Function form Ramsey RESET Test | F(1,19) 0.8168(0.424)

Stability test CUSUM Stability
CUSUM of Squares Stability

R-squared 0.6189 Adjusted Durbin

R-squared 0.50457 | -Watson stat. | 2 2265

Note: x %%, «x ,x indicate the level of significance at 1%, 5% and 10%respectively.

In addition, key regression statistics show the high value of the coefficient of R?
which is equal to 61.89%,while the adjusted R’= 50.5%. Furthermore, the value of the
DW -statistic is close to 2, thus confirming the absence of a serial correlation between
residues.

Figure (1) shows the results of the cumulative sum of recurrent residues
(CUSUM) test and the cumulative sum of the squares of recurrent residues (CUSUM of
Squares) test (for checking the stability of regression models) which confirm the absence
of structural changes in the used data; i.e. there were no leaps or sudden changes in the
data through time.
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Figure (1): CUSUM and CUSUM of Squares test:
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Based on the above-mentioned results, the used model was deemed valid for estimating
the long and the short-run relationship. Table (8) presents the estimation results.

Table (8): ARDL Regression estimation: (AIC) (4,0,1)

Variable Coefficient Std. error t-statistic Prob.
Long-run coefficients

Gov. Spending 0.24181 0.0380 6.3627 0.000%***
Gov. Spending’ -0.00332 0.0009 -3.7496 0.001***
Error correction coefficient

0, -0.87581 0.2256 -3.8828 0.001***
Short-run coefficients

((D(GDP growth (-1 0.33421 0.1993 1.6771 0.109
((D(GDP growth (-2 0.54245 0.1857 2.9215 0.008***
((D(GDP growth (-3 0.28312 0.1574 1.7989 0.087*
(D(Gov. Spending 021178 0.0615 3.4436 0.003***
(D(Gov. Spending’ -0.00423 0.0009 -4.345 0.000%**

Note: x xx,  x,» indicate the level of significance at 1%, 5% and 10% respectively.

The results in Table (8) show that variables were significant in the long-run
at the 1% level and show the applicability of Scully curve to Egypt. Hence, government
spending as a ratio of GDP had a significant and positive effect on GDP growth rate
whereas the square value of that variable had a significant negative effect thus denoting
that government spending in Egypt takes the shape of an inverted U-curve. Consequently,
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it was found that the optimum size (represented by the maximum limit of the curve) of
government spending as a ratio of GDP amounts to 36%.

We also discovered that the Error Correction Model® ECM(-1) was significant
and negative, denoting that the error correction mechanism is present in the model and
that the relationship is stable in the long-run. This result is consistent with the results of
the CUSUM and CUSUM of Squares tests.

4. Conclusion

The main objective of this study was to investigate the extent of the applicability
of Scully curve to Egypt in particular and the MENA Region as a whole during the period
1985-2015. The study revealed that in Egypt, the relationship between government
spending as a ratio of GDP and the economic growth rate takes the same inverted
U-shape as the Scully curve. However, the optimum ratio (which would maximize the
economic growth rate) of government spending to GDP was estimated at 36%.

Similarly in the case of the MENA Region, the study revealed that the relationship
between government spending as a ratio of GDP and the economic growth rate takes the
same inverted U-shape as the Scully curve. The optimum ratio (that would maximize
the economic growth rate) of government spending to GDP was estimated at 25.95%.
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Footnotes

(1) Scully curve expresses the relationship between government spending (as a ratio of
GDP) taken on the horizontal axis, and the economic growth rate on the vertical axis.
This curve has an inverted U-shape and shows that the economic growth rate reaches its
peak at the turning point of the curve when government spending as a ratio of GDP does
not exceed 25% to 26% after which the curve starts declining. See: Scully, G., ( 1 989), The
Size of the State, Economic growth and the Efficient Utilization of Natural Resources.
Public Choice 63: 14964-.

(2) It is noteworthy that the model has been re-estimated using balanced panel data
through deleting the missing data years (ie., the government spending data); there-
fore the study period became 1990-2015. The study revealed the same results as those
reached in the above-stated estimation (concerning the significance of the relationship
and the inverted U-shaped curve}; however, the optimum rate <realizing the maximum
limit of the curve) of government spending as a ratio of GDP was found to be 38.1%
approximately.

(3) The study sample included the following countries: Jordan, the Comoros, Algeria,
Bahrain, Lebanon, Libya, Morocco, Oman, Qatar, Saudi Arabia, Iran, Tunisia, The Arab
Emirates, Yemen, Djibouti, Syria, Egypt, Israel, and Mauritania.

(4)It is noteworthy that in the case of Egypt, due to the availability of data starting from
Year 1980, the relationship between government spending and economic growth was
estimated during the period (1980-2015) in order to check the extent of the Scully curve
applicability during that period. The natural logarithm of the dependent variable was
used, and the analysis revealed that the relationship takes an inverted U-shape; however,
the optimum size (required to maximize economic growth) of government spending as
a ratio of GDP was 38.95%.

(5) The Error Correction Model (ECM) has two important functions. Firstly, it esti-
mates short-run variables; and secondly, it expresses the error correction term (ECT)
which is represented by % in the previous equation and this term measures the speed of
disequilibrium adjustment in the short-run towards equilibrium in the long-run. It has
to be significant and negative to evidence the stability of the relationship in the long-run,
i.e. to prove that the error correction mechanism is present in the model.
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Analysis of The Relationship Between Governance and Economic Growth: New
Evidence from Tunisia an ARDL Bounds Testing Approach

Bouzid Amaira*
Abstract

The role of governance in economic growth has received much attention
of the researchers and policy makers in the last two decades. The literature
available on this issue is not clear. The literature reveals that there is a growing
dissatisfaction over the neo-classical and endogenous growth models. In
recent literature institutional economics has emerged for determining the
economic growth. In view of this fact, the present study is an attempt to
explain the impact of governance on economic growth in Tunisian economy.
The study uses ARDL approach for the period 1996-2015. Governance
index has been measured by voice and accountable, government effectiveness,
control of corruption, political stability, rule of law and regulatory quality.
The results of ARDL show that governance has positive impact on economic
growth. The results of causaligl test show that causality runs from governance
to economic growth. The study stresses that for increasing economic growth
there is a need to improve governance in Tunisia.
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1. Introduction

In recent years, emerging economies have achieved significant macroeconomic
performance. To strengthen them, the authorities of these countries have initiated several
institutional reforms affecting the functioning of the economy in general. The major
objective of these countries is to achieve the transition to «good governance». Indeed,
improving the quality of institutions becomes fatal in order to achieve a sustainable level
of development and achieve a high rate of economic growth. From a theoretical and
empirical point of view, several studies show the existence of a weak relationship between
the institutional framework and the growth of per capita gross domestic product.

Instantly, several studies have shown that the quality of the economicenvironment
is one of the main reasons why growth rates are different between countries. This
environment includes the laws, institutions, rules, policies and government regulations
of the country.

Good institutions are characterized by structures and incentives that reduce
uncertainty and support efficiency. They contribute to good economic performance. A
favorable environment for growth is one that provides adequate protection for property
rights. The latter gives agents the incentive to produce, invest and accumulate skills.

The importance of good governance lies in improving the business environment,
the competitiveness of the economy, the attractiveness of the country and the efficient
management of human capital. In this context, public authorities in emerging countries
have introduced a set of reforms designed to breathe new life into the development of the
country.

Measuring the quality of governance is an arduous task. The World Bank in 2003
developed a set of indicators to measure the quality of governance.

Today, the dimensions and measures of governance lead us to explore the idea
of distinguishing between macroeconomic governance and microeconomic governance.

In macroeconomic terms, governance means «the traditions and institutions
through which authority is exercised in a country» (Kaufman, Kraay and Zoido-
Lobaton, 2000). This definition underlines that the effective mobilization of resources, the
formulation and implementation of appropriate policies depend on the capacity of the
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leadership. Governance is described as “good” or “bad”, depending on the coordination
mechanism between government, market and civil society. Good governance is defined
as credibility based on the availability and transparency of information, accountability
of government and participation in decision-making for the collective society. On
the contrary, bad governance is expressed by the lack of rules of law, the existence of
corruption, the asymmetry of information, and so on.

In microeconomic terms, “corporate governance” refers to “all the organizational
mechanisms that have the effect of delimiting powers and influencing decisions of
leaders, in other words,” governing “their conduct and Define their discretionary
space “(Charreaux G, 1997). According to this definition, ownership structure and
the company’s various partners play a crucial role in determining the organizational
framework and rules.

This distinction seems difficult in the sense that the quality of corporate
governance depends on the quality of the institutional governance system in the
country. Thus, the construction of an overall index of governance is not easy since, at the
macroeconomic level, governance depends on several qualitative variables. Indeed, the
diversity of indicators can be explained by the complex and multidimensional nature of
governance.

The study by Kaufman et al. uses at least 250 indicators to measure the quality of
institutions in a country. The information collected comes from 25 different sources and
is produced by 18 international organizations. This database covers 199 countries for the
period 1996 to 2015. Each country scores between -2.5 and +2.5. A higher value for a
given country at a given date is better governance.

Based on the above introduction, the remaining sections are structured as follows:
section two focuses on governance measures, while section three presents the theoretical
and empirical overview relationship between governance and economic growth, while
section four presents results and discussion, and last section provides conclusion and
policy recommendation.

2. Measuring governance

Although this is the most recent, the Kaufman, Kraay and Mastruzzi (2003)
study proposes an overall index of governance calculated as the average of the following
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six measures: citizen participation and accountability; Political stability and lack of
violence; the effectiveness of public authorities; the weight of regulation; the rule of law
and the absence of corruption.

1. Voice and Accountability (VA): measures the ability of citizens of a country

(@)

to participate and choose government. It is based on a number of indicators
measuring different aspects of the political process, civil liberties and human and
political rights;

Political Stability (PS): measures the likelihood that the government of the day
is destabilized or overthrown by unconstitutional and / or violent means or
threatened by public order, such as terrorism.

Government Effectiveness (GE): measures aspects related to the quality and
availability of public service, bureaucracy, the competence of civil servants, the
independence of the administration of As well as the credibility and transparency
of the government in its reforms, commitments and policies.

Regulatory Quality (RQ): focuses on the policies themselves including measures of
the impact of anti-market policies such as price control or inadequate supervision
and banking supervision as well as perception of the blockage imposed by excessive
regulation in areas such as foreign trade and the business climate.

. Rule of Law (RL): includes several indicators that measure the confidence of citizens

in compliance with the laws and rules of society. This includes perceptions of the
impact of crimes, the effectiveness and predictability of the justice system, and the
applicability of judicial contracts.

Control of Corruption (CC): measures the extent of corruption, defined as the use
of public power for personal interests and private profits in terms of wealth and
corrupt gain.

The first two indices (1 and 2) describe the political process of democratization

of political institutions, respect for civil rights, human rights and lack of instability such
as political demonstrations or armed conflicts. The second category of indices (3 and
4) measures economic governance through the quality of public services, the quality

and timeliness of public officials’ decisions and transparency in tax collection. The third
category of indices (5 and 6) measures the governance in the judicial field. It analyzes
the independence of the judiciary, the security of investors, the absence of corruption
related to the additional payments to state agents by businessmen.
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Figure 1: Governance measures of Tunisia (1996-2015)

—_—cCc ——GE —RQ_——RL VA PS

Source: Worldwide Governance Indicators (2015)

Note: VA, GE, CC, PS, RL and RQ, are the voice and accountable, government
effectiveness, control of corruption, political stability, rule of law, regulatory quality
respectively

The graph above shows the importance of achieving the principles indicators of
governance; Governmental effectiveness (GE) and Control of Corruption (CC) indicate
a certain overall satisfaction. “Spider’s web” diagrams allow us to quickly identify the
“profile” of the scores of six components of governance.

On government indicators, Government Effectiveness (GE) had the highest
positive average score, followed by Rule of Law (RL), Control of Corruption (CC),
Regulatory Quality (RQ), Political Stability and Absence of Violence (PS), and Voice
and Accountability (VA).

3. Theoretical background & related literature

The relationship between governance and economic growth has been the subject
of several theoretical and empirical studies. From the theoretical point of view, faced with
the inadequacies of exogenous growth models to explain the stability of growth at steady
state, several contributions (Lucas (1988), Romer (1986), McKinnon and Shaw (1973),
Barro (1989), Roubini and Sala-I-Martin (1995) have developed models of endogenous
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growth. These authors have quickly turned to deep variables, particularly institutional
variables in an attempt to justify the development gaps between countries unexplained
solely by economic variables. Several authors have highlighted political and institutional
factors in the context of deepening growth models. Thus, Barro (1996) attaches particular
importance to democracy, Clague, Keefer and Olson (1996) insist on the importance
of respect for property rights, Alesina and Perotti (1994) stress the need to take into
account the instability and Rodrik (1999) supports the idea that good governance is a
necessary condition for improving economic aggregates. Hall and Jones (1999) show,
from a sample of 133 countries, that differences in government institutions and policies
across countries that explain differences in capital accumulation, level of education And
productivity, which explain the disparity in income level and country development. On
the other hand, Amable (2005) links institutions with the rest of economic activities.
He finds that economic performance depends on the institutional policies adopted, in
addition to the strictly technological elements, such as the accumulation of physical
capital, investment in research and development and the type of training.

For their part, proponents of the New Institutional Economy (NIS) support the
idea that executives of effective institutions can make a difference in the success of financial
reforms. They argue that institutions are one of the determinants of long-term economic
growth. Effective institutions create an environment conducive to capital accumulation.
They direct resources towards productive projects and therefore generate high growth.
Insufficient institutions, on the other hand, encourage the creation of non-productive
activities and generate high transaction costs and low economic performance. The
quality of institutions promotes growth through two channels: the investment channel,
particularly foreign direct investment (FDI), and the channel of reducing transaction
costs through risk reduction and neutralization of rigidities (Chtourou, 2004).

In general, institutions are a priori in interaction with growth. Improved
economic activity is always accompanied by better institutions. This thesis is confirmed
by the studies of Rodrik (1997, 2003), which show that the quality of the institutions
accounts very well for the growth gaps between East Asian countries; Which cannot be
attributed to traditional economic variables such as the accumulation of capital, technical
progress or the increase in labor supply.

On the empirical level, a rich literature suggests that the good quality of
institutions is fundamental for recovery and economic development. This literature often
takes the form of cross-sectional studies that aggregate several countries. GDP per capita
measuring the growth rate is estimated on many institutional variables such as voice and
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accountability, political stability, government effectiveness, quality of regulation, rule of
law and control of corruption. Other variables are used in these regressions but are not
related to the quality of institutions such as monetary, banking and financial variables.

Econometric studies by authors such as Scully (1988), Grier and Tullock (1989),
Barro (1996), Helliwell (1994) and Isham, Kaufman and Pritchett (1997) confirm the
existence of a positive correlation between governance (Civil liberties) and economic
growth for the majority of countries in their sample. In 2004, Kaufmann, Kraay and
Mastruzzi show that good governance has a positive effect on growth. This result is proved
by Acemoglu, Johnson and Robinson (2004). These authors have shown that the growth
gap between rich and poor countries is due in large part to the difference in the guarantee
of property rights in these countries. For their part, Rodrik, Subramanian and Trebbi
(2002) emphasize the role of property rights in growth. Similarly, Barro (1991) and
Londregan and Poole (1992) develop a robust econometric model confirming a positive
correlation between political instability and growth. Political instability creates a low rate
of growth. The same observation was obtained by Alesina and Perotti (1996), but with
the exception that the dependent variable is investment. Some authors have tested the
relationship between growth and institutional quality as measured by composite indices.
As Easterly and Levine (2002) used the Kaufmann global governance index to show that
governance affects growth positively and significantly. Similarly, after constructing two
indices measuring contract security and property rights, Knack and Keefer (1995) suggest
that these two indicators are positively correlated with growth. Finally, Mauro (1995)
selected the three indexes of institutions built by Business International (BI): the index
of corruption, the index of bureaucracy and the index of political stability. Econometric
experiments confirm the positive and statistically significant impact of these indicators
on economic growth. Moreover, among the most robust empirical studies devoted to the
relationship between institutions and growth are published by the IMF and the World
Bank. Thus, in its 2003 World Economic Outlook, the IMF stresses the importance of the
quality of institutions as an explanatory factor for countries” development. According to
the IMF, given the mobility of international capital, estimates of institutional realities
have shown the major role of institutions in attracting investment. The study also shows
that institutions have a positive and significant impact on economic growth. The growth
rate of GDP per capita would increase by 1.7 percentage points if the quality of the
institutions reached the average of the sample. Finally, this study shows that institutions
have an effect on the instability of growth. The better the quality of institutions, the more
stable the growth. Among the empirical studies devoted to the relationship between
institutions - growth, we find that of the World Bank (2003) relating to MENA countries.
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The study showed that since the 1980s, the annual average of economic growth per capita
in the MENA region was 0.9%, a level lower than that of sub-Saharan Africa. The weak
growth in the MENA region is explained by the governance gap. The simulations show
that if the MENA region had been able to achieve an average quality of public sector
administration comparable to that of a group of performing countries in South-East
Asia, its growth rates would have been higher, by almost one percentage point per year.

4. Model Specification

This study utilizes autoregressive distributed lags approach to co- integration,
recently developed by Pesaran, Shin, & Smith, (2001) to overcome the difficulties
of estimating time series data and establishing the long run relationship among
economic variables. One of the advantages in the application of ARDL approach to
co- integration is that it overcomes the unnecessary difficulty of achieving the order
of 1(0), and I(1) as a condition of integrating order of series. This approach appears
to be more reliable when compared with Engle, & Granger, (1 987> and Phillips, &
Hansen (1990) approach. One interesting thing with ARDL model is that it provides
avenue for using OLS estimation criteria for identification and estimation of certain
variables under consideration (Lee, Pesaran, & Smith, 1998). The application of OLS
in the estimation of a long run relationship overcomes some of the weaknesses of other
techniques. Thus, ARDL provides means for detecting the direction of causality through
the modified OLS error correction representation mechanism However, the decision
rules of establishing the long run relationship in bound testing follow the rules that
if the estimated F-test value of the joint significance is higher than the upper critical
value computed values, the null hypothesis of no long run relationship is rejected. On
the other hand, if the computed F- tests value of the joint significance lays below the
lower critical value, the null hypothesis of no long run relationship is not rejected. But
in any case where the F-test value falls in between the upper and lower critical values
the outcome result is inconclusive. In every step of ARDL selection, the lag order is
very important, therefore, the choice considers minimum lag value based on the Akaike
Information criteria, (AIC), or the maximum lags length based on Schwartz-Bayesian
Criteria (SBC).

A diagnostic test is performed in order to make sure that the model is well
specified and it is free from any forms of disturbances or instability. The stability test is
conducted by employing the cumulative sum of squares of recursive residuals (CUSUM)
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and the cumulative sum of squares of recursive residuals (CUSUMSsq). This enables us to
be certain on the error correction representation results. Model specification is as follows:

AY, =a, +aAY,, Fa,AVA |+ o, AGE,_| +a , ACC,_| +a;APS, | +a ARL | +a,ARQ, |
toY  dagVd oy GE |+ o CC L+ a,PS, | +apRE  +a, RO, + e,

The null hypothesis of no long run relationship is examined through F-test of the joint
significant of the lagged level coeflicient of equation.
Hia=a=a =a =a =a_ =a,=0 (Variables are not cointegrated)
H a0, a 0, a, #0, a 0, a 70, a 70, a #0 (Variables are comtegrated)
Where Y| it is the dependent variable measured by the real GDP growth rate, VA, GE,
CC,, PS, RL, and RQ, are the voice and accountable, government effectiveness, control

of corruption, political stability, rule of law, regulatory quality respectively and ¢, is the
white noise term.

5. Results and Discussion
a. Stationarity test

In order to test the stationarity of the series used in this study, the Augmented
Dickey-Fuller (ADF) test is used. This test examined the null hypothesis that the variable
considered has a unitary (no stationary) root with respect to the alternative hypothesis
that the variable is stationary. The results of the ADF test are shown in the table below.

Table (1) : Unit Root Test Results

In level First difference Integration
Intercept Trend and None | Intercept Trend and None order
intercept intercept
Y -2.152 -2.987 -2.333 | -4.636™" -4.442" -4.664%** 1(1)
VA -0.769 -0.756 -0.847 | -2.360 -2.993 -2.342™ 1(1)
GE 0.022 -1.991 -1.083 | -3.611" -4.616™ -3.001"" 1(1)
CcC -1.906 -2.380 -1.966" | -2.624 -2.538 -2.720™" 1(0)
PS -0.205 -1.606 -0.315 | -2.743" -3.369" -2.316™ 1(1)
RL -1.583 -1.346 -1.664" | -2.144 -2.060 -2.212" 1(0)
RQ -0.090 -0.587 0.510 | -2.818" -3.369" -2.703" 1(1)

Source: Author’s estimate, Eviews 9.5
Note: «xx, xx,x Significances level at 1% 5% 10%

The application of the unit root ADF tests on the studied series leads us to reject
the hypothesis of stationarity for all the series except for the corruption (CC) and the
rule and law (RL) which are stationeries in level. The results also shows that the other
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series are integrated of order one, I (1). Therefore no series is integrated in order two I
(2) or more, which is essential for the application of the ARDL.

b. Co-integration test: ARDL Bounds

The co-integration test under the Bounds procedure involves comparing the
F-statistics with the critical values, which are generated for specific sample sizes.

Table (2) : ARDL Approach to Cointegration: Result of F-Test

F statistic estimated | 90% lower bound | 90% upper bound | 95% lower bound | 95% upper bound
3.68 1.99 2.94 2.27 3.28

Source: Author’s estimate, Eviews 9.5

The calculated F-statistic is 3.68 (F=3.68) is higher than the upper bound critical
value at 5% level of significance using restricted intercept and trend. This implies that
the null hypothesis of no cointegration can be rejected at 5% level of significance and
therefore, there is a cointegration relationship among the variables.

c. Long-term and short-term estimation of the ARDL model

After finding the long-term relationship between the variables, we proceed to
the second step of the analysis. At this point, we estimate the long-term and short-term
coeflicients. The results of our ARDL model are presented in Tables 4 and 5.

Table 3: ARDL Model (3, 1, 1, 1, 1,0, 1)

Variable Coefficient Std. Error t-Statistic Prob.*
Y(-1) -0.469161 0.025246 -18.58339 0.0029
Y(-2) -0.167579 0.032982 -5.080850 0.0366
Y(-3) -0.170014 0.028544 -5.956300 0.0270
VA -1.626695 0.186609 -8.717124 0.0129
VA(-1) 4.118787 0.654971 6.288498 0.0244
GE 0.704790 1.033052 0.682240 0.5655
GE(-1) 17.92305 1.891814 9.474003 0.0110
RQ 3.442727 0.646708 5.323468 0.0335
RQ(-1) 13.18953 1.305372 10.10404 0.0097
RL 8.856698 0.938441 9.437676 0.0110
RL(-1) -14.11671 1.231957 -11.45877 0.0075
CC -9.138420 0.917284 -9.962472 0.0099
PS -1.136082 1.449709 -0.783662 0.5153
PS(-1) -6.000356 0.409993 -14.63525 0.0046
C 3.283113 1.890258 1.736860 0.2245
R-squared 0.992882 Adjusted R-squared 0.943058
F-statistic 19.92779 Prob(F-statistic) 0.048773

Source: Author’s estimate, Eviews 9.5
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The ECM-ARDL model (3, 1, 1, 1, 1, 0, 1) is selected based on the Akaike
information criterion (Figure 2).

Figure 2: the graph of the Akaike Information Criterion (AIC)
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Source: Author’s estimate, Eviews 9.5

Table 4 presents the results of the long-term relationship between the dependent
variable and the other explanatory variables.

Table (4): Long-term coefficients

Variable Coefficient Std. Error t-Statistic Prob.
VA 1.379320 0.291574 4.730603 0.0419
GE 10.310118 1.843976 5.591242 0.0305
RQ 9.205602 0.811978 11.337257 0.0077
RL -2.911306 0.512793 -5.677347 0.0297
CC -5.057923 0.588699 -8.591699 0.0133
PS -3.949868 1.064989 -3.708834 0.0656
C 1.817134 1.003087 1.811542 0.2118

Source: Author’s estimate, Eviews 9.5

The institutional variable “Voice and Accountability” Has a positive and
significant effect on economic growth in Tunisia. This result is expected in fact that
Tunisia after the revolution is a country characterized by a developed legal system, a
high level of transparency, protected civil liberties, respected political rights, a free press,
democratic accountability and a media Independent.
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Economic growth in Tunisia appears to be positively influenced by the
institutional variable “Government Effectiveness “. Result is expected, considering the
components of this variable namely: government policies, quality of administration,
effective officials, government credibility, bureaucratic delays, utilities, low wastage in
government spending.

The “Regulatory Quality” has a positive and significant impact on Tunisia’s
economic growth. This result can be explained by the fact that in the case of the
component elements of this variable, Tunisia can perform well.

The institutional variables “rule of law” and “corruption” the results shows that
in Tunisia affect economic growth negatively in the long run. The study reveals that
corruption and rule of law yields negative influence economic growth directly as well as
indirectly.

The institutional variable “political stability” negatively influences economic
growth in Tunisia. This is an expected result in the case of this particular country after
2010 year of the revolution. Indeed, Tunisia is a country characterized by high political
instability an almost total presence of violence.

Table (5): Error Correction Model and Short-Term Estimates

Variable Coefficient Std. Error t-Statistic Prob.
D(Y(-1)) 0.411725 0.260863 1.578322 0.2552
D(Y(-2)) 0.161382 0.189637 0.851005 0.4844
D(VA) -1.713576 1.807446 -0.948065 0.4432
D(GE) -7.185206 4.317897 -1.664052 0.2380
D(RQ) 12.165096 6.485228 1.875816 0.2015
D(RL) 8.941441 4.171893 2.143258 0.1653
CcC -1.593690 1.687241 -0.944554 0.4446
D(PS) -0.922119 3.370718 -0.273567 0.8101
ECM(-1) -1.540381 0.316939 -4.860188 0.0398

Cointeq =Y - (1.3793*VA -5.0579*CC + 10.3101*GE + 9.2056*RQ -2.9113
*RL -3.9499*PS + 1.8171)

Source: Author’s estimate, Eviews 9.5

The error correction model (ECM) is used to confirm the existence of a stable
long-term relationship and a cointegration relationship between the variables. Table
5 shows that the coefficient of the error correction term ECM (-1) is statistically
significant with the expected negative sign. This confirms the existence of a stable long-
term relationship between the variables. The ECM coefficient (1) is -1.54, suggesting
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a fast adjustment process. Nearly 154% of the shock imbalance of the previous year was
brought back to the long-term equilibrium of the current year.

Figure 3: Plotting of CUSUM Statistics for Stability Test Figure 4: Plotting of CUSUMSQ
Statistics for Stability Test
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Source: Author’s estimate, Eviews 9.5

Finally, the structural stability of the long term and short term relationships of
the ARDL model for the entire period is examined by the cumulative sum (CUSUM) and
the cumulative sum of the squares (CUSUMSQ) of the recursive residual test proposed
by Brown and al. (1975).

The null hypothesis of these tests is that the regression equation is correctly specified.
These two tests are shown in Figures 3 and 4. The two lines indicate the significance level
at the 5% threshold and if the CUSUM and SUSUMSQ plots remain within the straight
lines then the null hypothesis of the model specification can be accepted. Otherwise,
the null hypothesis is rejected and it can be concluded that the regression equation is
misleading. The two figures reveal that the CUSUM and SUSUMSQ plots remain in the
segments, confirming that the estimated equation is correctly specified and stable.

6. Conclusion and policy recommendation

This article analyzes the effects of institutional quality on economic growth. The
quality of institutions is approximated by a set of six institutional variables: the presence of
a democratic system, political stability, the rule of law, government effectiveness, quality
of regulation and corruption. In order to achieve our objective, we opted for an empirical
study of an ARDL bounds testing model for Tunisia during the period 1996-2015.
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Recent economic literature poses good governance as a significant policy option to steer
growth also advocating good governance as first priority.

Empirical results indicate the VECM-ARDL terms growth as insignificant for
governance in the short run, which may indicate that the relationship is based on the
long run phenomenon.

The empirical results thus support the viewpoint that governance is an end in
itself and may not be attributed as a tool for development. It is good to ensure governance
for better service delivery to the citizens even if it may not be the root cause of attaining
economic growth goals. Further research on the dynamics of institution building and
different parameters for governance and economic growth may improve the findings.
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