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Abstract

The aim of this study is to analyze the relationship between institutions and macro-economic performance in terms of developing
countries. For this purpose, for a period covering the years 2000-2011 through the use of 23 institutional structure variables in
the study, the relationship between the institutional structure and macro-economic performance is investigated in sampling
countries where 38 developing countries take place by using the ‘Panel Data Analysis’ method. The results of the analysis reveals
that institutional structure indicators such as the integrity of the law system, regulations on trade barriers, restriction of foreign
investments, the share of the private sector in the banking system and employment-dismissal variables have a positive effect on
the macro-economic performance of the developing countries. On the other hand, according to the analysis results, variables such
as judiciary independence, government expenditures, transfers and subsidies, civil freedoms, the black market exchange rate,
collective bargaining and military tutelage (political stability) have been seen to have a negative impact on the macro-economic
performances of developing countries.
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1. Introduction

Institutions have an influence on the macro-economic performances of countries' by means of affecting
transaction costs by decreasing uncertainty, directing economic activity to productive areas and by building trust and
enhancing cooperation. The formation, functioning and development of institutions vary significantly among
communities and those variations cause differences in economic performances of countries'; making some countries
poor while making others rich.

Institutional economics relates the cause of poverty of third world countries to the lack of institutions solving
low efficiency problems. Developing countries generally have low quality institutions and fail at supporting
productive investments and protecting property rights. In this case, the society has to make institutional reforms and
create good institutions in order to achieve economic development.

The aim of the study is to reveal the relationship between institutional structure and macro-economic
performance for developing countries. For this purpose, first the relationship between institutions and macro-
economic performance is tried to be explained, then by raising institutional structure features in developing
countries, the relationship between the institutional structure and macro-economic performance for developing
countries is studied empirically.

2. Institutions and Macro-Economic Performance Relationship

Institutions can be defined as habits that bring limitations to our actions through rules and organizations settled
in social life, direct us on how we should behave, and lead social life (Yildirim, 2015: 5-6). According to definitions
that try to explain the concept of institution, formal and informal rules existing in a society form the institutional
structure of the society. In this sense, the institutional structure expresses thought habits, behavior, social habits,
traditions, rituals along with laws, constitution, contracts and property rights (North, 2010: 11-12).

The trust factor that makes up the informal aspect of corporate structure of society forms the basis of social
order, individual life and economic and political development through resulting effects in the form of growing
business scales, industrial structure flexibility and increased social strength to external shocks (Gokalp, 2003). Trust
increases the effectiveness of the economic and social system and makes it possible to produce more goods. The
economic value of trust is understood better if a world without trust is imagined. For example, a very serious time
will be spent to avoid a legal gap in business relations, and this will prevent development and entrepreneurship
(Fukuyama, 2005:167). Low trust discourages innovations in the society (Knack & Keefer, 1997:1252). While
entrepreneurs in a low trust society spend more time to accommodate a new technology or a new product, the exact
opposite applies to high trust societies. This allows more investment in high trust societies and so the economy can
grow faster. Accordingly, low level of trust in a society decrease productivity and deactivate economic decisions
whereas in the presence of trust, basic economic activities revive, consumption and investment levels increase.
Therefore it can be said that the trust factor has important effects on economic performance.

Confidence among the members of a society will reduce the transaction costs by reducing the necessity for
formal arrangements. Decrease in the transaction costs will reflect positively on the economy. However in cases
where individuals have low levels of trust against each other, formal regulations such as laws, contracts will be
needed to compensate this lack of trust. Thus as a result of more frequent recourse to formal regulatory, transaction
costs will increase. In addition, if issues rise during the implementation of those regulations, individuals will lose
confidence in formal regulations in problems they might face during economic activity, therefore their courage to
invest will be broken and they will narrow their scope of action during their economic activity.

There is a very close relationship between transaction costs and property rights. The relationship between the
protection of property rights and economic growth is established by means of transaction costs. Property acquisition,
preservation and transfer costs are defined as transaction costs. Reduction of transaction costs requires the protection
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and a good definition of property rights. Individuals trusting their property rights are protected and that law rules
will cause a decrease in transaction costs (Borrmann, Buse & Neuhaus, 2006: 346; Opper, 2008: 392). A well
protection of property rights will cause an efficient use of human and physical capital or factors of production,
which in turn will have a positive effect on economic performance. The motivation that directs human capital to
productive activities is a property rights system which protects the expected returns efficiently (Khan & Sokolof,
2001). According to him, the patent system that provides the protection of property rights will enhance innovations
and technology. For this reason, protection of private ownership rights will have a positive effect on economic
growth. A good definition of property rights will reduce uncertainty which in turn will ensure efficient use or
allocation of resources (Furubotn & Pejovich, 1972: 1141).

As in a society where property rights are recognized and protected, individuals will make their own decisions
about their ownerships, efficiency in resource allocation will be possible, and this will increase life standards and
contribute to the economic growth of the country (IPRI, 2009:12). In societies where property rights are not defined
clearly, individuals or firm owners will not be able to trade their products or resources in a right manner. In this
case, individuals who cannot get the return they deserve on the worth they produce will be reluctant in producing
new worth or developing their skills. Besides, in an environment where the worth they produce can easily be stolen
by others, individuals will use their sources not for production or innovation, but for protecting their existing
property. In this case, transaction costs of commercial activities will increase (Parkin, Powell & Matthews, 2000:
42-502; Stroup, 2003: 19).

Institutions may cause both an increase or a decrease in productivity. To get hold of a stable economic
performance, countries need institutions which will encourage organizations in productive activities. In developing
countries due to the low quality of institutions, the opportunities in front of the political and economic entrepreneurs
are complicated. The institutions in those countries are mainly of a nature developing redistribution activities instead
of production activities, creating monopolies instead of competitive conditions, restricting opportunities instead of
developing them. These institutions rarely lead to investments that will increase productivity.

3. Institutional Structure Properties in Developing Countries

The institutions developing countries have usually lack the sufficient activity in supporting productive
investments and solving the low efficiency problem. In those societies, legal principles discriminate among
individuals, the property rights are not valid for the majority of the population, the elite have unlimited economic
and political power, only a lucky part of the citizens can benefit from the quality education, have access to credit and
production opportunities. The effect of institutions on economic performance take shape according to the
qualifications they have (Edison, 2003). For this reason, in developing countries, bad institutions that do not
function well, affect adversely the economic growth and performance of those countries. In developing countries,
the quality of bureaucratic services is low due to the weaknesses in the structure of society. The immaturity of the
official institutions performing economic operations increases the cost of doing business. Governments are unstable
and populist approaches are intense.

Particularly in Africa and Latin America, the basic flaw in terms of economic growth and development is the
arrangements political institutions do which are generally inconsistent with the interests of citizens. This results with
providing bad public services. In those countries, the reliability and the applicability of contracts are limited. The
uncertainty and manipulation whitespaces in the judicial system, corruption, bribery, tax evasion, ill-defined
property rights and the existence of inefficient institutions as ill-conceived arrangements cause those countries to be
risky and unattractive (Luiz, 2009: 65-70; Fosu, Bates & Hoeffler, 2006:2; Baliamoune,2005; Birdsall, 2007:578-
589; Charnock, 2009:77).

349



350 Aynur Yildirim and Mehmet Faysal Gokalp / Procedia Economics and Finance 38 (2016) 347 — 359

Venezuela, a Latin American country, has the weakest legislation authority in the world. If the legislature cannot
be effective in the process of policy making (cannot serve as the guardian of the policy making process), it will be
possible for the executive branch to act without control, and the political environment of the country will not be
trustable (Pereira, Singh & Mueller, 2011: 78-80).

In recent years in Latin America corruption spreading in all areas of society has been seen. A serious level of
corruption is found to exist in Latin American countries in a study made by using the 1997 national corruption level
and the 1995-1997 data about personal opinions on corruption. This case ended up with the economy performing a
low growth performance. The public data in Colombia and Venezuela as Latin America countries suggests that in
both countries, democracy is in serious danger. In Latin America countries where political corruption is a major
problem, nine presidents were investigated and were unseated because of corruption. Brazil’s president Fernando
Collor de Mello’s being forced to resign after the wake of a some scandals about how he financed a luxury life
through corruption during the election campaign; Ecuador President Bucaram’s publication of corruption evidence
in the media about the money collected for the poor in a tv program on a new year’s night; the Presidency of Carlos
Andres Perez being suspended during a lawsuit about embezzling money from public funds in Venezuela can all be
shown as examples to this situation (Fellner, 2008:26-29).

In case of developing countries having an autocratic structure, the state trying to gain power over the society
causes a competition between the state and the society, leading to the weakening and crash of production. If ethnic
diversity is involved in developing countries which lack strong institutions, poor development of political rights and
failing to determine and apply successful policies results in ethnic conflicts and harms the economic structure of
those countries (Luiz, 2009:65-70; Fosu, Bates & Hoeffler, 2006:2-4).

In Egypt, having lived in a period of political uncertainty for many years, the government started in 1981 has
continued performing for 30 years until the Egypt revolution in 2011. In contrast to the promise of a more moderate
government, an authoritarian was regime strengthened, Egypt was transformed to a one-party State for the
realization of all the goals. Economic and social policies that supports corruption, abuse of office and bribery
strengthened the rich and the corrupt ruling elite while weakening the middle class (Owen & Pamuk, 2002: 53-172;
Vatikiotis, 1991: 293-463; Pryce-Jones, 2011: 16; Saikal, 2011: 531-532; Marsot, 2010: 142). With the Egypt
revolution in 2011 triggered by these factors, transition to democracy process has begun, a new president has been
brought to the task through democratic ways (Pryce-Jones, 2011: 16; Saikal, 2011: 531-532; Marsot, 2010:142;
Vaitiokis, 1991: 438-463). But this process was interrupted with military blows in 3 July 2013, the elected President
Mursi was taken from his post with the military coup d’etat. So Egypt, where transition to democracy is terminated,
continues to draw a country profile referred to with government inefficiency, corruption, political instability, public
demonstrations, disturbances and unrest.

Senegal, which is just another African country, despite having a multi-party political structure and having never
formally a single-party system, was governed by a single political party for forty years from 1960 when gained
independence, until 2000 when a change was made (Dakar commercial Counsellor Senegal Report, 2012: 15). A
Latin America country Argentina is also another country which could not achieve permanent economic growth since
the 1950°s because of crisis she cannot get out of caused by political unrest and political instability (Dogruel &
Dogruel, 2006: 86; TMMOB, 2007: 16).

In developing countries, despite low levels of social trust, the existing institutional structure does not have a
sufficient level of legal regulations and sanctions to compensate for the absence of this trust. Latin America, where
developing countries are located intensely, draws attraction as society with low-confidence level. In low trust
societies such as Latin America, universal programs are likely to fail due to the lack of potential support. Lack of
trust made it difficult to encourage entrepreneurship in Latin America, and limited the opportunities for economic
growth and innovation (Fellner, 2008: 11-24).
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Developing countries’ having human capital made up of mostly unskilled and untrained workers caused the
emergence of the informal economy. Lack of legal arrangements such as laws and regulations also facilitates the
emergence of the informal economy (Dell’ Anno, 2010: 209-222). In these countries where economic freedom has
been restricted, regulations about credit and labor markets remained insufficient. In terms of trade policies, a closed
look was exhibited for many years, foreign capital has not been granted the necessary importance, and were left
behind in terms of technological innovation. For example, in Asian economies such as China, India and Taiwan, a
closed view in terms of trade policies was exhibited until the 1980’s. India’s serious reforms in the area of foreign
trade began with the 1990’s (Rodrik, 2009: 16-226). In China, economic incentives were weak, economic efficiency
was low and technological innovation was slow until 1978. Foreign trade has been kept at a minimum and there has
been very little foreign capital entry (Chen, 2008: 422-424; Fellner, 2008: 17-39; Kozlu, 1994: 87-105).

In Table 1, as of 2010, institutional indicators of Chile and Brazil evaluated as large economies of Latin America
as well as countries chosen from Asia, Africa and Latin America economies, are summarized. Chile and Brazil
attracts attention with the success of their structural reforms and with relatively high quality institutional structures
compared to other Latin America countries. The ‘political freedoms’ and ‘civil freedoms’ indicators used in the
evaluation of the institutional structure are obtained from the ‘Freedom in the World Report’. Indices belonging to
both indicators take a value between 1-7. Low index values indicate a high level of freedom whereas high values
indicate a low level of freedom. For other indicators used in the evaluation of institutional structure, ‘Economic
Freedom of the World Annual Report’ data are used. Indices about institutional structure take a value between 0-10.
High index levels point to a highly efficient institutional structure whereas low index levels point to the weakness of
institutional structure efficiency.

According to the data on the table; Taiwan, Botswana, China and Chile draw attraction as developing countries
having the strongest institutional structure in terms of legal system and protection of property rights while
Venezuela having the weakest institutional structure. According to the table, while Taiwan, Egypt, Chile, Mexica
and Vietnam are at a more successful point in reducing government intervention, China and Venezuela have
displayed a bad performance.

According to Table 1, there is more freedom in Taiwan, Argentina, Brazil and Chile compared to other
developing countries whereas a weaker structure is displayed in terms of freedom in Vietnam, Egypt, China and
Venezuela. Also, Taiwan, Botswana and Brazil have a more liberal foreign trade structure when just the opposite is
valid for Venezuela.

In Botswana, Chile and Taiwan, compared to other developing countries present on the table, better quality
regulations are valid in terms of credit, job and labor markets; here Venezuela is again the weakest country in terms
of quality of the regulations. Finally, when it comes to preventing bribery, Taiwan, Botswana and Chile attempt to
create a more efficient legal framework, in other countries on the table, the laws are insufficient at preventing
bribery.

The data in Table 1 reflects the weakness of institutional structures of developing countries. However when
those countries are evaluated among themselves, the striking point is, Taiwan always takes place among the better
and stronger countries in terms of institutional indicators, and Venezuela is always among the countries with more
bad and weak institutional indicators.

For developing countries to be able to get out of this cycle, adopting policies of their own country and making
the necessary reforms in the institutional structure is a necessity facing them. The level of trust that is missing in
these countries should be compensated by contracts and legal rules. Realistic regulation and efficient
implementation of the contracts must be supplied, and confidence of people in these countries in the legal system,
laws, property rights must be build up.
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Table 1: Institutional Indicators in Developing Countries (2010)

LATIN
AMERICA’S
COUNTRIES
ASIA  ECONOMIES AFRICA "AETég,\'Tg',\ﬁFE'SCA MAJOR
ECONOMIES ECONOMIES
@ © s
it < 8 8 E 8 g E K] = =
£ 5 = £ g 35 £ s 5 g =
(@) - ﬁ 1= 3 wl 1] [ c ) [a) S}
2 2 < L =
S @ >

Judicial Independence 489 557 609 433 292 628 727 263 108 3,74 4,56 7,45

Impartial Courts 521 469 542 439 3776 424 6,32 261 124 372 4,30 6,19
:TO:]““O” of Property 674 549 808 452 517 521 686 292 125 505 5,69 6,73
ights

Political Stability 500 667 667 500 333 417 100 750 083 750 6,67 7,50
Legal Enforcement of 673 259 555 651 339 341 405 502 397 539 4,00 511
Contracts

Government Intervention 3,63 6,37 745 8,04 540 7,27 5,03 6,29 496 7,18 6,63 7,87
Political Freedoms 3 2 1 7 3 6 3 2 5 2 2 1
Civil Freedoms 6 3 2 5 3 5 2 2 5 3 2 1
Freedom to Trade 686 657 793 637 549 677 7,33 6,09 383 677 711 8,36

Internationally
Quality of Regulations 6,70 660 713 646 594 569 740 596 438 6,58 5,06 7,12

Bribery/Favoritism 511 392 667 363 404 436 644 320 298 416 4,69 7,61

Source: Economic Freedom of the World Annual Report 2012; Freedom in the World 2013 and International Property Rights Report 2011
4. Data and Methods
4.1 Coverage and Data Set

In the application part of the study, the relationship between institutional structure and macro-economic
performance is investigated on a country sample made up of 38 developing countries. According to this, the
developing countries investigated in the study are: Chile, the Czech Republic, Greece, Hungary, Israel, Estonia,
Latvia, Lithuania, Poland, Portugal, Slovakia, Slovenia, South Africa, South Korea, Argentina, Bolivia, Brazil,
Bulgaria, China, Colombia, Costa Rica, Ecuador, Egypt, El Salvador, Dominic, India, Indonesia, Jordan, Malaysia,
Mexico, Peru, Philippines, Russia, Taiwan, Thailand, Turkey, Ukraine, Venezuela.

In the exploration of the relationship between institutional structure and macro-economic performance
empirically, data belonging to a 12 year time period between the years of 2000-2011. The data that will demonstrate
the institutional structure of countries’ commonly consists of indices described by international organizations. These
organizations include the PRS (the International Country Risk Guide), IMD (International Management
Development center), World Competitiveness Yearbook, Freedom House, Frasier Institute and Gallup International.
In compiling the data, statistics from the World Bank (WGI: Worldwide Governance Indicators), International
Monetary Fund (IMF) and United Nations Economic Comission for Europe (UNECE) are used. These indexes
published by international organizations are mostly prepared to inform international investors. They have a
subjective nature as they are prepared based on expert feedback. Accordingly, indices calculation techniques face
criticism directed to the insufficiency and inconsistency of data sources they are based upon (Mansfield, 2014).
However, as there is no other data, referring to those indices during academic research is emerging as a necessity.
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Institutional Structure variables used in the analyses are located in Table 2 (information on variables are given in
the descriptions for Table 1).

Table 2: Institutional Structure Variables (Independent Variables)

VARIABLES
The Independence of the Judiciary
The Legal System The Nature of Legal Regulations
Related Indicators Property Rights Protection
and Property Rights Military Custody (political stability)

The Integrity of the Law System
Government Expenditures
Transfers and Subsidies
Marginal Tax Rate

Government Intervention
Related Indicators

Accountability, Transparency
Freedom of Expression Related
Indicators

Political Liberties
Civil Liberties

Tariffs

Trade Barriers Related Regulations
Black Market Exchange Rates
Restriction of Foreign Investments

Freedom in Foreign Related Indicators

Credit Market Regulations
e The Share of the Private Sector in Banking System

e Private Sector Loans

e Monetary Policy Stability

Market Legitimating Institutions Labor Market Regulations
Credit Market Regulations e Recruitment and Minimum Wage
Related Indicators
e Hiring-Dismissal Regulations

e Collective Bargaining

Business Market Regulations
e The Cost of Bureaucracy

e Business Start-up

Market Stability Providing Institutions
Related Indicators Inflation

Source: Economic Freedom of the World (EFW): Prepared by Using Data from the Freedom House

A great number of variables are used in the literature as macro-economic performance indicators. As GDP
(Gross Domestic Product) is the variable we could obtain as the healthiest statistical data for the examined countries,
per capita GDP according to purchasing power parity has been used as the dependent variable in the analyses
performed. Data for the dependent variable is obtained from the database of IMF’s IMF Data and Statistics World
Economic Outlook Databases.

In addition, labor and capital quantities of countries’ are included in the analysis as the control variable. The
statistical data about the related variables are obtained from the databases of World Bank’s ‘World Bank Data
Indicator’ and IMF’s ‘IMF Data and Statistics World Economic Outlook Databases’ respectively.

4.2 Method

The variables used to examine the relationship between institutional structure and macro-economic performance
are suitable for using Panel-data analysis method considering the investigated period. The results belonging to the
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panel-data analysis are obtained with the help of Stata 11 package program. For this purpose, first of all, fixed and
random effects indicators were cosen with the help of the Hausman test, and the model to be used is determined
(Tatoglu, 2013). Heteroskedasticity (different variance) is a problem encountered when working with horizontal
cross-section data (Tatoglu 2013: 208-210). Whether heteroscedasticity exists or not in the random effects model
with respect to units is tested by using Levene, Brown and Forsythe’s tests. To test the existence cross-correlation,
Friedman test and Frees test are used. Whether auto-correlation exists or not in our model built upon random effects,
is tested by Baltagi-Wu’s LBI tests. As a result of finding heteroscedasticity, auto-correlation and cross-correlation
after running tests on our model established on random effects, least squares regression pooled by Driscoll-Kraay
standard errors is estimated (Tatoglu, 2013: 267). By eliminating the insignificant ones obtained over the results one
by one from the analysis, the most meaningful model is tried to be achieved.

4.3 Analysis Results

The results of econometric analysis performed to investigate the relationship between institutional structure and
macro-economic performance for developing countries are demonstrated in Table 3. According to results of analysis
done for developing countries, when labor amount in these countries increase by %10’ per capita GDP level
increases by %4.49. A %10 increase in the investment level increases the per capita GDP level by %3.21. Turkey’s
per capita GDP is %18.59 higher than other developing countries.

In the analysis done for developing countries, protection of property rights and the quality of legal regulations,
protection of property rights and the quality of legal regulations variables, which are legal system and property
rights related indicators, are found to be statistically insignificant; whereas the judiciary independence, military
tutelage (political stability) and the integrity of the law system variables have produced statistically significant
results. The increase in the index values of judiciary independence variable reveals the high levels of judiciary
independence; the decrease in the index value reveals the low levels of judiciary independence. According to Table
3, a one point increase in the judiciary independence variable decreases the per capita GDP level by %4.3. Although
the legal system is expressed as a factor of institutional quality, the bureaucratic mechanisms network decrease the
efficiency of the judiciary system, and influence economic performance negatively despite increased judiciary
independence.

The increase in the index value of the integrity of the law system variable, which takes place among the legal
system and property rights related indicators, reveals the neutrality and power of the legal system. According to
Table 3, a one point increase in the neutrality level of the legal system increases the per capita GDP by %8.6. The
integrity of the law system reflects the degree individuals trust and obey social rules. The relationship between the
rule of law and economic growth is set upon the basis of protection of individual rights (property rights) and the
implementation of contracts (Doyle & Zarzosof, 2011; Chen, 2008; Gani & Prasad, 2006; Dolar & Kraay, 2003;
Grigorianv & Martinez, 2000; Rodrik, 1999). When the results of judiciary independence and the integrity of the
law system variables are evaluated together’ in affecting economic performance positively, judicial neutrality is
more important than judicial independence.

A fall in the index values of military custody (political stability) variable, which gives the army’s participation
rate in politics, means political stability level is low; high index values indicate the political stability level is high.
So, according to Table 3, a one point increase on political stability level decreases per capita GDP by %3.4 (or a one
point decrease in the political stability level increases the per capita GDP). The resulting findings support the
“’conflict perspective” (Sirowy & Inkeles, 1990; De Hann & Siermann, 1995; Nelson & Singh, 1998) which claims
that democracy prevents economic growth, or economic growth prevents democracy. Since it will be easier to
repress society in a way that will improve the investment climate and make it more profitable within the framework
of expectations of the business world under increased military tutelage, a rise in GDP will be pretty understandable
as it will be possible to direct the savings and resources of the society to the business world.
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Table 3: The Impact of Institutional Structure on Macro-Economic Performance in Developing Countries

Dependent Variable: per capita income based on purchasing power parity

Coefficient t
Independent Variables (Standard Error) P>1t1)
2.552238 -
Constant (0.3423622)
0.4494267 5.05
Labor (0.0890628) (0.000)*
Investment 0.321245 248
(0.1294796) (0.018)*
Turke 0.1859042 2.33
y (0.0796184) (0.025)*
Judicial Independence ('g gggfggg) (0'%‘2?)*
Military Tutelage (Political Stability) (0%138%%42%) (0'%'35)*
The Integrity of the Law System 0.0857172 3.05
(0.0280988) (0.004)*
Government Expenditures ('8 gfﬁ?ﬂ% (0'%‘801)*
Transfers and Subsidies (Ooogggz%%) (0-%'{531)*
- 0.01786859 9.55
Civil Freedoms (0.0187176) (0.000)*
Trade Barriers Related Regulations (833(2)22?8) (04683)*
Black Market Exchange Rates (_(? 01;58;;)735) (0-4(1)'01([)1)*
Restriction of Foreign Investments (88528233) (Oldgg)*
Private Sector Share in the Banking System (88:;8252‘5‘) (ozo'gé)*
Hiring-Dismissal Regulations (gggigégg) (020'22)*
Collective Agreement ('(()) (%1141;4?;{‘51) (O-Z)‘OS(?)*

Number of Observations = 455 Group Size = 38
F[prob]= 3071 [0.0000]

R-squared= 0.6097

*The Coefficient is Significant at a 0,05 Significance Level

**The Coefficient is Significant at 0,10 Significance Level

In the analysis, marginal tax rate, which is a variable used to measure government intervention, has been
statistically insignificant whereas government expenditures and transfers and subsidies have produced statistically
significant results. Decreases in the government expenditures variable related index values means there exists high
levels of government expenditure; increases in the index values means government expenditures is low. In this
context, according to Table 3 which demonstrates the results for the model built for a group of countries consisting
of developing countries, a one point increase in the government expenditures variable decreases the per capita GDP
level by %8.9. In other words, decrease in government expenditures has a negative effect on per capita GDP. On the
other hand, rises in the index values of transfers and subsidies, which is another government intervention related
indicator, means low levels of subsidy is applied. Therefore, according to Table 3, a one point increase in the index
value of transfers and subsidies decreases the per capita GDP level by %5.2. Accordingly, a reduction in subsidies
affects per capita GDP level negatively. Findings for both variables reveals that government intervention for
realization of infrastructure investments to enhance economic growth in developing countries has positive impact on
economic performance.
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According to Table 3, in the model established for developing countries, the political freedoms variable has been
statistically insignificant whereas civil freedoms variable has produced significant results. A fall in the index values
of civil freedoms variable means increased level of civil freedoms. In this context, according to Table 3, as civil
freedoms decrease, per capita GDP level increases by %1.8. Individuals having strong individual rights such as
freedom of association and rule of law makes sure they perform economic activities safely. On the other hand,
behind this power they gain, the possibility of decreases in productivity levels during economic activities might have
caused this outcome.

Increase in the index values of foreign investment restrictions variable means restrictions about foreign
investment are low, and there is a high level of foreign investment. A decrease in the index values means foreign
investment is restricted. According to Table 3, there is a positive and significant foreign investment variable will
increase the per capita GDP by %2.1. To increase the positive effects of foreign investment entries on economic
performance, which is highly important for developing countries, foreign capital must be targeted directly because
of'its contribution to the country’s production.

Decreases in the index values of regulations on trade barriers, which is a variable used for measuring freedom in
foreign trade, means foreign trade restrictions are at a high level; increases in the index values mean either there are
no foreign trade restricting regulations or they are implemented at a low level. Therefore, according to Table 3, a
one point increase in the regulations about trade barriers variable will increase the per capita GDP by %1.4. In other
words, per capita GDP levels will be affected positively when trade restricting policies are reduced.

According to Table 3, a negative and statistically significant relation is present between black market exchange
rate and per capita GDP. Decreases in index values of black market exchange rate variable shows the presence of a
black market, and the low convertibility of national currency; increases in the index value means there is no black
market present and that national currency is fully convertible. According to Table 3, a one point increase in the
black market exchange rate variable lowers the per capita GDP by %1.5. In other words, when there is no black
market and national currency is fully convertible, per capita GDP decreases. Free foreign trade policies may result in
wasting limited foreign exchange reserves by directing underdeveloped countries to importing luxury goods for high
income groups, instead of investment goods necessary for economic development. Therefore, extreme exchange
control implementations where national currency loses convertibility can be a foreign trade policy tool used to have
foreign exchange savings through restricting imports, ban capital export and prevent external deficits.

An increase in the index values of private sector share in the banking system, which is a credit sector indicator,
shows the share of private savings are high in the banking system. Therefore, according to Table 3, a one point
increase in the private sector share in the banking system increases per capita GDP by %3.1. Accordingly, we can
say that credit market regulation, financial freedom, freedom of individuals and firms during economic activities
affect macro-economic performance positively (Alzer & Dadasov, 2013; Gwartney, Hall & Lawson, 2010;
Charnock, 2009: 87; Cheptea, 2007: 226; Powell, 2003; Ayal & Karras, 1998).

Increases in index values of hiring-dismissal regulations, which are among the labor market indicators, means a
labor market where short-term contracts can be made and flexible applications exist. According to Table 3, a one
point increase in the hiring-dismissal variable increases the per capita GDP level by %5.6. In other words, in a
flexible applications environment, there are increases in the per capita GDP levels. Workers who are given strong
rights by improvements in the labor market, such as making dismissals difficult by laws, providing employment
security can lower productivity levels by using those rights for their own benefit. Accordingly, employers having to
increase auditing to increase productivity, forming new rules including punishing or rewarding applications, will
increase transaction costs and have negative impacts on economic performance. Short term working regulations are
employed generally in times of global, regional or sectoral crisis because of challenging reasons (Cin, 2013: 35-36).
Increases in the production costs during economic instability caused by crisis may lead to decisions like reducing
production or giving it a break. Making long-term employment contracts in such periods may increase employer’s
liabilities, such as wages and amends. While trying to lower labor costs by short-term working arrangements instead
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of decreasing production or number of workers, preventing unemployment is enabled by continuing employment
opportunities. During the 2000-2011 period covered in the study, along with the national crisis faced in Turkey,
regional and global crisis have made short-term working arrangements a solution possibility; and we can say they
have positive contribution on the economic performance.

Decreases in the index values of collective agreements, which is another indicator of labor market, means there
exists a centralized collective agreements; increases in the index values mean firms can make collective agreements
by themselves. According to Table 3, a one point increase in the collective agreement variable will decrease the per
capita GDP level by %1.1. In other words, firms making collective agreements flexibly on their own have a negative
impact on per capita GDP. Where agreements are done flexibly by firms, firms will be insufficient in suppressing
wages, compared to a structure where collective agreement is applied, and this will lead to indirect disadvantage in
costs and price increases during competition process.

5. Conclusion

As a result of investigating the institutional structure of developing countries, it is concluded that the institutions
these countries have generally lack sufficient effectiveness. Accordingly, in developing countries, the quality of
bureaucratic services is poor, cost of doing business is high due to weaknesses in the social structure. Governments
are instable and populist approaches are common. Even though social trust level is low, the existing institutional
structure does not have a sufficient level of legal regulations and sanctions to compensate for the absence of trust.
The reliability and the applicability of contracts is limited. In addition, in developing countries, there exists
inefficient agencies in the form of uncertainty and whitespaces leading to manipulation in the judicial system,
corruption, bribery, tax evasion, ill-designed property rights and ill-designed regulations. Developing countries’
having human capital mainly consisting of unskilled and untrained workers causes emergence of informal economy.
In these countries where economic freedom has been restricted, regulations on credit and labor market remained
insufficient. For many years, a closed look is exhibited in terms of trade policies, foreign capital has not been
granted enough importance, and was left behind in terms of technological innovation.

The results of the analysis done to reveal the relation between institutional structure and macro-economic
performance in developing countries shows institutional structure related indicators such as the integrity of the law
system, regulations on trade barriers, foreign investment restriction, private sector share in the banking system and
hiring-dismissal variables have a positive effect on macro-economic performance in developing countries. In
addition, according to the analysis results, judiciary independence, government expenditures, transfers and
subsidies, civil freedoms, black market exchange rate, collective agreement, military tutelage (political stability)
variables have a negative impact on macro-economic performance in developing countries. On the other hand,
institutional structure indicators such as the quality of legal arrangements, property rights protection, marginal tax
rate, political freedoms, tariffs, net negative interest, hiring-minimum wage and inflation variables have produced
insignificant results.

In the institutionalist understanding, a discrimination has not been made between developed and developing
countries in terms of good or weak institutions having an impact on economic performance. But institutional
regulations necessary to increase economic performance may differ in developed and developing countries, just as
countries belonging to the same group may differ among themselves. Regulations presented as good set of
institutions can cause the opposite of the expected effect when combined with the unique local conditions of these
countries. For this reason, institutional structure reforms done with the motivation to increase competitiveness (the
pressure of competition) caused by globalization phenomenon may not reach its purpose, and legal regulations
issued to this end may just stay as decisions made on paper. Even if societies form similar institutions, differences in
the functioning of institutions and in the development of societies can be seen as time goes.

Therefore, to the degree the infrastructure institutions and superstructure institutions a country has are in
harmony with each other, institutional reforms will contribute positively to a country’s economic performance.
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Trying to implement a policy that is contrary to social values will cause new problems rather than a solution, by
causing unrest in the society. In societies that cannot line institutions with each other, institutions will lose
operability and effectiveness; and the economic performance the country will show will be affected negatively.

As a result, it can be argued that there is not an institutional regulation set, which is valid in every country, called
good institutions. What is meant by good institutions is factors expanding, enhancing, enlarging the economy and
increasing competitiveness; and if institutions are described as the current rules of the game played in the society,
rules being different in games played in every society will cause the differentiation of set of good institutions from
one society to another.
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