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RULE OF LAW AND ECONOMIC GROWTH

Abstract. Using data from 41 countries for the 2013—2018 period, the dependence of GDP
growth on the rule of law index that is calculated by the non-governmental organization World
Justice Project has been estimated. Compared to other specialized indicators for assessing
compliance with the rule of law, such as the World Governance Indicator, the International Country
Risk Guide, or the Index of Judicial Independence, the WJP differs more fully into actual legal
practice (not only the quality of legislation) by combining expert judgment with the results of
questionnaires surveys of residents of the country. Cross—regression estimates for the 2013—2018
averages are quite contradictory for the general sample of countries, but a direct dependence of
economic growth on the rule of law has been obtained for the countries of Central and Eastern
Europe and the former Soviet Union. If Ukraine rose from the current level of the WJP index (0.50)
to the level of Georgia (0.61), it allows to increase the GDP growth rate by 0.6 percentage points.
Estimates for panel data using the a random effects model (RE) confirm the direct relationship
between the state of the rule of law and eco—economic growth for CEE and the former Soviet
Union, whereas a weak inverse relationship between the two indicators can be observed in Asia and
Latin America. The results show that it is advisable to strengthen the rule of law in transformational
economies, while this is not urgent measures in the other studied countries. The overall study does
not deny the possibility of economic growth without advancing the legal foundations or deepening
the process of democratization of political life, but this does not apply to the CEE countries and the
former Soviet Union. In the extended specification of the regression model, it seems that the
favorable influence of the rule of law on GDP dynamics for transformational economies can be
realized by slowing down inflation. At the same time, no dependence of inflation on the WJP has
been found for Asian and Latin American countries; there is also no effect of consumer prices on
economic growth. It is noticeable that estimates for the general sample of countries show the
negative impact of only high inflation — over 15% per annum. Among other results, the direct
relationship between investment and GDP growth is worth noting, regardless of the regression
model chosen. This is in line with the standard assumptions of economic theory and, accordingly,
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reinforces the argument for the protection of property rights as a means of stimulating the
investment process.

Keywords: rule of law, economic growth, panel data.
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BEPXOBEHCTBO ITPABA I EKOHOMIYHE 3POCTAHHSA

AHoTauis. 3 BukopuctaHHsaMm gaHux 41 kpainm 3a mepion 2013—2018 pp. ouiHeHO
3aJexHICTh Temmy 3poctaHHs BBII Bixg iHAekcy BepXOBEHCTBa IpaBa, IO PO3PaXOBYETHCS
HeypsiioBoro opranizamiero World Justice Project. IMopiBHIOIOYM 3 IHIIMMH CIICIiaji30BaHUMH
IHIMKAaTOpaMH JUIsl OLIIHKY JOTPUMAaHHS CTaHIAapTIB BepxoBeHcTBa mpasa, sik World Governance
Indicator, International Country Risk Guide um Index of Judicial Independence, ingexc WJP
BIJIPI3HAETHCSI TOBHIIIUM YpaxyBaHHSIM pealbHOI IOPUAMYHOI NPAKTUKU (HE JHIIE SKOCTI
3aKOHOJIAaBYMX HOPM), /K€ IMOETHYE EKCIEPTHI OLIHKM 3 pe3yabTaTaMU AaHKETHUX OIUTYBaHb
MEIIKaHLIB KOHKpeTHOi KpaiHu. OLIHKKM 3a JOMOMOTOI0 TMepexpecHoi perpecii mis cepeaHix
3HayeHb 2013—2018 pp. mocuTh cymepewnuBi A 3aradbHOi BHOIpKHM KpaiH, ane g KpaiH
Lentpanphoi i CxinHoi €Bponu Ta kKoauimHboro Pagsucekoro Coro3y OTpUMaHO MPsAMY 3aJIEKHICTD
€KOHOMIYHOTO 3pPOCTaHHS BiJl BEpXOBEHCTBa mpaBa. SIkOM YKpaiHa 3 HUHIMIHBOTO PIBHS IHAEKCY
WJP (0,50) minusimacs go piBas ['pysii (0,61), e no3sonse ninBuniutu temn 3poctanHs BBIT Ha
0,6 mpoueHTHOro MyHKTY. OIIIHKHM JUIi HMaHEIbHUX JAaHUX 32 JOIMOMOTOI0 METOAY 31 3MIHHOIO
cranoto (anri. a random effects model — RE) minTBepmkyroTh mpsiMy 3aI€XKHICTP MDK CTaHOM
BEPXOBEHCTBA IpaBa 1 €KOHOMIYHUM 3pocTaHHsIM it Kpain L[CE i xomumuboro PansHchKOTO
Coto3y, TOqi K cinaOkuii oOepHEeHMI 3B’ 430K MK 000Ma MOKa3HUKAMU MPOCTEXKYEThCSA y KpaiHax
Azii 1 JlatuHcekoi Amepuku. OTpumaHi pe3yabTaTH IOKa3yIOTh MJOIUIBHICTD 3MIITHEHHS
BEPXOBEHCTBA INpaBa y TpaHCHOpPMAIIMHUX €KOHOMIKAX, TOJl SK 3 I[MM MOKHA HE TOCHIIIAaTH B
pemTi AOCHPKYBaHMX KpaiH. 3arajoM, HpOBEICHE IOCIHDKEHHS HeE 3arepeuye MOXKIUBICTDH
€KOHOMIYHOTO 3pOCTaHHsA 0e3 BUIEpPEIKYBAIBHOTO 3MILHEHHS MPAaBOBUX 3acaj YM MOTIHOICHHS
MpoLecy AeMOKpaTU3allii MOJITUYHOTO XHUTTS, alie e He ctocyeThes kpaiH L[CE 1 KOTUIIHBOTO
Pagsucekoro Coro3y. ¥V posmupeniil cneundikamii perpeciiiHoi Mojeni Bce BUTIIAIA€ HA T€, L0
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CTIPUSTIIMBUAN BIUIMB BEPXOBEHCTBA NpaBa Ha auHamiky BBII mis TpancopmamiiHuX eKOHOMIK
MOJKE peali30oBYBaTHCsS depe3 ranbMyBaHHs iHGsAmil. BoxHouac s kpain A3ii 1 JlatuHCbKOT
Awmepuku 3anexxHocTi iH}anii Big inaekcy WJIP He BUSBJICHO; Tak caMO HEMA€ BILUIMBY CIOKUBUYHUX
I[iH Ha €KOHOMIi4He 3pocTaHHs. [IoMiTHO, IO OIIHKM JUIS 3arajbHOi BHOIPKH KpaiH MOKa3yloThb
HETaTUBHUM BIUIMB JIMIIE BUCOKOI iH(IAIT — moHax 15 % piuHuX. 3-MOMDK IHIIUX PE3yIbTaTiB
BapTye yBaru NpsMuil 3B 30K MDK IHBECTULISIMU 1 TeMnoM 3pocTanHst BBII, sikuit mpoctexyeTbes
He3aleXHO Big oOpanoi cnenudikamii perpeciiinoi moxenmi. Lle BigmoBimae craHAapTHUM
MPUITYIICHHSAM €KOHOMIYHOI Teopii, a MPUHATIIHO MIJCKIIIOE apryMEHTAIIl0 Ha KOPUCTh 3aXUCTY
MafHOBHUX IpaB K 3ac00y CTUMYIIIOBaHHS IHBECTHIIIHHOTO MPOIIECY.

Kntouoei cnosa: BepXoBEHCTBO NpaBa, EKOHOMIYHE 3pOCTAaHHS, MAaHENbHI JIaHi.
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BEPXOBEHCTBO ITPABA 1 DJKOHOMHUYECKHUHA POCT

AnHotanusa. C ucnonp3oBanueM JaHHbIX 41 ctpanbl 3a nepuon 2013—2018 rr. oueHena
3aBUCUMOCTh Temma pocra BBII oT wuHIekca BepXOBEHCTBA IIpaBa, 4YTO pPacCYUTBHIBACTCS
HeNpaBUTEILCTBEHHON opranm3anumeit  World Justice  Project. CpaBHuBas ¢  npyrumu
CTELUANTU3UPOBAHHBIMUA HMHJIUKATOPAaMU Uil OLIEHKH COOJIIOJICHHS CTaHJApTOB BEPXOBEHCTBA
npaBa, kak World Governance Indicator, International Country Risk Guide wmu Index of Judicial
Independence, nanexc WJIP oTiimuaercst 60Jiee MOJHBIM Y4€TOM PEaIbHON IOPUANIECKON MPAKTHKH
(HE TOJBKO KadecTBa 3aKOHOJATENbHBIX HOpPM), BEOb COYETAET OKCIEPTHBIE OLEHKU IO
pe3yiapTaTaM aHKETHBIX ONPOCOB JKUTENEH NaHHOUM cTpaHbl. OLIEHKM C IOMOIIBIO NEPEKPECTHOM
perpeccun mis cpenHux 3HadeHuid 2013—2018 rr. HOCTaTOYHO MPOTUBOPEUYUBHLIC IS OOIIEH
BBIOOPKH CTpaH, HO Juig cTpaH LlentpansHoit u Bocrounoit EBpons! u ObiBiiero Coserckoro Coroza
MOJIy4eHO NPSAMYIO 3aBHCHUMOCTh 3KOHOMHYECKOTO pOCTa OT BEpXOBEHCTBAa mpaBa. Ecimu Obl
VYkpauna ¢ HeiHemHero ypoBHs unjaekca WJP (0,50) noansuiace 1o ypoBHsi ['py3un (0,61), sto
no3BoJisieT MoBbIcUTh Temn pocta BBII na 0,6 mpoueHTHoro myHkTa. OLEHKH Ui MaHENIbHBIX
JAHHBIX C MOMOIIBI0 METOJa C MepeMeHHON mocTosHHOM (aHri. @ random effects model — RE)
MOATBEPXKAAIOT MPSAMYIO 3aBUCUMOCTb MEXY COCTOSIHUEM BEPXOBEHCTBA IPAaBa U SKOHOMHYECKUM
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poctom juts crpal LIBE u OpiBiiero Coerckoro Coro3a, Toraa Kak cinabast oOpaTHasi CBS3b MEXIY
00OMMH TOKA3aTeNIIMU TPOCIIEKUBAETCA B cTpaHax Asuu u JlatuHckoit Amepuku. IlomyueHHbIE
pe3yabTaThl  TMOKAa3bIBAIOT  IEJIECOOOPa3HOCTh  YKPEIUIGHHWST ~ BEPXOBEHCTBA  IpaBa B
TpaHC(HOPMAITMOHHBIX JKOHOMHUKAX, TOTJa Kak C 3TUM MOXHO HE CHEIIUTh B OCTAJIbHBIX
UCCIIelyeMbIX CTpaHax. B oOmeM mnpoBeneHHOE HCCIeOBAHUE HE OTPUIAET BO3MOXKHOCTD
HSKOHOMHYECKOTO0 pocTa 0e3 OINepe’karollero YKpeIUIEHUS MPaBOBBIX OCHOB WM YriyOneHus
mporecca JAeMOKpaTH3aIluu TOJUTHYECKON JKH3HH, HO 3TO He Kacaercs crpaH LIBE u OwiBuiero
Cogerckoro Coro3a. B pacmmpenHoii cnenu@ukanuy perpecCHOHHON MOJEIH BCce MOX0XKe Ha To,
4TO OJArompUsTHOE BIMSHUE BEPXOBEHCTBA INpaBa Ha auHamMuKky BBII mis TpancdopmannoHHbIX
HSKOHOMHUK MOXET peaM30BBIBATHCS Yepe3 TOpMOkeHue MHOAmuu. B To ke Bpems ajis cTpaH
Azun u JlatuHcKkoi AMEpUKH 3aBUCUMOCTH MHOIAIMH OT uHAaekca WIP He oOHapyKeHO; Tak ke
HET BJIMSHUS MOTPEOUTENBCKUX IIeH Ha SKOHOMHUYECKUH pocT. [IpumedarenbHO, 4TO OLEHKU IS
oOrmiel BEIOOPKH CTpaH MOKA3bIBAIOT HETAaTHBHOE BIIMSHUE TOJBKO BBICOKOM MHGIAIMN — Ooee
15 % ronoBsix. Cpenu Ipyrux pe3ysbTaToB BHUMAaHUS CTOUT IpsiMasi CBA3b MEXy UHBECTULUSIMU
u TemnoMm pocta BBII, xoropass mpociexXuBaeTcsi HE3aBHCHMO OT BBIOpAaHHOHM cCrenu(pHUKaIH
PETPECCUOHHON MOAENU. DTO COOTBETCTBYET CTAHJAPTHBIM IPEAINOJIOKEHUSIM SKOHOMUYECKOU
TEOPHUH, a TOMYTHO YCHUJIMBAET apryMEHTALMI0 B I0JIb3Y 3alUThl MMYIIECTBEHHBIX INpPaB Kak
CpEACTBa CTUMYJIMPOBAHUS MHBECTUIIMOHHOTO IIPOLIECCa.
Knioueswvie cnosa: BEpXOBEHCTBO IIPaBa, SKOHOMUYECKUI POCT, TaHEIbHbBIE JaHHBIE.
Dopmyin: 4; puc.: 2; Tabn.: 4; 6ubdn.: 29.

1. Introduction

The rule of law is increasingly viewed as a factor of economic growth that is no less
important than capital and labor, technological innovation, geographical location, economic
openness, or cultural characteristics [25, p. 883—871]. Predominantly, the conclusions of the
constructiveness of rule of law is based on cross-regression, which may have significant
limitations, because it does not take into account the particularities of some countries; as a result it
is better to use panel data estimation methods with fixed or variable effect [1, p. 44—49].
Moreover, countries with a historically established rule of law are usually compared to countries
that lacked such an institutional feature in the past. The correlation between successes in achieving
the rule of law and economic growth can be reciprocal when strengthening legal frameworks
increases with income. Moreover, countries with a historically established rule of law are usually
compared to countries that lacked such an institutional feature in the past. The correlation between
successes in achieving the rule of law and economic growth can be mutual when strengthening legal
approaches is occurred together with income increase.

Finally, regional specificity in the broad sense of cultural and religious characteristics may
have its own influence [24, p. 313—349] to the selected form of state government [22, p. 1005—
1030]. Such relevant considerations can be illustrated by the Rule of Law Index of the World
Justice Project (WIJP), created in 2006 by an international non—governmental organization
headquartered in Washington and Seattle (USA). If for the former Soviet Union countries the lower
rate of economic growth can be explained by lower values of the WJP index, then it is quite the
opposite for the countries of Asia (Fig. 1).

The countries of Central and Eastern Europe (CEE) and Latin America have higher WJP
values, but the GDP growth rate is much lower than that of Asian countries. The purpose of this
research is to study the empirical dependence of GDP dynamics in a number of countries on the rule
of law of the WJP. This is the first time when this problem is solved for the CIS, and it has an
important practical meaning (1) that emphasizes the benefits of the rule of law as one of the factors
of economic growth, as claimed by many researchers [3, p. 41—58; 12; 17, p. 445—470; 19, p.
1391—1419], or (2) denying the overriding importance of such a connection that also has
arguments in its own right [7, p. 473—498].
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Fig. 1. Rule of law and economic growth, 2013—2018 (average)

Source: calculated from World Justice Project (www.worldjusticeproject.org) and International Financial Statistics
(www.imf.org).

Although various specialized indexes, such as the Anti-Director Rights Index, the Creditor
Index [16, p. 1131—1150], Index of Judicial Independence [12], Anti-Self Dealing Index [9, p.
430—465], World Governance Indicator [19, p. 1391—1419], International Country Risk Guide [3,
p. 41—58], are used to evaluate the link between legitimacy and economic growth, as well as sub
indexes of economic and political freedom of the Heritage Foundation and Freedom House [26, p.
100—137] etc., in order to study the relevant dependencies for the CIS countries, it is necessary to
take into account the results of questionnaires on the estimation of the real state of affairs with the
rule of law, rather than the quality of legal norms that could have been formal in the countries of the
former Soviet Union. As noted in a recent research work [11, p. 25], the rule of law is not enshrined
in any particular legal rule; far more important is what actually happens in actual legal practice.

2. Literature review

Although the study of the link between the state of legal factors and economic growth was
initiated in the early 1960s in the works of R. Coes [8, p. 1—44], until the early 1990s, these studies
were limited to microlevels’. The researchers then drew attention to the differences between the
Anglo-Saxon and French legal systems, and later began to analyze the link between the state of the
legal system and economic growth. It is clear that at once there were nuances related to the
complexity of the basic definitions of the rule of law category, which is multidimensional and
encompasses various components: from personal security and protection of property rights to
mechanisms of restraint in the upper echelons of power and the fight against corruption [14, p.
673—685]. Usually, the rule of law includes: predictability of legislation, protection of business, a
clear legal definition of property rights, transparency of officials of all levels, maintaining a balance
between all branches of government (executive, legislative, judicial), accountability of government
to citizens [23]. In the coordinates of the system of institutions, the rule of law can be attributed to
the factors of the second (formal law) and third (sphere of public administration) levels [28, p.
596—599]°. Formal law defines the particularities of the institutional environment: protection of
property rights, judiciaries, and laws, including constitutional guarantees (it takes 10 to 100 years

! A substantive review of studies on the functional connection between the rule of law and economic growth has been made in the
works of G. Xu [25, p. 863—871], S. Haggard, A. Mclntyre, and L. Thide [13, p. 205—234], C. Dobler [10]. Several rule of law
indicators compared in the study of M. Versteeg and T. Ginsburg [26, p. 100—137]. Various interpretations of the rule of law in a
broad and narrow sense are systematized by J. Mgller and S.-E. Skaaning [20, p. 136—152].

2 According to the proposed classification, the first level includes informal institutions (norms, customs, mores, traditions, etc) as
well as religion (such institutions are very stable and inertial in time, so that they need at least a century to change) [28, p. 596—
599]. Finally, the fourth institutional level concerns the quality of macroeconomic governance in terms of (1) resource allocation
and (2) economic policy optimality. It should be take into account that the rationality of individuals (this implies optimality of
behavior) interacts with legal norms [18, p. 951—970]
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for appropriate qualitative changes at the national level). The functioning of public administration
(governance) implies the maintenance of private order, contract enforcement and the effective
functioning of public structures (the period of respective changes is much shorter from 1 to 10
years). Protection of property rights has traditionally been regarded as the most important element
of law that is directly related to investment and economic growth [29, p. 537—572], but loses its
validity in the absence of proper compliance with contracts, which is only possible under the rule of
law and an independent judiciary [10]. In one of the theoretical models D. Acemoglu, S. Johnson,
and J. Robinson consider the protection of property rights derived from the availability of natural
resources and ways of reconciling the interests of the ruling elite, which is especially relevant for
the former Soviet Union countries [2, p. 385—472]. The key is the distinction between formal (de
jure) and real (de facto) political power, when the latter’s holders are able to protect their own
interests bypassing formal (official) power institutions. Usually, such opportunities are explained by
access to natural resources and impede the activities of official authorities, in particular through
lobbying mechanisms that are generally inherent in even highly democratic countries without
significant raw material dependency. R. Castro, D. Clementi, and G. McDonald proposed a model
that explains the lack of protection of property rights, as a result of low capital investment in the
production of fixed assets, because this involves higher risks than the production of simpler
consumer goods [6, p. 529—561]. The greater the difference in the above mentioned risks, the less
the protection of property rights. The result is less investment and higher cost of investment goods,
which impedes economic growth. R. Barro identifies the benefits of property rights and a
well-functioning legal system in the context of incentives for work and investment [3, p. 41—58].
In the absence of legal guarantees, and excessive administrative regulation and corruption, there is
no hope for a high rate of economic growth. Relevant considerations have been empirically
confirmed using the ICRG index, but no strong link has been found between democratization and
economic growth. One study found this analogy in ancient Greece, where democratic institutions
were lacking, but this did not impede economic growth [5, p. 29—47]. In one study researches
found this analogy in ancient Greece, where was lack of democratic institutions, but this did not
impede economic growth [5, p. 29—47]. L. Feld and S. Foigt have analyzed 57 countries and found
that only the real independence of the judiciary from political influence was favorable to economic
growth [12], while the attributes of formal independence is not affected on dynamics of GDP. If
rational politicians are interested in the independence of the judicial system de jure and de facto
(this guarantees the election promises keeping), then politicians with their own narrow—group
interests have completely opposite priorities. Similar findings were obtained in another study for 71
countries [17, p. 445—470], but it was pointed out that the rule of law depends on the institutional
characteristics of some countries. At the same time, there is no dependence of the macroeconomic
effects of the rule of law on the level of income per person [27, p. 197—211].

Countries with problems in the legal sphere may find themselves in the so—called «double
trap» when the poor quality of legal and other institutions does not allow to increase the rate of
economic growth, and this does not allow to improve institutional characteristics [15, p. 243—259].
The presence of such adverse dependence has been proven empirically for many low—income
countries. Because low- and middle-income countries lack the direct link between the rule of law
and economic growth, the fight against corruption or the protection of property rights may not have
the expected significant positive effect on economic growth [21, p. 107—117]. If causality from
economic growth to institutions (including the rule of law) prevails, than vice versa, financial and
human resources are better to use for other needs that have a greater impact on economic growth:
education, infrastructure, support for industry [7, p. 473—498]. In such an interpretation, the
improvement of the rule of law situation will eventually become a natural consequence of economic
development, which in turn will strengthen its institutional levers. At the same time, for South
Asian low-income countries, a favorable dependence of economic growth on the quality of public
administration has been obtained, which is one of the dimensions of the rule of law [19, p. 1391—
1419]. The directly stimulating effect of the rule of law on GDP dynamics has been obtained in
studies for CEE countries [4, p. 5—18].
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3. Methodology of statistical research

To investigate the dependence of economic growth on the rule of law, we have used the
WJP index, which is based on a survey of both experts and residents (this differs from the rest of
such indexes, which use only expert estimates). Higher index value means better state of rule of
law. Compared to indexes of the World Bank, Heritage Foundation and Freedom House, the WJP
index has the highest completeness of consideration of the rule of law, although empirical studies
have found a high correlation with the other indices mentioned above [26, p. 100—137]. For each
of the countries the total value (overall score) and the value of 8 sub indices in the range from 0 to 1
are given: 1) limited government powers, 2) absence of corruption, 3) order and security, 4)
fundamental rights, 5) open government, 6) effective regulatory enforcement, 7) access to civil
justice, 8) effective criminal justice. In our study we used data from 41 countries related to the
transformation economies of CEE and the former Soviet Union, Latin American and Asian
countries, as well as Egypt and South Africa. South Korea belongs to high-income countries, but its
indicators are nevertheless included in this study. Instead, Venezuela’s data, which is characterized
by extreme values of both the WJP index and the selected macroeconomic indicators, is not taken
into account. As is the case with empirical studies, firstly we estimate the relationship between the
rule of law and GDP dynamics by cross-regression, and subsequently compare the results with
panel estimates using the following statistical model:

AY, =a,+o,LAW, +a,INV, +a,CPIl +5, + 1, +¢,, 1)
where AYj; — GDP growth rate of country i in the time period t (%), LAW;; — rule of law index
WJP, INVj — investment (% of GDP), CPl;; — consumer price inflation, » — identifier of some
country, r, — time variable, ¢, — stochastic factor. It can be assumed that the rule of law is
beneficial for economic growth (o, >0), although the magnitude of the impact may differ across

countries. There is also no reason to dispute the direct relationship between investment and GDP
dynamics (o, > 0).The impact of high inflation is usually negative, but moderate price increases

can be beneficial for economic growth (o, <> 0).

Table 1
Statistical characteristics of the raw data, 2013—2018
Variable Obs Mean Std. Dev. Min Max
Rule of law index (LAW;,) 210 0,54 0,11 0,36 0,81
GDP growth rate (AY) 210 2,68 3,42 -9,77 12,52
Investments (INV;,) 205 24,35 6,48 13,40 47,57
Inflation (CPly) 246 4,68 6,18 -2,51 48,71

Source: own calculations.

Venezuela, Kyrgyzstan, Mongolia and Uzbekistan were excluded for reasons of
improvement in the statistical characteristics of the sample of the studied countries (elimination of
outliers). The statistical characteristics of the raw data are presented in Table. 1. In the sample of the
study of countries, the TRL index ranges from 0.36 (Egypt) to 0.81 (Estonia), while the average is
0.54. Ukraine has a minimum of GDP (2015) and investment (2014) value as well as a maximum of
inflation rate (2015). The highest GDP growth rate was reached in Iran (2016) and investment — in
China (2013). Because the standard deviation for GDP dynamics and inflation seems too large, the
basic statistical model (1) is estimated both for the general sample of countries and separately for
two subgroups of countries: 1) CEE and CIS, and 2) Asia and Latin America (plus Egypt and South
Africa). In addition, the CPI15it inflation rate is used, taking into account only values below 15%
pa.

4. The results of the study

If we use cross-section regression for the 2013—2018 averages, the conclusions regarding
the link between the rule of law and economic growth are quite contradictory (Fig. 2). For the
general sample of countries, everything indicates the presence of a reverse link, but for the CEE and
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CIS countries it is just the opposite: the rule of law contributes to economic growth. If Ukraine rose
from the current level of the rule of law index (0.50) to the level of Georgia (0.61), it would
increase the GDP growth rate by 0.6 percentage points. However, the low value of the coefficient of
determination R? does not allow thinking that obtained results are too convincing.

8 - y = -4.05x +5.43 81 V=5é°fx'1-°5

. R2=0.04 RZ=0.06
6 . 6 1

‘e

* 0’0 * *
a4 2 ¢ * 4 - g
* * o
* * . : . .
o Q. : * 5 | . *
.0
O T * |.. T T T 1 O T * T T T T 1
0,3 04 05 * 06 0,7 0.8 0,9 0.3 0.4 0,5 0,6 0,7 0,8 0.9

2 A * -2 1 *
4 - 4

a) all countries b) CEE and CIS countries

Fig. 2. The dependence of GDP dynamics on the value of the TRL index
Note: excluding Venezuela, Kyrgyzstan, Mongolia and Uzbekystan.

The empirical estimates for the panel data are given in Table 2.

Table 2
GDP growth factors (AY, ) for the general sample of countries
Variable unit (1) (2) (3) (4)
Const -0,795 (-0,35) -5,738 —4,789 -5,085
(-1,97") (-1,64") (-1,75)
LAW, 6,266 7,730 6,284 7,806
(1,84) (1,82) (1,45) (1,85)
INV, 0.173 0,191 0,139
— (2,787) (3,967) (2,197)
P, _ _ 0112 _
(-2,637)
CPI15, 0,059
— — — (0,71)
N 168 168 164 157
R 0,01 0,09 0,16 0,07
Wald 2,51 10,927 17,67 8,35

Note: here and next in parentheses z-values; * indicates statistical significance at the level of 10%; ™" at the level — 5%; ™"
at the level — 1%.

Source: own calculations.

Based on the Hausman test, a random effects model (RE) was used. The statistical
characteristics of the estimated regression models are worse for specification (1), but in other cases
quite satisfactory. For example, in specification (2), the Wald test shows that the obtained
coefficients are statistically differ from zero, and the variables included explain 9% of changes in
GDP dynamics.

First of all, there is a weak direct relationship between the rule of law and GDP growth (the
coefficient is statistically significant at the level of 10% in 3 of 4 specifications). In all cases,
investment stimulates the dynamics of GDP, which meets the standard assumptions of economic
theory, and reinforces the argument for the protection of property rights as a means of stimulating
the investment process [6, p. 529—561]. Inflation has a negative impact but becomes neutral for
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AY, after neglecting more than 15% per annum; that is mean that only high inflation is harmful. In

order to study the stability of the obtained results, the econometric estimates are made separately for
two subgroups of countries: 1) CEE and the former Soviet Union countries (Table 3) and 2) Asia
and Latin America (Table 4).

Table 3
GDP growth factors (AY, ) for CEE and the former Soviet Union countries
Variable unit (1) (2) (3) (4)
Const -3,436 (-1,41) -8,420 ~2,956 ~1,884
(-2,597) (-0,84) (-0,68)
LAW, 10,252 9,612 1,672 1,954
(2,457) (2,187) (0,50) (0,51)
INV, — 0.227 0,192 0.176
(2,527) (2,947) (2,29")
cPl, - - 0242 —
(-6,75)
CPI15, — — — -0,224
(=3,017)
N 72 72 72 68
R® 0,01 0,20 0,43 0,18
Wald 5,99~ 11,637 65,53 17,297
Source: own calculations.
Table 4
GDP growth factors (AY, ) for Asia and Latin America countries
Variable unit (1) (2) (3) (4)
Const 5,570 3,170 3,565 3,826
(2,677 (1,35) (1,42) (1,37)
LAW, -5,224 -5,675 —6,477 ~7,438
(-1,34) (-1,61") (-1,65") (-1,71)
INV, 0,117 0,122 0,144
— (1,86)) (1,87) (2,077)
CPI, L L -0,036 L
(-0,57)
CPI15, -0,052
- - B (-0,83)
N 96 96 92 89
R 0,01 0,01 0,01 0,03
Wald 1,75 5,59 5,42 6,24

Source: own calculations.

For former transformation economies, the beneficial influence of the rule of law can be seen
in specifications (1) and (2), but is lost in the light of inflation rate. The inverse dependence of GDP
dynamics on inflation is very stable, regardless of the amplitude of price changes. There are no
objections to the constructive impact of private investment. The specificity of Asia and Latin
America countries is that improving the rule of law situation rather impedes economic growth (a

negative coefficient when LAW,

is statistically significant at the level of 10% in most

specifications). There is also no dependence of GDP dynamics on inflation. Investments are
beneficial for economic growth. It is possible to make a conclusion that for some countries the
possibility of economic growth without outstripping strengthening of the legal framework or even
deepening the process of democratization of political life has been confirmed, as it was obtained in
other studies [3, p. 41—58; 21, p. 107—117].

For Asian countries, the lack of dependency between the rule of law and economic growth is
most easily explained by the features of local corruption, which, under centralized governance, does
not impede business activity, since lower-level officials do not have the opportunities to create their
own corruption schemes [13, p. 205—234]. It is more difficult to find an explanation for the inverse
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connection between the WJP index and GDP dynamics for Latin American countries. One of them
may be the increased antagonism of political life, which is only exacerbated by attempts to
strengthen the legal foundations of the functioning of the state mechanism, which has a negative
impact on GDP dynamics. Because that for CEE countries and the former Soviet Union, the direct
correlation between LAW, and the rate of GDP growth disappears, taking into account the

inflation, one can assume that price dynamics depend on the rule of law (with a time lag). This
hypothesis is empirically confirmed:
a) all countries
CPl, = 12364 -13,613LAW, ,,

(3127) (-188) (2)
R*=0,03 Wald =8,67"
b) CEE and the former Soviet Union countries
CPl,= 20,714 -29,418LAW, ,,
(3,637) (-2,947) 3)
R*=0,03 Wald =867

c) Asia and Latin America countries
CPl,= 10,585 -8,775LAW,,

(1,807 (-0,79) 4)
R?=0,08 Wald=0,62

At the same time, it can be noted that for Asian and Latin American countries, the rule of
law does not affect inflation at a statistically significant level. These differences can be explained by
the peculiarities of determining the priorities of macroeconomic policy, which in the CEE countries
and the former Soviet Union countries is much more dependent on legal factors in the conditions of
more democratic of political life.

Conclusions. The study does not deny the benefits of the rule of law as a factor of the
economic growth of the CEE and the former Soviet Union countries, but no such dependence has
been identified for Asia and Latin America. This means that outside the countries of the former
socialist camp, there is no urgent need to strengthen the rule of law, and the resources should be
better used for development of infrastructure, education and health systems, etc. For CEE and the
former Soviet Union countries, one of the mechanisms of stimulating economic growth with a help
of the rule of law may be an inflationary pressures reduce. However, further exploration of other
mechanisms of functional linkage between the rule of law and economic growth requires further
research using WJP subindices and expanding the list of explanatory (independent) variables in
regression models. Taking into account the definite dependence of inflation on the WJP index, the
next research study should be devoted to the possible causality between the rule of law and the
ways in which fiscal and monetary policies are conducted.

Jliteparypa

1. Acemoglu D. From Education to Democracy? / D. Acemoglu, S. Johnson, J. A. Robinson, P. Yared // AEA Papers and
Proceedings. — 2005. — Vol. 95. — No 2. — P. 44—49.

2. Acemoglu D. Institutions as Fundamental Causes of Long-Run Growth / D. Acemoglu, S. Johnson, J. A. Robinson // Handbook
of Economic Growth. — 2005. — Vol. 1A. — P. 385—472.

3. Barro R. Demacracy, Law and Order, and Economic Growth / R. Barro // Index of Economic Freedom. — Washington : Heritage
Foundation, 2013. — P. 41—58.

4. Bayar Y. Public governance and economic growth in the transitional economies of the European Union. / Y. Bayar //
Transylvanian Review of Administrative Sciences. — 2016. — Ne 48. — P. 5-18.

5. Carugati F. Is development uniquely modern? Ancient Athens on the doorstep / F. Carugati, J. Ober, Weingast // Public Choice.
— 2019. — Ne 181. — P. 29—47.

6. Castro R. Legal Institutions, Sectoral Heterogeneity, and Economic Development / R. Castro, G. L. Clementi, G. MacDonald //
Review of Economic Studies. — 2009. — Vol. 76. — Ne 2. — P. 529—561.

287


https://econpapers.repec.org/article/ouprestud/

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

©

10.

Chang H.-J. Institutions and economic development: theory, policy and history / H.-J. Chang // Journal of Institutional
Economics. — 2011. — Vol. 7. — Ne 4. — P. 473—498.
Coase R. H. The Problem of Social Cost / R. H. Coase // Journal of Law and Economics. — 1960. — Vol. 3. — Ne 1. — P. 1—
44,
Djankov S. The law and economics of self-dealing / S. Djankov, R. La Porta, F. Lopez-de-Silanes, A. Shleifer // Journal of
Financial Economics. — 2008. — Vol. 88. — Ne 3. — P. 430—465.
Dobler C. The Impact of Formal and Informal Institutions on Economic Growth: A Case Study on the MENA Region / C. Dobler
/I Hohenheimer volkswirtschaftliche Schriften. — Ne 65. — Frankfurt : Peter Lang International Academic Publishers, 2011. —
234 p.
Elert N. The Entrepreneurial Society. A Reform Strategy for the European Union / N. Elert, M. Henrekson, M. Sanders //
International Studies in Entrepreneurship. — Berlin : Springer-Verlag GmbH, 2019. — Vol. 98. — 173 p.
Feld L. Economic growth and judicial independence: Cross country evidence using a new set of indicators / L. Feld, S. Foigt //
CESifo Working Paper. — Munich : CESifo, 2003. — Ne 906. — 35 p.
Haggard S. The Rule of Law and Economic Development / S. Haggard, A. Macintyre, L. Tiede // The Annual Review of
Political Science. — 2008. — Vol. 11. — P. 205—234.
Haggard S. The Rule of Law and Economic Growth: Where are We? / S. Haggard, L. Tiede // World Development. — 2011. —
Vol. 39. — Ne 5. — P. 673—685.
Kar S. The double trap: Institutions and economic development / S. Kar, A. Roy, K. Sen // Economic Modelling. — 2019. —
Vol. 76 (C). — P. 243—259.
La Porta R. Legal determinants of external finance / R. La Porta, F. Lopez-de-Silanes, A. Shleifer, R. Vishny // Journal of
Finance. — 1997. — Vol. 52. — Ne 3. — P. 1131—1150.
La Porta R. Judicial checks and balances / R. La Porta, F. Lopez-de-Silanes, C. Pop-Eleches, A. Shleifer // Journal of Political
Economy. — 2004. — Vol. 112. — Ne 2. — P. 445—470.
Lawson T. The Relative / Absolute Nature of Knowledge and Economic Analysis / T. Lawson // The Economic Journal. — 1987.
— Vol. 97 (388). — P. 951—970.
Maroof Z. Determinants of industrial development: a panel analysis of South Asian economies / Z. Maroof, S. Hussain, M.
Jawad, M. Naz // Quality & Quantity. — 2019. — Vol. 53. — Ne 3. — P. 1391—1419.
Mgller J. Systematizing thin and thick conceptions of the Rule of Law / J. Mgller, S.-E. Skaaning // The Justice System Journal.
—Vol. 33. — Ne 2. — P. 136—152.
Ozpolar A. Does Rule of Law Affect Economic Growth Positively? / A. Ozpolar, G. Guven, F. Ozsoy, A. Bahar // Research in
World Economy. — 2016. — Vol. 7. — Ne 1. — P. 107—117.
Pagano M. The political economy of corporate governance / M. Pagano, P. F. Volpin // American Economic Review. — 2005. —
Vol. 95. — P. 1005—1030.
Stolper A. Rule of Law, Economic Growth and Prosperity: Report of the Rule of Law Working Group / A. Stolper, M. Walker,
C. Sabatini, J. Marczak. — New York : Americas Society and Council of the Americas, 2007. — 114 p.
Stulz R. M. Culture, openness, and finance / R. M. Stulz, R. Williamson // Journal of Financial Economics. — 2003. — Vol. 70.
— Ne 3. — P. 313—349.
Xu G. The role of law in economic growth: A literature review / G. Xu // Journal of Economic Surveys. — 2011. — Vol. 25. —
Ne 5. —P. 883—871.
Versteeg M. Measuring the Rule of Law: A Comparison of Indicators / M. Versteeg, T. Ginsburg // Law & Social Inquiry. —
2017.— Vol. 42. — Ne 1. — P. 100—137.
Voigt S. Economic growth and judicial independence, a dozen years on: Cross-country evidence using an updated Set of
indicators / S. Voigt, J. Gutman, L. Feld // European Journal of Political Economy. — 2015. — Vol. 38 (C). — P. 197—211.
Williamson O. E. The New Institutional Economics: Taking Stock, Looking Ahead / O. E. Williamson // Journal of Economic
Literature. — 2000. — Vol. 38. — Ne 3. — P. 595—613.
Williamson C. R. Securing Private Property: The Relative Importance of Formal versus Informal Institutions / C. R. Williamson,
C. B. Kerekes // Journal of Law and Economics. — 2011. — Vol. 54. — Ne 3. — P. 537—572.

Cmamms pexomernoosara do opyky 25.02.2020 © Lleguyx B. O., bnixap M. M.,

Komapnuyexa 1. 1., Tamapun H. M.

References
Acemoglu, D., Johnson, S., Robinson, J. A., & Yared, P. (2005). From Education to Democracy? AEA Papers and Proceedings,
Vol. 95, 2, 44—49.
Acemoglu, D., Johnson, S., & Robinson, J. A. (2005). Institutions as Fundamental Causes of Long-Run Growth. Handbook of
Economic Growth, Vol. 1A, 385—472.
Barro, R. (2013). Democracy, Law and Order, and Economic Growth. Index of Economic Freedom. Washington: Heritage
Foundation.
Bayar, Y. (2016). Public governance and economic growth in the transitional economies of the European Union. Transylvanian
Review of Administrative Sciences, 48, 5—18.
Carugati, F., Ober, J., & Weingast, B. (2019). Is development uniquely modern? Ancient Athens on the doorstep. Public Choice,
181, 29—47.
Castro, R., Clementi, G. L., & MacDonald, G. (2009). Legal Institutions, Sectoral Heterogeneity, and Economic Development.
Review of Economic Studies, Vol. 76, 2, 529—561.
Chang, H.-J. (2011). Institutions and economic development: theory, policy and history. Journal of Institutional Economics, Vol.
7,4, 473—498.
Coase, R. H. (1960). The Problem of Social Cost. Journal of Law and Economics, Vol. 3, 1, 1—44.
Djankov, S., La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (2008). The law and economics of self-dealing. Journal of
Financial Economics, Vol. 88, 3, 430—465.
Dobler, C. (2011). The Impact of Formal and Informal Institutions on Economic Growth: A Case Study on the MENA Region.
Hohenheimer volkswirtschaftliche Schriften, 65. Frankfurt: Peter Lang International Academic Publishers.

288


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1910429##
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1910429##
https://econpapers.repec.org/article/ouprestud/

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.

29.

Elert, N., Henrekson, M., & Sanders, M. (2019). The Entrepreneurial Society. A Reform Strategy for the European Union.
International Studies in Entrepreneurship, Vol. 98. Berlin: Springer-Verlag GmbH.
Feld, L., & Foigt, S. (2003). Economic growth and judicial independence: Cross country evidence using a new set of indicators.
CESifo Working Paper, 906. Munich: CESifo.
Haggard, S., Maclintyre, A., & Tiede, L. (2008). The Rule of Law and Economic Development. The Annual Review of Political
Science, Vol. 11, 205—-234.
Haggard, S., & Tiede, L. (2011). The Rule of Law and Economic Growth: Where are We? World Development, Vol. 39, 5, 673—
685.
Kar, S., Roy, A., & Sen, K. (2019). The double trap: Institutions and economic development. Economic Modelling, Vol. 76 (C),
243—259.
La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (1997). Legal determinants of external finance. Journal of Finance,
Vol. 52, 3, 1131—1150.
La Porta, R., Lopez-de-Silanes, F., Pop-Eleches, C., & Shleifer, A. (2004). Judicial checks and balances. Journal of Political
Economy, Vol. 112, 2, 445—470.
Lawson, T. (1987). The Relative / Absolute Nature of Knowledge and Economic Analysis. The Economic Journal, Vol. 97 (388),
951—970.
Maroof, Z., Hussain, S., Jawad, M., & Naz, M. (2019). Determinants of industrial development: a panel analysis of South Asian
economies. Quality & Quantitym, Vol. 53, 3, 1391—1419.
Mgller, J., & Skaaning, S.-E. Systematizing thin and thick conceptions of the Rule of Law. The Justice System Journal, Vol. 33,
2, 136—152.
Ozpolar, A., Guven, G., Ozsoy, F., & Bahar, A. (2016). Does Rule of Law Affect Economic Growth Positively? Research in
World Economy, Vol. 7, 1, 107—117.
Pagano, M., & Volpin, P. F. (2005). The political economy of corporate governance. American Economic Review, Vol. 95,
1005—1030.
Stolper, A., Walker, M., Sabatini, C., & J. Marczak. (2007). Rule of Law, Economic Growth and Prosperity: Report of the Rule
of Law Working Group. New York: Americas Society and Council of the Americas.
Stulz, R. M., & Williamson, R. (2003). Culture, openness, and finance. Journal of Financial Economics, Vol. 70, 3, 313—349.
Xu, G. (2011). The role of law in economic growth: A literature review. Journal of Economic Surveys, Vol. 25, 5, 883—871.
Versteeg, M., & Ginsburg, T. (2017). Measuring the Rule of Law: A Comparison of Indicators. Law & Social Inquiry, Vol. 42, 1,
100—137.
Voigt, S., Gutman, J., & Feld, L. (2015). Economic growth and judicial independence, a dozen years on: Cross-country evidence
using an updated Set of indicators. European Journal of Political Economy, Vol. 38 (C), 197—211.
Williamson, O. E. (2000). The New Institutional Economics: Taking Stock, Looking Ahead. Journal of Economic Literature,
Vol. 38, 3, 595—613.
Williamson, C. R., & Kerekes, C. B. (2011). Securing Private Property: The Relative Importance of Formal versus Informal
Institutions. Journal of Law and Economics, Vol. 54, 3, 537—572.

The article is recommended for printing 25.02.2020 © Shevchuk V. O., Blikhar M. M.,

Komarnytska I. 1., Tataryn N. M.

289


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1910429##



