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ABSTRACT

olling data from across the Arab world suggests a grow-

ing disillusionment with democracy and its role in foster-

ing economic development. While such disillusionment
is understandable, it is not necessarily accurate. This paper
reviews analytic work and empirical data on governance, eco-
nomic growth, foreign direct investment, and export diversifi-
cation in an effort to understand whether metrics of “voice and
accountability” (which are often used as proxies for democratic
development) are correlated with higher levels of economic
growth and performance.

The answer is complicated yet ultimately runs against conven-
tional wisdom. When the Middle East and North Africa (MENA)
region as a whole is considered, voice and accountability (VOA)
does indeed appear to be inversely correlated with per capita
Gross Domestic Product (GDP) levels. Yet this may reflect the
fact that many high-income oil-producing states are autocra-
cies rather than underscoring the irrelevance of VOA consider-
ations for stable and broad-based economic growth. When one
focuses more narrowly upon non-oil states in the region, VOA is
closely correlated with more robust levels of economic growth.
Measures of VOA are also closely correlated with a host of other
“good governance” indices that move together, and they may
be quite influential in advancing metrics such as government
effectiveness and control of corruption that are more closely
linked to economic growth, even in oil producers.
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INTRODUCTION

The Middle East and North Africa (MENA) region is
experiencing growing disillusionment with demo-
cratic norms and institutions. A recent poll of nine
countries by the Arab Barometer noted that all of
them experienced a substantial rise in those believ-
ing the economy is weak under a democracy, which
is now the dominant view in nearly every country
surveyed.! In each of these countries, significant
majorities expressed support for effective govern-
ment regardless of the form it takes.

In many respects, such disillusionment is under-
standable. Over the past two decades, the MENA
region has witnessed revolutions, successive waves
of mass protest, and deadly civil wars. After an ini-
tial retreat, autocrats have made a comeback, as
political transitions have stalled or been reversed.
Through it all, GDP growth per capita has oscillat-
ed, tied more to cyclical variations in global energy
markets than to structural improvements in com-
petitiveness, investment climate, or export diver-
sification.? Inequality and poverty have grown, while
youth unemployment has remained persistently
high.* The global pandemic and, more recently, infla-
tion and food insecurity have further compounded
public frustration and concern.

Are authoritarian regimes truly better at managing
the levers of economic growth than those with high-
er levels of voice and accountability (VOA)? Or can
regimes that score better on established VOA met-
rics actually out-perform autocratic regimes over
time? While current skepticism regarding democ-
racy and economic development in MENA is wide-
spread and growing, it may not be accurate. This

analysis paper reviews analytic work and empirical
data on governance, economic growth, foreign di-
rect investment (FDI), and export diversification in
an effort to address this question.

The answer, as evidenced below, is complicated yet
ultimately runs against the conventional wisdom.
When the MENA region as a whole is considered,
VOA does indeed appear to be inversely correlated
with per capita GDP levels, while other governance
metrics, such as regulatory quality, the rule of law,
and control of corruption are strongly and posi-
tively correlated with economic growth. However,
this negative association may reflect the fact that
many high-income oil-producing states are autoc-
racies rather than underscoring the irrelevance of
VOA considerations for stable and broad-based
economic growth.

When one focuses more narrowly upon non-oil
states in the region, VOA is closely correlated
with more robust levels of economic growth.
Measures of VOA are also closely correlated with
a host of other “good governance” indices that
move together, and they may be quite influential
in advancing metrics such as government effec-
tiveness and control of corruption that are more
closely linked to economic growth, even in oil pro-
ducers. Beyond these elements, VOA is likely to
contribute to the development of a broader and
more diverse economy that avoids the commod-
ity boom-and-bust cycles typical of many devel-
oping countries, which will lead to more stable and
sustained growth over time.

A REVIEW OF THE EVIDENCE ON VOA

Our starting point for this analysis is the VOA
metric in the World Bank's Worldwide Governance
Indicators (WGI).* (Later in the paper, we will ex-
plore the efficacy of another VOA indicator by the
Legatum Institute.) VOA itself is a broad metric,
covering both political dimensions—such as dem-
ocratic institutions, free elections, and political
rights—as well as civil society protections such
as freedom of association, press freedom, human
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rights, and access to information. The WGI VOA
metric is a composite derived from over 30 sourc-

es, some of which are survey-based and others
rely upon expert assessments.®> The WGI have ex-
isted for 24 years and cover all the countries in the
MENA region. They have been subject to several
critiques but remain one of the most widely uti-
lized and accepted sets of governance metrics.®

Over the past three decades, there has been an
explosion of empirical work on the contribution of
governance and institutions to economic growth.
Globally, there is a strong correlation between

Figure 1: Voice and Accountability and per Capita GDP
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countries who score well on established VOA
metrics and those who enjoy high levels of eco-
nomic development.” This relationship has been
relatively well-established in the literature on po-
litical science and development economics, and it
reflects the fact that many Organisation for Eco-
nomic Co-operation and Development (OECD)
countries enjoy strong democratic norms, robust
civil societies, and high levels of GDP per capita.
This relationship is illustrated in figure 1, which
contains global data for the year 2020. Countries
from the MENA region are highlighted in red and
those from the OECD are highlighted in blue.
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Source: Authors calculations using data from Haver Analytics and the WGI.®
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This figure also includes two trend lines for both
the world and for the MENA region. For the world,
the line slopes up, indicating a positive relationship

between higher VOA scores and levels of develop-
ment, as measured by GDP per capita. For the MENA
region, the line slopes down, reflecting the fact that
many higher income countries in the region do not
fare well on global VOA metrics. The fuller story,
however, is more nuanced and complex.

Scholars face a number of pressing conceptual and
empirical challenges in unraveling the impact of
VOA on economic growth and development. Con-
ceptually, the underlying relationships have yet to
be definitively established. Does VOA lead to in-
creased societal pressure for effective administra-
tion, control of corruption, and a predictable legal
framework, thereby contributing to higher levels
of foreign and domestic investment and ultimately
greater economic growth? Or do higher levels of
economic growth enable the creation of an expand-
ing middle class, which pressures the state for more
equitable treatment and a greater say in how they
are governed? Or is a third variable driving changes
in both economic growth and VOA? Can VOA con-
siderations be more important at different stages of
development? And is the MENA region unique and
an outlier from global trends?

A number of researchers have sought to press be-
yond these correlations and further explore the
underlying causal relationships. Many of these
analyses utilize WGI indicators as their point of de-
parture. However, their use of varying statistical
approaches and methodologies and their focus on
different countries and time periods makes it hard
to generalize across these results and arrive at de-
finitive conclusions. Beyond these methodological

challenges, the data itself often defies easy explana-
tion. As Daniel Kaufmann, one of the principal cre-
ators of the WGI, noted in his reflections upon their
25th year anniversary, “the data points to significant
variation across countries within anincome group or
region, as well as across governance dimensions in

the same country or region.”

Most empirical studies maintain that "governance
matters” and that better governance correlates
with faster growth and higher income levels. One of
the first empirical analyses in the MENA region by
Rock-Antoine Mehanna, Yousef Yazbeck, and Leyla
Sarieddine looked at 23 MENA countries between
1996 and 2005. They concluded, “the econometric
results substantiate ... that the impact of the level
of economic development on governance is weaker
than the impact of governance on economic devel-
opment.”*® A 2016 study by Noha Emara and I-Ming
Chiu looked at 188 countries between 2009-2013,
with a particular focus upon MENA. They created a
composite index of the six WGl indicators and found
that it explained as much as 81% of variations in
growth during the period in question, amounting to
an extra 2% increase in GDP per capita per year.*

A working paper supported by the Asian Develop-
ment Bank (ADB) in 2014 looked at 190 countries
between 1998 and 2011, including those from the
MENA region. On average, they found that devel-
oping Asian countries with a “surplus” (i.e., scores
above the mean) in government effectiveness,
regulatory quality, and control of corruption were
observed to grow economically nearly two per-
centage points faster than countries with a deficit
in this area. With regard to MENA, they found that
countries with a governance “surplus” in political
stability grew about 2.5 percentage points more
rapidly than countries with governance deficits. For
government effectiveness, the differential was 1.6
percentage points, and for control of corruption
it was 1.7 percentage points. However, they also
found that for the other areas of governance, such
as rule of law and VOA, the difference in growth
performance between surplus and deficit countries
was not statistically significant.?
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Several additional studies have reached similar con-

clusions and placed greater emphasis on other met-
rics. An analysis of 145 countries from 2002-2014
by Tharanga Samarsinghe noted the importance
of controlling corruption in advancing economic
growth, whereas VOA did not appear to be signifi-
cant.”® A review of 199 countries from 1996-2011
by Eva Medina-Moral and Vincente J. Montes-Gan
found that economic freedom was the most impor-
tant factor promoting development.'* Medina-Moral
also found that governance factors were increasing-
ly important as countries improve their level of de-
velopment, with emphasis upon a better regulatory
framework and stronger rule of law.’> An analysis of
the six Gulf Cooperation Council (GCC) countries
from 1996-2019 found that the control of corrup-
tion, the rule of law, and government effectiveness
and regulatory quality had a positive, statistically
significant impact on economic growth. (This study
did not look at the role of VOA or political stability in
these countries.)'®

Other analyses have underscored the conten-
tion that VOA considerations may become more
influential as countries progress up the develop-
ment ladder. For developing Asian countries, the
ADB study noted higher VOA scores might initially
serve as a brake on development, and countries
under the mean were likely to grow up to 2 per-
centage points faster annually than countries in
surplus. The authors went on to maintain that low-
income countries should perhaps strive for more
effective government, better regulatory quality
and rule of law, and tighter control of corruption.’
Yet they maintained that progressing to higher
income status calls for improving governance
quality with respect to citizen participation and
government accountability, arguing that middle-
and high-income countries are likely to gain sub-
stantial rewards from providing their citizens with
greater voice, political stability, and world-class
institutions.’® These findings were reinforced in
an analysis by Zhuo et al., who focused upon 31
developed countries from 2002 to 2018. Zhuo and
his colleagues found a direct and significant ef-
fect of rule of law, control of corruption, and voice
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and accountability on economic growth in devel-
oped countries.’ In a study of 111 high- and low-
income countries between 1996 and 2018, Fadi
Fawaz, Anis Mnif, and Ani Popiashvilli noted VOA
considerations had a slightly negative impact on
low-income countries and a positive effect upon
higher income developing countries.?°

Regional variations may also come into play. The
ADB study noted that, at an aggregated level, the
linkage of VOA with GDP per capita and higher
rates of GDP growth is significantly weaker for
Asia than for the rest of the world, whereas the
effect of government effectiveness and regula-
tory quality on economic performance was sig-
nificantly higher.2* The MENA region, with its vast
hydrocarbon resources and relatively low scores
on democratization and VOA metrics, is viewed
by many as an outlier from global trends. As one
scholar noted, the majority of MENA countries
have achieved a "relatively high but fragile stan-
dard of living” for their citizens that does not nec-
essarily depend upon sound governance.?> And
Emara and Chiu found that their composite gover-
nance index, while accounting for 81% of growth
variation globally, explained only around 36% of
the variation in MENA.#

Yet while the MENA region may have its unique
features and challenges, it does not appear to be
immune from global trends, even with regard to
the role of VOA considerations in fostering eco-
nomic growth. In their analysis of 23 countries in
MENA, Mehanna, Yazbeck, and Sarieddine found
that, among the six WGI indicators, VOA, gov-
ernment effectiveness, and control of corruption
had the strongest impact on economic develop-
ment.?* And among researchers who were inclined
to credit other WGl indicators with being more in-
fluential, few were willing to dismiss VOA consid-
erations as unimportant.

Except for political stability, all of the WGI indica-
tors behave in a similar way and are highly corre-
lated.?® It could be that VOA moves in tandem with
other metrics of “good governance,” such as the



control of corruption and government effective-

ness, which encourage greater investment and,
ultimately, higher diversification. It could be that
VOA is a critical factor in driving such governance
improvements, as the middle class seeks to level
the playing field and end privileged access and the
preferential treatment of favored firms. Or it could
be that higher levels of VOA generate pressure for
state improvement in other areas, such as public
education and infrastructure, that facilitate great-
er export diversification and more rapid growth.
These are questions that we will address below.

METHODOLOGY AND ANALYSIS

Methodology

Drawing upon data from the WGI between 2000
and 2020, as well as World Bank data on eco-
nomic trends, we created a number of heatmaps
for “p-value filtered” correlations that captured
the relationships between WGI governance indi-
cators—voice and accountability, political stabil-
ity and absence of violence/terrorism, govern-
ment effectiveness, regulatory quality, rule of law,
and control of corruption—and three eco-
nomic metrics: GDP per capita, FDI inflows, and
export diversification.

We started by running regressions between each
governance indicator and each economic out-
come variable. Since we were working with longi-
tudinal data, we used both fixed effects (FE) and
random effects (RE) models to control for time-

invariant confounding (anomalies). FE-models

determine the individual effects of unobserved,
independent variables as a constant over time,
whereas RE-models determine the individual ef-
fects of unobserved, independent variables as
random variables over time. After running both
models, we established whether the FE- or RE-
model corresponds better with our data by us-
ing the Hausman-Test (for verification). From
there, we evaluated whether each governance
indicator was a significant determinant of the
economic outcome variables by analyzing the p-
value at a 0.1 cutoff value. If the determinant was
significant, we included this relationship in our
heatmap, but if it was not, then this relationship
was left blank.

Finally, for each relationship that was determined
to be significant by our regression model, we picked
a color shade corresponding to the relationship's
correlational strength (red for negative correla-
tions and green for positive) to compose the out-
putted heatmap.?® In the end, this process yielded a
set of correlations filtered by relational significance
for various country groups.

Does VOA Matter Globally?

Figure 2 below provides a heat map of the cor-
relations between WGI indicators for all coun-
tries from 2000 to 2020 compared against GDP
per capita, FDI flows, and export diversification.
Except for political stability, the regression find-
ings are more or less what one would expect if
the WGI governance indicators are closely linked
with higher levels of economic growth and devel-
opment. There are strong positive correlations
between government effectiveness, regulatory
quality, rule of law, and control of corruption, as
the independent variables, and GDP per capita as
the dependent variable. Statistically, these rela-
tionships have greater explanatory power than
the reverse hypothesis—that economic indica-
tors are capable of determining the evolution of
governance indices.?” This finding is consistent
with that of other scholars, such as Mehanna, Yaz-
beck, and Sarieddine, cited above.
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Figure 2: All Countries: P-Value Filtered Correlation for Economic Outcomes

P-Value Filtered Correlation Heatmap for All Countries, 2000-2020
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On a global scale, the metrics utilized for VOA also
show a fairly robust positive correlation with growth.
The relationship between the WGI VOA metric and
growth is slightly weaker than the relationship uti-
lizing a modified VOA metric, which was developed
fromanindicator originally advanced by the Legatum
Institute.? The modified Legatum indicator focuses
less onthe political dimensions of VOA (parliaments,
elections, political parties, etc.) and more on the ro-
bustness of civil society. This may indicate that tra-
ditional measures of VOA, whether employed by the
WGl or organizations such as Freedom House, could
potentially undervalue the strength and robustness
of civil society, or at least fail to adequately capture
its more apolitical dimensions. This topic would be
of considerable relevance in many MENA countries
and is worthy of further exploration.

Indicators such as government effectiveness, regula-
tory quality, the rule of law, and control of corruption
that are determinants of GDP per capita are also ca-
pable of forecasting FDI inflows. These correlations
remain positive, although somewhat less robust. This
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result is not surprising. One would expect various gov-
ernance metrics to be positively correlated with FDIin-
flows, yet FDl is likely to depend on a host of additional
factors as well, such as the size of the local market, a
given country's natural resource endowments, and its
sources of comparative advantage. When it comes to
export diversification, regulatory quality is the stron-
gest determinant, while the other indicators do not
appear to be particularly influential. This makes sense
intuitively, as a fair, transparent, and predictable regu-
latory framework would presumably favor a broader
swath of economic actors, encouraging greater diver-
sification. However, there is limited evidence from this
dataset where higher levels of VOA would have a direct
impact upon economic diversification through the
mechanisms of better regulatory outcomes.

Is the MENA Region Different?

Figure 3 provides a heatmap for the MENA region
throughout the same period. At first glance, it ap-
pears to vary from the global results in several im-
portant respects. The most notable is the moderate



negative correlation between VOA considerations

and economic growth. (The modified Legatum met-
ric is neutral and reflects no strong relationships one
way or another.) This would lend credibility to the hy-
potheses advanced by the ADB and others that the
region is indeed a global outlier on VOA issues; and in
MENA, high VOA rankings and high levels of national
wealth are not necessarily correlated. Government
effectiveness is also not strongly correlated with
GDP per capitain MENA, while regulatory quality, rule
of law, and control of corruption remain highly linked.

Figure 3: MENA Countries: P-Value Filtered Correlation for Economic Outcomes

P-Value Filtered Correlation Heatmap for MENA Countries, 2000-2020
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A closer examination reveals these relationships
to be significantly more complex. Figures 4 and
5 break MENA down into oil-producing and non-
oil-producing states. It is clear that the negative
association between VOA and economic growth
is largely a function of the fact that the wealthi-
est countries in MENA are both autocracies and
also heavily endowed with hydrocarbon resourc-
es. There is a large literature on rentier states

that captures how elites in such states are often
capable of co-opting and buying off opposition
and winning public loyalty through jobs and sub-
sidies. Oil may allow countries in the region to
short-circuit the traditional relationship between
VOA and wealth, and their abundant mineral en-
dowments allow them to attain high standards of
living without corresponding increases in voice
and accountability.
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Figure 4: Heatmap for MENA Oil Countries

P-Value Filtered Correlation Heatmap for MENA QOil Countries, 2000-2020
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Figure 5: Heatmap for MENA Non-Qil Countries

P-Value Filtered Correlation Heatmap for MENA Non-Oil Countries, 2000-2020
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This is not the case for those countries in MENA

without oil, where VOA considerations are closely
and positively correlated with GDP per capita for
both the WGI and the modified Legatum indices.
Curiously, most of the remaining governance in-
dicators show relatively weak correlations—an
anomaly that is not fully understood. Some of the
governance indicators show moderately strong
correlations with FDI. And several indicators—
government effectiveness, regulatory quality, rule
of law, and control of corruption—are strongly
correlated with export diversification. It appears
that one of the main dividends for good gover-
nance in MENA non-oil countries comes in the
form of enhanced FDI—aresult that is not present
in MENA's oil-producing countries.

In MENA's oil producers, only the rule of law and
regulatory quality have positive correlations with
GDP per capita. For export diversification, the
governance indicators are somewhat split. VOA
and political stability carry negative correlations,
while government effectiveness, regulatory qual-
ity, and rule of law have strong positive correla-
tions. Non-oil countries also have strong correla-
tions on these indicators as well as that of control
of corruption.

What should we make of this? The most striking
difference between the oil and non-oil producing
countries in MENA is the inverse correlation be-
tween VOA and GDP per capita from negative in
oil MENA to positive in non-oil MENA. This indi-
cates that the region is not homogenous. Many of

the standard relationships and correlations that
one would expect to apply globally also apply to
non-oil producing states in the region, albeit with
differences in intensity and emphasis. Wealthy
oil-producing states flip the script on issues of
VOA and GDP per capita. They also diverge on
issues of FDI inflows, where MENA non-oil coun-
tries are again more consistent with global trends.
There are strong positive correlations between
most of the governance indicators and export di-
versification in both oil and non-oil countries of
MENA, with the notable exceptions of VOA and
political stability.

VOA and Levels of Development

As noted in the literature review above, several
scholars have argued that VOA considerations
become more important and closely correlated
with income as countries improve their overall
level of wealth. Our findings, presented in de-
tail in figures 6-9, tend to reinforce these argu-
ments. Using World Bank criteria, we divided the
global sample into quartiles. We found that for
low-income countries, many of the good gover-
nance indices are moderately or weakly correlated
with negative results, including both the WGI and
modified Legatum VOA indicators. In the second
quartile, lower middle-income countries, the WGI
VOA metric had flipped to moderately positive
whereas the Legatum indicator remained weakly
negative. In fact, all WGI metrics are associated
with economic gains, with government effective-
ness being particularly influential.
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Figure 6-9: Countries by Income: P-Value Filtered Correlation for Economic Outcomes, 2000-2020

Figure 6: Low-Income Countries

Figure 7: Lower Middle-Income Countries
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Within the third quartile, upper middle-income
countries, there was no strong correlation for
either VOA indicator, although many other WGI
governance indicators remain weakly or moder-
ately correlated in a positive direction. And the
fourth category, high-income countries, revealed
a weak positive correlation with the WGI VOA in-
dicator and a very strong positive correlation with
the modified Legatum VOA indicator. Regulatory
quality and rule of law are also strongly correlated
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with GDP per capita. Most of the governance in-
dicators are also closely and positively linked with
FDI flows and export diversification.

Although not definitive, these findings would
lend credence to the view that VOA consider-
ations tend to become more strongly correlated
with wealth as a given country's per capita GDP
increases. It may be that countries reach a “tip-

ping point” somewhere between low and lower



middle-income status, in which governance gains

accumulate and begin paying positive dividends in
terms of increases in GDP per capita and higher
FDIinflows. Another tipping point may exist in the
transition from upper middle-income to high-in-
come status.

CONCLUSION

Several conclusions emerge from this analysis.
Globally, there is a robust positive correlation be-
tween countries that score well on established VOA
metrics and those that enjoy high levels of econom-
ic development. This relationship has been well-
established in the literature and is further reinforced
by our analysis. Other governance metrics, such as
government effectiveness, regulatory quality, rule
of law, and control of corruption are also closely cor-
related with higher levels of GDP. To a lesser extent,
these metrics are also correlated with higher FDI
flows. And regulatory quality is highly correlated
with export diversification.

Second, the MENA region is an obvious outlier to
this general trend. The generous hydrocarbon re-
source endowments of many MENA countries al-
low them to short-circuit the established relation-
ship between VOA metrics and GDP per capita. Yet
it is less that the region itself is an outlier than the
region’s oil producing states are the outliers. For
MENA countries without oil, VOA considerations are
quite robustly correlated with higher levels of GDP
per capita. And for all MENA countries, indices such
as government effectiveness, regulatory quality,
and rule of law are closely and positively correlated
with greater export diversification—a major priority
for many countries in the region.

Third, as several earlier scholars have noted, the in-
fluence of VOA considerations appears to vary as
countries become wealthier. The trajectory is not
linear but appears to grow stronger and then weaker
again for reasons that are not fully understood. VOA
and other “"good governance” metrics appear to be
weakly or moderately negatively associated with
per capita GDP at lower levels of development. They
then flip positive and appear to be linked both to
higher levels of economic development and to more
rapid economic growth in the transition to lower
middle-income countries. With exceptions, they
tend to be more strongly positive in their relation-
ships with GDP per capita, FDI inflows, and export
diversification for high income countries. Different
VOA metrics can also noticeably affect these cor-
relations, with the modified Legatum index (which
as noted above is less politically weighted and more
oriented towards measuring the robustness of civil
society) showing higher levels of correlation than
the WGI VOA index, which explicitly monitors demo-
cratic practices and institutions.

It is clear that metrics such as VOA should not be
readily dismissed, even in the MENA region. The
high levels of GDP per capita with relatively low VOA
scores are an exception globally and the product of
MENA's unique natural resource endowment, which
will not last forever.

Longstanding goals to diversify MENA economies
will rely on a variety of factors, including a host of
“"good governance” metrics such as government
effectiveness, regulatory quality, and rule of law.
VOA considerations are intimately embedded
within and interrelated with this broader suite of
governance metrics.

Setting normative considerations aside and looking
purely at the empirics of growth, the region’s policy-
makers and publics would be wise to recognize that
greater voice and accountability is an asset in reach-
ing their broader objective of more dynamic and
sustainable economic growth.
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