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Abstract: : Evidence in recent literature underscores the fact that political institutions
are key determinants of the quality of economic institutions, particularly in Africa.
However, the question of which political institutions matter most remains unresolved.
This paper probes the evidence further by investigating the relative effect of four different
categories of political institutions on different components of economic institutions in
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to evaluate the stationarity property of the variables. Three alternative long-run panel
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most efficient among them is chosen using the Hausman specification test. The findings
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institutions. However, they have significant positive impacts on both the overall economic
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of law, and efforts should also be directed towards improving government effectiveness.
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1. Introduction

Understanding what determines the quality of economic institutions,
particularly in Africa, is premised on the growing argument in the literature
that the dismal economic performance in developing countries, especially
in Sub-Saharan Africa, is the repercussion of weak and bad institutions
(see e.g., Hall & Jones, 1999; Acemoglu et al., 2003a, b; Ferrini, 2012;
Luiz, 2009; Boettke & Fink, 2011; Osman et al., 2012; Kilishi et al., 2013;
Yildirim & Gokalp, 2016; Mullings, 2018; Uddin et al., 2021). This line of
thought is based on the theoretical argument that economic institutions are
what incentivise people to save, invest, consume and carry out economic
activities. Specifically, Osman et al. (2012) explore the link between
institutional quality and economic performance using sample of 27 Sub-
Saharan African countries and find that institutional variables assume a
critical role in the process of economic development in the region. Using
a sample of 48 African countries, Epaphra and Kombe (2017) show that
institutions really matter for Africa’s economic growth. Yildirim and Gokalp
(2016) analyse the relationship between institutions and macroeconomic
performance using a sample of 38 developing countries and reveal that
institutional structure indicators, such as the integrity of the law system,
regulations on trade barriers, restriction of foreign investments, share of the
private sector in the banking system and employment-dismissal variables,
have a positive effect on the macroeconomic performance of these countries.
Saeed (2022) examines the short-run and long-run impact of institutional
quality on economic growth in resource-dependent countries. The study
shows that the short-run impact of institutions come from the ex-ante quality
of institutions, while the long-run impact comes from the ex-post quality of
institutions. Thus, the importance of carrying out research to identify specific
policy variables that can influence the quality of economic institutions cannot
be overemphasised.

Irrespective of the general consensus on the importance of institutions,
the quality of institutions is still low and weak in most developing countries,
particularly in Africa. Several indicators of the quality of economic
institutions over the years have taken account of institutional quality, such as
the Heritage Foundation Index of Economic Freedom. The index is measured
in a scale of 0 to 100 and countries are grouped into five categories bases
on their performance. Countries whose scores are between 0 to 49.9 are
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categorised as repressed, between 50 to 59.9 as mostly unfree, 60 to 69.9 as
moderately free, 70 to 79.9 as mostly free, and between 80 to 100 as free.
Very few Sub-Saharan African countries recorded scares above 50, while
the majority of the countries have low scores in the overall index as well as
for specific indicators.

There is no single country in Sub-Saharan Africa categorised among
the top rank of free countries; few countries have ever made it into mostly
free category. Since 2017, the number of countries in Sub-Saharan Africa
categorised as repressed countries has risen, reflecting the region’s decline
in economic freedom. As at 2022, Mauritius is the only country in Sub-
Saharan Africa that remains among the mostly free category, hence it is the
economically freest nation in the region. Botswana and Cabo Verde that
were hitherto categorised as mostly free backslid into moderately free of
late, largely due to the effect of Covid-19. In the 2022 index, it was reported
that Rwanda suffered a steep drop of economic freedom in the past five
years because of deficiencies in judicial effectiveness, fiscal health, and
financial freedom. The country has fallen into the mostly unfree category
after attaining the status of mostly free.

To foster economic growth and development as well as poverty
reduction in Sub-Saharan Africa, the quality of economic institutions must
necessarily be improved. Therefore, it is imperative to investigate the core
determinants of institutional quality in the continent. Meanwhile, research
on why weak institutions predominate in Africa still remains at infancy.
Hence, a major focal research area in institutional economics is the quest to
understand the major reasons for disparities in institutional quality among
nations. Why do some nations have strong and good quality economic
institutions and others do have? Most earlier studies in this area emphasise
non-policy factors such as geography, culture and history (see for example,
Gallup et al., 1999; La Porta et al., 1999; Acemoglu et al., 2001, 2002;
Easterly & Levine, 2003; Lehne et al., 2014). Other studies confirm positive
relationship between trade flows and the quality of economic institutions
(Nicolini & Paccagnini, 2011; Bhattacharyya, 2012; Levchenko, 2013;
Bergh et al., 2014). However, Khalid (2017) shows that the effect of trade
on quality of economic institutions is largely a function of the quality of
political institutions and type of political regime. Almost all the studies that
find a significant correlation between non-policy variables and quality of
economic institutions are based on cross-sectional data analysis. However,
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recent studies that use panel data, which account for both cross-section
and time dynamics, as well individual heterogeneity, find no significant
relationship between these factors (non-policy variables) and quality of
institutions. Rather, emphasis is given to policy variables that can be
influenced to change the institutional condition (see e.g., Acemoglu, 2006;
Acemoglu & Robinson, 2016; Congleton & Yoo, 2018; Alhassan & Kilishi,
2019; Alonso et al., 2020).

Alhassan and Kilishi (2019) show that political institutions are key
determinants of the quality of economic institutions in Africa. Using five
different measures of democratic quality as presented in the Polity IV
dataset to proxy political institutions, the authors investigate the impact
of these measures on overall economic freedom and four components of
economic freedom using a Hausman—Taylor estimator. However, it is not
clear if different political institutions would have similar effect on economic
institutions. Thus, this paper provides answers to three important questions:
(i) Do different indicators of political institutions have similar influence on
economic institutions, and by extension, which political institutions matter
most? (ii) Do political institutions affect different components of economic
institutions in the same way? (iii) Does the impact of political institutions
on economic institutions differ in the short and long run? The present study
investigates the relative influence of four categories of political institutions
on quality of eight components of economic freedom as well as the overall
index of economic freedom. Equally, different methodological approaches
are used here to provide both short-run and long-run dynamic coefficients.

Following this introductory section, the brief literature review is
contained in Section 2, the methodology in Section 3, results in Section 4,
and ending with the conclusion and policy implications in Section 5.

2. Literature Review

The literature on the determinants of institutional quality has grown
tremendously of late. Lawson et al. (2020) survey over 70 empirical studies
on the determinants of economic institutions measured as economic freedom.
Several variables were examined in the literature as potential determinants of
economic freedom, ranging from income, growth, geography, history, natural
resources, inequality, foreign aid, education, and fractionalisation, to political
variables such as civil liberties, political rights, level of democratisation,
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type of government, and level of political competitiveness, among others.
While some of the variables show significant positive effects, others show
significant negative impact or were not statistically significant.

Among the numerous factors that do show a positive effect, political
institutions stand out as the most important determinant of economic
institutions, with the most consistent significant positive effect across several
studies. This means that political institutions that allow greater participation
of people have the highest impact on economic institutions. There is
evidence that formal democracy has positive significant effect on economic
institutions. The standardised size of the effect of political institutions is
about 0.23. Lawson et al. (2020) also show that many studies find positive
associations between economic institutions and income. Another consistent
finding in the literature is that the current quality of institutions depends
largely on preceding levels. Aid appears not to be a strong determinant of
economic institutions. Many of the other variables examined in the literature
lack consistent effect across different studies, thus the findings are difficult
to generalise.

Krieger (2022) presents a simple theoretical model which predicts
that transition from autocracy to democracy would lead to an increase
in the quality of economic institutions. The model further predicts that
this improvement is larger with higher levels of human capital. Krieger’s
(2022) theoretical model is supported by an empirical analysis of panel
data covering 150 countries over the period 1920 to 2019. An earlier study,
Islam and Montenegro (2002), shows that political institutions that promote
checks and balances enhance the quality of economic institutions. While
trade openness has a robust positive effect on economic institutions, trade
in natural resources, however, is associated with poor institutional quality.
Moreover, social variables such as income inequality or ethnic diversity
are not seen to have a significant impact on institutional quality. Khalid
(2017) examines the influence of political institutions and trade on the
quality of economic institutions. His findings suggest that the effect of trade
on the quality of economic institutions depend on the type and nature of
political institutions as well as political regimes. A democratic system that
is accountable and transparent would create an environment for drafting of
policies to promote trade and improve the quality of economic institutions.
On the other hand, higher trade volumes will have smaller effects on
economic institutions under an authoritarian regime that not accountable to
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the people. Hence, an increase in trade flow alone is not enough to improve
the quality of economic institutions, unless there are favourable political
economic institutions.

Javed (2016) investigates the potential determinants of institutional
quality using a panel data of International Monetary Fund (IMF) member
countries over a time period when the number of the agency’s programmes
showed an increasing trend. Javed (2016) shows that a parliamentary form of
government, aggregate governance level, civil liberties, and trade openness
enhance institutional quality. While economic growth is conducive for
enhancing economic institutional quality, military power negatively impacts
institutional quality. Kotschy and Sunde (2017) examine the influence of
income inequality on the effectiveness of democracy in shaping economic
institutions. Their findings suggest that the level of inequality is a pivotal
factor that determines whether democratic institutions have a positive and
lasting effect on the quality of economic institutions. This means that the
existence of excessively high levels of inequality erode the influence of
democracy on institutional, such that democracies appear not to be able to
provide good institutional environments. Saeed (2022) shows that voice and
accountability have the most influence in shaping institutional quality in a
sample of developing countries. This implies that the quality of economic
institutions improves when political institutions allow most of citizens
to participate in selecting their government, while they enjoy freedom of
expression, freedom of association, and a free media.

3. Methodology
3.1 The model

Drawing from Alhassan and Kilishi (2019) and Alonso et al. (2020), the
model used in this paper is specified as:

El;y = a +f,Pl;; + Bo,PCl; + B3LLA; + B4,TOP;; + BsEDUI; +
BeEMPit + B;NRR;; + phyt

(M

Where EI represents measures of economic institutions, P/ is a vector of
political institutions (measured with Polity II, rule of law, political stability
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and government effectiveness, respectively), PCI is per capita income,
LLA is log of land area (measure for geographical factor), TOP represents
trade openness, EDUI represents education index, EMP equals number of
employed people as percentage of total labour force, NRR represents natural
resource rent, and x,, is the Gauss—Markov error term which includes the
unobservable heterogeneity across countries.

The estimation procedure essentially follows autoregressive distributive
lag (ARDL) structure. Hence, equation (1) is respecified as:

14 q1 qz q3
EIit = ﬁO + Z (S EI,I_]' + Z)\li}' Plit—j + Z)\zij PCIit—j +Z)\3U LLAit—j
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Equation (2) includes the lags of the dependent variable, as well as the
contemporaneous and lag values of the independent variables, as regressors.
This allows us to capture the effect of the history of the variables on the
current condition of economic institutions.

In order to obtain the short-run and long-run estimates, equation (2) is
respecified as:
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In equation (3), the short-run coefficients are represented by o and [
while the long-run impact is measured for each of the explanatory variables
by 7 and J. The error correction equivalent of the specification in equation
(3) is given as:

p-1 q-1 92—
AELy, = wi@ir—q + Z ai;AEL;_j + Z ©1ijAPL;_j + Z ©2ij APCli_j + ...
j=0 j=0 Jj=0
= )
+ Z ©oij ANRR;e_j + u; + €

j=0

Where @, , is the error correction term and A is the difference operator.

it-1
3.2 Some theoretical arguments

Acemoglu and Robinson (2008, 2012), as well as Iwayemi and Kilishi
(2016) argue that it is the nature and type of political institution a society
chooses that determines the quality of economic institutions. This argument
is premised on the fact that if political institutions are weak, there will
be little or no restraint on the actions of the political elite. Consequently,
political power will attract rents. Thus, political elites would be desperate
for power, leading to serious infighting among various groups for control
of power. Political elites are therefore likely to provide weak and exclusive
economic institutions so as to limit the ability of citizens to take over
government and policymaking. Overall, weak political institutions are more
likely to produce weak economic institutions.

Iwayemi and Kilishi (2016) also point out that if the utility of the
political elite is a function of natural resource rent rather than tax revenue,
there is no incentive for the elite to create strong and effective economic
institutions that would promote economic activities. Hence, resource-rich
countries are likely to have weak institutions. This is related to the popular
resource curse argument. A high level of education is expected to make
people knowledgeable and better informed about government activities.
The more people are educated, the more likely they are to demand good
governance and better institutions. Therefore, it is expected that education
would have a positive impact on the quality of economic institutions.
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Employment is assumed to be a source of inequality in society. As Alonso
et al. (2020) show, patterns of inequality are important determinants
of institutional quality. It is therefore expected that as more people are
employed, inequality would reduce and institutional quality would improve.
A positive relationship is expected between employment and institutional
quality.

Other variables like log of land, per capita income, and trade openness
are introduced in order to capture the effects of geographic, economic
and trade factors which are regarded in the literature as determinants of
institutional quality (Lehne et al., 2014; Bergh et al., 2014). It is argued in
trade literature that the more a country interacts with the outside world, the
stronger its institutional quality and ability to compete at the international
level. Studies like Goes, (2016), March et al. (2017), and Alonso et al.
(2020) show that the higher the income per head in a country, the higher the
quality of institutions. Higher income per capita would imply more the de
facto power to citizens; hence, agitations for better institutions would arise.

3.3 Data issue

Data is gathered from 43 Sub-Saharan African countries over the period of
1996 to 2019. The Heritage Foundation Index of Economic Freedom is used
as measure for economic institutions, and it describes economic freedom
as “the fundamental right of every human to control his or her own labour
and property.” The index includes 186 countries, and it is measured in ten
dimensions: property rights, business freedom, monetary freedom, trade
freedom, fiscal freedom, government size (government spending), freedom
from corruption, investment freedom, financial freedom and labour freedom.
Each component is assigned a score from 0 to 100, with 100 being most free.

The Polity II dataset, which measures the degree of democracy and
autocracy, is used as measure of political variable alongside rule of law,
government effectiveness and political stability which are the measures
provided by the Polity IV and World Governance Indicators (WGI) data
sets. The Polity II score is computed by subtracting the AUTOC (autocratic)
scores from the DEMOC (democratic) score; the resulting unified polity
scale ranges from -10 (strongly autocratic) to +10 (strongly democratic).
Rule of law captures perceptions of the extent to which economic agents
have confidence in and abide by societal rules, and in particular, the quality
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of contract enforcement, property rights, the police and the courts, as well as
the likelihood of crime and violence. The estimate gives a country’s score on
the aggregate indicator, in units of a standard normal distribution. The value
ranges from approximately -2.5 to 2.5.

Data on education index is derived from the Oxford Poverty and Human
Development Initiative (OPHI), and the Natural Resource Rent is gathered
from the World Development Indicators (WDI). Trade openness is measured
as the sum of exports and imports as ratio of gross domestic product (GDP),
and the data is collected from WDI. Data on land area and GDP per capita
are also collected from WDI.

3.4 Estimation procedure

The procedure begins with unit root testing using Im-Pesaran-Smith (IPS)
panel unit root technique. The results of the test show a combination of /(1)
and /(0) series. Given this outcome and the fact that both N(43) and 7(1996
to 2019) are relatively large, the autoregressive distributed lag (ARDL)
modelling procedure is employed to gauge the models. Three alternative
long-run panel cointegration techniques are used in the study, namely; mean
group (MG), pool mean group (PMG) and dynamic fixed effects (DFE).
According to Pesaran and Smith (1995) and Pesaran et al. (1997, 1999), the
three techniques are consistent when both 7 and N are large. Even though
they are based on different assumptions, all three techniques employ the
ARDL framework where the series are a combination of /(0) and /(1). Both
MG and DFE are two opposite extremes, while PMG is intermediate. MG
assumes a heterogeneous slope and intercept coefficient, and thus derives
long-run parameters by averaging the long-run parameters of the ARDL for
individual units. DFE imposes the homogenous slope coefficients but allows
constant intercepts to vary across units. PMG imposes the assumption of
short-run heterogeneous slope coefficients and long-run homogenous slope
coefficients. The most efficient of the alternatives is determined using the
popular Hausman specification test.

3.5 Some stylised facts

In this section, the relationship between the measures of political institutions
and economic institutions is examined using two-dimensional graphs. Figure
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1 displays the relationship between Polity II and economic institutions, while
Figures 2, 3 and 4 show the relationship between economic institutions and
rule of law, political stability and government effectiveness, respectively.
All four figures show a positive relationship. However, the relationship is
strongest with rule of law, followed by government effectiveness, Polity 11
and political stability, in that order.

The coefficient of determination reported in Figure 1 is 17.8%, meaning
that Polity II can only explain 17.8% of variations in economic institutions.
The figure shows that countries such as Mauritius, Namibia, South Africa
and Botswana have robust democratic frameworks, as measured by higher
values of Polity II. Correspondingly, these countries also have better
economic institutions among other countries in SSA. On the other hand,
countries like Angola, Zimbabwe, Republic of the Congo, Democratic
Republic of the Congo, Togo, and Equatorial Guinea are at the bottom of
the institutional quality ladder, and their scores for Polity II are relatively

lower too.
Figure 1: Economic Institution and Political Institution
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Figure 2 depicts a strong relationship between rule of law and economic
institutions with R? of 66.7%. Countries with better administration of rule
of law such as Mauritius, Botswana, South Africa, Namibia and Cabo
Verde have strong economic institutions. It is also clear from the graph that
countries such as Zimbabwe, Angola, Congo, DR Congo and Guinea Bissau
have weak compliance and adherence to the rule of law. This means that the
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economic agents have low confidence in the rules of the society and seldom
abide by them, particularly the quality of contract enforcement, property
rights, the police and the courts. The likelihood of crime and violence is
high in these countries. They equally have relatively weaker economic

institutions.
Figure 2: Economic Institution and Rule of Law
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Figure 3 demonstrates the relationship between political stability and
economic institutions. The relationship is weak, with just 4% coefficient
of determination. This is the reason why some of the countries with stable
politics such as Comoros, Burkina Faso and Benin have poor economic
institutions. However, countries like Botswana and Namibia that have
strong economic institutions also experience relative political stability.
Some countries with poor economic institutions such as Zimbabwe, Angola,
Congo, DR Congo also have relatively unstable political situations.
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Figure 3: Economic Institution and Political Stability
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The relationship between government effectiveness and economic
institutions is very strong (62.3%) as displayed in Figure 4. Countries with
more effective governments have stronger economic institutions. These
countries include Mauritius, Botswana, Cabo Verde, Ghana, Rwanda,
Namibia and South Africa. On the other hand, countries with less effective
governments such as Zimbabwe, Congo, Equatorial Guinea, Central African

Republic and DR Congo have weaker economic institutions.
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Figure 4: Economic Institution and Government Effectiveness
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4. Results
4.1 Report of unit root tests

The unit root test result is reported in Table 1, and it shows a combination
of 1(0) and /(1). While political stability, GDP per capita, education, natural
resource rent, financial freedom, government integrity, government spending,
property right and trade freedom are stationary at level, that is, integrated at
1(0), the rest of the variables are integrated of order one /(1).

Table 1: Unit Root Test Results

Variable (t::tl) P-value :ts-tstd;tf)r P-value Decision
Economic institution -0.9481 0.1716 ~ -11.2226  0.0000 1(1)
Political institution -0.8118 0.2084  -12.1576  0.0000 I(1)
Rule of law (Ruleoflaw) -1.1559 0.1239  -12.1427  0.0000 I(1)
Political stability (PolStab) -1.8988 0.0288 1(0)
Government effectiveness (Goveff) -2.8352 0.0023 1(0)
GDP per capita (GDPPC) -10.6030 0.0000 1(0)
Trade openness (Top) 1.1695 0.8789  -12.2691  0.0000 1(1)
Employment (Emp) 0.7750 0.7808  -6.7747 0.0000 1(1)
Educational index (Educ) 1.4679 0.0000 1(0)
Natural resource rent (NatRes) -2.6232 0.0044 1(0)
Log of land area (Lland) 1.0118 0.8442  -7.6732  0.0000 I(1)
Business freedom 0.3754 0.6463  -12.4807  0.0000 1(1)
Financial freedom -4.4558 0.0000 1(0)
Government integrity -3.3980 0.0000 1(0)
Government spending -2.4383 0.0000 1(0)
Investment freedom 0.7321 0.7679  -10.0811  0.0000 1(1)
Labour freedom -0.7070 0.2398  -10.7836  0.0000 I(1)
Property right -3.4332 0.0003 1(0)
Tax burden -1.3093 0.0952  -12.7653  0.0000 I(1)

Trade freedom -5.3926 0.0000 1(0)
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4.2 Regression results

The regression results are reported in Tables 2 to 6. While Table 2 presents
the results of the aggregate economic institutions, each of the remaining
tables presents the results of two components of economic institutions. The
results of investment freedom and government integrity are reported in Table
3. Table 4 reports the results of government spending and labour freedom.
Table 5 reports the results of monetary freedom and tax burden, while Table
6 reports the results of trade freedom and property rights. The coefficient of
the error correction term (ECT) is negative and statistically significant in all
the results, indicating the existence of a long-run relationship.

In Table 2, where the aggregate economic freedom is regressed on
different measures of political institutions and other traditional variables, all
political institutional variables are not statistically significant in the short run.
This finding is not completely surprising, given that institutional reforms do
not naturally have instantaneous impact. There is always a gestation period
for the dividends of institutional reform to be visible in a society. However,
in the long run, the four political institutional variables are significant with
positive signs, meaning that political institutions have a significant positive
long-run impact on the quality of economic institutions. Among the four
political institutional variables, rule of law has the biggest effect, followed
by government effectiveness, while democratic quality measured by Polity II
has the least effect. A one point increase in quality of democracy, rule of law,
political stability and government effectiveness would lead to improvement
in quality of aggregate economic institutions by 0.21, 11.5, 0.64 and 5.03
points respectively in SSA.



68  Kilishi A. Abdulhakeem and Emaiku Godwin Ojonugwa

Table 2: Aggregate Economic Freedom Results

) 2 3) @
. . Political Government
Variables Polity II Rule of law stability effectiveness
Short-run
ECT -0.285%** -0.253%*** -0.289%** -0.235%**
(0.046) (0.040) (0.040) (0.036)
-0.011 -0.035 -0.012 -0.016
D.GDPPC (0.024) (0.023) (0.024) (0.023)
D.Em 0.0801 0.102 0.207 0.334
~£mp (0.322) (0.293) (0.267) (0.369)
D.Educ 22.350 24.190 18.680 25.590
: (18.150) (17.610) (16.450) (19.880)
0.026 -0.251 -0.379 0.462
D.NatRes (0.055) 0.212) (0.336) (0.409)
D.To 1.781 2.291 0.855 3.796
-1op (2.481) (2.264) (3.034) (2.588)
D Lland -261.7 -160.6 -356.7 -108.1
: (301.100) (214.800) (361.900) (159.000)
. 0.194
D.Polityll (0.141)
-0.884
D.Ruleoflaw (1.002)
-0.0963
D.PolStab (0.433)
0.175
D.Goveff (0.795)
Constant 396.300%** 614.900%** -1.390%*** 1.662%**
(64.120) (98.200) (198.200) (262.200)
Long-run
-0.0396 0.123** -0.024 -0.224%**
GDPPC (0.060) (0.052) (0.031) (0.055)
Em -0.062 -0.414%** -0.275%** 0.683%**
P (0.080) (0.067) (0.0700) (0.115)
Ed -32.630%*** -30.470%*** -23.890%** 18.160%**
ue (3.749) (2.964) (3.617) (3.791)
NatRes -0.135%** 0.109%*** 0.084** -0.193%**
(0.018) (0.038) (0.038) (0.051)
To 0.306 -3.825%** 0.311 -1.752%**
P (0.681) (1.473) (0.953) (0.296)
Lland -104.200%** -183.900* 389.900* -572.600
(18.480) (104.500) (199.600) (740.300)
PolityIl 0.211%**
¥ (0.0637)
11.500%**
Ruleoflaw (0.924)
0.639%**
PolStab (0.194)
5.034%**
Goveff (0.881)
Hausman test 0.9970 1.0000 1.0000 1.0000
Observations 946 946 946 946

Note: Standard errors in parentheses. *** p < 0.01, ** p <0.05, * p <0.10,
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The short-run results in the component regressions (Tables 3, 4, 5 and 6)
are generally similar to the findings for the aggregate regression. Specifically,
Polity II and government effectiveness are statistically insignificant all
through the short-run regressions. Rule of law is also not significant in the
short run, except in regressions of government integrity and government
spending, where the coefficients show a significant negative sign. In these
two cases, the sign is not consistent with expectation. Similarly, political
stability is equally insignificant in the short run except in two of the
regressions. Political stability is statistically significant with a negative
sign in investment freedom, and a positive coefficient under property rights
regression.

In the long run, political institutions are generally significant, though
with varying signs. Quality of democracy has a significant positive impact on
government integrity, labour freedom, monetary freedom, and trade freedom,
while it has a negative and significant impact on investment freedom, tax
burden and government spending. Meanwhile, it has no significant impact
on property rights. Improvement in quality of democracy by one point would
bring about improvement of government integrity, labour freedom, monetary
freedom, and trade freedom by 0.51, 0.08, 1.08 and 0.71, respectively.

Rule of law is statistically significant with a positive impact on all the
components of economic institutions, except in monetary freedom regression
where it is not significant. A one point increase in rule of law would increase
investment freedom by 17.10 on the average, while government integrity,
government spending, labour freedom, tax burden, trade freedom and
property rights would increase by 9.99, 4.36, 4.04, 1.87, 6.97 and 16.73
points, respectively.

Political stability has a significant positive impact on investment
freedom, government integrity, government spending and trade freedom,
while it has a significant negative impact on property rights, monetary
freedom, and tax burden. It is however not significant under labour freedom
regression. A one point improvement in political stability would increase
investment freedom, government integrity, government spending and trade
freedom by 9.62, 2.50, 2.07 and 2.57 points, respectively.

Government effectiveness has a significant positive impact on
investment freedom, government integrity, government spending, trade
freedom and property rights. It has a significant negative impact on
monetary freedom, while its impact on labour freedom and tax burden is
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not statistically significant. Investment freedom would increase by 28.92
points with just one point increase in government effectiveness. Similarly,
government integrity, government spending, trade freedom and property
rights would increase by 4.59, 7.92, 1.49 and 3.11 points respectively when
government effectiveness improves by one point.

Juxtaposing the four categories of political institutions, rule of law is
the most consistent, followed by government effectiveness, while political
stability and quality of democracy are the least consistent. Rule of law has
a significant positive effect on eight out of the nine indicators of economic
institutions, while government effectiveness has six significant positive
coefficients, and political stability, as well as quality of democracy, has five
significant positive coefficients.

5. Conclusion and Policy Implications

This paper empirically examined the short-run and long-run impact of four
different categories of political institutions on overall economic freedom
and on eight different components of economic freedom. A panel data of 43
Sub-Saharan African countries over the period 1996 to 2019 was used. Non-
stationary panel data techniques were used to analyse the data gathered. The
unit root test results show a combination of /(1) and /(0) variables. Hausman
specification test was used to choose among three alternative estimation
methods for estimating the specified model, viz. DFE, MG and PMG.

The findings revealed that political institutions have a significant
positive long-run impact on quality of economic institutions, though there is
no evidence for the short-run impact. Among the four categories of political
institutions considered, rule of law has the most consistent effect, followed
by government effectiveness, while quality of democracy measured by Polity
IT has the least consistent positive effect. The findings therefore affirm the
assertion that political institutions are critical in explaining the quality of
economic institutions in Sub-Saharan Africa.

Conscious and decisive efforts should thus be made to ensure the
existence of strong, effective and efficient political institutions in Sub-
Saharan African nations. Precisely, reforms that will guarantee adherence
to rule of law and enshrine effective governance, stable politics and quality
democratic processes should be made. The reforms will lead to an increase
in the rate at which people abide by the laws of the land and the level
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of confidence people have in the law. The reforms will also improve the
credibility of the police and the court system as well as the protection of
property rights for majority of the people in the society. The reforms will
again improve government effectiveness, which includes the quality of
public services delivery, the quality of formulation and implementation of
policies. Consequently, the reforms will ensure commitment and credibility
of government. Policymakers should make effort to curtail politically
motivated violence and all other forms of violence and crimes, including
terrorism. Finally, this study recommends a reformation of the political
process in a manner that strengthens the procedure of choosing executives
and provides effective means of constraining the exercise of executive power.

References

Acemoglu, D. (2006). Modeling inefficient institutions. National Bureau
of Economic Research Working Paper, 11940. http://doi.org/10.3386/
w11940

Acemoglu, D., & Robinson, J. (2008). The role of institutions in growth and
development. World Bank.

Acemoglu, D., & Robinson, J. A. (2016). Paths to inclusive political
institutions. In J. Eloranta, E. Golson, A. Markevich & N. Wolf (eds.),
Economic history of warfare and state formation (pp. 3—50). Springer.
http://doi.org/10.1007/978-981-10-1605-9 1

Acemoglu, D., & Robinson, J. A. (2012). Why nations fail: The origins of
power, prosperity, and poverty. Crown Currency.

Acemoglu, D., Johnson, S., & Robinson, J. (2001). The colonial
origins of comparative development: An empirical investigation.
American Economic Review, 91(5), 1369-1401. http://doi.org/10.1257/
aer.91.5.1369

Acemoglu, D., Johnson, S., & Robinson, J. (2002). Reversal of fortune:
Geography and institutions in the making of the modern world income
distribution. Quarterly Journal of Economics, 117(4), 1231-1294. http://
doi.org/10.1162/003355302320935025

Acemoglu, D., Jonson, S., & Robinson, J. (2003a). An African success
story: Botswana. In D. Rodrik (ed.), In search of prosperity: Analytic
narratives on economic growth (pp. 80—119). Princeton University Press.
https://doi.org/10.1515/9781400845897-006



80  Kilishi A. Abdulhakeem and Emaiku Godwin Ojonugwa

Acemoglu, D., Johnson, S., & Robinson, J. (2003b). Disease and
development in historical perspective. Journal of the European Economic
Association, 1(2), 397-405. http://doi.org/ 10.1162/154247603322391035

Alhassan, A., & Kilishi, A. A. (2019). Weak economic institutions in Africa:
A destiny or design? International Journal of Social Economics, 46(7),
904-919. http://doi.org/10.1108/1JSE-12-2018-0651

Alonso, A. J., Garcimartin, C., & Kvedaras, V. (2020). Determinants of
institutional quality: An empirical exploration. Journal of Economic
Policy Reform, 23(2), 229-247. http://doi.org/10.1080/17487870.202.
1719102

Bergh, A., Mirkina, 1., & Nilsson, T. (2014). Globalization and institutional
quality—A panel data analysis. Oxford Development Studies, 42(3),
365-394. http://doi.org/10.1080/13600818.2014.884555

Bhattacharyya, S. (2012). Trade liberalization and institutional development.
Journal of Policy Modeling, 34(2), 253-269. http://doi.org/10.1016/j.
jpolmod.2011.08.005

Boettke, P., & Fink, A. (2011). Institutions first. Journal of Institutional
Economics, 7(4), 499-504. http://doi.org/10.1017/S1744137411000063

Congleton, R. D., & Yoo, D. (2018). Constitutional bargaining and the
quality of contemporary African institutions: A test of the incremental
reform hypothesis. Journal of Institutional Economics, 14(2), 233-258.
http://doi.org/10.1017/S1744137417000224

Easterly, W., & Levine, R. (2003). Tropics, germs, and crops: How
endowments influence development. Journal of Monetary Economics,
50(1), 3-39. http://doi.org/10.1016/S0304-3932(02)00200-3

Epaphra, M., & Kombe, A. H. (2017). Institutions and economic growth
in Africa: Evidence from panel estimation. Business and Economic
Horizons, 13(5), 570-590. http://doi.org/10.22004/ag.econ.285110

Ferrini, L. (2012, September 19). The importance of institutions to economic
development. E-International Relations. https://www.e-ir.info/2012/09/19/
the-importance-of-institutions-to-economic-development/

Gallup, J. L., Sachs, J. D., & Mellinger, A. D. (1999). Geography and
economic development. International Regional Science Review, 22(2),
179-232. doi.10.1177/016001799761012334

Goes, C. (2016). Institutions and growth: A GMM/IV panel VAR
approach. Economics Letters, 138, 85-91. http://doi.org/10.1016/].
econlet.2015.11.024



Probing Further the Impact of Political Institutions on the Quality of Economic 81
Institutions in Sub—Saharan Africa

Hall, R., & Jones, C. L. (1999). Why do some countries produce so much
more output per worker than others? Quarterly Journal of Economics,
114(1), 93—116. http://doi.org/10.1162/003355399555954

Islam, R., & Montenegro, C. (2002). What determines the quality of
institutions? World Bank. https://doi.org/10.1596/1813-9450-2764

Iwayemi, A., & Kilishi, A. A., (2016). The nexus between inclusive
institutions and inclusive growth: A game theoretic analysis. Nigerian
Journal of Economic and Social Studies, 58(2), 205-222. ISSN 0029-
0092, ZDB-ID 41679-4

Javed, O. (2016). Determinants of institutional quality: A case study of
IMF programme countries. In O. Javed (ed.), The Economic Impact of
International Monetary Fund Programmes (pp. 7-35). Springer. http://
doi.org/10.1007/978-3-319-29178-9 2

Khalid, U. (2017). The effect of trade and political institutions on economic
institutions. Journal of International Trade and Economic Development,
26(1), 89—-110. http://doi.org/10.1080/09638199.2016.1206142

Kilishi, A. A., Mobolaji, H. 1., Yaru, M. A., & Yakubu, A. T. (2013).
Institutions and economic performance in Sub-Saharan Africa: A
dynamic panel data analysis. Journal of African Development, 15(2),
91-119. http://doi.org/10.5325/jafrideve.15.2.0091

Kotschy, R., & Sunde, U. (2017). Democracy, inequality, and institutional
quality. European Economic Review, 91, 209-228. http://doi.
org/10.1016/j.euroecorev.2016.10.006

Krieger, T. (2022). Democracy and the quality of economic institutions:
Theory and evidence. Public Choice, 192(3), 357-376. http://doi.
org/10.1007/s11127-022-00990-6

La Porta, R. F., Lopez-de-Silanes, A. S., & Vishny, R. (1999). The quality
of government. Journal of Law, Economics, and Organization, 15(1),
222-279. http://doi.org/10.1093/jleo/15.1.222

Lawson, R. A., Murphy, R., & Powell, B. (2020). The determinants of
economic freedom: A survey. Contemporary Economic Policy, 38(4),
622—-642. http://doi.org/10.1111/coep.12471

Lehne, J., Mo, J., & Plekhanov, A. (2014). What determines the quality
of economic institutions: Cross-country evidence. European Bank
for Reconstruction and Development Working Paper, 171. http://doi.
org/10.2139/ssrn.3121122

Levchenko, A. A. (2013). International trade and institutional change.



82 Kilishi A. Abdulhakeem and Emaiku Godwin Ojonugwa

Journal of Law, Economics, and Organization, 29(5), 1145-1181. http://
doi.org/10.1093/jleo/ews008

Luiz, J. M. (2009). Institutions and economic performance: Implications
for African development. Journal of International Development, 21(1),
58-75. http://doi.org/10.1002/jid.1472

March, R. J., Lyford, C., & Powell, B. (2017). Causes and barriers to
increases in economic freedom. International Review of Economics,
64(1), 87-103. http://doi.org/10.1007/s12232-016-0263-2

Mullings, R. (2018). Do institutions moderate globalization’s effect on
growth? Journal of Institutional Economics, 14(01), 71-102. http://doi.
org/10.1017/S174413741700008X

Nicolini, M., & Paccagnini, A. (2011). Does trade foster institutions? An
empirical assessment. Review of Economics and Institutions, 2(2), 1-20.
http://doi.org/10.5202/rei.v2i2.28

Osman, R. H., Alexiou, C., & Tsaliki, P. (2012). The role of institutions
in economic development: Evidence from 27 Sub-Saharan African
countries. International Journal of Social Economics, 39(12), 142—160.
http://doi.org/10.1108/03068291211188910

Pesaran, M. H., & Smith, P. R. (1995). Estimating long-run relationships
from dynamic heterogeneous panels. Journal of Econometrics, 68(1),
79—113. http://doi.org/10.1016/0304-4076(94)01644-F

Pesaran, M. H., Shin, Y., & Smith, P. R. (1997). Estimating long-run
relationships in dynamic heterogeneous panels. DAE Working Papers
Amalgamated Series, 9721.

Pesaran, M. H., Shin, Y., & Smith, P. R. (1999). Pooled mean group
estimation of dynamic heterogeneous panels. Journal of the
American Statistical Association, 94(446), 621-634. https://doi.
org/10.2307/2670182

Saeed, K. A. (2022). Determinants of institutional quality and per capita
growth in natural resource-dependent countries. Cogent Economics and
Finance, 10(1), 2122189. http://doi.org/10.1080/23322039.2022.2122189

Uddin, M. A., Ali, M. H., & Masih, M. (2021). Institutions, human capital
and economic growth in developing countries. Studies in Economics
and Finance, 38(2), 361-383. http://doi.org/10.1108/SEF-10-2019-0407

Yildirim, A., & Gokalp, F. M. (2016). Institutions and Economic
Performance: A review on the developing countries. Procedia Economics
and Finance, 38, 347-359. http://doi.org/10.1016/S2212-5671(16)30207-6



