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PREFACE
 

We are pleased to publish Ecoommic Growth. Political and Civil Lih­
enies by John C. McMillan. Gordon C.Rausser, and Stanley R.Johnson 
as the fifty-third in our series of Occasional Papers, which present 
reflections on broad p)licy issies by noted sclolars and policy makers. 

In this paper, the authors examine the relationship hetwcen insti­
tutional reforms. measured by change s in political or civil rights, and 
econllolic growth. In in',csti catiinc the Cpirical founlldatiOll for policy 
reform prescriptions tlia arise from the institution1al approach to eco­
nomic growth. they modify preVioLus modlCIs, adding a telportil cienlent 
that allows them to estimate the timinc of benelits followin a reforml. 

The authors' allylisis supports the idea that reftorm1s protecting 
political :nd civil rights Call Cuse iltcreases in ecollonlic crowth. Five 
major implications cierge frot their investication: (I) The economic 
benefits of freedom reforms ire systematic and signilicant. (2) Aflter a 
lag, econolic growth increases followinLg initiation of a reform in 
political righlts or civil liberties. (3) If reforms in civil liberties are to be 
sustained, they eventually require a reform in political rights. (4) 
Changes in the capital-labor ratio have a larger effect on economic 
growth in the short-runl than in the long-ru1n, hut (5) there is still 
signilicant and unexplained regional variation in tie short-runii effects of 
changes in this ratio. 

The work described in this Occasional Paper was conducted under 
the auspices of the Institute for Policy Reform. whose objective is to 
enhance the foundatiol for broad-based economic growth in developing 
countries. Throulh its research, education, anld training activities, IPR 
encourages active participation in the dialogue on policy reform, fo­
cusing on changes that stimulate and sustain econolic development. 



The authors bring to their investigation combined expertise in a 
wide range of economics and policy disciplines, including :tgricultural 
and development economics, econometrics, and institutional analysis. 
The findings of their study should be of intense interest to all those 
concerned with encouraging the growth of freedom and democracy, 
along with economic growth, in developing countries. 

Nicolhs Ardito-Barletta 
General Director 

International Center for Economic Growth 

Panama City, Panama 
April, 1994 
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JOHN C. McMILLAN, GORDON C. RAUSSER,
 
AND STANLEY R. JOHNSON
 

Economic Growth, Political 
and Civil Liberties 

Although economists have for decades researched and studied the topic, 
and although donor agencies and foundations have committed hundreds 
of billions of dollars to technical assistance promoting it, sure-fire 
recipes for accelerated and sustained national economic growth and 
development remain substantially a mystery. Recent evidence for the 
lower income economies that have benclitted fron donor support is 
discouraging (World Bank 1991, U.S. Agency for International De­
velopment 19891. During the decade of the 1980's the lower income 
nations made little progress in improving their economic status. More­
over, there is no widely accepted empirical basis for distinguishing 
between those nations that did grow and develop and those that did not. 
In short. despite an abundance of anecdotal cvidence and arnichair 
theorizing, the policy disciplines have not solved the puzzle of sustained 
economic orowth. 

Available theories on economic growth and development have 
generated a number of hypotheses on potential determinants. In the 
contemporary literature, for example, different theories have for periods 
captured the imagination of the policy disciplines, and of the policy 
professionals responsible for programming development assistance. In­
stitutions (Commons 1934), tcchnoloical change (Solow 1957), human 
capital (Schultz 1964). infrastructure (Mellor 1976), economic policy 
(Balassa 1971 .and Johnson 1973), and increasing external returns to 
knowledge (Lucas 1988) are examples. More recently, the research on 
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economic growth and development has focused on institutions and 
contracts, returning to the themes of Commons and his contemporaries 
(de Soto 1989, Olson 1982, North 1990, Clgue and Rausser 1991, 
Williamson 1991 ). 

These modern approaches have presented a widened lens linking 
political rights, civil rights, and economic rights with results on the 
organization and functioning of comrpeting interest groups and tile fuller 
underslanding of tile roles of incentives, incentive compatibility, con­
tracts, and credihility (Clague and Rausser 1991). The new democracy 
initiative of the U.S. Agency for International Development (USAID) 
and tile to processes of policy reform by tile donorattention given 
organizatiolns exemplify the implicit support for the modern institutional 
approach to prograuming for economic growth and development. 

The empirical results in this piper respond to tilechallenge of tile 
new institutional approach to economic growth and development policy. 
The analysis utilizes a set of indices on politica! and civil rights to 
mneasure tile impact of reforms on national economic performance for 
125 countries during tile period, 1972-1988. Exploratory work corre­
lating these liberty indices with variables descrihing economic perfor­
mance has already been conducted (Scully 19S8. Grier and Tullock 
1989. Barro 1991 ). In contrast to earlier work, our analysis allows an 
assessment of the causal relationships between political and civil free­
domls and the dynalics of econonic growth. Moreover, our framework 
admits a neasurement of the size and tining of the benefits realized 
from reforms of institutional rights. 

Institutions and Economic Growth 

The modern theory for linking institutions, broadly conceived as both 
the rules of tle ganmle and organizations, to economic growth and 

development is just emerging (Buchannan 1989, North 1991, Olson 
1991, Ruttan 1991. Rausser 1982. 1990). At the heart ofthe new theory 
of institutional economics is the idea that tile setting in which policies 
are made or forlulated or tile "rules by which rules are made," or the 
,policy culture,*' are a critical determinant of sustained economic 
growth and development. This theory goes beyond the idea of rent 
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seeking (Krueger 1974) to identify both productive and predatory roles 
for interest groups and government (Rausser 1982). In concept, the 
constitutional setting, the legal and regulatory frainework, the authority 
and history of the bureaucracy (Allison 1971 ) and the political, civil, and 
economic rights inplied by this complex set of factors govern the 
possibilities for sustained national economic growth and developliient. 

Research to expand tileanalytical basis for applying the ideas from 
this new institutional approach has taken a number of directions. Gane 
theory models have been used to study the strategies of interest groups 
or agents in conipeting situations (Rausser and Zusllan 1992). Economic 
functions have been dissected to understand tile impacts of ownership 
and control on the behavior of econolic agents, and the principal gent 
problei. Complexities of the operations of large and nultifunction 
econom1ic tinits have been evaluated for impacts oilbehavior (William­
son 1985). And tile incentives indiffering types of contracts and con­
tracting arra ngenients have been analyzed (Tirole and LaffTnt 1990). A 
major contribution of these results to date has been to seriously question 
existing theories of economic growth. The more con\entional theories 
have in large measure taken as "given'" the very aspects of the national 
political aid COinmic svsteiiis that are the focus of the analysis on 
institutional-coiistitutional economics (Bluchanan 1989). 

Formal economic 110Vth niodels have been extended to improv, 
explanations of sustained economic growth (Lucas 1988, Romer 1986). 
Traditional models of econonlic growth which elphasize capital ac­
cumulation predict growth until a zero-growth-rate steady state is 
reached-a prediction in contrast to the experience of sustained growth 
iil developed economies. Rather than rely on exogenous technological 

change as anl "explanation" of sustained growth, these nore recent 
approaches search for specifications which generate sustained nonzero 
equilibrium growth rates. A change ini technologies canin stitutional 
potentially be an important explanation of an ecoiioiiic growth. 

Empirical Approach 

In many recent empirical growth models.1 average rates of economic 
growth conditioned by production function arguments have been related 
to indices of political and civil rights recorded at particular points in time 
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(Scully 1988, Barro 1991, Grier and Tullock 1989). These studies have 
produced promising results, showing an association between higher 
growth and enhanced political and civil rights. However, these findings 
are also consistent with an alternative hypothesis: that richer countries 
can afford more liberal political and civil rights systems. Clearly, dif­
ferentiation between these two causal hypotheses has far-reaching im­
plications for development assistance and national strategies lfor 
economic growth. If tle direction of causality is from economic growth 
to insttions, programis which attempt to produce growth through 
changed policies and institutions are flawed. -lowever, if ecorionlic 
growth is produced by changes in political, civil, and economic insti­
tutions, then initiatives addressing these fundamental features of societal 
organization Canl1 be successful. 

Previous empirical work. nmasuring economic growth models has 
exclusively utilized cross-section data, an approach that has become 
standard in this area of empirical research. Scully uses ninety-tive 
countries and averages gross domestic prodIct (GDP) growth rates over 
twenty-five years and Freedom House institutional measures over fif­
teen years. Barro uses ninety-eight cOtinries and averages country data 
on growtl and on rev'olLtiois and assassinations over twenty-six years. 
DeLong and Sl IIier+S Use twcnty-fih e counlries and average their 
economic data over twenty-six years. and match these axerages with 
policy and institutional measures from thc World Compelitiienexs Re­
port in 1983. firom the World Bank World Development Report in 1983 
and 1987, and with infornmation on import barriers measured by Barbine 
in 1988. Murphy. Shleifer. and Vishny (1991 l) augment Barro's data set 
(dia averaged over the period 1960-1985) with college enrollhment 
ratios neiasured in 1970. The empirical results f'rom these and other 
studies of cross-sectional economic performance are reviewed in Levihe 
and Renalt (1992). While these authors conciude that the most important 
determinant of economic growth is investment, an alternative iethod­
ology provides justification for incldin' Measures of institutional 

2 
rights. 

Presulably there are two justifications for the cross-section studies. 
The first is that economic growth is a long-run phenomenon, best 
measured through averages over long tile periods, and that annual data 
are contaminated with short-run "'noise." A corollary is that there are 
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11o interesting or measurable short-run relationships between institu­
tions, policies, and economic performance. A second justification is that 
political, institutional, and policy measures have little temporal varia­
tion within countries and that measurements across countries capture the 
main sources of variation. 

Unf'ortunately. the existing cross-sectional approach can be used to 
measure neither causality nor the timing of responses to reforms in 
institutions. An alternative to identi f'yi ng long-run features througlh 
avr... ea the data over long time periods is to utilize time-series 
econonletic methods to decompose anniuial data into their "permlanent" 

and "transilry'" components. This approach has the advantage of 
utilizin, teniw,, il variations in these data to provide evidence oii cau­
sality and timing issues. 

Our alterliatie approach is to dCcompose an nual observations of' per 
capita GDP growth Into two components, permanent and transitory. The 
two resulting time series arc alternatively used as dependent variables 
in regressions on a set of economic and political variables. The regres­
sion tiliZing the permaeiiCnt component as a dependent variable will 

identify the long-run relationship between growth and economic, po­
litical, and reform variables while the regression Utilizing-the transitory 

component as a dependent variable will identify the short-run relation­
ship between growth and econonic, political, and relorm variables. An 
autoregressi'e nmovino average (ARMA) time series moldel is used to 
perform the decomposition of GDP growth rates into their permanent 
and transitory componeiits. 

The statistical f'raiework relates tile growth rate of aggregate output 
to the growth rates and levels of*physical capital, labor, and shifters of 
the production function. Our statistical approach is a two-step procedure 
where the first step is the decomposition of the growth series and tile 
second step is an empirical Model which uses the components from tile 
first step as dependent variables and economic and quantified institu­
tional features as explalnatory variables. 

Data 

The data for the empirical analysis are Freedom House indices of' 
political and civil righi., (Gastil 1987) and the Penn World Table da­
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tabase on national income accounts (Heston and Summers 1992). Tile 
sample covers tile period from 1972 (the earliest year for which Freedom 
House indices are available) to 1988 (tile last year for which economic 
data are available in version IV of Heston and Summers Penn World 
Tables). Annual national capital stocks are estimated from the Penn 
World Table data. 

The dependent variables in empirical estimations are alternatively 
the permanent and transitory components of annual per capita GDP 
growth rates. The independent variables are grouped by class. The first 
class, economic and demographic variables include: 

GDP Per capita gross domestic product, parity purchasing 
power corrected in 1980 U.S. dollars 

GROWKL The difference in the logarithms of the capital/labor ratio 
between the current and previous years 

POPCHG The difference in the logarithms of population between the 
Clrrl'ent and previous years 

RGDPTI" The level of real gross domestic product (with terms of 
trade adjustnient) 

The second group of variables measure levels of the institutional 
features. These ratings are constructed by the Freedom House through 
a simple averaging of ratings for different features of a nation's political 
rights or civil rights (seven features for political rights and thirteen 
features for civil rights). The political-rights rating measures the degree 
of representativencss or democratization of a particular government. 
The civil-rights rating measures whether basic liberties are protected. 
Each item or point in the list is given a score of 0, I, or 2 based on a 
set of procedures that is standard across countrics and years. These raw 
scores are then averaged and represented by a 7-point scale, with I being 
the most free or with the most rights and 7 being the least free or with 
the most restrictions on rights. 

For the political rights mo:;t western European democracies are I's 
while nations ruled by despots who feel little constraint from public 
opinion or popula tradition are 7's. Civil rights are I's for nations in 
which publication and expression are not closed, especially if the intent 
is to influence legitimate political processes. The scale level of 7 is for 
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nations where there is pervasive fear, little independent expression, and 
a police-state environment. 

The qualitative variables measuring institutional features are: 

PIOR2 Takes the value I, if the political rights have a scale value of 
I or 2; 0 otherwise 

P3TO5 Takes the value I, it the political rights have a scale value of 
3 to 5;, 0 otherwise 

CIOR2 Takes the value I, it' the civil rights have a scale value of I 
or 2; 0 otherwise 

C3TO5 Takes a value of' I, if the civil rights have a scale value of 3 
to 5: 0 otherwise 

Thus, the Freedom House indices were compressed into 3 instead of 7 
scale valuies. Also, to avoid singularity by construction, the qualitative 
variables representing the scaled values of 6 and 7 were omitted. 

Table I si ininari zes annual means and standard deviations of eco­
nolic and institutio:al variables for 125 countries. The institutional 
measures are annual ratings of political and civil rights produced by Jhe 
Freedom Housc. Thcse measures are discussed later in greater detail. 
Table I suggests that there is significant temporal variation in these 
institutional variables within a given country. The empirical approach 
ot this research utilizes these additional sources of variation in iden­
tifyi ng relationships between institutional measures of freedoms and 
economic perlormnance. 

The last group of variables are again qualitative and designed to 
permi, impact estimation of the timing and magnitudC of the inslitutional 
changes for each of the countries: 

RPD I 	 Takes the valie I, if the nation has had a political rights 
scale value less than the Iistorical ly' highest for one 
year: 0 otherwise 

RPD2-RPD5 Similarly uetined variables with the number of' years 
political rights had a scale value less than the histor­
ically highest indicated by the identifiers 2 through 5 

RCDI-RCD5 Defined using the same procedures as for political 
rights, but for civil rights. 
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TABLE I Country Annual Means and Standard Deviations for Selected 
Variables, 1972-1988 

GDP Kl Pol. Civil
 
GDP growth KL growth Pol. rights Civil lib.
 

grwlh sid. growth std. rights std. lib. std.
 
nean dev. mean dev. mean dev. mean dev.
 

Afghanistan -0.1021 0.055 0).(0( 1 0.010 0 .8 0.75 6.5 (.62 
Algeria 0.(315 0.1(11 (.(53S (.031 0.) 0.35 6)(1 .(0 
Aiwola -0.0574 0.146 (00(12 0.101 .8 004) 0.6 0.81 
Argmina -0.0086 0.047 0.00116 (.021 3.7 1.0) 3.3 1.61) 
Australia 0.0122 0.024 0).)125 ().005 1.0 0.0( 1.0 ).0 

Austria 0.217 0.020 00 s (.O(10 1,0 0.00 .) 0.00 
Balhanlma 0.0542 0.072 ((.0262 .(23 1.5 0.51 2.1 0.33 
BaIllaill 0.0433 0.122 (((l0 l 0.020 5.4 0.61 4.0( 0.51 
Iiglad:h 0.020) ().02 (.0)l(1 ((.027 4.5 1.46 4.4 0.70 
Blarhados 0.0142 0(43 ((2-.13 (.(0(1 () 0.00 1.2 0.3') 
BeIlgiumn 0.0135 (.031 0.(123) 0.0 1-; 1.0 0.00 1.0 0.00 
Bcnin 0.01(10) (.057 0.0(48 (((.06 7.0 0.0(0 6.5 0.72 
Hlki\ia 0).0 190 0)(.-1 0)00(12 (0.036/ 4.1 2,.03 3.7 0.85 

a ((olNa0.041(0 (.()9I ().1707 0.(11 2.1 0.24 3.1 0.24 
Bra/il O.OI7S ((.O52 ((127 (0 (20 3.5 (.94 3. 5 1.18 
1urkina las 0.1216 0.(4S (.I. S 0.(17 5.4 1.8( 4.8 1.03 
Iurna (((322 O.10 02.(o2 0.(024 6.) 0.33 6.2 0.73 
Buruldi 0.0121 ()(,7 (.051 (.03,8 6.9 0.2-4 6.2 0.44 
Camueroon (.(218 ((.00() (((2 ((28 0.1 0.24 5.5 1.07 
('auladal 0.()250) ().34 0,020s ().AOX 1.0 0,00 H.) 0.00 

(ape Verde 0.(574 (.016) (.(59) (0(()1 5.7 O.S8 (.1 0.57 

Cell. ,\r. Rep. -0.0120 0.002 (.12.1-4 0.017 6,1 0.33 6.3 0.69 
(had -(.02(17 (.1() 1.310 (.0(1 6.6 (.51 6.5 0.51 
(hile (.0(12 (.()3 0.((52 ((.(22 5.9 1.3') 4.8 0.75 
(China (.0571 ((.140 ().(,-480(( 0.027 6.3 047 6.2 (.56 
('olonmbia 0.(16 0.(24 0.1(126 0.((7 2.0) 0.00 2.8 6.3) 
Cnllgo 0.1217 (.152 0.0 116 (.0)3s 6.5 (.87 6.2 0.3) 
C(oqa Rica 0.009'1 O(((5 (((235 0.023 1.0 ((01( 1.0 (H.00 

(ypruS (.116 (.01( 1.14 0.930.0282 ((.(2 2.1 2.) 
Denmark 0.(087 (.0;5 0.014s ((.015 (.0 (.00 1.0 0,00 
)oinican Rep. (.000 0((43 (.46S (.127 2.2 1.24 2.6 (.51 

FicU.ildor 0.017(1 0.(65 1(M1261 0(.02) .3.8 2.30 3.2 1.25 
E;L'yp 0.0427 ((.(S.' ((((-8 U ((.(2s 5.1 0.66 4.6 (.80 
El Salvador -(().(I ().()72 ((.0(0(57 (0.027 3.2 1.24 3.7 0.77 

hliopia (1(1(12 (.(24 (((((68 (.I.13 6.5 (.94 0.0 (.61 
Fiji O.0(013 0.061 0(.(111 (.(l1) 2.4 1.18 2.3 ((.85 
Finland 0.0252 0.0-,) (.020S (.012 1.) 0.3.3 1.9 (.33 
France 0.(I37 0.01) (.(285 0.014 1.0 (((X) I.') 0.33 
(abon 0.023X 235 11,(54.3 (0.101 0.0 0.00 6.0 0.00 
(anhia (0285 0(.201 0.1064 O.08( 2.5 0.51 2.8 0.95 
Ghaini -0.0157 0((67 0.0377 0.014 5) 1.68 5.1 I.05 
Greece 0.012-1 (.(29 0.(338 ((.(28 2.4 1.02 2.4 1.18 

C'ontinue/ld .llagoi ,.It 

http:MCMII.AN
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Guatemahl -0.0025 0136 0.0035 0.025 3.8 1.19 4.1 1.32
 
Guinea 0.0145 0(.139 -0.(31 9.006 7O 0.00 6.4 0.87
 
Guinea-I~issau -0.0174 0.96 -0.0293 0.021 6. 1 0.34 6.2 0.40
 
Gu'ana -00183 0.116 -0,01)37 (.02-1. 4.2 0(.90 3.9 1.11
 
Haiti 0.0021 0.047 0.0390 0.026 6.5 0.62 5.7 0.59
 
|Honduras 11.01)6911.0158 10.0001) 

0.0123 4.2 1.98 3.11 (1.0(1 

Hungary 0.0283 0.036 0.0105 0.008 5.7 (0.47 5.2 0.64 
Iceland 01.0123 0.0491 0.02S2 01.011I 1.0 0).00 I.0 0.00 

India 1.01136 0.038 0.01.32 (.(((4 2.0 0(.01 3.1 (.83
 
Indonesia ((.0479 0.059 (.(785 0.(33 5.0( 0.0 5.3 0.47
 
Iran 0.(169 0.150 00478 0.(38 5.4 0.49 5.8 0.39
 
Iraq ((((12 .2.12 0.073 0.39 ((.2.1
00 (.081( 6.8 0.9 

Irehand 0.0017 0.((27 0.0244 0.15 (.11 0.00 1.2 0.44
 
Israel 0.0(98 ((.124 0.O(1)2101.01 2(1 0(1.(10 2.4 ((.49 
halv 0.027) 0.028 0.0268 (.(((7 1.2 ((.44 1.5 (.51 
Ivory Coas - 0.0155 ((.157 010115 0.0-4(, 5.9 0.33 5.2 ((.44 

0.0201 0.(('3 2 6 

Japan 0.(248 0.029 0 05105 0.023 1.5 0.51 I.(0 0.00
 
Joldall (.(294 0.09(0 (((() 12 0.(58 5.7 0.47 5.6 ((.49
 

Ja ait ((( 0.045 (.015 1.7 ((.47 0.49 

Kenya -0.0056 01.039 0(.01112 01(.3 5.4 0.41 4.8 0.60
 
Kimail - 0(.0694 .140 0.(444 (.04) 4.9 1..3 4.0 ((.71
 
Lestho 0.015 (.((2 (1147 (.050 5.2 0.53 4.6 0.79 
L.iberia -(0.0282 (6.4) (1.113 (.0I) 5.6 (.49) 4.8 0.81
 
h~iltlebotlrg 0.(0129}0.0)45 0).1122 (.007 1.3 0.47 1.0 0.00
 

Miadagascar -0.013J3 (.041 -(.1(28S 1.11(5 5.2 0.4-4 5.2 0.88 
,%I
jII w%4i -01.0051) (),(138 0,0(103(0.(),8 6.-4 0)49 0.,6(0.51 
Malysia 0.0335 0.(7) (((06 (.02 2.) 0.43 4.2 0.73 
Mali ((.0086 ((.037 0.1(079 ,11 0)(( 0,l 6.2(.24 0.44 
Mall) 0.(1528 .11.2S71 (.6 ((.51 2.5 1.120(.136 ((.1(25 
Mlurilania 0.0(25 (.((7 (.(0-S 0.(00 ((.6) 0.0 0.001 6.4 
Mauriius 0.(475 0.(84 ().112031 (.027 2.2 I.39 2.4 0.80 
Mxeico 0.01(07 (,11(5.) ((.02(11 ((.102.1 3.7 0.5') 3.7 0.47 
Morocco ((.0246 (0.041 ().().3W) G.127 4.2 (1.014 -1.0 0.(61 
Mo/lubique -0.0516 ((.()85 ((.027.3 0.121 6.5 0.52 6.8 ((.45 
Nepal 00176 0.011) ((.0484 0.(21) 4.4 1.51 4.4 0(.51 
Nelherads (.0101 0( 0 0(. I (.101 I.01 0.00 1.0 0.00
 
New%ZC.AMhLlt 0.000 1 0.040 O.()lS5 o).1.; 1,) 1.0 I.0
0100 0.00 

Nicaragua -(0.040(1 )(11(.181 (00021 ((.(17 5.1 ((.43 4.6 0.(1
Niger -0.00)29 0.079 0.00)53 0).0291 0.8 0.391 0..0 0.00 
Nigeria (0.0140.(79) 0).0.02 ((.0171 5.1 1)0 4.1 (.86 

Norlh Yemen (.-170 0(.150 (.(854 0.o77 5.4 (.62 4.8 0.44 
Norw,ay 0.0238 0(.034 0.0270 ().09(1' 1.11 0.(0 I.0 0.0 
IPikisil 0.0244 0.011I 0.0143 0.0)(0t) 4.9 1.58 -1.) 0.61 
P'anama (.01107 0.)40 (.0212 1).(26 5.7 1.M 4.6 1.17 
PlaragiaV ((0.25(0 ((.18) (.(1597 (( (35 5. (.35 5.4 0(.4) 
Peru- ((.0083 0(.0108 0.1121 0.0: .3.) 2.12 3.7 ((,92
Philippinles 0,01 17 0).()51 (0.()210002().2 4A- 1.00 4.3 1.21 
Poland -0.00173 0.O)15 0.0)05 0.39 0.640).070 2 5.S, 5.2 

0.0191 ((.055 
Rwanda (;.009 0.048 0.0447 ((.018 6.4 (.49 5.7 0.47 
Saudi Araiabia 0.087 I. 151 0.1818 0.09.1 (.0) (.0) 6.41 0.51 

l (r (.01395 0.(27 2.3 1.0) 2.6 1.33 

(Contitiltdoilt
nem. page:{ 
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TABLE I (Continued) 

GDP KL Pol. Civil 
GDP growth KL growth Pol. rights Civil lib. 

growth std. growth std. rights std. lib. sid. 
melin dcv. mean dev. mean dcv. mean dcv. 

Senegal 0(0014 0.041 -0.0)131 (.007 4.3 1.20 4.1 0.86 
Sierra Leone -0.0296 0.1002 (10103 0.012 5.2 0.04 5.0 0.0( 

Singapore 0.04)0 0.040 0.0955 0.021 4.5 0.51 5.0 0(.00 
Somalia 0.1042 0.162 0.0481 0.040 7.0 .0) 6.8 0.41 
South Africa 0.(H)18 0.070 0.0073 0.1(18 4.S 0.40 5.8 0.45 

South Korea 0.0583 0.055 0(704 0.020 4.5 0.80 5.2 0.83 
Spain 0.0109 0.029 0.0255 0.l19 2.5 1.74 3.1 1.48 
Sri Lanka 0,0264 ((.1(51 ((.0337 (.114 2.4 0.51 3.4 ((.62 
Sudan 0.0074 (.(75 -0.0012 0.02() 5.4 0.79 5.5 0.51 

Suriname 0.H)40 0.197 0.0167 0.037 4.2 2.26 3.8 1.88 
SwaiIiand --0.0135 ((.103 0.0322 0.138 5.3 0(.59 4.9 1.11 
S\cden 1.1148 ((.124 ((.1169 0(.1011) 1.1 ((.24 .(1 0.010 

S%%iterland .)150 01.(035
) 

0.1204 ((.1l 1.0 0.00 1.0 0.00!) 
%yria 0.0)291 I IQ 0.047, 0I.037 5.8 0.64 0I.0 0.49 

Tai"\ al 0.05511 (.38 0.0798 0(.11,4 5.2 ((.44 4.8 0.66 
'l'anania (.0030 0.053 10.0019 01.018 0.10 (.181 6.11 0.00 

Thaila d 0.0362 1.14(1 ((.11414 (.113 4.1 1.56 3.8 0.88 
Togo --0.0053 11.1(80 0.1280 (.148 0.6 0.49 5.9 ((.33 
Trin. & Tob. -. 0.0121 0).149 0I.0l200().M-M 1.0 (051 1.,) 0.43 

Tunisia 0,0203 0.1137 0.1115 1 (.017 5.6 0.49 5.0 0.35 
Turk', 0.0198 0.04.3 (.1405 (.(23 2'8 1.0 41.110 0.87 
Uganda 0.0493 0.18 1 0.0175 ((.0(20 5.8 1.15 5.6 1.27 
United Kindom (.020(1 (r020) 0(.1(258 ((11) I.0 RIX 1.0 0.00 

United Slalte 0.(0158 11.1132 1.1(171 0(.1019 1.0 0.00 1.0 000 
tnted. Arab F. 0(.0(252 111(9 (.05 (.096 5.3 0.5) 5.0 0.,00 

Iiruguilay 0.(V60 (.1(5 0.0115 0.025 4.2 (.64 4.2 1.59 
Venezuela 0.00)2 (.097 0,.127 0.1043 1.2 (.44 2.0 0.001 

West Germany 0.0185 ((.127 .0233 0.007 1.0 ().(H) 1.0 (.49 
Yugoslavia 0.024.1 0.1(40 0.1274 00(09 5.) 0.24 5.3 (0.47 
Zaire --0.0443 (.06(( (.1(25S (.028 6.0 (1.51 6.4 0.49 

0.1)79 05Zanbia --(0.0514 I).051I .127 5.1 ((.24 5.0 0.35 
Zimbabwe --0.0007 ((.078 (.158 0(.1121 4.8 1.13 5.2 0.53 

Sample Averages 0.01(12 0.00(8 ((.022.1 0.027 4.2 0.04 4.1 0.56 

These qualitative variables are ilIustrated for the example of Bang­
ladesh in Table 2. In 1972. Bangladesh had a political-rights rating of 
4. This rating rose to 5 in 1975 and fell to 4 in 1976. The year 1976 is 
then delined as the beginning ot a retorm, and the qualitative variable 
RPD I takes a v~alue of I for this year. In 1977, this retormn is sustained. 
so the variable RPD2 takes a value of I 1or this year. Similarly, RPD3, 
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TABIE 2 Time Series Models of Per Capita GDP Growth Rates 

Chi-sq Chi-sq 
lags lags 

Model AIC 1-6 7-12 AR(I) AR(2) MA(I) MA(2) 

Raw Data 0.000 0.000 

AR(I) -4004.78 0.016 0.046 0.188 
(7.83) 

AR(I), MA)I) -4010.14 0.401 0.392 0.542 0.371 
(5.50) (3.41) 

AR(2) -4008.68 0.203 0.266 0.174 0.065 
(7.22) (2.61) 

AR(2), NIAI) --­4008.17 0.268 0.308 0.602 -0.015 0.430 
(2.07) (-0.22) (1.49) 

AR)2). MA(2) -4006.25 0.119 0.238 1.349 --0.450 1.179 -0.315 
(.96) (-0.62) (0.84) (-0.65) 

RPD4, and RPD5 take values of I in 1978, 1979, and 1980. In civil 
rights, there are two Bangladesh reforms, one initiated in 1977 and one 
initiated in 1984. Each ol these reforms is sustained for live years, with 
the variables RCD I, RCD2, RCD3, RCD4, and RCD5 taking values of 
I in years following the initiation of a reform in a manner similar to 
political rights. These qualitative variables allow the estimation of an 
empirical model which addresses the issue of causality of political- and 
civil -rights reforms on economic growth, and measures the magnitude 

and timing of the effects. 
Regional variables are delined with the Middle East countries omit­

ted to prevent singularity. The country groups for the geographic effect 
(with nunbers of countries in parenthesis) are: 

AMER North and South American continent countries (29)
 

ASIA Asian countries (18)
 

AFRI Africa (44)
 

EURO Europe (23)
 

There were eleven Middle Eastern countries in the sample.
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Results 

Table 3 shows the results of the pooled regressions where the dependent 
variables are the permanent and transitory decompositions of' per capita 
GDP growth rates. The effect of capital accumulation on GDP growth 
is larger in the transitory phase than in the long-run, as is seen from the 
estimates of 0.45 for the variable CKL when the dependent variable is 
the transitory component, compared vith tle estimate of' 0. 16 for the 
variable CKL when the dependent variable is the permanent component. 
Neither the level of' GDP nor the rate of' population growth is signif­
icantly related to economic growth. Dummy variables indicate that 
permanent rates of' growth -re slightly higher in Asia than in Europe, 
Africa, and the Americas and larger than the excluded group: the Middle 
East countries. 

Civil rights contribute about a third of' a percentage point to the 
permanent component of annual GIDP growth. The dummy variables for 
civil-rights reforms suggest that re f'ormis in civil rights, af'ter a hlg of two 
years, lead to higher per capita GDP growth rates. 

Estinmated coefficients f'rom the transitory component regression 
suggest why the benefits of rcforms changing rights might he difficult 
to implement. Since many of the political reform transitional coef'fi­
cients (RPDI-IZPD5) are negative, and larger ilnmagnitude than the 
coefficients in the permanent component regression, the benefits to a 
relorm are shown to be slow to ICCrIe. 

A summary illustration of fhe dif'f'ering transitory and permanent 
ef'f'ects of' ref'orms is Figure I which plots the permanent and transitory 
effects on economic growth of reforns in civil rights and political rights 
for each of five years following the initiation ol'a r'efolr'm. The net ef'f'ect 
in a single year is the sum of the permanent and transitory components. 
In the case of political r;gits, this net elf'ect i negative, and large. for 
the first three years f1ollowing a reform. 

These results suggest thalt reforms in civii rights have a positive 
ef'fect on the permanent component of econonlic growth. while reforms 
in political rights have a negative effect on the transitory component of 
economic growth. In order to understand the total efl'ect of" reformns on 
growth, it is necessary to understand the interactions between these two 
types of' ref'orms in rights. Table 4 breaks down the interrelations be­
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TAFI.Fi 3 Pooled Growth Regression Results 

Transitory 
GDP 

growth rate 
(includes 

Dependent Permanent instfiutional Transitory 
variable: GDP levels of free- GDP 

growth rate dom variahles) growth rate 

Independent Esti- il- Esti- P- Esti- P­
variable: Illmate val Ue mate val ue ma1.lte value 

INTERCEPT -0.00736 0.000 -0.01389 01.177 -10.01256 0.211 

Economic v'ariahls 
CKL 0. 15883 1.000 0.44686 0.000 0.44258 0.011 
RG[)"I'" 0.00063 0.573 - 0.0111100 0.758 0.00000 0.641 
POPCI IG 0.03181 0.299 -0.19377 1.244 0.24483 0.122 

Geographic regions 
AMER 1.11317 0.041 (0(1883 0.311 0.01195 1.152 
ASIA 0.011592 ).)001) 0.(102132 0.016 0.02296 0.008 
AFRI 0(.114(08 (.(1 0.01441 0.(81 0.01550 0.057 
EIJRO 0.01)463 (0.1(0 0.01273 (.207 0(.01649 0.088 

Institutional I'rCCdom levels 

PI)R2 -(0.0114 ((.424 -10.00)417 0.604 
P3105 --(0.(0l197 0.049 - 0.00068 0.904
 
CI OR2 (.00381 0.036 0.11453 0.154
 
C3T05 0.11249 0).0115 0.0(506 0.376
 

InstitUtiln l (ieerdom Ief'rnis 
RPDI ().O()019 0.901 -. 11(10377 0.651 -0.00371 0.649 
RPD2 (0.0()081 0.580 -(.(10894 0.279 -0.00970 0.235 
RPD3 -1.00079 0.625 --(1.1(1831 0.042 -0.111851 0.038 
RPD4 --0.00141 0.398 (0.01202 0.199 0.01181 0.2(3 
PPD5 0.00246 ((.154 ((.(1800 (.063 -01.1799 0.061 

RCD I 0.(011074 0.6(14 0.00913 ((.256 0.91212 0.134 
RCD2 0.100293 0.050 --1.101549 1.512 --0.00001 I0.999 
RCD3 0.102102 0.202 (.00719 (.419 0.00838 0.350 
RCD4 0.00328 0.068 (.01540 0.126 0.01744 0.085 
RCD5 (.00563 0.010 3 -0.01144 0.284 -0.01030 0.334 

Regression staimstims 
r-squared 0.238 0.087 0.086 

1.775 1.775 1,775 I 
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FIc;URE I Effects of Reforms on Economic Growth 

0.02 ­

0.015 ­

0.1) ­

._ 

L -0.005 

-0.01 

-0.02 
1 2 3 4 5 

Years Mlfoowing initiation of reform 

Pol. rights, penn. Civ. lib., pemai. 

Pol. rights, tran. Civ. lib.. tran. 

tween reforms in civil rights ani political rights. For the 2,125 country/ 
years in the sample. 1,440 did not experience a reform in basic liberties. 
Of the 121 rcforms initiated in civil rights, 73 were not accompanied 
by a contemporaneous reform in political rights. Similarly. of the I 18 
relorms initiated in political rights. 64 were not accompatnicd by a 
contemporaneous rclorin in civil r'ig1hts. 

Table 4stuggcsts a different relationship between successftul reforms 
in civil rights and succcssful reforms in political rights. Of 64 reforms 
initiated itl political rights without a reform inl civil rights, 49 of the 
sustained reforms were not accompanied by areform in civil riglhts after 
live years. This contrasts with 32 successfully ststai ned civil-riglhts 
reforms out ol 73 initiated without an accoipat[ying relornm in political 
rights. Thus, the typical civil-rights reform requircd an accom1panying 
reform in political rights in order to be sustai ned. and these political­
rights reforms were likely to produce short-run declines in GDP growth. 
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T,xiiu 4 Relationship between Civil Liberties and Political 
Rights Reforms 

Years following Years fol lowing reform in political rights 
reform in Row 
civil liberties 0 1 2 3 4 5 total 

0 1,440 64 63 51 52 49 1.719 
1 73 31 6 2 3 6 121 
2 60 7 15 5 I 3 91 
3 49 8 6 12 4 I 80 
4 34 4 4 5 10 3 60 
5 32 4 3 3 4 8 54 

Column total 1,688 I18 97 78 74 70 2.125 

A final analysis is to assess the regional differences in responses to 
reforms. Tables 5 and 6 report regression results for Equation (I 
estimated for each geographic region using alternatively the permanent 
component of G)lP growth as the dependant variable (Table 5). and the 
tranisitory Col' (Otletof GI)P growth as the dependant variable (Tablc 
6). The resahIts of' Table 5 suggest that the permanent effect of freer 
political institutions is negative in Asia and positive in Europe. The 
resuIts of Table 6 suggest that the largest SOulrCe of regional variations 
in growth rates coies throtioh di fferent effects of' changes oli the 
capital/labor ratio on economic growth. These rates range from a ihigh 
of 0.79 fr North and South America to a low of' 0.26 ftor European 
coLtItries and 0.31 for Asian countries. A model was estimated to allow 
the slope of' the change in the capital/labor ratio variable to vary with 
institutional level s. This spccificationt1 was not stupported by the data. 

It may be easier to appreciate the magnitude of' these results if they 
are staked in comparison to changes iii the capital/labor ratio. A reform 
in civil rights which raises a country from the least-free rating to the 
most- free rating ilt civil rights is likely to ;add about 0.4 percentage 
points to that country's permanent growth rate. Using the growth impact 
estimate (CKL) of 0. 158 obtained from Table 3. a similar ris_ in the 
capital/labor ratio of 2.4 percent Will Iproduce the samlc change in growth 
rates. For the sample mean ol' a capital/labor ratio of I 1,708 in 1980 U.S. 



TABLE 5 Pooled Regional Growth Regressions: Dependent Variable Is Permanent Component of Per Capita GDP Growth 

America Asia Africa Europe OPEC 
estimate P-value estimate P-value estimate P-value estimate P-value estimate P-value 

INTERCEP 
CKL 
RGDPTT 
POPCHG 

-0.00729 
0.25961 
0.00454 
0.05 1 17 

0.027 
0.000 
0.075 
0.542 

0.00394 
0. 15134 
0.00292 

-0.16185 

0.268 
0.000 
0.308 
0.242 

0.00474 
0. 14759 
0.00985 

-0.27544 

0.143 
0.000 
0.148 
0.008 

-0.00559 
0.26255 
0.00545 
0.42042 

0.00 1 
0.000 
0.000 
0.000 

-0.00921 
0.13265 

-0.00777 
0.04945 

0.194 
0.001 
0.133 
0.786 

PIOR2 
P3TO5 

-0.00150 
-0.00501 

0.557 
0.031 

-0.00428 
-0.00619 

0.097 
0.002 

-0.00265 
-0.00234 

0.482 
0.249 

-0.00292 
0.01084 

0.242 
0.000 

0.00218 
0.00323 

0.924 
0.599 

C IOR2 
C3TO5 

0.00326 
0.00463 

0.389 
0. 128 

0.001101 
0.00498 

0.785 
0.017 

- 0.00674 
0.00286 

0.238 
0.133 

0.00085 0.696 0.01479 
0.00622 

0.530 
0.258 

RPD I 
RPD2 
RPD3 

-0.00283 
-0.00357 
-0.00216 

0.438 
0.2601 
0.571 

0.00 01 
0.00177 
0.00111 

0.700 
0.502 
0.678 

-0.00252 
- 0.00080 
- 0.00064 

0.344 
0.785 
0.843 

-0.00007 
-0.00108 

0.00024 

0.975 
0.603 
0.918 

0.00806 
-0.00118 
-0.01683 

0.389 
0.895 
0.075 

RPD4 
RPD5 

-0.00639 
-0.00120 

0.074 
0.729 

-0.00036 
0.00104 

0.893 
0.659 

0.00278 
0.00589 

0.408 
0.068 

-0.00249 
-0.00197 

0.259 
0.372 

-0.00727 
0.00205 

0.478 
0.833 

RCD 1 
RCD2 
RCD3 
RCD4 
RCD5 

0.00347 
0.00299 
0.00799 
0.00647 
0.00306 

0.313 
(.476 
0.074 
0.147 
0.479 

-0.00116 
0.00272 
0.00224 
0.00152 
0.00168 

0.622 
0.255 
0.361 
(.550 
0.487 

0.00205 
0.00159 
0.00315 
0.00172 
0.01023 

0.506 
0.657 
0.344 
0.632 
0.007 

0.00084 
0.00043 
0.00239 

-0.00196 
0.01162 

0.737 
0.824 
0.365 
0.370 
(.432 

-0.00212 
0.00554 
0.00256 
0.0,637 
0.01038 

0.842 
0.594 
0.825 
0.089 
0.282 

r-squared 
Number of 

0.334 
29 

0.401 
18 

0.235 
44 

0.355 
23 

0.222 
11 

countries 



TABLE 6 Pooled Regional Growth Regressions: Dependent Variable Is Transitory Component of Per Capita GDP Growth 

America 
estimatc /'-value 

Asia 
estamate /'-value 

Africa 
estimate P-value 

Europe 
estimate P-value 

OPEC 
estimate P-value 

INTERCEP -0.01866 0.304 0.05817 0.003 0.03244 0.080 - 0.00559 0.001 -0.03069 0.376 
CKL 0.79546 0.000 0.30735 0.005 0.36191 0.000 0.26255 0.000 0.50291 0.006 
RGDPTT 

POPCHG 
0.00000 

-0.12922 
0.883 
0.78 1 

- 0.0000 
- 2.22802 

0.31 ) 

0.003 
(1.00000 

- 1.37301 
0.994 
0.020 

0.00000 
0.42042 

0.00(0 
0.00(10 

-0.0000( 
-0.16099 

0.464 
0.857 

PIOR2 
P3TO5 

0.01121 
-0.00208 

0.426 
0.871 

-0.03394 
-0.02631 

0.016 
(.(112 

-0.01217 
-(.00684 

0.572 
0.556 

-0.(100292 
0.0!084 

0.242 
0.000 

0.01730 
0.07760 

0.877 
0.011 

C IOR2 
- 3TO5 

0.00456 
0.00546 

0.828 
0.745 

0.03022 
0.03376 

(0.135 
0.003 

-0.00496 
0011367 

(.879 
0.208 

0.00085 0.696 0.04278 
-0.00548 

0.711 
0.838 

RPDI -0.02896 0.153 - 0.00708 (.618 -0.01377 0.366 -0.00007 0.975 -0.05185 0.258 
RPD2 -0.01060 0.546 -0.00205 0.886 -0.00431 0.798 -0.00108 0.603 -0.13493 0.003 
RPD3 -(0.03823 0.071 -0.01117 0.440 0.01125 0.540 0.00024 0.918 -0.06750 0.144 
RPD4 
RPD5 

-0.01812 
-0.0(13142 

0.359 
().100 

0.0(0372 
0.0089(0 

0.797 
0.488 

0.0323(0 
-0.01886 

(.093 
0.306 

-0.00249 
-0.00197 

(.259 
0.372 

-0.02055 
-0.06400 

0.682 
0.182 

RCDI 0.0231(0 (.225 0.00702 0.583 0.0(1426 0.81(1 0.00084 0.737 -0.03925 0.453 
RCD2 0.01923 0.407 -0.00249 (.848 (.00543 (1.79(0 0.00043 0.824 -0.03940 0.440 
RCD3 
RCD4 

0.01827 
0.01846 

0.460 
0.454 

-(.00145 
-0.002(11 

0.913 
0.884 

-(0.00791 
0.03748 

0.677 
0.069 

0.00239 
-(0.00196 

(.365 
0.370 

0.08058 
0.00964 

0.157 
0.837 

RCD5 0.02247 0.347 -0.00952 (.469 -0.(13257 0.132 0.0(0162 0.432 -0.04439 0.347 
r-squared 0.142 0.192 0.(182 0.123 0.212 
Number 29 18 44 23 1I 

of countries 
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dollars and a population of 33 million, this is equivalent to an annual 
additional investment of $9.3 billion in this nation's economy. 

Conclusions 

These empirical results have live broad implications for policy reformrt 
and economic growth: 

The economic benefits of a reform in rights are sys­
tematic and significant. 

Economic benefits, in the form of increased growth, 
occur with a lag after the initiation of reforms in 
political rights or in civil rights. 

Reforms in civil rights require a relorm in political 
rights in order to be ststained, while the converse is 
not true. 

Changes in the capital/labor ratio have a larger effect 
on economic growth in the short-ron than in the long-

There remains a significant and mexplained regional 
variation in the short-run eflfects of changes in the 
capital/labor ratio. 

The analysis of the cross-country and intertemporal data linking 
political and civil rights has produced results that support the broad­
scale policy interventions often advocate- for improving econonlic 
growth in developing nations. The model, though largely descriptive, 
parallels standard aggregate production specifications ill neoclassical 
growth theory. Institutional variahles for political freedom and civil 
rights are introduced to obtain esti mafes of the effects of both level and 
changes in inst itutions. The latter effect provides the principal basis for 
the conclusion that tile institutional, constitutional, and policy changes 
leading to iniproved political and civil rigts contribute systematically 
to higher and sustained economic growth. The remaining puZZle. aside 
from refinements in the estimates related to improved structure alld data, 
is how to make and sustain tie iiistitutionial, constitutional. and policy 
changes that result in improved political and civil rights. 
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Appendix: Calculation of Economic Variables Used in 
Regression Analyses 

Variables in II refer to variable names in the PWT IV data set con­
structed by Summers and 1-leston (1988). 

GDP ligures used are Summers and Heston Real Per Capita GDP 
current prices 1X91, converted to 1980 U.S. dollars by dividing by the 
U.S. GDP dellator. as reported in the Economic Report of the president. 

The growth rate in per capita GDIP is the loo difference between per 
capita GDP in idjacent years. 

Investienl is calClkiled isSuLmmers and F-eston's current prices 
investment share [XI II mutiltiplied by 198() :urreilt prices per capita 
GDP [X91 multiplied by population JXI 1. 

An initial capital stock (1960) is estimated as one over tile assumed 
depreciation rate (5/ ) times in\'estment in 1960. Sulbsequent capital 
stocks ire calculated Islagged calpittl stocks multiplied by one minus 
the depreciation rate, )lIs current year investment. 

Since dat. used ini the regression analysis covers the period 1973­
1985, capital stocks in this period are somewhat insensitive to the 
mlanlle ir which beginning capitl stocks ire approximated. 

The t ipilal/labor ratio is the calculated calpital stock divided by 
population JI I1.The growth rate in the capitil/hlbor ratio is the log 
difference in adjacent years. 



NOTES 

1.For the tech nical details of the model specilication and the empirical estimation 
see McMillan. Rausser. and Jthusiii 1993. 

2. Levine and Renalt examine the fragility of empirical relationships hounId ill 
cross-country growth regressions. Using an extreme-botnds analysis ttggested by 
Leamer ( 1983). Levitne and Renall conclude that: 

Although there are many ecouoltetric specifications in wInh iacroeco­
nontic indicators--takent individuallv or tn group, -- are significantly cor­
related with erom,.th,ti coss-coutry statistical relationship betweent 
long-rll average growtl rates and alhlost Cverv particurlar tmacroeconomnic 
indicator is fragile. National policies appear to bec lplc\packaoc. and 
flltle eScllther LItlliy \%ish to focirtt lmacroeconoinic polic\ regimnes 
atd interactions atong policies as opposed ;,the independent inluence 
of' att particulAr plicY. 

+
Lcvin and Renall lind olleohlitl correlation. betweell 1)1.olt and invesme nt, alldt 
suggest Ihat the relatrionship between institutional hecdolls and econollic growth is 
frauile. Ilowever. McMillan (11993) finds that tlte relationship between institutional 
frcedonlrs and ecoottmic rowth is rortLst if an altertralivC Method fo~r dealiig with 
multicollinearily, principal comIptMncrts, is used itistead of the extrene-botnls ap­
proach. 
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