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There is a growing emphasis on the role of institutions in explaining countries’ economic growth. According to 
institutional theory, governance guidelines directly influence economic growth. This study examines the impact 
of national governance on the economic growth of countries that are members of Mercosur, the North American 
Free Trade Agreement (NAFTA), and the European Union. The sample comprises 39 countries and analyzes the 
period 2007-2021. The results indicate that, among governance indicators, the rule of law is the most significant 
factor in explaining GDP per capita growtr. The European Union is associated with higher levels of governance and  
medium to high levels of GDP per capita, whereas Mercosur is associated with intermediate governance levels  
and lower GDP per capita. In general, results show that national governance is important for economic growth; 
however, governance quality alone may not be sufficient. In addition to governance, fixed capital formation, inflation, 
and trade openness have significant effects on the economic growth of the countries analyzed.
Keywords: institutional theory; national governance; economic growth.

A governança nacional é importante para o crescimento econômico dos países?
Há uma ênfase crescente no papel das instituições na explicação do crescimento econômico das nações. Conforme 
a Teoria Institucional, sustenta-se que instituições de excelência estabelecem diretrizes de governança, exercendo 
uma influência direta sobre o crescimento econômico. Este estudo examina o impacto da governança nacional sobre 
o crescimento econômico dos países do Mercosul, do Acordo de Livre Comércio da América do Norte (NAFTA, 
na sigla em inglês) e da União Europeia. A pesquisa reúne uma amostra de 39 países e analisa o período de 2007 
a 2021. De forma pontual, os resultados indicam que, entre os indicadores de governança, o Estado de direito 
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é o fator mais significativo para explicar o crescimento do Produto Interno Bruto (PIB) per capita. Além disso, 
constatou-se que a União Europeia está associada ao nível alto de governança e ao PIB per capita alto e médio e que 
o Mercosul está associado a nível médio de governança e PIB per capita baixo. Em geral, os resultados confirmam 
que a governança nacional é importante para o crescimento econômico, porém, vale ressaltar que por si só a 
qualidade da governança pode não ser suficiente. Aliadas à governança, o estudo revela que a formação de capital 
fixo, a inflação e a abertura comercial têm efeitos significativos no crescimento econômico dos países analisados.
Palavras-chave: teoria institucional; governança nacional; crescimento econômico.

¿Es importante la gobernanza nacional para el crecimiento económico de los países?
Hay un énfasis creciente en el papel de las instituciones a la hora de explicar el crecimiento económico de las 
naciones. Según la teoría institucional, se sostiene que algunas instituciones de excelencia establecen parámetros 
de gobernanza, lo que influencia directamente el crecimiento económico. Este estudio examina el impacto de la 
gobernanza nacional sobre el crecimiento económico de los países del Mercosur, Tratado de Libre Comercio de 
América del Norte (NAFTA) y Unión Europea. La investigación recopila una muestra de 39 países y analiza el 
periodo de 2007 a 2021. En concreto, los resultados indican que entre los indicadores de gobernanza, el Estado 
de derecho es el factor más significativo para explicar el crecimiento del Producto Interno Bruto (PIB) per cápita. 
Además, se encontró que la Unión Europea está asociada con un alto nivel de gobernanza y un PIB per cápita alto 
y medio y que el Mercosur está asociado con un nivel medio de gobernanza y un PIB per cápita bajo. En general, 
los resultados confirman que la gobernanza nacional es importante para el crecimiento económico; sin embargo, 
vale la pena destacar que la calidad de la gobernanza por sí sola puede no ser suficiente. Junto con la gobernanza, 
el estudio revela que la formación de capital fijo, la inflación y la apertura comercial tienen efectos significativos 
en el crecimiento económico de los países analizados.
Palabras clave: teoría institucional; gobernanza nacional; crecimiento económico.

1. INTRODUCTION

The role of institutions in the economic growth of countries has been one of the most dynamic areas 
of inquiry in economics. According to North (1981), institutions can be described as a set of rules, 
compliance procedures, and moral and ethical norms of behavior intended to guide individual actions 
toward the maximization of the principals’ wealth or utility. The author argued that institutional change 
plays a central role in shaping the long-term trajectory of societies and, consequently, in determining 
the direction of economic performance.

According to DiMaggio and Powell (1983), institutionalism encompasses multiple subjects, such 
as economics, political science, and sociology, with particular emphasis on governance, regimes, 
isomorphism, and legitimacy. Meyer and Rowan (1977) define institutionalization as the process 
through which social processes, obligations, or events acquire rule-like status in social thought and 
action.

Institutional Theory sustains that high-quality institutions establish governance guidelines, 
which in turn exert a direct influence on economic growth by fostering sustainable processes and 
development (Aoki, 1996; Glass & Newig, 2019; Ramzan et al., 2023). Therefore, the economic progress 
of societies is intrinsically linked to their institutional governance structures. Governments play a 
crucial role by embracing the principles of good governance in the formulation and implementation 
of appropriate policies (Quibria, 2006), given that countries with strong governance systems tend 
to be more prosperous, happier, and to face fewer socio-environmental challenges (Kyriacou, 2019).

This study investigates the relationship between national governance and economic growth, 
drawing on the assumption of Institutional Theory that the quality of institutional structures shapes 
economic incentives and influences the performance of national economies. The main argument posits 
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that different governance arrangements generate distinct effects on economic growth, particularly 
when considering countries with varying levels of development and degrees of international insertion.

Studies such as those by Acemoglu and Robinson (2012) and Rodrik et al. (2004) reinforce the idea 
that political and economic institutions shape social incentives, thereby determining whether countries 
prosper or fail. In this context, national governance is understood as the set of institutional, political, 
and administrative mechanisms that ensure the exercise of state authority and the government’s 
capacity to formulate and implement effective public policies (Kaufmann et al., 1999; Programa 
das Nações Unidas para o Desenvolvimento [PNUD], 2022). This definition is distinguished from 
related concepts such as “institutional quality” – which is broader and more diffuse – and “political 
institutions” or “economic institutions”, by emphasizing the systemic role of governance in coordinating 
interactions among state, society, and economy.

National governance includes systems and processes designed to ensure accountability, 
transparency, responsiveness, the rule of law, stability, justice, inclusion, empowerment, and broad 
participation – thus, it is one of the main factors explaining disparities in economic performance 
across countries (Kyriacou, 2019).

In this regard, it is supposed that the quality of national governance demonstrates its effectiveness 
across several areas, including the attraction of foreign direct investment (Bailey, 2018); the promotion 
of entrepreneurship (Aparicio et al., 2016); the advancement of corporate social responsibility (Ochi  
et al., 2023); and the stimulation of economic growth (Edeme & Mumuni, 2023; Gani, 2011; 
Kraipornsak, 2020; Law et al., 2013; Mehanna et al., 2010; Ramzan et al., 2023), with the latter being 
the primary focus of the present study. Additionally, strong institutions can contribute to meeting 
citizens’ social needs and fostering social progress (Uddin et al., 2023).

Considering the scope of this research, prior literature largely points to a positive relationship 
between national governance and economic growth. However, institutions do not exert the same 
influence on economic growth across different countries (Uddin et al., 2023). Therefore, it is important 
to carry out an analysis that takes into account countries from different economic blocs in order to 
obtain better results.

In pursuit of stronger competitive positioning within the global economic order, states seek to 
form economic blocs in which they mutually grant advantages and defend common interests (Hassan, 
2001). Given that countries integrate regionally to address global challenges, this study analyzes three 
major and distinct economic blocs: Mercosur (Southern Common Market), NAFTA (North American 
Free Trade Agreement), and the European Union.

Therefore, the importance of examining the relationship between countries’ governance 
indicators and economic growth lies in providing governments with the ability to undertake a more 
comprehensive assessment of their policies. This, in turn, enhances the prospects for improving 
national economic growth, given that strong administrative intervention is required to promote a 
country’s economic development (Sturm, 2013; Uddin et al., 2023).

The general objective of this study is to examine the impact of national governance on the 
economic growth of countries belonging to Mercosur, NAFTA, and the European Union. The study 
assesses the effect of governance indicators on economic growth using data from 39 countries, across 
3 economic blocs, over a 15-year period (2007–2021), thus contributing to the literature in several 
ways, particularly due to the breadth of the sample being analysed.
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In line with the assumptions of Institutional Theory, patterns of causality between institutions and 
growth may vary considerably across nations with different levels of economic development (Glass & 
Newig, 2019). In this context, the countries analyzed are members of three distinct blocs – NAFTA 
(currently USMCA, composed of the same member countries, renamed primarily for political reasons 
and to reflect the modernization of the trade agreement), Mercosur, and the European Union – thus 
enabling a comparative analysis of the proposed relationship between national governance and 
economic growth across both developed and emerging countries.

With regard to the variables employed, existing studies often focus on a single dimension  
of governance indicators. In contrast, this study proposes to examine all six World Bank national 
governance indicators, both individually and jointly, through a composite index (gov), as proposed 
by Ouedraogo et al. (2022).

In summary, this study advances the work of Uddin and Rahman (2023), which analyzed the 
impact of three of the six national governance indicators, as well as that of Epaphra and Kombe 
(2017), which focused on African countries. Furthermore, when compared to Marino et al. (2016), 
this article extends the analysis by examining countries from different economic blocs, employing a 
broader set of indicators, and covering a longer time period. It also advances beyond Gani (2011), 
which focused on low and middle-income developing countries. Radulović (2020), in its turn, analyzed 
ten European countries, but did not employ a composite governance index nor include additional 
control variables in the econometric model. Therefore, this study contributes to filling gaps identified 
in the existing literature.

2. THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT

2.1. National governance

In Institutional Theory, social practices are guided by institutions, which shape and assign specific 
probabilities of action. This does not imply uniform predetermination, but rather that social actors 
operate within an institutionalized reality where norms guide behavior and exert configurational 
pressure. Nevertheless, it is not presumed that subjects are passive: even under similar institutional 
pressures individuals in different contexts may exhibit varying levels of compliance (Jacometti  
et al., 2016).

The quality of national governance plays a central role in human development, as effective 
governments are more likely to implement robust and efficient policies that foster socioeconomic 
progress (Yang, 2010). According to Gaygisiz (2013), recent economic literature emphasizes that 
institutions significantly influence not only economic growth, but also broader development outcomes. 
The author argues that governance is critical for explaining disparities in socioeconomic development 
across countries, given that variations in governance shape economic, health, and education policies, 
as well as the quality of these services (Gaygisiz, 2013).

The United Nations Development Programme (UNDP, 2022) defines governance as the exercise 
of economic, political, and administrative authority for managing a country’s affairs at all levels. 
Governance encompasses the mechanisms, processes, and institutions that allow citizens and groups 
to articulate their interests, exercise legal rights, fulfill obligations, and resolve differences. 
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Kaufmann et al. (1999), for their part, describe governance as the traditions and institutions 
that regulate the exercise of authority for the common good. This definition includes the selection, 
monitoring, and replacement of leaders, as well as the government’s capacity to manage resources 
effectively and implement sound policies.

Since 1996, the World Bank has published the Worldwide Governance Indicators (WGI), 
which assess six dimensions of governance: voice and accountability, political stability, government 
effectiveness, regulatory quality, rule of law, and control of corruption. According to Kaufmann  
et al. (1999), the purpose of these indicators is to measure subjective perceptions regarding the quality 
of governance across countries. These dimensions reflect the perspectives of a broad spectrum of 
businesses, citizens, and experts on governance quality in both developed and developing countries 
(Gaygisiz, 2013; Kaufmann et al., 2009).

In this study, national governance is understood as the quality and effectiveness of institutional 
and administrative arrangements that ensure accountability, transparency, government effectiveness, 
political stability, the rule of law, regulatory quality, and control of corruption – dimensions 
operationalized by the WGI. This concept is therefore distinct from “institutional quality”, which 
encompasses broader aspects of political and social organization, and from “economic institutions”, 
which pertain to specific rules regarding property, contracts, and market incentives (Rodrik  
et al., 2004). The relationship between governance indicators and economic growth has been the 
subject of several recent studies (Dossou et al., 2023; Ochi et al., 2023; Ouedraogo et al., 2022).

Among related studies, diverse findings have emerged regarding the relationship between national 
governance and economic and social development. For instance, studies have found an association 
between good governance and poverty reduction (Aracil et al., 2022; Jindra & Vaz, 2019; Nguyen  
et al., 2019), evidence that better governance and public administration improve income distribution 
(Nguyen et al., 2019), and proof that democratic institutions exert influence on gender equality (Glass 
& Newig, 2019; Jamil et al., 2022). Furthermore, studies indicate that the quality of governance plays 
a significant role in promoting a country’s economic and financial growth (Law et al., 2013; Ramzan 
et al., 2023; Uddin et al., 2023).

Given this context, the quality of governmental institutions plays a central role in economic 
growth, as effective governments tend to implement robust and efficient policies that foster human 
progress (Yang, 2010). Moreover, it is necessary to distinguish between economic growth and economic 
development. Growth refers to the quantitative increase in production, usually measured by Gross 
Domestic Product (GDP) or GDP per capita, whereas development encompasses broader qualitative 
dimensions, such as income distribution, health, education, and social well-being (Stiglitz et al., 2009). 
Since the dependent variable used in this study is GDP per capita, the analysis is limited to economic 
growth rather than economic development, thereby avoiding conceptual ambiguities.

2.1. Economic growth

According to Acemoglu and Robinson (2010), institutions play a crucial role as determinants 
of economic growth, as they shape the incentives present in society and can either stimulate or  
hinder economic activity. To Murphy et al. (2004), lower-quality institutions have the potential to slow 
economic activity by directing economic agents toward redistributive policies with lower economic 
returns, rather than toward activities that effectively promote growth.
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From this perspective, numerous studies have examined the role of governance in economic 
growth, with the prevailing conclusion being that institutions exert a fundamental role as positive 
and significant determinants of economic growth (Law et al., 2013). One of the most widely used 
measures for assessing a country’s economic growth is GDP per capita (van Stel et al., 2005).

Using GDP per capita as a proxy for economic growth, Abubakar (2020) demonstrates that good 
governance has a positive effect on economic growth. Similarly, Epaphra and Kombe (2017) found 
that institutions play a pivotal role in economic growth, with political stability appearing to be the 
most significant factor in explaining the real GDP per capita growth in African countries. Nguyen  
et al. (2019) examined the effect of good governance and public administration on GDP per capita, 
income inequality, and poverty, reporting a positive relationship between governance, public 
administration, and GDP per capita. Thus, these findings demonstrate that better governance promotes 
economic growth.

Other studies have also identified a positive association between national governance indicators 
and economic growth, suggesting that higher institutional quality can contribute to a country’s 
economic growth (Edeme & Mumuni, 2023; Gani, 2011; Kraipornsak, 2020; Law et al., 2013; Mehanna  
et al., 2010; Radulović, 2020; Ramzan et al., 2023).

Thus, based on the assumptions of Institutional Theory and the recommendations of prior 
literature, it is proposed that national governance exerts a positive influence on the economic growth 
of countries. However, it is recognized that this relationship may not be unidirectional, as suggested by 
Acemoglu and Robinson (2012) and Rodrik et al. (2004), since economic growth itself may reinforce 
institutional quality and governance mechanisms, either through the enhancement of state capacity 
or through greater societal demand for transparency and accountability.

Consequently, although this study formulates directional hypotheses, the results should be 
interpreted with caution due to potential simultaneity between governance and growth. It must  
be emphasized that the following hypotheses are formulated in terms of positive association, but 
they should not be interpreted as strictly causal relationships, given the methodological limitations 
of the model.

•	 General Hypothesis (H1): The quality of national governance positively affects economic 
growth.

•	 Hypothesis H1a: Control of corruption affects economic growth.

•	 Hypothesis H1b: Government effectiveness affects economic growth.

•	 Hypothesis H1c: Political stability affects economic growth.

•	 Hypothesis H1d: Regulatory quality affects economic growth.

•	 Hypothesis H1e: Rule of law affects economic growth.

•	 Hypothesis H1f: Voice and accountability affect economic growth.
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FIGURE 1      THEORETICAL FRAMEWORK OF THE STUDY

National 
Governance 

Corruption 

Government 

Regulation 

Rule of Law 

Voice 

Politics 

H1a: Control of corruption affects economic growth. 

H1b: Government effectiveness affects economic 
growth.  

H1c: Political stability affects economic growth.  

H1d: Regulatory quality affects economic growth.  

H1e: Rule of law affects economic growth.  

H1f: Voice and accountability affect economic growth.  

Economic Growth 
H1: The quality of national governance positively affects economic growth. 

Source: Elaborated by the authors.

3. METHOD

This study examines the relationship between national governance indicators and economic growth 
in the countries that constitute Mercosur, NAFTA (now USMCA), and the European Union. To this 
end, data were collected in February 2024 from the websites of international institutions – the World 
Bank, the World Intellectual Property Organization (WIPO), and the International Monetary Fund 
(IMF) – covering the period from 2007 to 2021.

Regarding the economic blocs, the European Union emerged in the 1950s and is characterized as 
an economic and political partnership and considered a supranational alliance. It operates through 
a system of independent institutions and makes decisions negotiated among its member states, 
resulting in the creation of its own legal framework. Mercosur, in turn, was established in 1991 by 
South American countries, with the primary objective of promoting political, economic, and social 
integration among its members. Finally, NAFTA was established in 1994 and comprises the United 
States, Canada, and Mexico.

Given these contexts, the sample of the present study consists of all member and associate countries 
of the three economic blocs for which data were available. Accordingly, four associate countries of 
Mercosur were excluded: Venezuela, due to the suspension of its rights; Bolivia, due to its process  
of accession still being undercurrent; and Guyana and Suriname, due to the lack of available data. 
Table 1 presents a breakdown of the number of member and associate countries in each economic 
bloc. It should be noted that the United Kingdom is included in the European Union sample, given 
that its withdrawal was officially finalized in 2020.
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TABLE 1     STUDY SAMPLE

Population
Mercosur NAFTA European Union Total

12 countries 3 countries 28 countries 43 countries

(-) Exclusions (-) 4 countries - - (-) 4 países

Sample

8 countries 3 countries 28 countries

39 countriesArgentina, Brazil, 
Chile, Colombia, 
Ecuador, Paraguay, 
Peru, and Uruguay

Canada, the United 
States, and Mexico

Germany, Austria, Belgium, Bulgaria, 
Cyprus, Croatia, Denmark, Slovakia, 
Slovenia, Spain, Estonia, Finland, France, 
Greece, Hungary, Ireland, Italy, Latvia, 
Lithuania, Luxembourg, Malta, the 
Netherlands, Poland, Portugal, the United 
Kingdom, the Czech Republic, Romania, 
and Sweden

Source: Elaborated by the authors.

Tables 2 and 3 summarize the independent, dependent, and control variables used in the study, 
presenting their respective data sources, theoretical descriptions, and the references that support 
their use.
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TABLE 2    INDEPENDENT VARIABLES RELATED TO NATIONAL GOVERNANCE

Independent variables – 

National governance indicators
Data source Theoretical Descriptions References

Voice and accountability (voice)

World 
Governance 
Indicator 

It measures the extent to which a 
country’s citizens are able to participate 
in the selection of their government, as 
well as their freedom of expression and 
association, and the existence of a free 
press.

Abbas et al. (2021)
Dam (2006)
Edeme & Mumuni (2023)
Epaphra & Kombe (2017)
Gani (2011)
Kraipornsak (2020)
Law et al. (2013)
Mehanna et al. (2010)
Radulović (2020)
Stewart et al. (2021)
Uddin & Rahman (2023)

Political stability
(politic)

It measures the perceived likelihood 
that a government will be destabilized or 
overthrown by unconstitutional or violent 
means, including politically motivated 
violence or terrorism.

Government effectiveness 
(governm)

It measures perceptions of the quality 
of public services and their degree of 
independence from political pressures, 
the quality of policy formulation and 
implementation, and the government’s 
commitment to such policies.

Regulatory quality
(regul)

It measures perceptions of the 
government’s ability to formulate and 
implement sound policies and regulations 
that enable private sector development.

Rule of law
(rule)

It measures perceptions of the extent 
to which agents have confidence in and 
abide by the rules of society, particularly 
the quality of contract enforcement, 
property rights, the police, and the courts.

Control of corruption (corrup)

It measures perceptions of the extent to 
which public power is exercised for private 
gain, including both petty and grand forms 
of corruption, as well as the degree to 
which the state is captured by elites and 
private interests.

Governance 
(gov)

Composite index of the six governance 
indicators produced by the World Bank. -

Source: Elaborated by the authors.
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TABLE 3     DEPENDENT AND CONTROL VARIABLES

Variables Data source Definition/description of the variable

Dependent
GDP per capita 
(lnpibper)

World Development 
Indicator (WDI)

Real GDP per capita is expressed in constant prices (US$).

Control

Public debt 
(lndivpub)

World Economic 
Outlook (IMF)

Public debt represents a potentially valuable resource for 
financing government expenditures and managing budget 
deficits (Ramzan et al., 2023). Therefore, it directly impacts 
economic growth. Studies suggest that effective political 
frameworks and institutions are necessary to promote 
investment, long-term growth, and debt reduction (Tarek & 
Ahmed, 2017).

Innovation 
(lngii)

WIPO

In the highly competitive global economy, innovation has 
emerged as one of the main drivers of economic growth and 
development (Kaftan et al., 2023). Research across different 
fields indicates that innovation has a direct impact on regional 
economic growth (Ma & Zhu, 2022; Paula et al., 2021).

Fixed Capital 
(lncapfixo)

 WDI

Fixed capital formation contributes to increasing the productivity 
and production capacity of an economy. Investment in physical 
capital, or net fixed capital formation, promotes economic 
growth by enhancing productive capacity in the medium and 
long term (Epaphra & Kombe, 2017; Kraipornsak, 2020).

Trade openness 
(lnabert)

WDI

Trade openness is crucial for economic growth, as it promotes 
capital formation, market expansion, advances in production 
capacity, and the creation of employment opportunities, thereby 
contributing to poverty reduction (Radmehr et al., 2022). Konga 
et al. (2020) examined the relationship between trade openness 
and economic growth and found that trade openness stimulates 
economic growth in both the short and long run.

Inflation
(lninfla)

WDI
Studies reveal a significant negative relationship between 
inflation and economic growth (Gokal & Hanif, 2004).

Investment 
in education 
(lneduca)

WDI

Globally, there is a consensus among nations that continuous 
learning, skills development, and lifelong education play a 
fundamental role in addressing contemporary problems and 
challenges encompassing social, cultural, and economic 
dimensions, as well as issues related to health, well-being, and 
development (Lin, 2019).

Source: Elaborated by the authors.
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2.1. Data analysis and empirical models

2.1.1.	 Composite governance index

To address the issue of causality, Mehanna et al. (2010) employed the simple average of the six World 
Bank governance indicators in order to construct a new index. While some researchers use percentile 
rankings to index governance variables on a scale from 0 to 1 – in which higher values indicate better 
governance quality (Morrissey & Udomkerdmongkol, 2012) – others develop a classification system 
ranging from 0 to 10 by applying a weighted average of the six indicators (Abbas et al., 2021).

Aiming to analyze the overall performance of national governance in the 39 countries in the 
sample, a composite governance index must be constructed based on a factor analysis using Principal 
Components Analysis (PCA), conducted using the six indicators shown in Figure 2 (Kline, 2014).

2.1.2.	 Statistical tests 

Initially, the data were described in order to present a profile of the 39 countries in the sample 
regarding governance indicators and economic growth over time. Subsequently, the technique of 
Multiple Correspondence Analysis (MCA) was employed to, through a perceptual map, examine 
associations among the economic blocs, national governance indicators, and economic growth 
(Whitlark & Smith, 2001).

To test the hypotheses, this study proposes the estimation of seven econometric models, as 
described below:
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In which:

Although seven equations are presented above, it is important to emphasize that they should not 
be analyzed in isolation. The first equation aims to verify whether national governance influences the 
economic growth of countries in the three analyzed blocs, which constitutes the central objective of this 
paper. The remaining equations are intended only to examine whether this influence operates through 
the individual indicators that compose the governance index. Thus, depending on the estimation 
results, the last six equations may provide insights into how governance affects economic growth.

It is known that the relationship between national governance and economic growth is characterized 
by endogeneity, given the mutual interaction between these variables, as indicated by previous studies 
applied in different institutional contexts using specific proxies (Liberato & Ribeiro, 2020; Nogueira & 
Arraes, 2023; Sobral et al., 2014). On one hand, strong institutions and good governance practices are 
considered fundamental for sustained growth; on the other hand, economic growth itself generates 
conditions and pressures for improved governance. That is to say that this bidirectional relationship 
creates an endogeneity problem, which, if not addressed, will produce biased estimates.

As noted by Bond et al. (2001), growth models are typically estimated using dynamic panel data 
(DPD) techniques, including the System Generalized Method of Moments (SYS-GMM) (Arellano & 
Bover, 1995; Blundell & Bond, 1998). To address the endogeneity problem in the model, this study 
employs the SYS-GMM estimation method, which uses a system that combines level equations, as 
specified above, with first-difference equations, as described below:
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It is worth noting that the method uses lagged first-difference variables and lagged level variables 
as instruments for the level and first-difference equations, respectively. In addition, to test for 
residual autocorrelation, the Arellano and Bond (1991) test is applied for first- and second-order 
autocorrelation, in which the null hypothesis of no first-order autocorrelation should be rejected, 
while the null hypothesis of no second-order autocorrelation should not be rejected.

To assess the validity of the instruments, the Hansen (1982) test is employed, in which the null 
hypothesis of instrument validity should not be rejected. It should also be noted that the data were 
processed using Microsoft Excel, in addition to the software programs Stata 14 and SPSS 21.

3. RESULTS

3.1. Composite governance index

Initially, Table 4 presents the correlation matrix of the six indicators that constitute national governance.
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TABLE 4     CORRELATION MATRIX

corrup governm politic regul rule voice

corrup 1

governm 0.9365 1

politic 0.7438 0.7489 1

regul 0.8576 0.8809 0.6708 1

rule 0.9477 0.9506 0.7805 0.9149 1

voice 0.9526 0.9208 0.7985 0.8557 0.9449 1

Note: corrup = corruption indicator; governm = government effectiveness indicator; politic = political stability indicator; regul = regulatory quality indicator; rule 

= rule of law indicator; voice = voice and accountability indicator. 

Source: Research Data.

It can be observed that the correlations are high, which could result in severe multicollinearity in 
the regression model if at least two of these variables were included simultaneously in the same model 
(equation). Therefore, to assess which public governance indicators influence economic growth, a 
separate model will be estimated for each of these variables, so that the high correlations observed 
among them will not lead to multicollinearity.

High correlations, however, reinforce the convergent interpretation of the indicators, as they 
represent complementary aspects of the same institutional structure. In this context, each individual 
model captures the specific contribution of each indicator within this integrated set, without 
compromising the statistical consistency of the coefficients.

Subsequently, this study employs Principal Components Analysis (PCA) to construct a composite 
governance index (gov) from its six components. The Kaiser-Meyer-Olkin (KMO) statistic, used to 
assess the suitability of the data for factor analysis, yielded a value of 0.906, and Bartlett’s test resulted 
in a significant 5%, indicating the adequacy of the sample. The Kaiser criterion identified a single 
factor, which accounted for 88% of the total variance. 

3.2. Descriptive analysis

Table 5 presents the descriptive statistics for GDP per capita, the composite governance index (gov), 
and the governance indicators for each economic bloc. It should be noted that GDP per capita values 
are expressed in U.S. dollars (US$); the governance indicators have been standardized, ranging from 0 
to 1; and the composite index is the result of the PCA generated from the variables shown in Figure 2.

Initially, it can be observed that the mean GDP per capita (pib_per_capita) for the NAFTA and 
European Union blocs are relatively similar and, on average, approximately four times higher than 
the GDP per capita of Mercosur.
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TABLE 5      DESCRIPTIVE ANALYSIS

Economic 

Bloc

Variable Proxy Obs Mean Standard 

Deviation

Minimum Maximum

Mercosur

Economic growth pib_per_capita 120 9168.729 4180.319 3194.26 19026

Composite 
governance index

gov 120 -1.241607 0.9679605 -2.7439 0.5400901

Governance 
indicators

corrup 120 0.5020505 0.2388226 0.07767 0.913462

governm 120 0.5009001 0.1780133 0.163462 0.843602

politic 120 0.4143495 0.2117399 0.052133 0.9

regul 120 0.5337247 0.2250335 0.076555 0.927184

rule 120 0.4557992 0.2148995 0.104265 0.879808

voice 120 0.5975811 0.1562854 0.370892 0.937198

NAFTA

Economic growth pib_per_capita 45 37637.65 20771.74 8104.92 70219.5

Composite 
governance index

gov 45 -0.0179029 1.229412 -2.189723 1.15055

Governance 
indicators

corrup 45 0.7051077 0.3050358 0.163462 0.966507

governm 45 0.8022873 0.1931108 0.399038 0.971154

politic 45 0.5624426 0.2748624 0.169811 0.952381

regul 45 0.8158019 0.1657283 0.442308 0.975962

rule 45 0.7298118 0.2889266 0.230769 0.966825

voice 45 0.7562199 0.2013429 0.428571 0.961353

European 
Union

Economic growth pib_per_capita 420 34332.61 22733.97 5888.78 133590

Composite 
governance index

gov 420 0.356663 0.6323928 -1.083522 1.315724

Governance 
indicators

corrup 420 0.7843568 0.1559517 0.445498 1

governm 420 0.8131809 0.1298465 0.423077 1

politic 420 0.7216003 0.1433489 0.302885 1

regul 420 0.8410777 0.1011787 0.605769 1

rule 420 0.8172714 0.1368423 0.5 1

voice 420 0.8336922 0.1184132 0.560386 1

Note: pib_per_capita = GDP per capita (US$); composite governance index; corruption indicator; government effectiveness indicator; political stability indicator; 

regulatory quality indicator; rule of law indicator; voice and accountability indicator.

Source: Research Data.
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Regarding governance, the highest indicator values were observed in the countries of NAFTA  
and the European Union; however, only the European Union achieved the maximum level. In Mercosur, 
the best-performing indicator was voice and accountability, with a mean of 0.59 and a maximum of 
0.937, whereas the corruption indicator had a minimum value of 0.077.

Given the data span (2007-2021), it was decided that the trajectories of these variables should be 
presented. Figure 2 shows the evolution of GDP per capita across the three economic blocs.

FIGURE 2      GDP PER CAPITA EVOLUTION

Source: Research Data.

It can be observed that GDP per capita in the three economic blocs followed upward trajectories 
without significant fluctuations. In Mercosur, GDP per capita amounted to US$ 5,906.54 in 2007 
and reached US$ 9,655.88 in 2021, representing a growth of 63%. NAFTA and the European Union 
recorded GDP per capita levels of US$ 34,143.34 and US$ 33,349.27, respectively, in 2007. However, 
in 2010, NAFTA experienced stronger growth, diverging somewhat from the European Union – a 
gap that remained largely unchanged over time. As a result, in 2021, NAFTA and the European 
Union reached GDP per capita levels of US$ 44,207.93 (a 29% increase relative to 2007) and US$ 
40,328.66 (a 20% increase relative to 2007), respectively. These results may reflect distinct economic 
and political dynamics across the blocs, highlighting the importance of considering regional contexts 
when interpreting economic data (Hassan, 2001).

With respect to the average evolution of the governance indicator, a pattern similar to that observed 
for GDP per capita emerges, with the European Union and NAFTA exhibiting the highest average 
values (Figure 3).
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FIGURE 3     AVERAGE GOVERNANCE INDICATOR BY ECONOMIC BLOC

Source: Research Data.

Overall, the findings can be explained through the lens of Institutional Theory. The European 
Union, as the most stable bloc across all indicators, may exhibit more robust and efficient institutions 
compared to Mercosur and NAFTA, thereby contributing to higher governance indicators. In this 
context, beyond institutional strength, differences in legal, regulatory, and cultural systems also 
influence the observed outcomes.

Figures 4 through 9 illustrate the behavior of each component of the governance indicator over 
the 2007–2021 period for each economic bloc. Overall, Mercosur displays the lowest average values 
across all indicators throughout the period. In contrast, the European Union and NAFTA exhibit 
similar averages, except for the political stability indicator, for which the European Union’s average is 
substantially higher than that of NAFTA – particularly from 2016 onward, when NAFTA’s average for 
this indicator follows a declining trajectory, approaching that of Mercosur. Moreover, the European 
Union’s averages show a relatively stable trajectory over the period, largely concentrated around the 
0.8 level.

FIGURE 4      EVOLUTION OF THE AVERAGE CORRUPTION CONTROL INDICATOR

Source: Research Data.
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FIGURE 5       EVOLUTION OF THE AVERAGE GOVERNMENT EFFECTIVENESS INDICATOR

Source: Research Data.

FIGURE 6     EVOLUTION OF THE AVERAGE POLITICAL STABILITY INDICATOR

Source: Research Data.

FIGURE 7      EVOLUTION OF THE AVERAGE REGULATORY QUALITY INDICATOR

Source: Research Data.
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FIGURE 8      EVOLUTION OF THE AVERAGE RULE OF LAW INDICATOR

Source: Research Data.

FIGURE 9      EVOLUTION OF THE AVERAGE VOICE AND ACCOUNTABILITY INDICATOR

Source: Research Data.

Considering the above, the European Union stands out as the bloc with the highest GDP per capita 
and governance levels, both in aggregate and across each component, while Mercosur exhibits the 
lowest averages. Accordingly, the results appear to indicate a positive relationship between governance 
and economic growth, as measured here by GDP per capita.

3.3. Multiple correspondence analysis

Figure 10 presents a visual representation of the relationships between the categories of the economic 
bloc, governance indicators, and economic growth variables.
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(Continue)

FIGURE 10     PERPECTUAL MAP DERIVED FROM MCA

Source: Research Data.

First, it is observed that the European Union is associated with high levels of governance and high 
and medium GDP per capita. It is also noted that Mercosur is associated with intermediate levels of 
governance and with low GDP per capita, whereas the NAFTA bloc is not associated with any specific 
level of governance or GDP per capita.

Next, Table 6 presents the results of the estimations of the seven models proposed earlier to test 
this paper’s hypotheses. The Arellano–Bond test fails to reject the null hypothesis of no second-order 
autocorrelation (AR 2), but rejects the null of no first-order autocorrelation (AR 1). In addition, the 
Hansen test does not reject the null hypothesis that the instruments are valid. Therefore, as discussed 
in the previous section, the estimations can be considered efficient.

TABLE 6    ANALYSIS OF THE ECONOMETRIC MODELS – DEPENDENT VARIABLE: GDP PER CAPITA

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

lnpibper 0.403*** 0.484*** 0.574*** 0.491*** 0.597*** 0.497*** 0.474***

(0.109) (0.091) (0.107) (0.081) (0.154) (0.166) (0.099)

gov 0.319***

(0.108)

corrup 1.067***
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Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

(0.376)

governm 1.247**

(0.549)

politic 1.120***

(0.323)

regul 0.972

(0.671)

rule 1.130

(0.710)

voice 1.788***

(0.396)

lndivpub -0.065 -0.039 -0.052 -0.062 -0.084 -0.098 -0.051

(0.124) (0.115) (0.112) (0.078) (0.127) (0.080) (0.086)

lngii 0.026 -0.000 -0.032 -0.094 0.038 0.013 0.052

(0.110) (0.115) (0.089) (0.106) (0.109) (0.111) (0.103)

ln_capfixo 0.255*** 0.246*** 0.195*** 0.309*** 0.231*** 0.239*** 0.196***

(0.069) (0.067) (0.066) (0.063) (0.072) (0.085) (0.057)

lnabertura 0.394*** 0.490*** 0.333** 0.482*** 0.393** 0.409* 0.345***

(0.137) (0.132) (0.137) (0.175) (0.161) (0.207) (0.121)

lninfla 0.036** 0.033** 0.043*** 0.018 0.038** 0.042* 0.032***

(0.015) (0.013) (0.014) (0.015) (0.015) (0.024) (0.011)

lneduca -0.331 -0.199 -0.352 -0.089 -0.207 -0.250 -0.352*

(0.364) (0.269) (0.374) (0.289) (0.419) (0.480) (0.186)

constant 0.439 -1.167 -0.669 -2.683*** -1.819 -0.921 -0.269

 (1.656) (1.264) (1.334) (0.987) (1.403) (1.556) (0.804)

AR(1) p 0.002 0.001 0.001 0.001 0.002 0.001 0.000

AR(2) p 0.25 0.312 0.238 0.443 0.277 0.278 0.142

Hansen p 0.276 0.321 0.283 0.402 0.361 0.228 0.248

N 487 487 487 487 487 487 487

Groups 39 39 39 39 39 39 39

Note: standard errors in parentheses, *p < 0.05, **p < 0.01, ***p < 0.001, composite governance index; corruption indicator; government effectiveness indicator; 

political stability indicator; regulatory quality indicator; rule of law indicator; voice and accountability indicator; public debt; innovation index;  fixed capital formation; 

trade openness; inflation; education.

Source: Research Data.

To facilitate comparison of the estimated effects across the different models, Table 7 summarizes 
the coefficients associated with the governance indicators.
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TABLE 7     ECONOMETRIC MODELS – COMPARATIVE TABLE

Governance indicator Coefficient Sign Significance

Índice gov 0.319 Positive ***

Corrup 1.067 Positive ***

Governm 1.247 Positive **

Politic 1.12 Positive ***

Regul 0.972 Positive n.s.

Rule 1.13 Positive n.s.

Voice 1.788 Positive ***

Note: n.s. = not significant, *p < 0.05, **p < 0.01, ***p < 0.001. The coefficients correspond to Models 1-7 in Table 6.

Source: Research Data.

Based on Table 6,  national governance is shown to have a positive relationship with GDP per 
capita (Model 1). This finding suggests that national governance can be interpreted as an institutional 
factor that influences economic growth, as higher levels of governance are, on average, associated 
with higher GDP per capita.

In addition, six further models (Models 2 to 7) were estimated in order to identify which  
specific components of public governance influence economic growth. The results indicate that four 
governance components exhibit a positive and statistically significant relationship with GDP per 
capita, namely: political stability – consistent with the findings of Epaphra and Kombe (2017), Gani 
(2011), Radulović (2020), and Ramzan et al. (2023); government effectiveness – corroborating earlier 
studies by Gani (2011), Kraipornsak (2020), Mehanna et al. (2010), Radulović (2020), and Uddin and 
Rahman (2023); voice and accountability – as reported by Kraipornsak (2020), Radulović (2020), 
and Ramzan et al. (2023); and control of corruption – reinforcing previous evidence highlighting 
the crucial role of corruption control in fostering economic growth (Kraipornsak, 2020; Mehanna  
et al., 2010; Ramzan et al., 2023; Uddin & Rahman, 2023).

Despite the theoretical relevance of regulatory quality and the rule of law, these indicators were 
not statistically significant (Aoki, 1996; Kaufmann et al., 1999). One possible explanation lies in 
institutional heterogeneity across blocs: in the European Union, these indicators already display high 
and stable levels, which may reduce their marginal impact on growth; in Mercosur, by contrast, greater 
institutional fragility combined with limited variation may prevent their effects from translating into 
measurable growth effects. 

An alternative explanation is the presence of nonlinear effects, as the literature suggests that 
regulation and the rule of law stimulate growth only after a certain threshold of institutional quality is 
reached (Kraipornsak, 2020; Ochi et al., 2023). Consequently, in countries that have not yet attained this 
threshold, their effects may not be captured by linear models, such as the one employed in this study.

Based on what has been presented, the results provide evidence that good governance practices 
are essential for promoting economic growth. Thus, good governance emerges as a key mechanism 
for fostering national development, reducing poverty, mitigating income inequality, and sustaining 
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higher economic growth. These findings are consistent with the assumptions of Institutional Theory 
and with the widely accepted understanding that stronger institutions are necessary to stimulate 
economic growth.

Regarding the control variables, the results indicate that fixed capital formation, trade openness, 
and inflation are statistically significant and exert positive effects on economic growth, as expected. 
Regarding innovation, the study by Paula et al. (2021), conducted in the Brazilian context, similarly 
found that R&D expenditures were not significant in explaining the country’s economic growth.

Finally, fixed capital formation exhibits relatively large and stable coefficients across all models 
(ranging from 0.19 to 0.30). This may partially mask the effects of governance, suggesting that economic 
growth in the sample is strongly driven by investment in physical capital.

3.4. Synthesis of results

Table 8 reports the main results from the analysis of the impact of national governance on economic 
growth.

TABLE 8     SUMMARY OF THE RESULTS

Variables Expected Outcome Obtained Outcome Conclusion regarding the hypothesis

Composite governance index Positive (+) Positive (+) Confirmed H1

Control of corruption Positive (+) Positive (+) Confirmed H1a

Government effectiveness Positive (+) Positive (+) Confirmed H1b

Political stability Positive (+) Positive (+) Confirmed H1c

Regulatory quality Positive (+) Not significant Unconfirmed H1d

Rule of law Positive (+) Not significant Unconfirmed H1e

Voice and accountability Positive (+) Positive (+) Confirmed H1f

Source: Research Data.

Based on Table 8, with the exception of the hypotheses involving regulatory quality and the rule 
of law, all other hypotheses were confirmed and are supported by the assumptions of Institutional 
Theory. This finding can be partly explained by the observation of Stewart et al. (2021), who note that 
while regulatory quality may reduce the availability of credit in a country, this does not necessarily 
translate into an effect on GDP.

Similarly, the rule of law – which reflects the quality of a country’s legal institutions, the effectiveness 
of its rules and regulations, and the commitment of both government and citizens to abide by 
established norms – was not statistically significant in influencing economic growth, as measured 
by GDP per capita (Aoki, 1996; Dam, 2006). This result does not fully align with the theoretical 
prediction that high-quality institutions provide governance guidelines that exert a direct influence 
on economic growth, given the observed statistical insignificance of these variables.
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4. CONCLUSIONS 

Good governance is one of the United Nations Sustainable Development Goals (SDGs). This study 
examined the impact of national governance on economic growth in Mercosur, NAFTA, and the 
European Union. Specifically, the study assessed economic growth, described the national governance 
indicators of the analyzed blocs, and comparatively analyzed these governance indicators across 
blocs. Thus, the analysis investigated the effects of the six World Bank governance indicators, as well 
as the composite governance index (gov), on economic growth by using a panel data approach for 
the period 2007–2021.

Regarding economic growth, different economic and political dynamics were observed across 
the blocs, highlighting the importance of considering regional contexts when interpreting economic 
data. Additionally, the results indicate a trajectory of stability in national governance indicators, 
with similarities between NAFTA and the European Union, the latter displaying the highest overall 
performance. 

In general, NAFTA and the European Union stood out for exhibiting notable economic growth 
compared to Mercosur. These regions also present the highest levels of governance indicators, 
underscoring the substantial importance of effective governance systems as a determinant of national 
economic progress. The European Union, as a bloc with greater stability across all governance 
indicators, possesses more robust and efficient institutions than Mercosur and NAFTA, contributing 
to higher governance outcomes.

According to the results of the Multiple Correspondence Analysis (MCA), the European Union 
is associated with high levels of governance and high and medium GDP per capita throughout its 
countries. Mercosur is associated with medium levels of governance and low GDP per capita, while 
NAFTA is not associated with any specific level of governance or GDP per capita. 

The results of the econometric models indicate that, with the exception of regulatory quality and  
the rule of law, national governance indicators and the composite governance index positively  
and significantly affect economic growth. In other words, government effectiveness, control of 
corruption, voice and accountability, and political stability are necessary to promote economic growth 
in the countries analyzed. Therefore, well-governed countries have the potential to formulate and 
implement policies that stimulate growth. 

Additionally, the study provides evidence that fixed capital formation, inflation, and trade 
openness are positively significant for economic growth. In contrast, there is no empirical evidence 
that innovation, education, or public debt significantly influence the economic growth of countries 
in Mercosur, NAFTA, and the European Union. 

Consequently, it is imperative that governments in Mercosur adopt improved governance practices 
to reshape economic growth in South American economies. Furthermore, investing in fixed capital 
formation and trade openness, as well as controlling inflation, can help revitalize growth in these 
countries. 

The findings of this study suggest that the dynamics of the modern global economy make it 
necessary for developing countries to act proactively within their own borders to enhance the 
dimensions of national governance and establish governance practices that are internally relevant 
and internationally comparable and consistent.
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Given the crucial role of institutional governance quality in relation to economic growth, these 
results are highly significant. They serve as a warning to policymakers and public administrators, 
emphasizing the importance of adopting good governance practices. This is essential both in policy 
formulation and in the effective management of public resources.

Moreover, the analysis of the World Bank governance indicators used in this study revealed notable 
differences between countries across the different economic blocs. This finding aligns with previous 
literature, which highlights the need to account for country-specific characteristics in governance 
studies. It is important to note, however, that this research did not analyze these country-specific 
characteristics individually.

Regarding limitations of this research, it should be first noticed that the characteristics of each 
economic bloc constrained the analysis, as it was not possible to empirically examine variable 
relationships separately by bloc. Another limitation is the focus on economic growth measured 
exclusively by GDP per capita, which does not account for social development indicators. For future 
research, it is recommended that the results be analyzed separately for each economic bloc. It is also 
advisable to incorporate social development indicators into the analysis.
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