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ABSTRACT 

 
Looking for the impact of governance on well-being, I estimated the relationship of the 

Governance Indicators constructed by Kaufmann, Kraay and Zoido-Lobaton in 1999 and three 

well-being outcomes i.e. GDP per capita, infant mortality and years of schooling, in order to find 

to what extent better governance is related to better levels of well-being.  Holding infrastructure 

and trade openness constant, several Panel Data regressions were used to observe this 

relationship across four time average periods. The role of infrastructure in this model is 

outstanding. Holding everything else constant, if infrastructure increases by 1%, GDP per capita 

is predicted to increase by 11%, infant mortality is predicted to decrease by 9% and the 

population over 25 years old without schooling is predicted to decrease by 18%. Whereas 1% 

increase on trade is predicted to decrease infant mortality by 15%, it is not significant to GDP per 

capita and years of schooling. I found that the impact of several Governance Indicators on GDP 

per capita turns out to be substantial. One standard deviation increase in any of the Governance 

Indicators increases GDP per capita between 5 to 16%. However, the effects of governance on 

infant mortality and schooling are less clear. The only significant results are associated with the 

only two indicators related with the distributional role of the government i.e. Government 

Effectiveness and Regulatory Quality. Holding everything else constant one standard deviation 

increase in the measure of the effectiveness of government produces a 25 percentage points 
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decrease on the population over 25 years old without schooling, whereas one standard deviation 

increase in the quality of the country’s regulation means a 8.2% reduction on the country’s infant 

mortality rate. It also appears to indicate that GDP growth or average GDP just tell us one part of 

the story in terms of well-being. The responsibility of the government turns out to be significant 

in order to ensure not only economic growth but also using this wealth to improve country’s 

human capital expanding opportunities for all the population. Finally, despite the fact that I am 

not accounting for public spending, it appears to play a central role in these relationships and it 

seems worthy for further researches.   
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INTRODUCTION 

 

  It is impressive how the empirical literature looking at the influence of institutions on 

economic development has grown in the last years. However, regardless of this striking work and 

the variety of institutions used to look at this relationship, several problems have disturbed 

researchers’ work. In particular, the case of governance arises as one of the most controversial. 

Some of the problems that researcher have found are the data used to quantify governance, the 

lack of adequate instruments if any, the overuse of cross-section analysis and the little 

importance that the researchers have given to others well-being outcomes beside economic 

growth i.e. infant mortality and adult literacy. The main objective of this thesis is to improve the 

measure of the effects of governance on well-being using a different quantitative approach: Panel 

Data fixed effect, more updated data i.e. from 1996 to 2008 and three different well-being 

outcomes i.e. income per capita, in order to measure the impact on economic well-being and 

infant mortality and adult literacy, in order to figure out the impact of governance on human 

capital variables.  The paper proceeds as follows. Section I and Section II will outline some of 

the findings that it possible to search out from the literature about institutions, governance and 

well-being, while Section III describes the methodology specifically designed for this research. 

Section IV will examine and present the data and the econometric model used, with a particular 

focus on some interesting relationships among several well-being outcomes and governance 

measures. Section V will present the results of the Panel Data regressions. The thesis finishes 

with some brief concluding comments and policy recommendations, while the Appendix 

provides several tables and graphs that show the regression results of this research and some 
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interesting correlations that give us some highlights of how these indicators could behave with 

variables that are no a part of this research. 

 
 

SECTION I 
INSTITUTIONS AND WELL-BEING 

 
 

Institutions are the “humanly device constrains that shape the behavior of organizations 

and humans in a society, they are the rules of the game”1 (North, 1990:3). The literature has 

defined several types of institutions. They can be economic -such property rights – and political 

– such as democracy  (Bandeira, 2009), they can be either formal - such as constitutions, laws, 

regulations and contracts; and informal - such as trust, values and norms. However, 

independently of the kind of institutions, they affect the performance of the economy, so 

affecting the well-being of the people. Fragile, absent or perverse institutions are the roots of 

underdevelopment. This is why in order to meet the goals of development, countries need two 

different but not necessarily compatible sets of institutions, those that promote trade by lowering 

transaction costs and encouraging trust, and those that influence the state to defend private 

property rather than taking away it (Shirley, 2008). 

The economic literature on institutions has provided compelling evidence for a causal 

link between a cluster of good institutions and more rapid long run growth (Pande and Udry, 

2005; Persson and Tabellini, 2004; La Porta et al., 2004).  Institutional development tends to 

increases the proportion of convergence between developed and developing countries whereas 

weak institutional systems prevent poor countries from “catching up” rich countries. Moreover, 

                                                
1 Even though the concept of institutions and organizations are often used as synonymous, they are two 

different but related ideas. Organizations are a group of actors who collectively follow common objectives (Burki 
and Perry, 1998) within an institutional framework defined by formal and informal rules.  
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robust institutional frameworks have significant and large effects on the efficiency and growth 

rate of economies (Knack and Keefer, 1995 and 1997a,b; Scully, 1988). In the same direction 

Wu and Davis (1999) found a significant positive correlation between the quality of economic 

institution and economic growth due to the fact that institutions determine the smooth of 

investment in both human and physical capital and the progress of innovation.  Also, institutions 

determine the perceived risk by economic agents of conducting investments and undertaking 

risks, therefore the rate of capital accumulation and their quality and efficiency depend on formal 

and informal rules, thus influencing economic growth (Burki and Perry, 1998). More 

importantly, institutions affect the economy by defining and limiting the set of alternatives of the 

people and affecting the price of trade and production (North, 1990).  

Hall and Jones (1999) found that differences in capital accumulation, productivity, and 

output per worker are driven by differences in institutions and government policies. Rodrik et al. 

(2004) estimated the respective contributions of institutions, geography and trade in determining 

income levels around the world, being the quality of institutions overwhelmingly much more 

important than geography and trade. Likewise improving institutional development promotes 

economic growth in developing countries and improvements on institutional efficiency reduce 

the degree, severity and incidence of poverty (Chong and Calderon, 1997a,b). In this sense, 

Burnside and Dollar (1998) concluded that trust -an informal institution- has important effects on 

economic performance, while credibility promotes investment and thus drives economic growth 

(La Porta et al., 1997a,b; Brunetti et al., 1997). Institutions determine the efficiency and 

existence of markets and organizations (public and private) and they are absolutely necessary to 

the production and quality of public good (Burki and Perry, 1998). Summarizing, institutional 
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development contributes to growth, and growth contributes to institutional development (Chong 

and Calderón, 1997a; Levine, 1997).  

Beside economical institutions, political institutions also play an important role shaping 

economic policies that in turn affect well-being. For instance, discussing environmental 

regulations, Congleton (1992) stated how political institutional arrangements predominantly 

determine policies that affect environmental outcomes, thus affecting development through the 

use of natural resources and/or the health of the population in the case of pollution. Furthermore, 

Persson (2002) explained how electoral rules and political regimes have effects on the size and 

composition of the government spending, that in turns is related with economic growth. 

According with his findings presidential regimes have smaller government than parliamentary 

systems; and countries where the majority win the election have smaller welfare programs and 

less corruption. In addition, Rothstein and Stolle (2002) asserted that political institutions have 

the capability to create and destroy social capital, which is a key resource for societies because it 

seems to “oil the wheels” of economic prosperity. In the same direction Acemoglu and Robinson 

(2007) debate about how political institutions are the fundamental cause of economic growth and 

differences on development across countries.  

As we can see within the economic literature there are plenty of examples about the role 

that economic and political institutions play in an economy. In the following section we will talk 

about some specific kind of institutions, institutions for good governance, which are a mix of 

formal rules that come from the government and affect the economy by affecting in different 

ways several areas of the economic development framework.     
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SECTION II 
GOVERNANCE AND WELL-BEING 

 
 

Governance is defined by Kaufmann et al. (1999a:1) as “the traditions and institutions by 

which authority in a country is exercised.” This concept incorporates both political and economic 

institutions within the role of the government.  Specifically, governance includes the process by 

which governments are selected, monitored and replaced; the capacity of the government to 

effectively formulate and implement sound policies; and the respect of citizens and the state for 

the institutions that rule economic and social interactions among them (Kaufmann et al., 1999a). 

Beyond the importance that governance appears to have, the research about it and well-

being is not immune to difficulties. Kurtz and Schrank (2008) suggested that the dominant 

measures of governance are problematic because of perceptual biases, adverse selection in 

sampling, and conceptual conflation with economic policy choices. Those variables make more 

difficult the conclusions based on them. Furthermore a review of the recent literature on good 

governance made by Grindle (2011) indicates that still remains a number of unanswered 

questions about which institution matter the most and which kinds of interventions are most 

likely to promote development. Moreover, she added that given that the resources are limited, it 

is not clear what are the best ways to move towards better governance in a particular context.  

In the opposite direction Kaufmann et al. (1999a) provide evidence about causal 

relationship from better governance to better development outcomes. In addition Kaufmann and 

Kraay (2002) asserted that the quality of governance and per capita incomes are strongly 

correlated with a strong causal effect flowing from better governance to higher per capita 

incomes, thus confirming the previous evidence regarding the importance of good governance 

for economic development. In addition, the work of Rajkumar and Swaroop (2007) show that 
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public spending has virtually no impact on health and education outcomes in poorly governed 

countries.  

Discussing the role of political institutions in determining the prevalence of corruption, 

Lederman et al., (2005) claimed that democracies, political stability and voice and accountability 

are all associated with lower levels of corruption, that in turns is also negatively linked with 

economic growth (Mauro, 1995) and associated with ineffective government (Friedman et al., 

1999; World Bank, 1997). Moreover, the credibility of the government plays an important and 

positive part on investment and growth (Brunetti et al., 1997) while precarious political contexts 

are strongly related with lower levels of investment (Barro, 1991). For example, Evans and 

Rauch (2000) found that Weberian characteristics of public bureaucracies i.e. jurisdictional areas 

clearly specified, activities distributed as official duties organization following hierarchical 

principle and abstract rules govern decisions, are strongly associated with growth if they have the 

following characteristics: they are stable, exhaustive, can be learned, officials are selected on 

basis of technical qualifications and appointed and compensated by salary. In addition, Azfar 

(2005) discussed how effective governments are at preventing homicides by deterrence or 

apprehension. According with him people in countries with ineffective governments often 

believe that the police will not do anything about various property and non-lethal contact crimes 

(Azfar and Gurgur, 2004) following the economic theory of crime (Becker 1968, Ehrlich 1973 

and Ehrlich and Becker 1972) that predicts that beliefs about a higher probability of arrest will 

reduce the crime rate. Likewise, Azfar found that per capita homicides, as reported by the World 

Health Organizations, are strongly correlated with government effectiveness, that also explains 

differences in the efficacy of public spending.  
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Scully (1988) sustained that politically open societies which subscribe the rule of law to 

private property and to the market allocation of resources, growth at higher rates and are much 

more efficient than societies in which theses freedoms are limited. Moreover, Rodrik and 

Rigobon (2005) explained how rule of law is good for economic performance and has a much 

stronger impact on incomes than democracy, being institutions that protect property rights 

crucial for economic growth.  This result confirm the findings of Knack and Keefer (1995) who 

argued that in the presence of this kind of institutions growth and investment were expected to 

increase to higher levels.   

Countries with more development-oriented institutions -such as legal and regulatory 

systems- have better-developed financial intermediaries and consequently growth faster (Levine, 

1999). More specifically, the effect of regulation on development can be described in terms of 

efficiency losses due to market failures and government failures. Intuitively, market failures are 

mechanisms that avert an unregulated economy without a public sector from achieving the 

optimal outcomes (Bator, 1958). In the same way, government failures are mechanisms 

throughout economic policies and their implementation reduce welfare (Krueger, 1990) Both, 

market and government failures could be reduced by several measures i.e. through regulation it is 

possible to manipulate economic agents’ incentives in order to turn positive growth externalities 

into private gains and negative externalities into private costs (Gorgens et al., 2005). Problems 

like adverse selection in health insurance markets could also be reduced with regulation, thus 

affecting development through health care issues (Resende, 2008).   

Finally, Wenar (2006) discussing about accountability and development, found that the 

more specific contemporary concerns about accountability is focused on the intermediate 
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institutions which link the rich with the poor, being their respective national governments the 

intermediate institutions that are the most accountable to both rich and poor individuals.  

 

SECTION III 
THE QUANTITATIVE STRATEGY 

 
 

As we can see above, there are several channels through institutions and –specifically- 

governance affect several aspects of well-being. In particular, the main purpose of this 

investigation is to use the same approach that Kaufmann et al. (1999) and Hall and Jones (1999) 

used to identify these relationships, with a different and better technique i.e. a Panel data fixed 

effects using available data from 1996 to 2008. Through the use of Panel data I expect to solve 

two problems. The first one -pointed out by Grindle (2011)- argues that most of the analyses 

about governance and development depend on cross-national rather than longitudinal data. The 

second one -pointed out by Williams and Siddique (2007)- asserts that the improvements in the 

estimation procedures for panel data have not as yet been properly transferred to the governance 

literature due to the problem of finding an extensively accepted dataset with a long time series 

component.   

When Kaufmann et al. (1999) defined their Governance Indicators, they looked for the 

relationship between several aspect of governance and some well-being outcomes i.e. Adult 

literacy, GDP per capita and Infant Mortality, in order to find if good governance could improve 

well-being. Their approach was motivated by Hall and Jones (1999) who argued that the 

difference in cross-country output per worker is due to differences in what they called “social 

infrastructure”. It includes institutions and government policies that provide incentives for 

individuals and firms in an economy and -in turns- it can be broadly interpreted as a some 
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combination of the aspect of governance that Kaufmann et al. (1999) discussed latter in their 

paper.  

Hall and Jones (1999) formed their measure of social infrastructure by combining two 

indexes. The first element was an index of government anti-diversion policies (GADP) created 

from data assembled by Political Risk Services, a firm that specializes in providing assessments 

of risk to international investors. The second element captured the extent to a country is opening 

to international trade. In order to measure it they used the Sachs-Warner index that measures the 

fraction of years during that the economy has been open. The collection of other instrumental 

variables was related to various correlates of the extent of Western European influence. 

According with the authors the extent of this influence was far from uniform and thus provides 

an identifying variation, which they take to be exogenous. They found that these instruments 

were positively correlated with their “social infrastructure” variable.  

Hall and Jones (1999) as well as Kaufmann et al. (1999) explicitly recognized that their 

measures of respectively social infrastructure and governance are endogenous variables. As 

explained above, both used several instrumental variables in order to control for endogenous 

problems in their measures.  

The proposed model replaces the cross-sectional method by a panel data fixed effects 

model using all available years from 1996 to 2008. The difference in the approach implies that 

the econometric estimates would be more efficient given that the use of panel data would 

increase the degrees of freedom and would reduce the collinearity among explanatory variables. 

More importantly, the use of panel data will provide a means of “resolving or reducing the 

magnitude of the assertion that the real reason one finds (or doesn’t) certain effects is the 
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presence of omitted (mismeasured or unobserved) variables that are correlated with explanatory 

variables” (Hsiao, 2003:5).  

Kaufmann, Kraay, and Zoido-Lobaton (1999) constructed six aggregate indicators of six 

broad aspects of governance. These indicators are based on hundreds of specific and 

disaggregated individual variables that measure various dimensions of governance. They are also 

based exclusively on subjective - or perceptions-based - data on governance, reflecting the views 

of a wide range of informed stakeholders. The reasons why they used these kind of reports were 

first, perceptions matter because agents base their actions on their perceptions, impressions, and 

views; second, in many areas of governance there are few alternatives to relying on perceptions-

based data e.g. corruption; and third because “often objective or fact-based data may capture a de 

jure notion of laws 'on the books' that differs substantially from the de facto reality that exists 'on 

the ground'” (Kaufmann et al. 2009:4) 

As well as Kaufmann and his co-authors found a causal relationship from good 

governance to better development outcomes, I expect to provide strong evidence of how 

governance could influence a country’s well-being and, therefore, the welfare of its citizens. 

Moreover, the use of updated data should improve the estimates of the effects of governance on 

well-being. Whereas Kaufmann et al. (1999) and Hall and Jones (1999) used data from 1996 to 

1998 I expect to use a much more extended period i.e. from 1996 to 2008. Thus having more 

observations points across time and countries would improve the measure of the magnitude and 

direction of these effects, if any. 
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SECTION IV 
THE DATA AND ECONOMETRIC MODEL 

 
 

As explained above, by using the same approach of Kaufmann et al. (1999) that in turn is 

based on the work of Hall and Jones (1999), I expect to disentangle the effects of governance on 

several well-being outcomes with a series of panel data regressions of these outcomes on each of 

their six governance aggregate indicators. Tables Nº1 and Nº2 show what variables will be 

included in the model and provide descriptive statistics for the relevant variables in the analysis. 

The data was obtained from readily available sources and refers to all available years from 1996-

2008 and contains observations for 194 countries. The dependent variables (Infant Mortality, 

Years of Schooling and GDP per Capita) and the control variables (Infrastructure and Trade) 

have been included in level and log forms. The governance indicators maintain their original 

mesure.  

The number of observations per country goes from 447 to 745, depending on what 

variable is used, being infant mortality the variable with the smallest number of observations. 

The measured years go from 1996 to 2008. This is because just these years have available data of 

the Governance Indicators2, which are the variables of interest.  However, in order to capture a 

higher variance across time I used the average values of four time periods being the following: 

 
Period Years measured 
1 1996 
2 1998 and 2000 
3 2002, 2003 and 2004 
4 2005, 2006, 2007 and 2008 

 
 

                                                
2 The latest version of the Governance Indicators is currently available and it goes from 1996 to 2009, unfortunately 
the rest of the variables have not been measured in the same period, making difficult to use the newest version.   
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The use of average periods instead of all available years is one of the limitations that this 

research has. Given the fact that there are gaps among some of the available years of the 

Governance Indicators database, some average periods that I used have fewer observations than 

others. It seems that the use of weighted average periods could solve this problem and therefore 

it could be worthy for further researches. Table Nº3 shows different correlation values across all 

independent variables. As Kaufmann et al. (1999) explained, given that these indicators measure 

some aspect of the same concept (governance) it is possible to see a higher correlation among all 

of the Governance Indicators estimates. 

Finally, at the end of this paper in an appendix six bi-variate scatter plots are published 

with GDP per capita (log), Infant Mortality (log) and No Schooling (log) run against the six WB 

Governance Indicators (Voice and Accountability, Political stability, Government Effectiveness, 

Regulatory Quality, Rule of Law and Control of Corruption). The results are summarized in 

Tables Nº4 to 6 and graphs Nº1 to Nº3.  The outcome indicates a promising beginning. They 

show a strong positive association between each of the six Governance Indicators, the control 

variables and our three well-being measures.  Finally, and even though it is far from the scope of 

this investigation, it is interesting to see the positive association between government 

effectiveness and public spending. In graph Nº6 it is possible to observe how better levels of 

effectiveness and better regulatory policies are associated with higher levels of public spending, 

that in turns is strongly related with lower rates of infant mortality, higher rates of schooling and 

lower levels of inequality within a country. However this cannot be interpreted as a causal 

relationship from better governance to better well-being outcomes because we are not controlling 

for any other well-being driver i.e. infrastructure and trade and they could also indicate reverse 

causation from well-being to governance.  
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The model 

 
I expect to unravel the direct effect of governance on well-being by a series of panel data 

regressions of these outcomes on each governance indicators. The new model that will be used 

is:  

 
ln (dev)jt = α + β1 govjt + β2 ln (infra)jt + β3 ln (trade)jt + εjt  
 
where, 

 

• ln(dev)jt  denotes a measure of well-being outcomes, being either the logarithmic form of 

per capita GDP, infant mortality and no years of schooling  for adults over 25 years old 

for country j year t . The measure of the per capita income is GDP per capita in 2005 US 

constant dollars, adjusted for purchasing power parity. The measure of infant mortality is 

the the number of infants dying before reaching one year of age, per 1,000 live births in a 

given year. The data was obtained from the World Bank Indicators. The measure of years 

of schooling is the percentage distribution of the adult population over 25 years old who 

has not attained any level of education. The data was estimated by Barro and Lee (2010) 

who used it in order to investigate how economic growth is related to the stock of human 

capital. According with their findings educational attainment is at best a proxy for the 

component of the human capital stock obtained at schools because human capital 

includes a complex set of human attributes that are difficult to measure using other kinds 

of variables like adult literacy.3 

                                                
3 Moreover, beside the fact that the database created by Barro and Lee presented a higher number of observations 
across time and countries, the Person correlation value between the usual adult literacy measure obtained from the 
World Bank and educational attainment from Barro an Lee is -.9 
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• gjt denotes each governance aggregates for country j year t. The choice on iits of 

governance that Kaufmann et al. (1999) made ensure that the estimates of governance, a 

standard deviation of one and have a mean of zero and a range from around -2.5 to 

around 2.5 being the higher score the better. The six governance indicators, originally 

published in 1999, are: 

Voice and 
Accountability  

Captures perceptions of the extent to which a country's 
citizens are able to participate in selecting their government, as 
well as freedom of expression, freedom of association, and a 
free media 

Political Stability and  
Absence of Violence  

Captures perceptions of the likelihood that the government 
will be destabilized or overthrown by unconstitutional or 
violent means, including politically-motivated violence and 
terrorism. 

Government 
Effectiveness  

Captures perceptions of the quality of public services, the 
quality of the civil service and the degree of its independence 
from political pressures, the quality of policy formulation and 
implementation, and the credibility of the government's 
commitment to such policies. 

Regulatory  
Quality  

Captures perceptions of the ability of the government to 
formulate and implement sound policies and regulations that 
permit and promote private sector development. 

Rule of Law  Captures perceptions of the extent to which agents have 
confidence in and abide by the rules of society, and in 
particular the quality of contract enforcement, property rights, 
the police, and the courts, as well as the likelihood of crime 
and violence 

Control of Corruption  
 

Captures perceptions of the extent to which public power is 
exercised for private gain, including both petty and grand 
forms of corruption, as well as "capture" of the state by elites 
and private interests 

Source: Kaufmann et al. (1999) 

• ln(infra)jt denotes infrastructure as a proxy of access to institutions. Institutions need 

infrastructure in order to ensure access from/to them. Moreover, infrastructure is also a 

well being driver. Based on the work of Guzman et al. (2011) I am using as a proxy the 
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logarithmic form of the mobile and fixed line telephone subscribers per 100 people. They 

found that there is very high correlation between telephone lines and the principle 

component of different measures of infrastructure. The data was obtained from the 

International Telecommunication Union, World Telecommunication Development 

Report, and the World Bank estimates.  

• ln(trade)jt denotes the proxy of globalization and it is measured as the logarithmic form 

of the sum of exports and imports of goods and services as a share of the GDP.  Both Hall 

and Jones (1999) and Kaufmann et al. (1999) control for the effect of globalization on 

institutions, however given the nature of Panel Data is not possible to use their same 

variables. Trade as a proxy of globalization robustly related with growth refer to actual 

economic flows and restrictions in developed countries (Dreher, 2002) 

Beside the use of average periods, this methodology has some another limitation. In 

general by using time dummy variables we can allow for the effects of those omitted variables 

that are specific to individual cross-sectional units but stay constant over time, and the effects 

that are specific to each time period but are the same for all cross sectional units (Hsiao, 2003). 

Time dummies can also help in tests for heteroskedasticity to determine whether the 

unconditional error variance has changed over time (Wooldridge, 2002). However, given the 

available years for my control variables it makes difficult to them to significantly capture their 

variation across time.  
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SECTION V 
THE ESTIMATION RESULTS 

 
 

Tables Nº 7 to 9 summarizes the results from panel data fixed effects regression analysis 

for the period 1996-2008, using conventional data found in existing works addressing the impact 

of governance on well-being. Separately using the six proxies of governance it is possible to see 

how they behave in different ways depending on which well-being measure we use.  

The base model is composed by each well-being outcome and two control variables: 

infrastructure and trade. Infrastructure enters the equation strong and shows the expected sign 

when is regressed against GDP per capita, infant mortality and years of schooling. Holding 

everything else constant if infrastructure increases by 1% GDP per capita is predicted to increase 

by 11%, infant mortality is predicted to decrease by 9% and the population over 25 years old 

without schooling is predicted to decrease by 18%. As Agenor (2006) explained, an increase in 

the share of spending on infrastructure may facilitate the shift from low growth equilibrium to a 

higher growth steady state. Moreover, Calderon and Serven (2005) asserted that infrastructure 

for development could be highly effective to combat poverty because growth is positively 

affected by the stock of infrastructure assets; and income inequality declines with higher 

infrastructure quantity and quality. In the same direction, Esfahani and Ramirez (2003) argued 

that the contribution of infrastructure services to GDP is considerable and -in general- it can be 

greater than the cost of provision of those services. Finally, this findings support the work of Fay 

et al. (2005) who found that having better access to basic infrastructure services play a 

significant role in improving child-health outcomes. 

The relationship between trade and income per capita is less clear, having a negative but 

not significant effect on it. This seems to be in accordance with the current literature that is far 
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from being unanimous about the direction and magnitude of this relationship. While Jamison et 

al. (2003) found that economic openness -measured by imports and exports relative to GDP- had 

a strong impact on economic growth, Rodrik and Rigobon (2005) argued that openness 

(measured in the same way) has a negative impact on income levels. In the same direction, trade 

appears to be non important in order to explain improvements on human capital measured as 

years of schooling. On the contrary, it seems to be a very important factor in order to reduce 

infant mortality, having a strong and highly significant effect on it no matter what proxy of 

governance we use. Holding everything else constant if trade increases by 1% infant mortality is 

predicted to decrease by 15%. This result could be attributed to knowledge spillovers (Owen and 

Wu, 2007) that improve in some level educational attainment through cultural exchanges, being 

easier to acquire basic facts about how to maintain living areas and food clean or the importance 

of drink uncontaminated water. Moreover, Owen and Wu found that openness is also associated 

with good economic policies which themselves are related to more desirables health outcomes. 

However this research is treating all countries as equals, whereas Moore et al. (2006:166 and 

176) distinguishing between core and peripheral countries -being the latter countries  

“economically overspecialized, more dependent on foreign capital, and subject to exploitation 

and control by core states”- asserted that peripheral countries are “structurally disempowered and 

may be viewed as being at a higher level of vulnerability to the negative effects of globalization 

and trade.”  

The first model of economic well-being and governance estimated in this research offers 

quite striking results. In Table Nº7 we can see that after accounting for infrastructure and trade, 

the impact of several governance indicators on GDP per capita turns out to be substantial. In 

particular one standard deviation increase in any of the governance indicators increase GDP per 
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capita between 5 to 16%. These results are not much different form the results that Kaufmann 

and his co-authors obtained in 1999, however in this case five of them have highly significant 

coefficients whereas Kaufmann’s results were not.    

Unfortunately, the striking results that we observed in Table Nº7 disappear when a 

different well-being measure is used. Again, after accounting for infrastructure and trade, the 

impact of the governance indicators on infant mortality and educational attainments (years of 

schooling) are mix. The only significant results are associated with the only two indicators 

related with the distributional role of the government i.e. Government Effectiveness and 

Regulatory Quality. One standard deviation increase in the measure of the effectiveness of 

government produces an increase of 25% points on the percentage of the population over 25 

years old with at least one year of schooling, whereas one standard deviation increase in the 

quality of the country’s regulation means a 8.2% reduction on the country’s infant mortality rate. 

It appears to be consistent with the findings of Rajkumar and Swaroop (2007) who asserted that 

in countries that improve their governance measures, the public spending on primary education 

becomes more effective in increasing primary education attainments. More importantly, the 

effects of that Government Effectiveness and Regulatory Quality has on these well-being 

outcomes appear to indicate that GDP growth or average GDP just tell us one part of the story in 

terms of well-being. The responsibility of the government turns out to be significant in order to 

ensure not only economic growth but also using this wealth to improve country’s human capital 

expanding opportunities for all the population. 
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CONCLUSIONS AND POLICY RECOMMENDATIONS 
 
 

In conclusion, the results show the greater importance that any government has in order 

to reach higher stages of well-being. In particular, even though it is very clear the positive effects 

of good governance on income per capita, it does not imply that good governance produce good 

income distribution. Given the positive correlation between good levels of government 

effectiveness and regulatory quality with public spending it is possible to assume that good levels 

of governance could conduct to a more equality distribution of income within a country’s 

economy.  In the same direction this assumption is reinforced when we look at policies that 

improve transparency and help to fight corruption. These kind of policies work in two levels by 

improving income per capita and also by improving income equality given the regressive effects 

of corruption that mean that the poor finally end paying more when corruption is allowed. It 

appears worthy for further researches to go deeper in the effects of governance on income 

inequalities.  

The importance of the government is also reaffirmed if we look at the role that the 

effectiveness of government and the quality of its regulatory policies play reducing infant 

mortality and increasing human capital in an economy. Through regulation is possible to 

improve access to health services by imposing mandatory policies to each health care provider. 

While the effects of government effectiveness on educational attainment could indicate the 

importance of public education and public involvement in educational services.  

Considering the overall effects of governance on well-being outcomes, it seems plausible 

to assume that good governance could help to get higher scores on international rankings such as 

Corruption Perception Index, Human Development Index and Human Opportunity Index. More 

importantly, it appears that by improving governance could accelerate the process of reach the 



 

20  

Millennium Development Goals. Additionally, it appears that there is an important relationship 

among public spending, governance indicators and several well-being outcomes. Although the 

magnitude and direction of these effects is beyond the scope of this investigation it is seems 

worthy for further research.  

Finally since most of the instrumental variables used to search the effects of governance 

on well-being are designed for cross sectional regressions, it appears singularly useful to look for 

instrumental variables that fit panel data models.  
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APPENDIX 

Table Nº 1 
Quantitative Strategy: Summary 
 
 
Variable/Approach  Panel Data Fixed Effects (1996-2008) 
Well Being GDP per capita, PPP 

Infant Mortality 
No Schooling 

Institutions Voice and Accountability 
Political stability 
Government Effectiveness 
Regulatory Quality 
Rule of Law 
Control of Corruption 

Globalization Trade (sum of exports and imports of goods and services 
measured as a share of GDP) 

Internal conditions Infrastructure (Mobile and fixed lines subscribers per 100 people) 
 
 
 
 
 
Sources: World Bank Development Indictors (2011); Kaufmann, Kraay and Mastruzzi (2009); Barro and Lee (2010) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 

22  

Table Nº2 
Descriptive Statistics 

 
 

Variable N Mean Std. Dev. Min. Max. 

Well Being      
Infant Mortality 447 33.14705 34.19075 1.65 150.2 
No Schooling 566 21.40548 22.58949 0.1 91.6 
GDP per capita, PPP 696 10604.84 12518.06 160.16 72888.27 
Log Infant Mortality 447 2.915868 1.142626 0.5007753 5.011968 
Log No Schooling 566 2.221543 1.593537 -2.302585 4.517431 
Log GDP per capita, PPP 696 8.553872 1.273517 5.076173 11.19668 

Institutions      
Voice and Accountability 745 -0.0736119 0.9942596 -2.23625 1.6775 
Political Stability 736 -0.0814057 0.981746 -2.957 1.628333 
Government Effectiveness 743 -0.0324 0.996579 -2.3025 2.636 
Regulatory Quality 741 -0.0454796 0.9872508 -3.132 3.413 
Rule of Law 732 -0.0739875 0.9911579 -2.53075 2.047 
Control of Corruption 714 -0.0342719 1.008173 -2.223 2.49125 

Globalization      
Trade 684 88.99626 49.03183 1.275 423.6275 
Log Trade 683 4.356273 0.5308058 0.8 6.048854 

Internal conditions      
Infrastructure 730 45.07244 49.14226 0.08 203.565 
Log Infrastructure 730 2.814652 1.782952 -2.525729 5.315985 

 
 

Table Nº3 
Correlation Matrix 

 
 

      
 

Voice & 
Account. 

Political 
Stability 

Govt. 
Effectiveness 

Regulatory 
Quality 

Rule of 
Law 

Cont. 
Corruption Infrastructure Trade Log 

Infra. 
Log 
Trade 

Voice and 
Accountability 1          
Political 
Stability 0.698 1         
Government 
Effectiveness 0.7867 0.7538 1        
Regulatory 
Quality 0.7964 0.6872 0.8906 1       
Rule  
of Law 0.796 0.8113 0.9484 0.8709 1      
Control of 
Corruption 0.7687 0.7627 0.9394 0.8382 0.9477 1     

Infrastructure 0.5985 0.5683 0.7236 0.6774 0.6973 0.6968 1    

Trade 0.1076 0.3139 0.2135 0.2265 0.2281 0.198 0.3092 1   
Log 
Infrastructure 0.1311 0.3289 0.181 0.1976 0.2101 0.1686 0.2782 0.9065 1  
Log 
Trade 0.5523 0.5624 0.6557 0.6052 0.6482 0.6029 0.8105 0.3083 0.3364 1 
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Table Nº 4 
The relationships among GDP per capita and Trade, Infrastructure, Voice and Accountability, Political stability, 
Government Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption (Correlations (r)) 
 
 Correlation 
Trade  .26 
Infrastructure .80 
Voice and Accountability .60 
Political stability .64 
Government Effectiveness .79 
Regulatory Quality .74 
Rule of Law .78 
Control of Corruption .75 
Number of Observations 638 
 
Notes:  GDP/capita is the logarithm form of the per capita GDP converted to constant 2005 international dollars using purchasing 
power parity rates.  
 
Table Nº 5 
The Relationships among Infant Mortality and Trade, Infrastructure, Voice and Accountability, Political stability, 
Government Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption (Correlations (r)) 
 
 Correlation 
Trade  -.18 
Infrastructure -.77 
Voice and Accountability -.71 
Political stability -.72 
Government Effectiveness -.84 
Regulatory Quality -.79 
Rule of Law -.82 
Control of Corruption -.81 
Number of Observations 402 
 
Notes:  Infant mortality rate is the logarithm form of the number of infants dying before reaching one year of age, per 1,000 live 
births in a given year.  
 
Table Nº 6 
The Relationships among Years of Schooling and Trade, Infrastructure, Voice and Accountability, Political 
stability, Government Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption (Correlations (r)) 
 
 Correlation 
Trade  -.13 
Infrastructure -.60 
Voice and Accountability -.59 
Political stability -.51 
Government Effectiveness -.58 
Regulatory Quality -.53 
Rule of Law -.56 
Control of Corruption -.54 
Number of Observations 402 
 
Notes: No schooling is the logarithm form of the percentage of the population over 25 years old, with no educational attainment  
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Table Nº7  
 Fixed Effects, Panel Regression Results for per capita Income  
 Cross-country panel data, 1996-2008, 4-year average periods  

 
 Dependent 
Variable    

Logarithm of GDP 
per capita at PPP    

 (1) (2) (3) (4) (5) (6) (7) 
Development 
Drivers               
Log 
Infrastructure 

0.111*** 
(0.00664) 

0.111*** 
(0.00663) 

0.111*** 
(0.00666) 

0.110*** 
(0.00639) 

0.116*** 
(0.0063) 

0.110*** 
(0.00675) 

0.115*** 
(0.00695) 

Log Trade -0.0245 
(0.0433) 

-0.0301 
(0.0434) 

-0.0240 
(0.0434) 

-0.0187 
(0.0417) 

-0.0531 
(0.0415) 

-0.0260 
(0.0439) 

-0.0370 
(0.0452) 

Governance 
Indicators        

Voice and 
Accountability  0.0512 

(0.0321)      

Political 
Stability   0.0616*** 

(0.0196)     

Government 
Effectiveness    0.168*** 

(0.0264)    

Regulatory 
Quality     0.140*** 

(0.0198)   

Rule of Law      0.0301* 
(0.0297)  

Control of 
Corruption       0.0494* 

(0.0271) 

Constant 8.363*** 
(0.182) 

8.390*** 
(0.182) 

8.365*** 
(0.182) 

8.338*** 
(0.175) 

8.471*** 
(0.174) 

8.374*** 
(0.184) 

8.430*** 
(0.189) 

Observations 667 667 660 667 667 655 641 
R-squared 0.402 0.405 0.413 0.447 0.457 0.401 0.410 
Nº of 
countries 171 171 171 171 171 171 171 

Country fixed 
effects yes yes yes yes yes yes yes 

Notes:  GDP/capita expressed as gross domestic product converted to constant 2005 international dollars using purchasing power parity 
rates. Infrastructure is measured as the total of mobile and fixed-line telephone subscribers per 100 people. Trade is the sum of exports and 
imports of goods and services measured as a share of gross domestic product. The estimates of the Governance Indicators have a mean of 
zero, a standard deviation of one and range from around -2.5 to around 2.5.   
Sources: GDP/capita, infrastructure and trade from World Bank (2011). Governance Indicators from Kaufmann et. al. (2009). All available 
years from 1996 to 2008.  
*** p<0.01, ** p<0.05, * p<0.1 
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Table Nº8  
 Fixed Effects, Panel Regression Results  
 Cross-country panel data, 1996-2008, 4-year average periods  
 
 

Dependent 
Variable     

Logarithm of 
Infant Mortality    

 (1) (2) (3) (4) (5) (6) (7) 
Development 
Drivers        

Log 
Infrastructure 

-0.0971*** 
(0.00854) 

-0.0978*** 
(0.00856) 

-0.0974*** 
(0.00865) 

-0.0969*** 
(0.00855) 

-0.0973*** 
(0.00847) 

-0.0975*** 
(0.00856) 

-0.0971*** 
(0.00855) 

Log Trade -0.159*** 
(0.0559) 

-0.163*** 
(0.0561) 

-0.158*** 
(0.0564) 

-0.163*** 
(0.0562) 

-0.148*** 
(0.0556) 

-0.156*** 
(0.0560) 

-0.158*** 
(0.0559) 

Institutions        
Voice and 
Accountability  0.0489 

(0.0462)      

Political 
Stability   0.00993 

(0.0289)     

Government 
Effectiveness    -0.0371 

(0.0411)    

Regulatory 
Quality     -0.0829** 

(0.0364)   

Rule of Law      0.0378 
(0.0492)  

Control of 
Corruption       -0.0343 

(0.0414) 

Constant 
3.920*** 
(0.233) 

3.937*** 
(0.233) 

3.914*** 
(0.235) 

3.948*** 
(0.235) 

3.888*** 
(0.231) 

3.905*** 
(0.234) 

3.925*** 
(0.233) 

Observations 405 405 402 405 405 405 405 
R-squared 0.479 0.482 0.480 0.481 0.491 0.481 0.481 
Nº of 
countries 172 172 171 172 172 172 172 

Country fixed 
effects yes yes yes yes yes yes yes 

Notes:  Infant mortality rate is the number of infants dying before reaching one year of age, per 1,000 live births in a given year. 
Infrastructure is measured as the total of mobile and fixed-line telephone subscribers per 100 people. Trade is the sum of exports and 
imports of goods and services measured as a share of gross domestic product. The estimates of the Governance Indicators have a mean of 
zero, a standard deviation of one and range from around -2.5 to around 2.5.  
Sources: Infant mortality, infrastructure and trade from World Bank (2011). Governance Indicators from Kaufmann et. al. (2009). All 
available years from 1996 to 2008.  
*** p<0.01, ** p<0.05, * p<0.1 
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Table Nº9  
 Fixed Effects, Panel Regression Results for Years of Schooling 
 Cross-country panel data, 1996-2008, 4-year average periods  

 
 

Dependent 
Variable     

Logarithm of  
No schooling    

 (1) (2) (3) (4) (5) (6) (7) 
Development 
Drivers               
Log 
Infrastructure 

-0.180*** 
(0.0166) 

-0.180*** 
(0.0167) 

-0.181*** 
(0.0167) 

-0.181*** 
(0.0164) 

-0.180*** 
(0.0168) 

-0.179*** 
(0.0168) 

-0.187*** 
(0.0173) 

Log Trade -0.0982 
(0.111) 

-0.0936 
(0.111) 

-0.0924 
(0.111) 

-0.122 
(0.109) 

-0.0969 
(0.111) 

-0.0908 
(0.111) 

-0.0992 
(0.114) 

Institutions        
Voice and 
Accountability  -0.0351 

(0.0776)      

Political 
Stability   -0.0321 

(0.0471)     

Government 
Effectiveness    -0.252*** 

(0.0708)    

Regulatory 
Quality     -0.0102 

(0.0502)   

Rule of Law      0.0973 
(0.0731)  

Control of 
Corruption       -0.107 

(0.0660) 

Constant 3.150*** 
(0.457) 

3.130*** 
(0.459) 

3.133*** 
(0.460) 

3.292*** 
(0.452) 

3.148*** 
(0.458) 

3.114*** 
(0.459) 

3.170*** 
(0.469) 

Observations 538 538 536 538 538 536 527 
R-squared 0.299 0.299 0.300 0.321 0.299 0.302 0.305 
Nº of 
countries 139 139 139 139 139 139 139 

Country fixed 
effects yes yes yes yes yes yes yes 

Notes: No schooling is measured as the percentage of the population with no educational attainment over age 25. Infrastructure is measured 
as the total of mobile and fixed-line telephone subscribers per 100 people. Trade is the sum of exports and imports of goods and services 
measured as a share of gross domestic product. The estimates of the Governance Indicators have a mean of zero, a standard deviation of 
one and range from around -2.5 to around 2.5.  
Sources: No schooling from Barro and Lee (2010).  Infrastructure and trade from World Bank (2011). Governance Indicators from 
Kaufmann et. al. (2009). All available years from 1996 to 2008.  
*** p<0.01, ** p<0.05, * p<0.1 
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Graphs Nº1     
Infrastructure and Well Being     
 
 

 
 

Graph Nº1a 
 

 
 
Graph Nº1b      
  

 
 

Graph Nº1c 
 
 
 

Source: World Bank (2011); Kaufmann, Kraay and Mastruzzi (2009); Barro and Lee (2010)     
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Graphs Nº2     
Trade and Well Being     
 
 

 
 

Graph Nº2a 
 

 
 
Graph Nº2b      
  

 
 

Graph Nº2c 
 
 
 

Source: World Bank (2011); Kaufmann, Kraay and Mastruzzi (2009); Barro and Lee (2010)     
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Graphs Nº3     
GDP per capita and Governance Indicators     
 

              
              
   Graph Nº3a     Graph Nº3b    

               
 

Graph Nº3c      Graph Nº3d 
 

                
     
  Graph Nº3e      Graph Nº3f 
 
 
Source: World Bank (2011); Kaufmann, Kraay and Mastruzzi (2009)       
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Graphs Nº4     
Infant Mortality and Governance Indicators     
 

   
 
Graph Nº4a     Graph Nº4b 
 

    
 
Graph Nº4c     Graph Nº4d 
 

   
 
Graph Nº4e     Graph Nº4f 

 
 
Source: World Bank (2011); Kaufmann, Kraay and Mastruzzi (2009)       
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Graphs Nº5     
No Schooling and Governance Indicators     
 
 

   
 
Graph Nº5a     Graph Nº5b 
 

   
 
Graph Nº5c     Graph Nº5d 
 

   
 
Graph Nº5e     Graph Nº5f 

 
Source: Barro and Lee (2010); Kaufmann, Kraay and Mastruzzi (2009)       
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Graphs Nº6     
Government Effectiveness, Regulatory Quality and Public spending      
 

   
 

Graph Nº6a       Graph Nº6b 
 

   
 

Graph Nº6c      Graph Nº6d 
 

   
 

Graph Nº6e        
 

 
 
 

Source: World Bank (2011); Kaufmann, Kraay and Mastruzzi (2009); Barro and Lee (2010)     
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