222 JLEO, V15 N1

The Quality of Government

Rafael La Porta
Harvard University and NBER

Florencio Lopez-de-Silanes
Harvard University and NBER

Andrei Shleifer
Harvard University and NBER

Robert Vishny
University of Chicago and NBER

We investigate empirically the determinants of the quality of governments in alarge
cross-section of countries. We assess government performance using measures
of government intervention, public sector efficiency, public good provision, size
of government, and political freedom. We find that countries that are poor, close
to the equator, ethnolinguistically heterogeneous, use French or socialist laws, or
have high proportions of Catholics or Muslims exhibit inferior government perfor-
mance. We also find that the larger governments tend to be the better performing
ones. The importance of (reasonably) exogenous historical factors in explain-
ing the variation in government performance across countries sheds light on the
economic, political, and cultural theories of institutions.

1. Introduction and Overview

In recent years economists have stressed the idea that good economic insti-
tutions, particularly those in the public sector, are instrumental to economic
growth. Some of such institutions include limited government, a relatively be-
nign and uncorrupt bureaucracy, a legal system that protects property rights and
enforces contracts, and modest taxation and regulation. Good government has
been shown to contribute to the economic development of European countries
over the last millennium (North, 1981; De Long and Shleifer, 1993), to growth
across countries over the last 40 years (Knack and Keefer, 1995; Mauro, 1995;
Easterly and Levine, 1997), and to the successful transition from socialism to
capitalism (Weingast, 1995; Johnson, Kaufmann, and Shleifer, 1997). The im-
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portance of good government for growth thus appears to be a well-established
empirical proposition.

This proposition raises an obvious question: How did some countries come
to have good government and others did not? How does history influence gov-
ernment performance? In this article we address these questions using data
on government performance and its possible determinants for a large sample
of countries. We present, and evaluate empirically, a number of theories that
focus on economic, political, and cultural determinants of government perfor-
mance.

As a first step, it is important to agree on what constitutes “good govern-
ment.” We use the term “good” in this article to stand for good-for-economic-
development. One can alternatively consider good government performance
to manifest itself in lower inequality, greater diversity among people, or main-
tained traditions, but here we keep the narrow view. Even in this narrow view,
however, there are many distinct dimensions of good government performance.
Following Montesquieu (1748) and Smith (1776), economists have focused
on the security of property rights—lack of intervention by the government,
benign regulation, low taxation—as the crucial metric of good performance.
Other signs of well-functioning government include high quality of the bureau-
cracy, successful provision of essential public goods, effective spending, and
democracy—which is both an end in itself and a mechanism for modifying
institutions. In this article we examine all these separate dimensions of the
quality of government.

The theories of determinants of institutional—and more specifically
government—performance fall into three broad categories: economic, polit-
ical, and cultural. We treat these groups of theories as sharply distinct, even
though their advocates would surely accuse us of caricaturing their views. Eco-
nomic theories (Demsetz, 1967; North, 1981) hold that institutions are created
when it is efficient to create them, that is, when the social benefits of building
institutions exceed the transaction costs of doing so. Thus private property
rights over land are created when land becomes scarce, and when the costs of
enforcing such rights fall below the benefits. Political theories (Marx, 1872;
North, 1990; Olson, 1993), in contrast, focus on redistribution rather than effi-
ciency, and hold that policies and institutions are shaped by those in power to
stay in power and to transfer resources to themselves. For Marx, the interests
in power are identified with “class,” but they can also be autocrats, autonomous
bureaucracies, organized religion, ethnic groups, or even particular organized
economic interests (the nobility, state enterprises, or even retirees). Accord-
ing to political theories, government policies are inefficient not because they
are expensive to fix, but because their creators want them so. Finally, accord-
ing to cultural theories (Banfield, 1958; Weber, 1958; Putnam, 1993; Landes,
1998), societies hold beliefs that shape collective action and government. Some
societies are so intolerant or distrustful that their governments simply cannot
function effectively.

To evaluate the ability of the different theories to explain the variation in gov-
ernment performance across countries we need to find (reasonably) exogenous
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sources of variation in the economic, political, and cultural characteristics of
these countries. Begin with economic theories. Perhaps the most direct impli-
cation of these theories is that as the scale of economic activity expands, better
institutions become affordable, and hence government performance should im-
prove (North, 1981). Of course, better government in turn improves economic
performance, so the scale of economic activity is endogenous. It turns out to be
true that richer countries have better government, but this is hardly the whole
story.

With political and cultural theories we have better exogenous measures of
country characteristics. We use two strategies for evaluating political theories,
the essence of which we take to be that political divergence in society—between
social, ethnic, class, or other interests—is detrimental to government perfor-
mance. One strategy is to look at ethnic heterogeneity in a country, which
several recent studies have identified as an important exogenous measure of re-
distributive tendencies (Alesina, Bagir, and Easterly, 1999; Easterly and Levine,
1997). Another strategy is to look at the legal systems, which can be viewed
as indicators of the relative power of the State a4gis property owners. In
particular, common law has developed in England to some extent as a defense
of Parliament and property owners against the attempts by the sovereign to
regulate and expropriate them. Civil law, in contrast, has developed more as
an instrument used by the sovereign for State building and controlling eco-
nomic life. Finally, socialist law is the expression of ultimate control of the
economy by the State. We consider a country’s legal system as a potential
determinant of government performance. In this article we do not use standard
political variables—parliamentary versus presidential system, fragmentation of
the parliament, democracy versus dictatorship—as independent determinants
of government performance because, from our perspective, these variables are
largely endogenous.

To examine cultural theories, we follow a variety of authors, from Weber to
Landes, who use religion as a proxy for work ethic, tolerance, trust, and other
characteristics of society that may be instrumental in shaping its government.
We look at the religious affiliations of the population as the potential cultural
determinants of performance, and in particular focus on the Catholic and Mus-
lim religions which have been recently singled out by Landes (1998) as hostile
to institutional development.

Our data show a strong positive association between per capita income and
government performance, but they also suggest that economic theories of insti-
tutions are not the whole story. To a significant extent, government performance
is determined by political, and perhaps also cultural, factors. We find that eth-
nolinguistic heterogeneity and the use of a more interventionist legal system,
such as socialist or French civil law, predict inferior government performance.
So do significant shares of Catholics or Muslims in the population. The influ-
ence of religion on government performance has a number of political, as well
as cultural, interpretations.

In the next section we spell out the different theories and their potentially
testable predictions. In Section 3 we describe our data and empirical strategy.
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In section 4 we present the main results bearing on the alternative theories.
Section 5 concludes.

2. Theories of Institutional Development

2.1 Measuring Government Performance
The government shapes the economic life of a country in a variety of ways:
protecting or grabbing property, allowing or suppressing dissent, serving or
abusing the public through its agents. To begin understanding what explains
the variation in government performance across countries, our first step is to
describe some of the dimensions of such performance.

Perhaps the most standard view is that a good government protects property
rights, and keeps regulations and taxes light; that is, a good government is
relatively noninterventionist (Smith, 1776; North, 1981; Knack and Keefer,
1995). Our first group of measures, therefore, focuses on interventionism, and
specifically on the quality of regulation and the security of property rights. One
area where the interpretation of interventionism is ambiguous is taxation. In
one view, high taxation is a measure of high intervention. In another view, high
tax rates are imposed with the consent of the governed to finance sought-after
public goods, whereas low taxes are all that a deeply interventionist government
can hope to collect. Recent interpretations of higher taxes in Britain than in
France in the 18th century (Brewer, 1988; Finer, 1997), as well as the evidence
on transition from socialism (Johnson, Kaufmann, and Shleifer, 1997), are
consistent with the notion that higher tax rates may go hand in hand with better
institutions.

Noninterventionism is only one aspect of good government. A further im-
portant, and separate, dimension can be described as the efficiency of govern-
ment, or the quality of the bureaucracy (Rauch, 1995; Rauch and Evans, 1997).
When a government intervenes, it can do so reasonably efficiently, or with de-
lays, corruption, and other distortions (Mauro, 1995; Treisman, 1997). When
a government taxes, it can do so with relatively high compliance, or with low
compliance, which often leads to corruption and arbitrary variation of effective
tax rates across similarly situated taxpayers. On average, greater interven-
tionism should be associated with lower efficiency, since entrusting officials
with greater regulatory and taxing powers invites corruption and bureaucratic
delay (Shleifer and Vishny, 1993). Nonetheless, some bureaucracies deliver
a given bundle of interventions more efficiently than others. There are many
examples indicating that interventionism and efficiency are not just mirror im-
ages of each other. The government in 18th-century Britain was efficient by
the standards of the day and (outside of taxation) relatively noninterventionist,
whereas the government of Frederick the Great of Prussia was also efficient, but
highly interventionist (Johnson, 1975; Ertman, 1997). The Giolitti government
in Italy before World War | was highly corrupt and inefficient, but relatively
noninterventionist; under Mussolini, the government became much more inter-
ventionist while keeping its low efficiency levels; under Christian Democrats
after World War I, interventionism was reduced while the efficiency levels
were maintained (Mack Smith, 1997). In theory, it may help development for a
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highly interventionist government to be inefficient (Huntington, 1968). In any
event, interventionism and efficiency are in part distinct aspects of government
performance.

In addition to controlling, taxing, regulating, and charging bribes, govern-
ments in many countries actually provide public services that are essential for
economic development. Government performance of a given country should
be assessed in part by evaluating the quality of public good provisions such as
schooling, infant mortality, literacy, and infrastructure. While some of these
goods are in part provided privately, governments have come to play a large
role in delivering health, education, and infrastructure. High quality of these
goods, as opposed to just high expenditures, is a sign of a well-functioning
government.

A more problematic, but nonetheless important, indicator of performance is
government expenditures on transfers, its own consumption, and public sector
employment. High government expenditures in these areas may reflect the citi-
zens’ willingness to pay taxes because they like what the government does, and
as such reflect good government. Alternatively, high expenditures on transfers
and subsidies or on government consumption may reflect high levels of distor-
tionary taxes and redistribution (Barro, 1991), and hence represent a failure to
protect the public from state intervention. Some measures of the size of gov-
ernment, such as the size of the state-owned enterprise sector and the relative
size of public sector employment (Shleifer and Vishny, 1994, 1998), are per-
haps more indicative of political and redistributive, rather than public-spirited,
intent. Examining the determinants of these types of government spending may
thus help us distinguish alternative theories of institutions.

A final dimension of good government which we examine is democracy
and political rights. We look at this both because political freedom is a cru-
cial element of good government and because economic freedom generally
goes together with political freedom (Hayek, 1944). The relationship between
democracy and economic success has been difficult to find in recent data (Barro,
1996b), although over the longer span of history more limited governments have
presided over more successful development (DeLong and Shleifer, 1993).

2.2 Theories of Institutions
Economists, historians, sociologists, and political scientists have developed a
large number of theories of institutional development. Unfortunately, scholars
often pursue their own theories without paying too much attention to the al-
ternatives. This is true, for example, of Marx (1872), Weber (1958), Demsetz
(1967), North (1981, 1990), Putnam (1993), Fukuyama (1995), and Landes
(1998). Our goal is to provide some evidence that illuminates, and perhaps
can distinguish, alternative theories of institutions and their implications for
government performance. To this end we first organize these theories (without
presenting any new ones) and then present their possibly testable implications.
We divide the available theories into three broad categories: economic, po-
litical, and cultural. These theories focus on different reasons why institutions
look the way they do: social efficiency needs in the case of economic theories,
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redistribution toward powerful groups in the case of political theories, and social
beliefs in the case of cultural theories. Yet all these theories are consistent with
economics more broadly in the sense that political actors pursue their selfish
objectives in light of their beliefs. Even so, this division is probably too crude,
and the writers we examined—maost notably North—typically have economic,
political and cultural elements to their stories.

Economic theories of institutions suggest that they are created whenever the
social benefits of doing so exceed the costs (Demsetz, 1967; North, 1981).
For example, a government protects private property when the returns to such
protection exceed the cost of police. This theory generally takes the view that
institutions are efficient, and that the trouble is the absence of institutions, rather
than the existence of bad ones. Even if this theory is an important part of reality,
itis at bestincomplete—we see too many extractive and inefficient governments
around (Bates, 1981; Olson, 1996; Finer, 1997; Shleifer and Vishny, 1998).

A second group of theories of institutions is political; they state, roughly,
that institutions and policies are shaped by those in power to stay in power and
to amass resources. Government policies are used to control assets, including
people, and to convert this control into wealtfio Marx, societies are divided
into social classes, and policies are designed by the ruling class. Modern
theories are more nuanced and allow redistributive policies to be shaped by
sovereigns, bureaucracies, ethnic groups, religions, or even particular lobbies.
Thus the Mandarin bureaucracy shaped the Chinese government for its own and
the emperor’s benefit for hundreds of years, and the Communist bureaucracy
in the USSR did the same during Soviet rule. What political theories have
in common is the idea that, when some group in a society becomes powerful
enough, it shapes policies to its own rather than social advastage.

Perhaps the best illustrations of political theory come from the history of
sovereign state-building, which has been magnificently recounted by Finer
(1997). Finer shows, for example, how the Russian czars, Ottoman sultans,
and Tokugawa shoguns created polities in which they had absolute unchecked
power through near complete control over the military, the aristocracy, the re-
ligion, and the bureaucracy [see also Pipes (1974), Jones (1981), and Tilly
(1990)]. These empires were short on property rights, long on government in-
tervention, and (eventually) quite short on government efficiency as well; they
had few laws or civil rights and relatively small governments. These qualities

1. Following Olson (1965), these theories pay a great deal of attention to free-rider problems
that need to be overcome to produce any public goods, including institutions. This is where the
cultural theory typically enters: ideology or beliefs help overcome free-riding.

2. Analytically we can analyze the political theories of institutions in terms of the control rights
of various agents (Grossman and Hart, 1986; Boycko, Shleifer, and Vishny, 1995, 1996).

3. Governments become massively redistributive when there are relatively few very powerful
groups with different interests, not when there are many relatively weak groups each pushing in
its own direction. This view is consistent with Becker’s (1983) notion that interactions of many
relatively small lobbies lead to efficient outcomes and is inconsistent with Olson’s (1982) view that
increased density of such lobbies reduces efficiency through political stalemate. Having lots of
weak articulated interests is better than having a few very strong ones.
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of government were an immediate consequence of the intent of the political
rulers to maintain complete control over their subjects.

Finer (1997) contrasts this oriental despotism with European absolutism,
where the power of the monarch was at least partially checked by law, and
where the Church (in Catholic countries) and the aristocracy to some extent
restricted autocratic control. These countries, as a consequence, had more
secure property rights, and greater political rights of the subjects, although the
sovereigns continually tried to restrict these rights to enhance their revenues.
Civil law developed in Western Europe as part of such restrained control by
the sovereigns over their subjects. Consistent with the point that government
efficiency is a separate matter than intervention, some European countries, such
as Prussia, managed to create relatively efficient bureaucracies, while others,
such as Italy and France, have created “patrimonial” bureaucracies that used
their powers to pursue the personal interests of the officials rather than those of
the sovereign (Ertman 1997).

Finally, in contrast to European absolutism, British government was shaped
by the victory of aristocracy over the crown, and resulted in a more limited gov-
ernment, greater political freedoms, and a more efficient bureaucracy. Common
law was developed, in part, as a mechanism for protecting the subjects from the
crown. Perhaps surprisingly, the consent of the governed enabled the British
Parliament to raise considerably higher tax revenues for military spending than
the French kings could ever raise (Brewer, 1988): the British government was
bigger though less interventionfstWhatever the nuances of these histories,
the basic point that institutions and policies are shaped not by considerations of
efficiency but rather by the ability of the various players to extract rents seems to
be broadly confirmed by the narrative accounts of world history [see also Jones
(1981), DeLong and Shleifer (1993), Ertman (1997), Kamen (1997), etc.].

In some cases, political and economic theories of institutions share similar
predictions. For example, it may serve the interest of tax-extracting sovereigns
to impose some constraints on their own powers so as to “fatten” the goose
before roasting it, or even to provide public goods such as justice and property
rights protection to enhance tax revenues (North, 1981; Olson, 1993). In those
cases, even though the ultimate goal of a policy is redistribution toward the
sovereign through enhanced tax collections, its immediate effect is to increase
efficiency. Frederick the Great's reforms are a great example of this phenomenon
(Johnson, 1975). Although kings are surely different from outright plunderers,
the economic and political theories differ in that the former, in the first instance,
do not accommodate purely rent-seeking policies. Unlike economic theories,
political theories readily predict the existence of inefficient, interventionist, and
distortionary policies that are put in place not because they raise the social prod-
uct but because they redistribute it. Such clearly redistributive policies render
political and economic theories distinguishable at least in principle.

4. This contrasts with the very limited aristocratic government of Poland, where the barons
occasionally could not agree to pay for armies needed to resist aggression, with the result that the
government was small and the country got even smaller (Ertman, 1997; Finer, 1997).
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Finally, cultural theories state that some societies form beliefs and ideas that
are conducive to good government, while others do not (see Weber, 1958).
Some of these beliefs and ideas are nonverifiable (e.g., beliefs in punishments
are rewards after death), others verifiable and false (e.g., certain racists and
anti-Semitic beliefs), and still others self-fulfilling (e.g., the belief that your
neighbors do not cooperate in any collective action and so you should not
either). When these beliefs are highly pervasive and persistent, they get to be
called “culture.”

Two recent instantly famous versions of such cultural theories are due to
Robert Putnam (1993) and David Landes (1998). Putnam'’s theory [see also
Coleman (1990) and Fukuyama (1995)] states that trust in strangers facilitates
collective action, which he views as essential for the provision of public goods.
Putnam comments that in Italy the Catholic Church had adverse effects on
trust, because “vertical bonds of authority are more characteristic of the Italian
Church than horizontal bonds of fellowship” (p. 107). Putnam compares a
variety of social outcomes in high-trust northern Italy and low-trust southern
Italy, and finds confirmation of his views. Knack and Keefer (1997) and La
Porta et al. (1997b) also find empirical support for the view that higher trust in
strangers predicts better government performance, even across countries.

More recently, Landes (1998) argued that during the period of economic
takeoff of Protestant countries, Catholic and Muslim countries in particular
have acquired cultures of intolerance, xenophobia, and closed-mindedness that
retarded their development. According to Landes, starting in the 15th cen-
tury or even earlier, Catholic countries of southern Europe and Latin America,
egged on by the Church, burned heretics, forbade learning and travel by their
citizens, censored books, and restricted the inflow of new ideas. In part, the
Catholic Church felt threatened by other religions emerging from the Protestant
Reformation, and in part it wanted to extend its influence. The consequences
of such intolerance were both the enormous increase in the power of church
and state as they dedicated substantial resources to keeping out new ideas, and
the inability of Catholic countries to learn from others. Landes believes that
this intolerance was responsible for the decline of Spain, Portugal, and Italy,
for poverty of Latin America, and for many other ills. Similarly, the decline
of Muslim countries after the 13th century (that followed the golden age of
openness and prosperity) is also explained by the newly found but long-lasting
intolerance as a means of political and religious control.

Many cultural explanations of institutions and policies have a political el-
ement to them, as Landes’s emphasis on the use of intolerance for political
ends makes clear. Thus the Spanish Inquisition might have been the supreme
example of Catholic intolerance that Landes takes it to be. But it was, in the
first place, a political attempt by Ferdinand and Isabella to wrest control over
religion from Rome by organizing religious life around the courts of Inquisition
paid for by the Crown (Kamen, 1997). Similarly, the Church throughout the
Catholic world has fought the State to tax and regulate the citizenry (Barra-
clough, 1972; Putnam, 1993; Finer, 1997; Mack Smith, 1997). It ultimately
lost, but not before making a significant imprint on the governments of these
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countries> Interestingly, as Huntington (1991) explains, the Catholic Church
in the 1960s switched from being a powerful force against liberalism (and there-
fore a source of poor culture, according to Landes) to a powerful force toward
democratization, presumably again for the political reason of trying to maintain
membership. Perhaps in part as a consequence, most of the countries that have
democratized in the last 30 years, including Portugal, Spain, Poland, Hungary,
Philippines, Nicaragua, Argentina, Brazil, and Mexico, have been Catholic.
Finally, one could argue that Tokugawa Japan—perhaps the most intolerant
and xenophobic polity of them all—changed its policies in the Meiji Restora-
tion because the cultural beliefs of the officials have become more “Western”
(Beasley, 1972). But there is an obvious political explanation: the political
interests of the Tokugawa shoguns, namely controlling internal threats, were
very different from those of the Meiji reformers, namely addressing the external
threat. In short, culture appears to be quite often shaped by politics.

2.3 Developing Hypotheses
Our goal is to look for exogenous variation in economic, political, and cultural
circumstances across countries that may account for the variation in government
performance. Finding such exogeneity is rather difficult. Economists looked at
such variables as government consumption (Barro, 1991), democracy (Barro,
1996a), corruption (Mauro, 1995), and institutional quality (Knack and Keefer,
1995) as determinants of economic growth. More recently, Hall and Jones
(1999) have examined institutional quality, size of government, openness to
trade, and private ownership as determinants of productivity across countries
and made the brave argument that productivity is unlikely itself to influence
institutions. From our perspective, of course, the quality of government is
endogenous; to understand what determines government performance, and to
distinguish between theories, we need to look at the more fundamental, or at
least historically predetermined, variables.

From this perspective, economic theories of institutions are the hardest to test.
The thrust of these theories is that economic development itself creates a demand
for good government, and hence the appropriate measure of demand is per capita
income. Based on this logic, our test of economic theories is to consider per
capitaincome as a potential determinant of government performance. But good
institutions themselves improve economic conditions. For example, we would
expect better protection of property, improved government efficiency, higher
quality private goods, perhaps big but good government, and perhaps political
freedoms to enhance per capita income. We therefore have a relatively weak
test of economic theories and, in fact, the article focuses on other determinants
of government performance.

We use two strategies to identify the relevance of political theories of insti-
tutions. The first measure of the State’s predisposition to major redistribution

5. DeToqueville (1858) discusses the motivation of French revolutionaries by noting that “to
overthrow the institutions of existing social order they must begin by destroying those of the
Church, on which they were modeled and from which, indeed, they derived” (p. 151).
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is ethnic heterogeneity [see, e.g., Mauro (1995); Alesina, Baqir, and Easterly
(1999); Easterly and Levine (1997)]. In ethnically heterogeneous societies, it
has been common for the groups that come to power to fashion government
policies that expropriate (or kill) the ethnic losers, restrict their freedom of
opposition, and limit the production of public goods to prevent those outside
the ruling group from also benefiting and getting stronger. Alesina, Bagqir, and
Easterly (1999) offer a theory in which disagreement over the nature of pre-
ferred public goods leads ethnically heterogeneous societies to demand fewer
of those goods, but there are many other—much more hostile—mechanisms
through which heterogeneity can undermine government performance. The
political theories predict that, as ethnic heterogeneity increases, governments
become more interventionist and less efficient, and the quality of public goods
falls, as does the size of government and political freeflom.

Our second strategy for evaluating political theories is to consider each coun-
try’s legal origin. We divide national commercial legal traditions into common
law, French civil law, German civil law, Scandinavian law, and socialist law.
These traditions were developed in England, France, Germany, Scandinavia,
and the Soviet Union but then spread through the world through conquest,
colonization, imitation, and voluntary adoption. The distinctions between the
French, German, and Scandinavian families are relatively subtle (as we discuss
below), but the distinctions between socialist, civil, and common law traditions
are not.

To begin, socialist law is a clear manifestation of the State’s intent to create
institutions to maintain its power and extract resources, without much regard
for protecting the economic interests or the liberties of the population. The
goal of socialist law is to keep the Communist Party in power, not to protect
property or freedom.

Civil law, particularly since the time of Codification in the 19th century, has
also been largely an instrument of the State in expanding its power, though
in a more constrained way than socialist law [see Elster, Offe, and Press
(1997:39); Finer (1997:1564)]. It is not surprising that the principal legal
codes of the world were introduced by the two greatest State builders of the
19th century: Napoleon and Bismarck. Civil law is largely legislature cre-
ated and is focused on discovering a just solution to a dispute (often from the
point of view of the State) rather than on following a just procedure that pro-
tects individuals against the State (David and Brierley, 1978:331). Amusingly,
Rerg David—whose book can be fairly seen as a treatise on the superiority
of civil law over common law—is surprised at France’s weakness in the area
of public law that deals with restraints on public officials (David and Brierley,
1978:76)" A civil legal tradition, then, can be taken as a proxy for an intent

6. One can alternatively argue that ethnic heterogeneity is related to ethnic hatred, which is
cultural rather than political. Often, though not always, ethnic hatred seems to have political
antecedents.

7. Anillustration is worth quoting in full: “Thus a taxpayer, even in the absence of any textually
established right or some error committed in his case, can bargain with the tax authorities or obtain
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to build institutions to further the power of the State, although not to the same
extent as in the socialist tradition.

The English common law tradition is entirely different in that its development
starting in the 17th century has been shaped by Parliament and the aristocracy at
the expense of the Crown, and hence it has reflected to a much greater extent the
intent to limit the power of the sovereign (David and Brierley, 1978:303; Finer,
1997:1347-1348). As a result of this influence, the judges who made common
law “put their emphasis on the private rights of individuals and especially
on their property rights” (Finer, 1997:1348). There is also more emphasis
on restraining the government and on protecting the individual against the
government. A common law tradition, then, can be taken as a proxy for the
intent to limit rather than strengthen the State.

In our earlier work (La Porta et al., 1997a, 1998) we considered legal tradi-
tions in a narrower context of examining legal protection of investors and the
effect of such protection on capital markets. Here we use legal traditions as
cruder proxies for the political orientation of governments. Most clearly, we
expect that countries with socialist laws have the most interventionist govern-
ments, next come countries with civil laws, and finally common law countries.
We would predict the same ordering for political freedom. In other dimen-
sions of the quality of government, however, the relationships might be more
complicated.

We expect that government efficiency is the lowest in socialist law countries,
in part because the extreme power of the State corrupts the bureaucracies. We
also expect that government efficiency should be high in common law, Scan-
dinavian, and German civil law countries, despite the interventionist stance of
the law in the latter two groups, largely because these countries have managed
to build professional rather than patrimonial bureaucracies based on the armies
and professional civil servants rather than aristocrats and clerics (Ertman 1997;
Finer 1997). We expect the French civil law countries to be intermediate in
government efficiency because the bureaucracy was built to be powerful and
largely unconstrained. Having made these conjectures, we note that our theo-
retical and historical priors in this dimension of government performance are
relatively weak.

The predicted effects of the legal systems on public good provision and
governmentspending are not entirely straightforward either. We expect socialist
law countries, in part because of their commitment to equality and in part
because of their militarism, to do well on education and infant mortality, though
not necessarily on infrastructure. With respect to public good provision and the
size of government, we have no strong priors: civil law countries may have a
greater interest in state expansion but a lower ability to tax than the common
law countries. A more interventionist state is not necessarily a larger one.

a release in view of his special circumstances. According to the French Ministere de I'economie
et des finances, about 200,000 taxpayers each year obtain some reduction in or release from taxes
upon an appeal to tHaenveillanceof the administrationLe Monde August 9, 1968” (David and
Brierley, 1978:77).
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One possible concern with using legal systems as independent variables is
that they are, to some extent, endogenous—a symptom of the relative power
of the State and its subjects rather than the cause. Thus common law acquired
its rules because the Crown was weak in the first place, and not the other way
around. But this concern, while legitimate, makes legal systems particularly
appropriate independent variables for testing political theories of institutions.
Suppose that legal systems, which were acquired centuries ago as part of the
political process (both voluntarily and not), are found to influence government
performance today. This would mean that the historically determined political
allocation of power, as reflected in the law, shapes government performance
today, precisely as the political theory predicts. Despite their historical endo-
geneity, legal variables serve our empirical purpose extremely well.

Finally, we come to the cultural theories. Following Weber (1958), Put-
nam (1993), and Landes (1998), our proxy for the dimension of culture that
influences government performance is religion—more precisely, the percent-
age of population in each country belonging to different religious affiliations.

In an earlier article (La Porta et al., 1997b) we provided some evidence that
countries whose populations belong primarily to what we called “hierarchical
religions"—Catholicism, Islam, and Greek Orthodox—exhibit inferior gov-
ernment performance to that of largely Protestant countries. In this article
we separate out the three most widespread religions—Muslim, Catholic, and
Protestant—from all othefsWe also focus on Muslim and Catholic religions
because Landes (1998) singles them out as particularly detrimental to develop-
ment.

To begin, we note that cultural theories typically do not focus on government.
Weber (1958)isinterested in entrepreneurship, Putnam (1993) focuses on public
good provision, and Landes (1998) is concerned with the flow of people, goods,
and ideas between countries. Nonetheless, we try to develop some hypotheses
for the effects of religion on governments.

It is probably fair to say that both Muslim and Catholic countries would be
viewed by the adherents of cultural theories as being more interventionist—
in part because the doctrines of these religions are more interventionist (they
like to tell people what to do) than Protestantism, and in part because these
religions grew to support State power. Cultural theories would probably also
predict that governments in predominantly Catholic and Muslim countries are
less efficient partly as a consequence of excessive power, and partly because
bureaucracies in these countries, particularly the Catholic ones, have developed
from religious ranks (clerk comes from cleric), and hence were not as dependent
onthe sovereign. Cultural theories would definitely predict inferior provision of
public goods in Muslim and Catholic countries, although Putnam’s story here is
abit political: religion competeswith, and undermines, the State in the provision

8. We do not focus on the Orthodox religion here because it is not as widespread as the other
three and because many people in (at least formerly) Orthodox, but later on socialist, countries
report to be nonreligious.
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of public goods’ We would not even conjecture what these theories predict for
government consumption. Finally, these theories, particularly Landes (1998),
would surely predict that Muslim and Catholic countries have fewer civil rights:
the State-supported intolerance in these countries requires a curtailment of
freedom to be carried out. (Remember, however, the switch by the Catholic
Church after Vatican Il in the 1960s.)

3. Data
Our analysis is based on a dataset of measures of government performance and
their potential determinants in (up to) 152 countries. Since we are combining
a large number of datasets, we have different numbers of observations for
different variables, with some regressions covering as few as 47 countries. The
datatypically also come from different years, although most of the data are from
the 1990s. The definitions and sources for all the variables used in this article
are summarized in Table 1; Appendices A and B present summary statistics
and the data on the independent variables.

To gain robustness, we try to use as our measures of government perfor-
mance both objective and survey measures from different data sources. This is
particularly important for subjective assessments of government performance,
sincewithin the same survegsponses to different questions may simply reflect
some general underlying sentiment toward a country. When different surveys
use different respondents, this risk is reduced.

We measure government intervention by an index of property rights protec-
tion, an index of the quality of business regulation, and the top marginal tax rate.
We measure government efficiency by survey scores on corruption, bureaucratic
delays, and tax compliance. We also include in this category a measure of rel-
ative wages of government officials to see if higher wages are associated with
more efficient government. We measure the output of public goods by infant
mortality, school attainment, illiteracy, and an index of infrastructure quality.
(With illiteracy and infant mortality, we depart from the convention that higher
values of the measure refer to better performance.) We measure the size of the
public sector by government transfers and subsidies, government consumption,
an index of the size of the state enterprise sector (higher value means smaller),
and a measure of the relative size of public sector employment. Finally, we use
indices of democracy and of political rights in our democracy category.

Table 2 presents the correlations between the dependent variables, which
reveal a number of fascinating patterns. The correlations between measures of
government performance within the same category are generally high. In the
intervention category, there is a positive correlation between property rights
protection and the business regulation index, but the top tax rate is not signif-
icantly related to these two measures of government intervention. This result

9. Another version of the cultural story is that religions that require their followers to read the
sacred texts (such as Protestantism) encourage literacy, whereas religions that rely on the auditory
absorption of information (such as Catholicism) discourage literacy.
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Table 1. Description of the Variables

Variable Name  Description and Source Number of
Observations
Interference with the private sector:
Property A rating of property rights in each country 149
rights (on a scale from 1to 5). The more protection
index private property receives, the higher the score.

The score is based, broadly, on the degree of legal
protection of private property, the extent to which
the government protects and enforces laws that
protect private property, the probability that

the government will expropriate private property,
and the country’s legal protection to private
property. Source: Holmes, Johnson, and
Kirkpatrick, 1997.

Business A rating of regulation policies related to 149
Regulation opening a business and keeping open a
index business (on a scale from 1 to 5). Higher

score means that regulations are straight-forward
and applied uniformly to all businesses and that
regulations are less of a burden to business. Source:
Holmes, Johnson, and Kirkpatrick, 1997.

Top tax rate Top marginal tax rate for each country 82
in 1994. Source: Gwartney, Lawson, and
Block, 1996.
Efficiency:
Corruption Corruption in government index. Low 126

ratings indicate “high government officials
are likely to demand special payments” and
“illegal payments are generally expected thought
lower levels of government” in the form of
“bribes connected with import and export
licenses, exchange controls, tax assessment,
policy protection, or loans.” Scale from 0

to 10. Average of the months of April and
October in the monthly index between 1982
and 1995. Source: Political Risk

Services, various years.

Bureaucratic An indicator of bureaucratic delays 60

delays (red tape). Low ratings indicate lower
levels of red tape in the bureaucracy of the
country. Scale from 0 to 10. The index is
published three times per year. The data is
the average of the years between 1972 and
1995. Source: Business Environmental Risk
Intelligence’s (BERI) Operation Risk Index.

Tax compliance  Assessment of the level of tax 49
compliance. Scale from 0 to 6, where higher
scores indicate higher compliance. Data is
for 1995. Source: World Economic Forum, 1996.

Continued
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Table 1. Continued

Avg. government
wages/GDP per
capita

The ratio of average wages of

central government to per capita

GDP in each country. Certain non-wage
benefits are not included in the estimate of

the average central government wage. Source:

Schiavo-Campo, de Tommaso and Mukherjee, 1997.

Output of public goods:

Log of infant
mortality

Log of school
attainment

llliteracy rate

Infrastructure
quality

Logarithm of the number of

deaths of infants under one year

of age per one thousand live births for

the years 1970-1995. Source: World
Bank, World Development Indicators

1997 (WDI).

Log of schooling taken over

five year periods (1960-65,

1970-75, and 1980-85). Each value is
obtained as the logarithm of (1 + average
years of school attainment during the
respective period). Source: Barro

and Lee, 1994.

Average of adult illiteracy

rate for the years 1990-1995. Adult
illiteracy rate is the proportion of adults
aged 15 and above who cannot, with
understanding, read and write a short,
simple statement on their everyday life.
1990-1995. Scale 0to 100. Source: WDI.
Assessment of the “facilities

for and ease of communication between
headquarters and the operation, and within the
country,” as well as the quality of the
transportation. Average data for the years
1972 t0 1995. Scale from 0 to 10 with higher
scores for superior quality. Source:

BERI’s Operation Risk Index.

Size of public sector:

Transfers and
subsidies/GDP

Total government transfers and
subsidies as a percentage of GDP
(scale from 0 to 100). Average for the
years 1975-1995. Source: Gwartney,
Lawson, and Block, 1996 (with data
from the World Bank and International
Monetary Fund).

63

196

106

128

60

90

Continued
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Table 1. Continued

Government Government consumption expenditures 104
consumption/ as a percentage of GDP (scale from
GDP 0to 100). Average for the years 1975-1995.

Government consumption expenditures “include
all spending on goods and services purchased
by the government—things like national
defense, road maintenance, wages and salaries,
office space, and government-owned vehicles.
Since it is obtained from the national

income accounts, it includes all levels

of government spending. It does not include
direct transfers and subsidies, since these

do not enter into the national income accounts.”
Source: Gwartney, Lawson, and Block, 1996
(with data from the World Bank and International

Monetary Fund).
SOEs in the Index of State-Owned Enterprises 104
economy as a share of the economy (scale from

0to 10). Higher scores include countries with

less government-owned enterprises which are
estimated to produce less of the country’s output.
As the estimated size and breadth of the SOE sector
increases, countries are assigned lower ratings.
Average of the score for the years 1975-1995.
Source: Gwartney, Lawson, and

Block, 1996.
Public sector Average of the ratio of public sector employment 124
employment/total  in general government to total population
population for the years 1976-1996. General government

employment includes employment in “all government
department offices, organizations and other bodies

which are agencies or instruments of the central

or local authorities whether accounted for or

financed in, ordinary or extraordinary budgets or
extra-budgetary funds. They are not solely engaged in
administration but also in defense and public order, in

the promotion of economic growth and in the provision of
education, health and cultural and social services.” Source:
Schiavo-Campo, de Tommaso, and Mukherjee, 1997.

Political freedom:
Democracy index  Average of democracy score for the period 161
1970-1994. Scale from 0 to 10, with lower values
indicating a less democratic environment. Source:
Jaggers and Gurr, 1996.
Political rights Index of political rights. Higher ratings 209
index indicate countries that come closer “to the ideals
suggested by the checklist questions of: (1) free and fair
elections; (2) those elected rule; (3) there are competitive
parties or other competitive political groupings; (4)
the opposition has an important role and power; and
(5) the entities have self-determination or an extremely
high degree of autonomy.” Source: Freedom House,
7996.

Continued
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Table 1. Continued

Determinants:
Ethnolinguistic
fractionalization

Legal origin

Religion

Average value of five different indices 161
of ethonolinguistic fractionalization.

Its value ranges from 0 to 1. The five component indices
are: (1) index of ethnolinguistic fractionalization in 1960,
which measures the probability that two randomly selected
people from a given country will not belong to the same
ethnolinguistic group (the index is based on the number
and size of population groups as distinguished by their
ethnic and linguistic status); (2) probability of two
randomly selected individuals speaking different
languages; (3) probability of two randomly selected
individuals do not speak the same language; (4)
percent of the population not speaking the official
language; and (5) percent of the population not
speaking the most widely used language. Sources:
Easterly and Levine, 1997. The sources of the
components of the average index are (7) Atlas

Narodov Mira, 1964; (2) Muller, 1964, (3)

Roberts, 1962; (4) and (5) Gunnemark, 1991.

Identifies the legal origin of the 212
Company Law or Commercial Code of each country.
There are five possible origins: (1) English Common
Law; (2) French Commercial Code; (3) German
Commercial Code; (4) Scandinavian Commercial

Code; and (5) Socialist/Communist laws. Source:

La Porta et al., 1998, extended using

“Foreign Laws: Current Sources of Basic

Legislation in Jurisdictions of the

World,” 1989; and CIA World

Factbook 1996.

Identifies the percentage of the population 209
of each country that belonged to the three most

widely spread religions in the world in 1980. For
countries of recent formation, the data is available

for 1990-1995. The numbers are in percent (scale from
0to 100). The three religions identified here are:

(1) Roman Catholic; (2) Protestant; and (3) Muslim.

The residual is called “other religions”. Sources:

Barrett, 1982, Worldmark Encyclopedia

of Nations 1995, Statistical Abstract

of the World 1995, United Nations, 1995,

CIA 1996.

Economic Development:

Latitude

Log GNP per
capita

The absolute value of the latitude of the 209
country, scaled to take values between 0 and 1.

Source: CIA 1996.

Logarithm of GNP per capita expressed in 186
current U.S. dollars for the period 1970-1995.

Source: WDI.
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gets back to the earlier point: high taxes are not necessarily a sign of an inferior
government.

In the government efficiency category, less corrupt countries also have fewer
bureaucratic delays and higher tax compliance. Tax compliance and the score
on bureaucratic delays are also positively correlated. These correlations sup-
port the view that corruption is another side of bureaucratic discretion, since
delays create the opportunities to take bribes. Finally, corruption is negatively
correlated with the relative wages of government officials. Contrary to the view
that higher pay for bureaucrats is a remedy for corruption, the raw correlation
suggests justthe opposite. Itis likely instead that in countries where bureaucrats
have much power, they collect both higher wages and significant bribes. Con-
sistent with this view as well, countries where the government is more efficient
(including less corrupt) are on average also less interventionist.

The measures of public good output are highly correlated with each other.
Low infant mortality, significant school attainment, low illiteracy, and high-
quality infrastructure typically come together. Countries with good public
goods are also the ones with efficient government, low (!) relative government
wages, and less intervention (except for the high top tax rate).

With the exception of the SOE index, the various measures of the size of
government are strongly correlated with each other. Countries with more gov-
ernment consumption, transfers, and labor are less corrupt; they have fewer
bureaucratic delays and better provision of public goods, but also higher tax
rates. Figures 1 and 2 present the scatter plots of the corruption index and infant
mortality, respectively, against government transfers and subsidies as a share
of GDP. The scatter plots, and the correlations more generally, show clearly
that bigger governments, while taxing more, look better on just about every
measure of performance. This result, that the larger governments tend to be the
higher quality ones, is one of our key findings. It does not imply, of course,
that it is often desirable to expand a government of a given qudlity.

The measures of democracy and political rights are highly correlated with
each other. Freer governments are larger, more efficient, intervene less, and
provide better public goods.

The correlations between the independent variables are presented in Table 3,
and they too deliver interesting findings. We have three broad factors that
may be related to government performance: ethnolinguistic fractionalization
[measured, following Easterly and Levine (1997), as the average of several
measures of ethnic diversity], the origin of commercial laws, and the religious
composition of the population (the percentage of the population in the three
most widespread religions). We also include latitude and (the log of) per capita
income as control variables. We discussed per capita income already. We
include (the scaled absolute value of) latitude because temperate zones have
more productive agriculture and healthier climates, which has enabled them

10. Lindbeck (1997), for example, suggests that even a reasonably efficient government, such as
that of postwar Sweden, can become too imposing to sustain economic growth.



Table 2. Correlations of Dependent Variables

Interference with private sector Efficiency Output of public goods Size of public sector Political
freedom

Property Business Top tax Corrupt.  Bureau. Tax Gov. L.infant L. school llliteracy Infrastr. Transf. Gov. SOEs  Gow. Democracy
rights  regulation rate delays compl. wages/ mortality attainm. rate index & Subs. / consump/ index labor/ Index
index index GNP pc. GDP GDP population

Business 73822

regulation

Top tax rate 1190 0752

Corruption 50359 40667 2613

Bureaucratic  .7100% 69387 2789 85507

delays

Tax 66287 56407 .0059 5353°  g5522

compliance

Gov. wages —.0277 .0022 —.2862 —.5039° —.3508 .0013

/GNP percap.

Loginfant ~ — 58607 —.57042 — 2385 — 71928 — 80752 —5516° 4585

mortality

Log school 65532 56842 1888 69129 67837 5080 —.4874 —.86747

attainment

lliteracy rate —.4211% — 43922 3115 —2250 —.4342 —1162 6113 78118 — 86942

Continued
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Table 2. Continued

Interference with private sector Efficiency Output of public goods Size of public sector Political
freedom

Property Business Top tax Corrupt. Bureau. Tax Gov. L.infant L.school lliteracy Infrastr.  Transf. Gov. SOEs Gov.  Democracy
rights  regulation rate delays compl. wages/ mortality attainm. rate index & Subs. / consump/ index  labor/ Index
index index GNP pc. GDP GDP population

Infrastructure 74109 68367 4035 81428 9008 62297 —3429 —.7907¢ 67932 —.3759

index

Transfers & 48312 3257 4183P 65128 4858° 1207 —.5229 —.7147% 65142 —3038 55452

subs. / GDP

G.consumpt. .1788  .1884 3324 46047 4662 2402 —.1852 —.3300 2734 0012  .4686° .4005°

/GDP

SOEsindex — .2431 2950 —.1683 1550  .5379% 60087 1657 —.1794 1446 —1705 4735 —2976 —.1434

Gov. labor/  .3811P 3157 2692 60772 4703 3047 —.4202 70642 68332 —.52078 49690 72208 52352 0362

population

Democracy ~ .5921% 47352 1209 63952 66532 3120 —.2132 —.7033% 66067 —.4545% 73818 47272 3178 2386 51412

index

Political 60228 46007 .0338 53882 62519 2165 —.1169 —5673% 67087 —4171%  6681% 59547 2465 1520 37022 73942

rights index

a@significant at 1% level.

bSigniﬂcam at 5% level.

Csignificant at 10% level.
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Figure 1. The size of government and corruption.
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Figure 2. The size of government and infant mortality.
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to develop their economies and possibly their institutions as well (Landes,
1998).

Ethnolinguistic fractionalization (EF) is unrelated to any of our religious or
legal origin variables, but is significantly negatively correlated with latitude
and per capita income. It is noteworthy that EF captures a different aspect of
society than religion and law.

The correlations between the legal and religious variables are predictable, but
important. First, there are significant negative correlations between the percent-
ages of Protestants and Muslims, Catholics and Muslims, Catholics and other
religions, and Muslims and other religions across countries. Second, Catholic
countries typically have French legal origin; Protestant countries typically have
an English or Scandinavian legal origin, and are less likely to have French
legal origin; other religions are more likely to have a socialist legal origin, pre-
sumably because of the significant presence of Orthodox religions in socialist
countries. Third, Scandinavian and German legal origin countries, as well as
Protestant countries, are richer. Fourth, ethnolinguistically fractionalized and
common law countries tend to be closer to the equator, whereas socialist and
Scandinavian legal origin countries tend to be further away from it. Of course,
Scandinavia and Germany have not had many colonies, and hence their legal
traditions are restricted to wealthy European and East Asian countries.

4. Regression Results

In this section we present regressions of determinants of government perfor-
mance. We present each regression both with and without the logarithm of per
capita income and latitude contrdfsThe argument for including per capita in-
come (or for that matter, latitude) is that, on the economic theory of institutions,
development improves government performalfcén the other hand, good
policies themselves enhance per capita income, and so a regression with truly
exogenous independent variables should not include income. Including income
in the regressions together with other determinants of performance would then
spuriously reduce our estimates of the impact of these determinants on the qual-
ity of government. For example, if EF undermines government performance,
and poor performance reduces per capita income, then including income in the
regression of government performance on EF would reduce the estimated effect
of the latter. We estimate the regressions both ways, and try to understand how
the results depend on the specification.

We present the results in Tables 4-6. Since religious affiliations and legal

11. The logarithm of per capita income and latitude are strongly correlated with each other. We
also ran the regressions including them one at a time. Each is nearly always significant when
included alone. Countries that are further from the equator, or richer, have better government
performance. We include them together because the correlation between them is not perfect.

12. Hall and Jones (1999) make the argument that per capita income (or productivity) should
not have a direct effect on institutional quality, based on their impression that, in the United States,
institutions were better in 1790 than in 1990. The economic theory of institutions, which Hall and
Jones appear to endorse, argues that causation goes precisely in the opposite direction.
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origins are correlated with each other, and EF appears to be uncorrelated with
either, we include legal origin and EF together as independent variables in
Table 4 and religious affiliation and EF in Table 5. In Table 6 we include EF,
legal origin, and religious affiliation.

Looking at Table 4 (or Table 5) we note that the logarithm of per capitaincome
(and latitude) generally has a strong positive effect on government performance.
Richer countries are less interventionist in that they protect property rights and
regulate better, although they also have higher marginal tax rates. Richer coun-
tries also have more efficient governments, better provision of public goods,
and—as Wagner law suggests—a larger public sector (except a smaller state
enterprise sector).

The results on per capita income mean either that there is some merit to
the economic theories of institutions, or that good governments promote de-
velopment, or both. Consistent with the importance of the correlation between
government performance and per capita income, the explanatory power of the
regressions generally rises sharply when per capita income is included in the
regressions. Having established the importance of this correlation, we can now
turn to the central question: Do historical factors, as suggested by the political
and cultural theories, help explain the variation in government performance
across countries? As we show below, the answer is yes.

4.1 Ethnolinguistic Fractionalization
We discuss EF results based on Table 4, which only includes variables sug-
gested by the political theories of institutions. The results on EF in Table 5
are similar. In the specifications excluding latitude and per capita income, EF
has a very consistent adverse effect on government performance. Higher frac-
tionalization is associated with more interventionism (worse property rights
and regulation), lower government efficiency (more corruption, longer delays,
lower tax compliance), inferior provision of public goods (higher infant mortal-
ity and illiteracy, lower school attainment and infrastructure quality), smaller
government (transfers, consumption, and public employment), though more
state enterprises, and finally less political freedom. The adverse effects of EF
on government performance are broadly consistent with the argument that EF
captures the predisposition of ethnic groups in power to redistribute.

The negative effect of EF on government performance generally becomes
insignificant once we control for per capita income and latitude. (Recall that
EF is itself negatively correlated with per capita income.) Controlling for how
poor they are, ethnolinguistically fractionalized countries do not have espe-
cially bad governments. One exception to this finding is public good provision,
which is inferior in divided countries even controlling for their poverty. An-
other exception is the prevalence of state ownership of firms, which is higher
in divided countries even controlling for per capita income. The latter result is
particularly noteworthy because state-owned enterprises are such an important
mechanism of political redistribution. The effect of per capita income control
may mean that EF adversely affects government performance, and bad perfor-
mance in turn reduces per capita income, as the standard version of the political



& Organization, V15 N1

246 The Journal of Law, Economics

panunuo)

P11l (90£90) (628500  (ce68'0)  (Szis0)  (62.9°0) (229.°0)
€862'0 98099 — — 29085°€ 05§29t 2662°0—  91.00— elS9L'C— uondniio)
Aouaioly3
l62] (Zizer)  (vs29'1) (sz826) (9268'9)  (£9809)  (6968'2)  (¥881°9) (6£¥5'9)
8G/2°0 9I8v'L 996£C ¢S/18°02 oL¥87'0L #8999 8987 0ES6G LI g8EL0 L1
6]  (¥80°€) (6vSsz'q)  (ev89'S)  (9910€)  (F2rL'9) (¥Ser's) 7661
09%1'0 #8€G}9€ — — 29SY9'6L  0618°0L  [28L'C  olSYLEl 2081 ur elel xe) [euibrew dop
[vz1]  (50050) (£9200) (22€50) (lzveo)  (9r9z0)  (Bzel'0)  (S9€2°0) (e8t20)
9128’0 6¥0L0— #28EF'0 9210 2€166'0— #66/80— ¢/G¥€0— ¢r0L90— 252 0—
[b2l]  (9leeo) (089z'0)  (g8920)  (098L0)  (8862°0) (L¥220)
V.6L°0 oV//€€ — — 9960'0—  Z060°0— 48997 0—  80S0"L— 25660 | — xopul uolenbes sseuisng
[rel]  (82050) (02200) (2561°0) (619200  (18vz0)  (SS¥L'0)  (8192°0) (0£92°0)
FLEQ'D 0610 eCl 17’0 22889 q0L8G0— #8900 206550~  #BELLL— /1€€°0
[b2l]l  (9vec0) (es82°0)  (90cg0)  (S00z'0)  (008€0) (S662°0)
¥91€'0 #£186'¢€ — — 276870 26£80° | 2/€0L°0—  l98EL— 465280~ xapul siyby Auedoid
10108S 8jeALd 8y yum sousisisiuf
V] endeo Jad uibuo [ebe;  uiblo [ebs| uiblo eba| uibuo [eBs| uolezieuoOR )
2 oy 1deoseiu]  dND 6O epniie  UBABUIPUBDS  UBULBK) youai4 1siepog  onsinBulouyi

sa|qeleA Juapuadapu|

sa|geuen Juspuadag

uibLQ [efa7 pue 8oUBWIOUSd JUBWUIBAOL) 7 8|geL



247

The Quality of Government

pBNUNUCY

[1si]  (eeeL0) (66cL0)  (889z°0) (eLeL0)  (BOSZO) 91810
6627’0 ££602'€ — — ellV2 1— £l2980— 91820 2865t°0 292y | Alfenow jueju jo 6o
spoob oyqnd jo 1ndinO
[zv]  (6vrL'L)  (20GL0) (68+8°0) (Goze'0)  (ov9e0)  (82Le'0)  (BYLP0) (8689'0)
I709'0 #7909  #G2V90— ol¥26'| 9z57'0—  6£60°0 LL1G0 €169 1 — #5910
[zv]  (2692°0) (yssz0)  (19zz0) (188200  (v¥820) (€006°0) eydeo Jed dND
2l2r'0 52951 — — 0l0/7'0—  GBSE0—  6E60'L 260650~ 2967’0/ sebem juswuienob Bay
[sr]  (eeov'l) (80.10) (cv06°0) (ceec0)  (wric0)  (8eL20)  (67€S0) (28490)
8L/G0 28.9 L  ¢BIYED  86LL0— qOV98°0—  V/19°0— #922EL— gl9SEL— 228/ °0—
[sy]  (esez0) (186200  (6Sec0) (9952700  (L062°0) (#109°0)
G66Y'0 LSEVY 'Y — — 26206'0—  LESS0— 2/019'L— £990°C— ¢889€ L — 8oue||dwoo xe|
¥l (6ove'l)  (eeLl'0)  (60S6°0) (velrz0)  (gee0)  (w2l200 (€825°0) (F2¥9°0)
GeV.'0 9/68'0— 5920  ¥0LLO— G990'0—  ¥SZL0 e8/¥8°0—  868Y0— €e81°0
[rsl  (198€0) (Qror'0)  (29850)  (9s6€°0)  (¥€09°0) (6829°0)
/2090 98019 — — L1920 GE0S'0 eCV6Y L=  e2lel’e— o/16'1— shejep onesonesing
[PL1]  (oesy'L)  (016L'0)  (86SE'L) (ovsr'0)  (82650)  (e£8€0)  (9909°0) (8018°0)
¥9/G°0 9872 l— 896.°0  #980F 269820 16000 SOLP'0—  /££20 99¥9°0
IN] endeo Jad uibuo efs|  uibuo [ebs| uibuo [eba uibuo [ebs] uonezieuoioel}
M py 1deoseiu] dND PO epnuie]  UBIABUIPUBDS  UBLUISL) youal4 1sie1oog  ansinBuljouyiy

sa|qelre/ Juspuadapu)

sa|qelren Juspuadag

panuiuo) "t lceL



& Organization, V15 N1

248 The Journal of Law, Economics

pBNUNUCY

[gs]  (zv89°1)
GELY'0 £¥69EC)

(9290¢) (2ovee) (980t'1)
208€V'8  L¥6L°0 80vL L—

(0518°2) (eev6'1) dao o
25E65'6 2690°L L — % SEe sa|pisqns pue sisjsuel|

10}08Ss 2/jqnd Jo 8ZIS

PGl  (sese'l) (924100 (2206°0) (¥662°0) (288€°0) (£8/2°0) (9208°0) (1855°0)
0v28'0 €S202  &8/¥6°0 0zve' L ¥/0£0— 98e¥0 292/2°0— oSYESL— 8/€/°0

[vG]  (999%°0) (Gesy0)  (F1e2°0) (999t°0) (2v¥6°0) (0£89°0)
VIES0 oVlG2L — — €090  €168°0 eBELL 1~ e7EGSE— e2ly e~ xapul Alirenb ainjoniselu|
lot1]  (essel) (0592'1) L (eL02°€) (eve6e) (vi/L8) (8850°9)
GBS0  2980°€LL 682V L— ¢l96V'8C — olBrL L=  o¥60L'S LY62Zh— 27207 91

lott]  (1e62v) (1262'1) rLLy)  (€862°8) (#220°9)
¥S120  €90v'vi — — — 295G L= q20LL'8 7166 01702e ares Aoelay|||
[col]  (wise0)  (2ge00)  (L¥S20) (£2600)  (#¥80°0) (9890°0)  (1£80°0) (S811°0)
9GG/°0 #0980~ &6/¥E0 ¥G0€0— 9/800— oLl€20—  #£88L°0— &6¥S0 ¥862°0—

[col]  (9gr10) (lrL0)  (99v1°0) (£5010)  (8eLL0) (9651°0)
¥007'0 60€8 | — — 20960 29610 2€9/2°0— #8607 0— 271660~ Juswurelte jooyos Jo 607
1] (69200 (Lovo0)  (€262°0) (€sL1'0)  (9eer0) (922000  (0€91°0) (Lvz10)
GBE8'0 #E€L8°L  #8€250—  IGKL0— ¢G2€Z0— 90500 70620  800+0— 2CSrY 0

NI endeo Jad uibuo [efe|  uibuo ebs ubuo ebs| uibuo [ebs| uonezieuonoe.)
24 oy 1deossiu]  4NH GO epnile  uelABUIPUBDS  UBWISY) youai4 1sie1pog  ansinBuljouyiy

sa|qeLe/ Juapuadapul

sa|qelren Juspuadag

panuiuo) "t lceL



249

The Quality of Government

pBNUNUOD

[sz1]  (01S8°0) (610800  (6892°1)  (esvz0)  (2v6L°0) (6920'1)

11280 25069 — — 29107'E 1088°0 2688V 2—  ol¥l¥'G— 2EGL LY — xepul Aoeiooweq
wopsayj [eoljljod

(o] (zg8v'L) (leveo) (gevs't) (Liet)  (9ge60)  (e82e0)  (6EVL0) (8195°0)

¥v9.°0 w2l0LV—  e62¥Z L 0LLLO 29£99°9 2996562~ #£2/90— 69290 08.¥6'0—

(o] (G9vs0) (eezt't)  (8666°0)  (29/v°0)  (18¥8°0) (2e29'0) uonendod [e10}

11850 ol¥€2'S — — 277988 17650~ 46804 L=  /£89°0— e/G6Y'€—  /IuswAoldws 10108 0llgnd

oot] (1602} (corz0) (20021 (6£98°0)  (e620'H)  (299v'0)  (660S'0) (6872°0)

G/SZ0 06152 q@6Y7’0  008L2— goLz'Ll—  2kelo €890°0—  £68SY v— Gy L=

[oot]  (1e05°0) (€0920)  (2920'H)  (Wiiv0)  (9v.¥70) (2v0.°0)

€1220 oh¥lES — — IV8L'L—  ¥EYSO 602L'0—  £S5E967— g€G92'L—  xepul Awouoos 8y} Ul S3OS

[ool] (coere) (90250) (ev9z'e) (8L0z2)  (Be26'L)  (LvO'L)  (£8L81) (£96G°1)

76920 #£€806 GGG90  o8/16'G 91¥9¢2 BYOEE— 2502 L—  e669L°9— /1990

oot] (ggez't) (b286'1)  (9g68'L)  (86LL'L)  (BSYE'L) (0zov'1) daojo %

81810 =20VE9L — — 2EL16'G 6675 L—  88/9L— 20SGELG— YYE0'Z—  SB UoNdWNSUOD JUBLUUIBAOY)

[88]  (es/e) (8255°0) (2£56°€) (r82e'e)  (v8cee)  (g8r0'L)  (026L°2) (899/'1)

812L0 #8ESLI— o268t £8l27CC 0829°'L—  1/2L'€— 89250  ¢686L9 €680 1 —

N] endeo Jad uibuo ebe|  uibuo [eba) uibuo [eba uibuo [efs] uoiezieuonoel)

24 oy 1deasel 4N Bo7 epnie ] uelABUIPUBDS  UBULBK) youai4 1sie1pog  ansinBuljouyiy

sa|gelre Juapuadapul

sa|qelren Juspuadag

panuiuo) "t lceL



& Organization, V15 N1

250 The Journal of Law, Economics

[en8] %01 ¥e JUedYIubIS
‘18N8 %G 1 Emo:_cm_mn
[ON8] % T8 JUBOIUBIS

‘ejdeo

Jad gND B0 (1) pue epnire (g) :(ys!Bug Buieq Awwnp PaRILIO 8y} PUE ‘UBIABUIPUBDIS ‘UBWLISY) ‘Youdid ‘ISI[e100S) saiuwnp uibuo [ebs], jo 18s € (g) ‘uolrezijeuonoely oisinbuljouyls Jo sioyedipul

o} o ebeJane Ue (|) :ele se|qeleA Juspuadapul 8y 'sesayjualed Ul UMOYS 8Je SI0L8 PIepue)s 1sngoy Wwopaaly [eoijod (A) pue ‘iojoas oljgnd Jo azis |

spooB olignd jo indino

(1) :Aouaioye

(1) 1103085 ayeAud oy} yim souaispalul (1) :sdnoib Jusisyip Sl OJUl PaYYISSEID 81t SejgelieA Juspuadep oyl “PHOM 8U} PUNOJE SBLIUNOD JO UOJ08S-SSOIO B JO suoissalfal salenbs ises| AleuipiQ

est]  (9e62')) (c9610) (so6g 1) (820t°0) (8¥£€°0) (c92e0) (8699°0) (6625°0)
60¥€'0  2hP00—  S¥S9°0  00ELT ¥9£9°0— 12620~ 22880~ 0rz0 L — G98G'0—
el (eave0) (evze0) (850¥°0) (1€92°0) (8208°0) (G295°0)
96910 £689'S — — LY L 2l€82'1 8EVS0— 98V L— 20581 2— xapul sjybu [eonjod
[ser]  (oezzh) (910e'0) (#£59°2) (2209'0) (Log'1) (#055°0) (§282°0) (86€6°0)
GEZ90 o,c6L9L— /0181 9289t 968.°0—  4€€09C—  #G8Y0C—  #¥S68°E€— 02.¥'0—
N] eydeo Jod uibuo efe]  uibuo [eba)  uibuo ebe;  uibuo ebs|  uonezieuonoEl)
M oy 1deoseu]  4NOH B0  epnuie]  UBIABUIPUEDS uewlan) youai4 1S1/e100S ansinBuljouylg

sajgeLreA uspuadapu|

sa|qelren Juspuadag

panuiuo) "t lceL



251

The Quality of Government

panunuoy
L] (62220) (82000) (¥8000)  (9800°0) (¥629°0)
99820 &2ll'6 — — el8200— 20€¥0°0— &2/E0°0— 206V, 2— uopdnuio)
Aousrol3
l62] (coe'gh) (981 (9/28'6) (€6£00) (22900 (2590°0) (5v55'9)
¥2se’0 16,091 1698 08092 /8200— LOYO0  8250°0— 0LLE0L
621  (eeorq) (ov200)  (#1900) (1290°0) (1e0gs) 7661
€2LL'0 w2c€l9¥S — — 0lZk0— €800~ el¥lL'0— 0S6L'y— Ul eres xe) feuibrew do|.
vzl]  (¥209°0) (1180°0) (1€¥S°0) (1e000)  (2£000)  (8200°0) (66t72°0)
2e8r’0 6780'L—  £6l0S0  8995°0— ¢69000  ¥¥000 220070 88600~
[rel]  (6S2z0) (82000)  (2£000)  (9200°0) (26€2°0)
082L'0 eSV6EE — — 0€00'0— 408000— +S000— 2528’ 0— xopul uonenfes sseuisng
vzl]  (02¥9°0) (S5060°0) (2265°0) (re000)  (6£000)  (£200°0) (SL22°0)
¥€GG'0 ¥1290— 259050 6650t 80000— 82000— 81000— ql165°0
[rel]  (69920) (#7000)  (9€00°0)  (€€00°0) (2£82°0)
ISZ1'0 ellG8Y — — 297100~ 26100~ £9€L0°0— 928190~ xapul sybu Auedoid
10}08S 8enud ay) yim sousislis)uf
N] eydeo Jad suoleuILIoUsp uolezijeuoljoel}
24 [Py ideosslu]  dND 6O epnien IEle} wisniy- dloye)  ousinBuliouyiy
sa|qeLeA uapuadapu) sa|qele apuadag

uoiBijoy pue 9oUBWIONSd JUBWIUIBAOL) ‘G 9|qeL



& Organization, V15 N1

252 The Journal of Law, Economics

panunuo)

(151l (vvez0) (e00'0)  (¥2000)  (£200°0) (9591°0)

262y 0 8E15T — — 228000  g99100  £800°0 26E0Y" | Alenow Jueju jo 6o
spoob oyqnd jo 1ndinO

[zv]  (9685l)  (828L0) (0v26°0) (960000  (£500°0)  (2¥00°0) (21280

066£0 29892t £€262°0— 89050~ LLOO'0— o,20L00 680070 26950

[zv]  (0292°0) (920000  (1v000)  (L¥00°0) (6786°0) elideo Jad dNO

YP0E'0 2/SE6°0 — — 8/000 02200 52100 ¥Sy9'0  / sebem Juswuienob Bay

[8v]  (06560) (2960°0) (8€¥L°0) (6700°0)  (89000) (9¥00°0) (81150

EVIG0 o789 L— #8890  o699€ L— 25000 L9000  0900°0— ¥0.0°0

[sv]  (S2ze0) (150000  (£5000)  (2¥00°0) (9029°0)

vE6L'0 61L8°C — — G000'0— 1800°0— 02L00— ¥229'0— 8oue||dwoo xe|

[PG]  (g68e°L)  (8091°0) (£/996°0) (¥S00'0)  (9200°0)  (8700°0) (2095°0)

GO¥.0 ¥9Y60— 85180 L6L1L0— 62000~ olS5L00— ¢8LLO0O— 79970

PGl (12e50) (0800°0)  (£9000)  (0900°0) (Sev9°0)

VIO EYLEL — — qG610°0— 89800~ 52200~ 96868 L — shejep oesonesIng

Pl (929'l) (959100 (1Sve't) (20000 (£2000)  (9200°0) (8118°0)

G8/G0 €S6.0— #9890  £l0ZS¥ 2000'0— 6800°0— 8800°0— GeZrS0

N] eydeo Jod suoleUILIOUSP uolezijeuonoel}

24 oy 1deossiul  dND Bo  epnien ByYI0 wysniy - oloyed  olsinBuliouyig

sa|qelre/ Juapuadapu)

sa|qelren Juspuadag

panuiuo) °g a|ceL



253

The Quality of Government

paNUNUOD

[88]  (z66.72) (2veo0)  (18200)  (1e€00) (0606 1) dan jo
vIPE0 ev69L 02 — — 462,00~ 206010~ 409800~ 2€99°CL— % SE S8|pIsgns pue siejsuel|
103085 2/jqnd Jo 8ZIS
Ps]  (L2vS'1)  (L¥8L'0) (69201 (2600'0) (26000) (£500°0) (6£09°0)
65080 ¢6V8EE— =2ELL'L €LL¥0 08000— IELO0— oZll00— 46082 |
vG] (516970 (€1100) (G800°0)  (1800°0) (1ez2°0)
V1.0 65216 — — qL6200— 269700~ 279800~ 98299 L — xapul Aljenb sinoniselu
loLt]  (8syol) (szze+) (sarer) (906000 (8L200)  (¥290°0) (QLeL's)
06990 2297596 09902 — 8S2E'8 1800 06720  €LE00 eV€20°G1L
oLl  (@6rLe) (59z1'0) (0960°0) (8860°0) (080g9)
0980 0159°¢ — — 86510  £G/8€0 80600 2666212 ares Aoelay|||
[col] (sz1e0) (16€00)  (¥892°0) (02000) (£1000) (8L00°0) (§521°0)
€09.0 2ler'0— elb/20 erLLO G000'0— £5500°0— 8000°0— vL.1°0—
[cot]  (8sv10) (22000) (£1000) (£L00°0) FLyL0)
08870 &bevl e — — I£00'0— 22hlO'0— 4E¥00°0— 20798 0— luswiurele [00yos Jo B0
(161l (eg0e'0) (0/€00)  (0S¥20) (210000 (£1000)  (S5L00°0) (¥821°0)
90S8'0 #2/GT.  #6/870— qOVBF 00— 91000~ 97000  €000°0 e/¥0V°0
NI endeo Jad suoleUILIOUSP uolezijeuoljoel}
2 oy 1deose) 4N 6o epnieT EThlg) wysniN - olloyred  ousinBuliouyiy

sa|qeLe/ Juapuadapul

sa|qelren Juspuadag

panuiuo) °g a|ceL



& Organization, V15 N1

254 The Journal of Law, Economics

panunuo)

[sz1]  (0068°0) (621000 (LLLO0)  (2L1L0°0) (evS6°0)
920€'0 £658°0} — — 22690°0— 59800~ 205500~ 29v00'€— xapul Aoeiooweq
wopsal [eanljod
lool] (Bo9z2)  (0B¥20) (2L¥s'L) (orto0) (2000 (82L0°0) (21690
28€9°0 02080 286V60  SvIEe ePSY00— 222700~ £86V0°0— GE6E L —
lool] (zeov1) (r100) (SEL00)  (8510°0) (6289°0) uonendod [e10}
697’0 #6229’ || — — el9200— &0V/00— 9200~ 2/0G0'y—  /IuswAoldws 10108s oljgnd
loot] (toge't)  (v0S20) (680072 (621000 (10L00) (6010°0) (¥208°0)
1/2V0  168L°L 81690 ghlv6T— /9000— €2000— 92000— 09€2 1 —
[ool]  (¥v20) (ez100)  (58000) (6800°0) (PLv2°0)
96£0°0 087t — — L900'0— 1900°0— 9£00°0 £806'0—  X®pul Awouoos sy} Ul s308
[ool] (c6877) (Le160) (2881°€) (622000 (22200) (2610°0) (8L¥S'})
¥952'0 £029+2L  ¢2SOL L 8960°0— ¢€890°0— €2600— #0S00— 25010
[ool] (9ggs1) (#920°0) (€6L00) (1810°0) (622€°1) dadvjo %
28610 65822 — — 2lG80°0— 68900~ 229600~ €2v2g’'z— Se uondwnsuoo JUsLUUIBA0Y)
[88] (s186%)  (e96t°0) (826L°€) (61£00) (8620°0) (2620°0) (1£202)
08690 ¥8YZ8— L1980 o68.2'8¢ €6600  €0000— GBE00 2850~
V] endeo Jad suoleUILIOUSP uolezijeuoljoel}
24 ‘[py 1deoselu  dNp Bo  epnien Ele} wisniy- dljoyed  onsinBuljouyis
sa|qeLieA Juapuadapu sajqeLreA Juapuadag

panuiuo) °g a|ceL



255

The Quality of Government

[0A8] %01 1e Jueoyubis ,
‘[ons] %G 1e Emofcm_wn
o8] %1 1 JueolubIS

‘eydeo Jad 4ND 60| (9) ‘epnie| (g) (uoieindod Jueiselold ayi si uopendod papiwo
ay}) (uoneindod [e10} JO % e SE) suoiBijas Wisny 10 ‘Oljoye) ‘lueselold ssejoid o} podal jou seop yoiym uoieindod [enpisas 8y} Si Yolym SUOIFEUILIOUSP J18yi0 (1) (|el10} JO %
e se) uonendod wisniy (€) (/€103 Jo % e se) uolreindod dljoyre) UBWOY (g) ‘uoliezifeuoiioel) onsinBull-ouyie Jo siojedlpul aAl Jo abelene Ue (1) :ese sajgeleA Juspuadepul
ay] 'sesayualed Ul UMOYS 8Je SI0L8 pJepuess isngoy "wopaaly [eajod (A) pue 1030as alignd auy jo azis (Al) ‘spoob oijgnd jo indino (1) ‘Aousiole (1) H10308s ayeAud ayy yim
soualapaul (1) :sdnolb Jualaylp Al OJUI PaIISSE[D aJe SO|gelUEeA Juspuadap 8y] PHOM 8y} punoJe S8LjUNod JO UOIDas-SSOIO B JO suolssalfal salenbs jses| AleuiplQ

[es1]  (os62'1) (8vS1'0) (21v6°0) (£9000)  (99000)  (2500°0) (9185°0)
GG/¥'0  €8Y0C e2BLY'0  o259°T q2€1L00— 2l6200—  9000°0— GGL00—
[est]  Bz1v0) (690000  (¥S000)  (0S00°0) (2025°0)
0160 ol6EC'L — — e7G20°0—  «2EV0'0— ¢/2L00— 26265 1 — xepul siybu oliand
[sz1]  (gz6272) (896£°0) (SevS2) (¥er00)  (eer00)  (021L0°0) (1£66°0)
I7/G°0 #910S9—  #8/68.°L  0¥S80 065200~ &/GE00— ,¥0200— 21550
V] endeo Jad suoleUILIOUSP uolezijeuonoel}
2 [Py 1deoieul  dND Do epnien ENle} wisniy - olloyred  onsinBuljouyis

sa|geLre/ Juapuadapul

sa|qelren Juspuadag

panuiuo) °g a|ceL



Table 6. Government Performance, Legal Origin, and Religion

Dependent Variables Independent Variables

Ethnolinguistic ~ Socialist French German Scandinavian Catholic ~ Muslim Other
fractionalization legal origin legal origin legal origin  legal origin religions

Latitude Log GNP Intercept Adj. R?

per capita

(V]

Interference with the private sector

Property rights index —0.7013° —1.3894% —0.7900% 099182  0.9416° 0.0041 —0.0037 —0.0003
(0.3041) (0.3932)  (0.2730)  (0.2052)  (0.5101) (0.0066) (0.0068)  (0.0060)
0.3843 —1.2522% —0.6531% 00519 —0.1921 0.0062  0.0024  0.0049
(0.2661) (0.3048)  (0.1870)  (0.2383)  (0.4238) (0.0044)  (0.0050) (0.0044)

Business regulation index ~ —1.0988% —1.2348% —0.3404 —0.1500 —0.0095 —0.0004 —0.0034  0.0040
(0.2759) (0.3420)  (0.2277)  (0.2375)  (0.4170) (0.0053) (0.0055) (0.0053)
—0.2661 -0.8376% —0.2491 —0.9027% —0.6382 0.0030  0.0039  0.0084°
(0.2479) (0.2812)  (0.1633)  (0.1810)  (0.4003) (0.0043)  (0.0046) (0.0043)

Top marginal tax rate in 1.4378 1491932 65827 105544 11.1248 —0.1657 —0.0586 —0.0791

1994 (5.7018) (46331)  (4.4391) (5.8712)  (9.6287) (0.1233)  (0.1103) (0.1152)
13.9829° 13.9606°  7.6698°  6.4841 7.1961 —0.0962 0.0159 —0.0215
(6.5626) (6.0011)  (4.1466) (5.9912)  (7.6966) (0.0908) (0.0918) (0.1023)

Efficiency

Corruption —2.20087 —0.1559 —05023 14193 26055 —0.0115 —0.0204 —0.0087
(0.8273) (0.6641)  (0.5516)  (0.8955)  (1.6767) (0.0203) (0.0189) (0.0180)

1.7985% 0.38922

(0.5801) (0.0929)

0.1859  0.4570%

(0.5908) (0.0914)

16.8895
(10.964)

2.9196
(1.8765)

3.9053% 0.3557
(0.5176) [124]

—0.0431 0.6408
(0.7176) [124]

3.2539% 0.2299
(0.4318)  [124]

—0.7207 05479
(0.6776) [124]

45.85412 0.2039
(10121)  [79]

8.9102 0.3229
(15.468)  [79]

7.64442 0.3237
(1.8791)  [114]

Continued
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Table 6. Continued

Dependent Variables

Independent Variables

Ethnolinguistic
fractionalization

German Scandinavian Catholic
legal origin legal origin

Intercept

0.5909
(0.8821)

Bureaucratic delays —2.0774%
(0.6394)

—0.2225
(0.6107)

Tax compliance —1.4220P
(0.5966)

—0.6969
(0.6030)

Avg. government wages / 0.9124

GNP per capita (0.8598)
0.5150
(0.7203)

Output of public goods

Log of infant mortality 1.2610%
(0.1805)

—1.3701

(2.1381)

9.18622
(0.8196)

2.0056
(2.0288)

5.07478
(0.6132)

0.7286
(1.5921)

1.3803°
(0.7166)

8.5803%
(1.8527)

3.46642
(0.2827)

Continued
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Table 6. Continued

Dependent Variables Independent Variables
Ethnolinguistic ~ Socialist French German  Scandinavian Catholic ~ Muslim Other Latitude Log GNP Intercept Adij. R2
fractionalization legal origin legal origin legal origin  legal origin religions per capita N
0.40202 0.1408 0.26092 0.0983 —0.4970° —0.0053°  0.0000 —0.0053° —0.4252 —0.47542 7.4267% 0.8637
(0.1300) (0.1727)  (0.0794) (0.1268)  (0.2120) (0.0025)  (0.0024) (0.0025) (0.2836)  (0.0415) (0.3683) [151]
Log of school attainment —0.7840° 0.32762 —0.2503° 0.1521 0.3324 0.0004 —0.0069° —0.0008 — — 1.8889% 0.5322
(0.1499) (0.1058)  (0.1065) (0.1416)  (0.2476) (0.0032) (0.0031)  (0.0034) (0.2801)  [102]
—0.1821 0.40502 —0.19142  —0.2251° —0.1966 —0.0000 —0.0045 0.0011 0.0249 0.29422 —0.4628 0.7974
(0.1199) (0.0964)  (0.0643) (0.0916)  (0.1932) (0.0025)  (0.0023) (0.0028) (0.2611)  (0.0389) (0.3354) [102]
llliteracy rate 27.07532 77474 89148° —12.881° — —0.0490 027377 0.0884 — — 8.5013 0.4226
(5.4717) (10.479)  (4.9304) (6.1284) (0.1245)  (0.1229)  (0.1544) (9.7099) [116]
12.5505P —10.404 6.8149° —5.0399 — —0.0497 0.1873°  0.0537 57156 —12.24602 99.6097% 0.6878
(5.0585) (9.8843)  (3.5124) (4.6052) (0.0874)  (0.0867) (0.1077) (12.903) (1.3433) (10.965)  [116]
Infrastructure quality index —2.62542 —3.3972% —1.19567 0.4224 —31489%  —0.0482% —0.0587% —0.0458%  — — 11.5389% 0.6711
(0.6199) (0.7994)  (0.4079) (0.6621)  (1.1454) (0.0131) (0.0126)  (0.0127) (1.1681)  [54]
0.2361 —1.8375° —0.3693 02153 —2.24702 —0.02842 —0.0328%2 —0.0204°  1.6779 079152 1.4527 0.8647
(0.5079) (0.7730)  (0.2823) (0.4692)  (0.7525) (0.0091)  (0.0109) (0.0087) (1.0857)  (0.2180) (1.9191)  [54]
Size of public sector
Transfers and subsidies as % —10.4292 10.0018% —1.6490 0.7443 5.8750 —0.0259 —0.0514 —0.0422 — — 15.2889° 0.4266
of GDP (2.2704) (2.7618)  (2.1624) (3.1120)  (6.5351) (0.0782) (0.0697)  (0.0682) (6.4337)  [88]
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Table 6. Continued

Dependent Variables

Independent Variables

Ethnolinguistic ~ Socialist French German Scandinavian Catholic ~ Muslim Other Latitude Log GNP Intercept Adij. R?
fractionalization legal origin legal origin legal origin legal origin religions per capita N
—0.3402 6.1352°  0.3500 —3.6369 —0.5825 0.0218 —0.0087 00157 24.1427% 159408 —11.3810° 0.7297
(2.0479) (3.0242)  (1.2501)  (2.3440)  (4.3890) (0.0415)  (0.0393) (0.0394) (3.9456) (0.5324) (5.3205)  [88]
Government consumption as —3.0761¢ —5.056462 —0.7166 —1.7008  0.2411 —0.0843° —0.0558° —0.0714° — — 22.7980% 0.2316
% of GDP (1.5586) (1.5113)  (1.1828)  (1.9574)  (3.2478) (0.0332)  (0.0303) (0.0383) (2.6229)  [100]
—0.4569 —5.4747% —0.4151 —3.4240° —1.4461 —0.0706° —0.0339 —0.0576  3.1099 0.9854°  12.5943° 0.3074
(1.5940) (1.4245)  (1.0868)  (2.0800)  (3.0986) (0.0312)  (0.0315) (0.0370) (3.4085) (0.5706) (5.3128)  [100]
SOEs in the economy index —1.7574° —50152% 00354  0.3548 —2.0452 —0.0098 —0.0189 —0.0091 — — 6.2642% 0.2450
(0.7749) (0.5294)  (0.5594)  (1.0483)  (1.4665) (0.0180)  (0.0161)  (0.0177) (1.5382)  [100]
—1.5762° —45385% —0.0379  0.0848 —1.9666 —0.0094 —0.0137 —0.0089 —1.8264 0.3692 3.8933 0.2648
(0.8258) (0.6178)  (0.5697)  (1.0463)  (1.3848) (0.0184) (0.0165) (0.0181) (1.9240) (0.2416) (2.2718)  [100]
Public sector employment /  —3.3400% —0.3848 —1.1100° —0.6880  8.0477%2 —0.0075 —0.0149 —0.0147 — — 6.2029% 0.5978
total population (0.6646) (0.9318)  (0.4833)  (0.9384)  (1.8996) (0.0167)  (0.0143)  (0.0159) (1.4515)  [100]
—0.9215 0.6805 —0.7417° —2.5817° 698152 0.0042  0.0068 00038 —0.1045 129128 —53766° 0.7657
(0.5762) (0.8417)  (0.3940)  (1.6003)  (1.6004) (0.0124)  (0.0117) (0.0141) (2.0524) (0.2835) (2.3324)  [100]
Political freedom
Democracy index —3.52367 —49840% —25819% 04810 15197 —0.0081 —0.0464 —0.0302 — — 9.02262 0.4262
(1.1404) (0.8777) (0.8671)  (1.5157)  (2.0742) (0.0265)  (0.0247)  (0.0250) (2.3289) [125]
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Table 6. Continued

Dependent Variables Independent Variables
Ethnolinguistic ~ Socialist French German  Scandinavian Catholic ~ Muslim Other  Latitude Log GNP Intercept Adj. R?
fractionalization legal origin legal origin legal origin  legal origin religions per capita N
—0.2370 —42003% —2.17048 —2.4051° —1.2381 0.0031 —0.0203 —0.0085 3.2446 1.4940% —51883° 0.6511
(1.0095) (0.9607)  (0.6412)  (1.1647)  (1.6795) (0.0217)  (0.0212)  (0.0216) (2.6246) (0.3303)  (2.9477) [125]

Political rights index —1.50882 —1.0721  —0.7744° 099452  0.6585 —0.0006 —0.0327% —0.0154 — — 6.5948% 0.3792
(0.5672) (0.7895)  (0.4081)  (0.3667)  (0.6596) (0.0092)  (0.0090)  (0.0096) (0.7466)  [152]
—0.2595 —1.3386° —0.7521° —0.4058 —15218°  —0.0003 —0.03052 —0.0137 396782 0.3138° 2.9411P 05005
(0.5705) (0.6793)  (0.3711)  (0.4524)  (0.6528) (0.0084) (0.0086) (0.0087) (1.0809) (0.1631)  (1.4209) [152]

Ordinary least squares regressions of a cross-section of countries around the world. The dependent variables are classified into five different groups: (i) interference with the private sector;
(i) public sector efficiency; (iii) output of public goods; (iv) size of public sector; and (v) political freedom. Robust standard errors are shown in parentheses. The independent variables are:
(1) an average of 5 indicators of ethno-linguistic fractionalization; (2) a set of “legal origin” dummies (French, Socialist, German, Scandinavian and the omitted dummy being English); (3) Roman
Catholic population (as a % of total); (4) Muslim population (as a % of total); (5) residual population (as a % of total); (5) other denominations which is the residual population which does not
report to profess Protestant, Catholic, or Muslim religions (as a % of total population) (the omitted population is the Protestant population); (6) latitude; (7) log GNP per capita.

@significant at 1% level.

bSigniﬂcam at 5% level.

CSignificant at 10% level.
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theory would suggest. Alternatively these results may mean that people in high
EF countries are less productive, perhaps because of private rent seeking and
warfare, and that low income in turn adversely influences government. Because
the first interpretation seems to us to be more straightforward, we interpret the
EF evidence as supporting the political theories of institutidns.

4.2 Legal Origin
The regressionsin Table 4 also assess the influence of legal origin on government
performance. To begin, the results of the effects of the socialist legal origin
are exactly as predicted by the political theory. Compared to those in common
law countries, and even controlling for per capita income, latitude, and EF,
government in countries of socialist legal origin are more interventionist across
the board (have worse protection of property rights, more intrusive regulation,
and higher tax rates) as well as being less efficient (lower score on bureaucratic
delays and tax compliance, though not on corruption). Of interest, they have
lower relative wages of public sector employees. Socialist origin countries
have higher infant mortality, though not controlling for how poor they are, and
poorer infrastructure quality, even controlling for per capita income. However,
they do very well on school attainment, especially controlling for how poor they
are—some evidence that their egalitarianism or militarism benefits education.
Turning to the size of government, socialist origin countries have sharply higher
transfers and subsidies and more state enterprises, but also lower government
consumption, than common law countries ceteris paribus. In general, then, we
see that socialist law is associated with more interventionism, less efficiency,
bigger government transfers, and less democracy—consistent with the obvious
political story that socialist policies serve to enhance the power of the State.
The results on the French legal origin are equally striking. Compared to
common law countries, French origin countries are sharply more interventionist
(have higher top rates, less secure property rights, and worse regulation). They
also have less efficient governments, as measured by bureaucratic delays and
tax compliance, though not the corruption score. French origin countries pay
relatively higher wages to bureaucrats than common law countries do, though
this does not buy them greater government efficiency. French origin countries
fall behind common law countries in public good provision: they have higher
infant mortality, lower school attainment, higher illiteracy rates, and lower
infrastructure quality. There is not much evidence of a difference in the pattern
of government spending, except that French origin countries have lower public
employment. Finally, French origin countries score worse on our democracy
measures than the common law countries. Most of these results hold both
with and without per capita income and latitude controls. As predicted by
the political theory then, the state-building intent incorporated into the design
of the French legal system translates, many decades later, into significantly

13. EF may reduce productivity because it undermines human capital accumulation. To the
extent that EF does that through undermining public education, however, the direct effect is on the
government institution of public education rather than on productivity.
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more interventionist and less efficient government, less political freedom, and
evidently less provision of basic public goods.

The results on the German legal origin suggest that these countries are rather
similar to those of common law origin, controlling for income and latitude.
These controls are particularly important because German origin countries are
generally located in central Europe and East Asia and tend to be relatively rich.
Finally, compared to common law countries, Scandinavian origin countries are
sharply more interventionist (in fact, the pattern of coefficients here is similar
to that for socialist countries), though—with a notable exception of lower tax
compliance—they do not have less efficient governments. Scandinavian origin
countries also tend to have better public goods and higher public spending than
common law countries. Controlling for per capita income and latitude reduces
the difference, although in the area of public employment, the Scandinavian
origin countries are out on a limb, even controlling for income. These results
point to important differences between civil law countries of different origins.

In particular, the German and Scandinavian evidence—while consistent with
the political theory of institutions—is not nearly as striking as that for countries
using French law.

The contrast between the socialist, common law, and French origins, how-
ever, is very significant and persistent across the variety of measures. Gov-
ernments in the socialist law countries are the most antimarket, and those in
the common law countries the most promarket, with governments in French
origin countries in the middle. The fact that this political heritage matters so
much for government performance supports the political theory of institutions,
especially when combined with the evidence on the importance of EF.

4.3 Religious Affiliation
Table 5 reports the effects of religious affiliations on government performance.
Recall that we exclude from the regression the percentage of each country’s
population reporting to be Protestants. Note first that the results on EF in
Table 5 are similar to those in Table 4: EF has a sharp negative influence on
government performance, but this influence is captured by the lower per capita
income (and closeness to the equator) of high EF countries.

Table 5 reveals that both Catholic and Muslim affiliations of the population
are associated with worse government performance, though, as in the case with
EF, both of these influences generally become insignificant once per capita
income and latitude are controlled for.

Begin with the Catholic affiliation. With the notable exception of the marginal
tax rate, Catholic countries are generally more interventionist. Their govern-
ments are also less efficient, including more corrupt, but better paid. Catholic
countries doworse on public good provision than Protestant countries, they have
smaller transfers, government consumption, and public sector employment, and
are significantly less democratic. Virtually all of these effects, however, become
insignificant once we control for per capita income and latitude. As with EF,
there are two stories. The one we find less plausible suggests that Catholics are
less productive, and this translates into inferior government. The more plausible
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argument is that the worse-functioning governments of the Catholic countries
reduce income, with the result that the adverse effect of the religious affiliation
on the quality of government is in part captured by per capita incdme.

The effect of the Muslim affiliation is generally in the same direction as
that of the Catholic affiliation, only stronger. Muslim countries tend to have
more interventionist and less efficient, but better paid, governments, although
these effects are generally captured by their lower per capita income. There
is a remarkably large negative effect of the Muslim affiliation on public good
provision, which appears to be strong enough to survive the income and latitude
controls!® Muslim countries also tend to have smaller governments (though
less so with controls), and be sharply less democratic, even controlling for their
poverty. Muslim affiliation thus has a pronounced adverse effect on government
performance. If we take the view that the amelioration of this effect when
per capita income is included is a consequence of the adverse effects of bad
government on income, the problem to be explained only gets bigger.

Finally, we note two side issues that come up in these regressions. First,
the results on relative government wages show that both Muslim and Catholic
countries pay higher relative government wages than Protestant countries do,
but their bureaucracies are still less efficient. The story with government wages
and corruption is thus more complicated than the World Bank, inspired by the
East Asian experience, would argue (World Bank 1995). In many Catholic and
Muslim countries, officials are paid relatively well, but still misuse their power.
There are more basic factors determining government efficiency than just the
relative pay of the bureaucrafs.

Second, compared to Protestant countries, both Catholic and Muslim coun-
tries exhibit both poor government performance and low tax rates combined
with small government transfers and consumption. This evidence, as well as
all the other evidence we have presented, seems squarely inconsistent with the
idea that a good government is a small government. Rather, poorly functioning
governments tend to be relatively small, and collect fewer taxes, whereas well-
functioning governments tend to be much larger, presumably at least in part
with the consent of the governed. This view is consistent with the finding that
the one activity that poorly functioning governments do more of is operate state
firms—a redistributive rather than wealth-creating function. This view is also
consistent with historical research (Brewer, 1988) and with the recent evidence
from the postcommunist transition (Johnson, Kaufman, and Shleifer, 1997).

14. As with ethnic fractionalization, particular religious affiliations may adversely affect human
capital accumulation, which in turn reduces income. As with EF, one way in which this happens
is that religion undermines public education, so the causation is through government.

15. Since we are looking at the outcome of public good provision, as opposed to just government
expenditure on it, our evidence is inconsistent with the theory that Catholic or Muslim religions
substitute for the lack of public provision of education through their own provision.

16. An alternative interpretation of these findings is that in Catholic and Muslim countries general
educational attainment is low, and hence the bureaucrats are relatively overpaid because they are
better educated relative to the rest of the population than are the Protestant bureaucrats.
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4.4 Law or Religion?
The evidence in Table 5 does not tell us whether the negative influences of
Catholic and Muslim affiliations on government performance are a consequence
of troubled political history or of culture. We have made a humber of a priori
arguments suggesting that cultural theories can work through politics, and that a
political interpretation of the religious variables may be more appropriate. That
is, the use of religion for political purposes in Muslim and Catholic countries,
and the destructive competition between Church and State in Catholic countries
in particular, may have shaped policies in ways that ended up being quite hostile
to market development. It is possible that such politics worked by adversely
affecting tolerance, as in Landes (1998), or trust, as in Putham (1993) and
La Porta et al. (1997b), but the heritage that adversely affects government
performance seems to be largely political.

However, as we noted earlier, legal origins and religious affiliations are cor-
related with each other. To understand the facts better, as well as to make
further progress in interpreting the evidence, we would like to know which set
of variables, if any, wins out in a horse race. As a final step therefore, we run
regressions that include EF, legal origins, and religious affiliations in the same
specification. Table 6 presents the results.

We can summarize the findings without discussing each regression individ-
ually. EF survives as an important determinant of government performance.
Moreover, as a general rule, legal origins—particularly socialist and French—
continue to exert significant adverse influence on government performance,
even controlling for religion. Religious variables, however, generally become
insignificant. Catholic affiliation loses its statistical significance almost always
(exceptions are bureaucratic delays, infrastructure quality, and government con-
sumption), as does the Muslim affiliation (exceptions are bureaucratic delays,
school attainment, illiteracy, and infrastructure quality). Statist laws are thus
a more robust predictor of poor government performance than interventionist
religions.

If we take religion as a proxy for cultural influences on government, and
EF and law as proxies for political influences, this evidence provides further
support for the political theories. In our data, these political variables provide
the most pervasive, and relatively clearly interpretable, influence on government
performance.

4.5 Other Factors
There are two variables—colonial status and continent—that we have not in-
cluded in our statistical analysis which arguably qualify as potentially exoge-
nous determinants of government performance, and which are often used in the
cross-sectional studies of economic growth. For completeness, we make some
comments about these variables.

Several writers measure whether a country is a former colony, and, if so,
what country it was a colony of (Barro, 1996b; Treisman, 1997; Hall and
Jones, 1999). The usual justification for using this variable is that the colonizer
has transplanted into the colony some of its key institutions, such as religion
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and law, which in turn influenced subsequent development. We already include
religion and law as independent variables, and hence measure these possible
colonial influences directly rather than indirectly. As important, we have found
it difficult to identify the colonial status of particular countries. For example,
Barro (1996b) does not classify Hungary, Czechoslovakia, or Italy as former
colonies, eventhough each was attimes (at least partially) controlled by the Hab-
sburg empire, and the former two were arguably colonized by the Soviet Union
as well. Because of such difficulties, we stick to our more direct measures.

From the theoretical viewpoint, the justification for using continents as deter-
minants of government performance is also problematic. Various writers find
slow growth in Latin America and Africa (Barro, 1991; Easterly and Levine,
1997), but the significance of the continent effects is attributed to the omitted
institutional factors, such as religion or, as Easterly and Levine (1997) argue
directly for Africa, EF. Since we measure the political and cultural influences
on performance directly, the case for including the continent effects is weak.
We also include latitude in the regressions, which is the one theoretically jus-
tified measure of geography. Still, we have rerun our regressions controlling
for continents. These controls have predictable effects. The Africa dummy
in particular weakens but does not eliminate the effect of EF, and the Latin
America dummy weakens but does not eliminate the effects of French laws or
Catholicism. Again, we take this evidence to mean not that the continents have
an independentinfluence on government performance, but rather that they serve
as proxies for the more fundamental determinants of the quality of government
discussed in this article.

5. Conclusion

We have set out to examine whether, from the perspective of promoting devel-
opment, the quality of government across countries varies in systematic ways.
We assess the quality of government using proxies for interventionism, public
sector efficiency, quality of public good provision, government size, and politi-
cal freedom. The data show clearly that, using these measures of performance,
the quality of governments varies systematically across countries. Rich nations
have better governments than poor ones. Ethnolinguistically homogeneous
countries have better governments than the heterogeneous ones. Common law
countries have better governments than French civil law or socialist law coun-
tries. Predominantly Protestant countries have better governments than either
predominantly Catholic or predominantly Muslim countries. These results tend
to be consistent across the many measures of government performance we used.

These results present clear evidence of systematic influence of historical
circumstances, as captured by ethnolinguistic heterogeneity, legal origins, and
religion, on government performance. Government performance is surely in
part determined by economic development, but it is also shaped by systematic
variation in the histories of individual countries. This conclusion, we believe,
is strongly supported by the data.

The results are more difficult to interpret as supporting a particular version of
political or cultural theories of institutions. Taken as a whole, however, the re-
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sults support the political theories, since ethnolinguistic heterogeneity and legal
origin remain extremely important factors shaping government performance,
even controlling for religion. In addition to showing that history matters, we
believe that we have provided some evidence that it is political history that
matters most clearly. At the same time we would not interpret our evidence as
outright rejecting the cultural theories of institutions.

Finally, we have consistently found that the better performing governments
are larger and collect higher taxes. Poorly performing governments, in contrast,
are smaller and collect fewer taxes. This result does not of course imply that it is
often, or ever, socially desirable to expand a government of a given quality, but
it tells us that identifying big government with bad government can be highly
misleading. The question of how the better governments get to be bigger, or
vice versa, remains open for future work.

Appendix A
Summary statistics
Variable Number Mean  Standard Minimum Maximum
of obs. Deviation

Interference with private sector:

Property rights index 149 3.2752 1.1500 1.0 5.0
Regulation index 149 2.7047 0.9480 1.0 5.0
Top marginal tax rate 82 41.390 12.2812 0.0 66.0
Efficiency:
Corruption index 126 5.6532 2.2945 0.1786 10.0
Bureaucratic delays 60 4.6872 1.4454  2.0292 7.7760
Tax compliance 49 3.1571 1.0019 1.43 5.05
Avg. government wages / 63 1.9111 1.2816 0.1 71
GNP per capita
Output of public goods:
Log infant mortality 196 3.7207  0.9020 1.9792 5.2444
Log school achievement 106 1.3934 0.5900  0.1484 2.4356
llliteracy rate 128 31.0057 225418 1.8 81.3
Infrastructure quality 60 5.56284 1.8732 1.5 9.1521

Size of public sector:

Transfers and subsidies as 90 9.1837 83419 01 37.2

% of GDP

Government consumption as 104 15.028 49606  6.68 33.8

% of GDP

SOEs in the economy 104 4.3654 2.2212 0.0 10.0
Public sector employment as 124 4.3773 32256 0.4 17.3973

% of population

Continued
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Variable Number Mean  Standard Minimum Maximum
of obs. Deviation
Political freedom:
Democracy index 161 3.6739 3.8922 0.0 10.0
Political rights index 209 46029  2.2361 1.0 7.0
Determinants:
Ethno-linguistic 161 0.3264 0.3006 0.0 1.0
fractionalization
English legal origin 212 0.3443 0.4763 0.0 1.0
Socialist legal origin 212 0.1651 0.3721 0.0 1.0
French legal origin 212 0.4339 0.4967 0.0 1.0
German legal origin 212 0.0330 0.1791 0.0 1.0
Scandinavian legal origin 212 0.0236 0.1521 0.0 1.0
Protestant population as 206 146932 23.3400 0.0 99.8
% of total
Roman Catholic population as 209 32.4077 36.1883 0.0 99.1
% of total
Muslim population as % of total 209 21.7399 352773 0.0 99.9
Other populations as % of total 206 30.9192 31.8005 0.0 100.0
Economic Development:
Latitude 209 0.2810 0.1885 0.0 0.8
Log GNP per capita 186 7.2858  1.3572  4.6471 10.1517
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