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ABSTRACT  

This article empirically examines direct and indirect impact of dynamic institutions on 

sustainable development 40 developing countries over the period of 2000-2015. Dynamic 

institutions taken into consideration in this study are political and ethnic institutions, 

market legitimizing and regulating institutions and democratic institutions. For empirical 

analysis, a dynamic panel model approach is utilized System Generalized Method of 

Moments (SYS-GMM). The overall results verify that ethnic conflicts discourage 

sustainable development while democracy has no impact on sustainable development. 

However, market regulatory institutions have significant positive impact on sustainable 

development in developing countries. 
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1. BACKGROUND OF THE STUDY 

In the recent decades, the development view has changed from simple development to 

sustainable development. Practical improvement signifies "advancement that addresses 

the present age's issues without trading off the capacity of future ages to address their own 

particular issues". Practical advancement is a multidimensional idea that spreads across 

social, financial, and ecological perspectives. Sustainable development centers around the 

significance of intergenerational value of assets conceivable through effective usage of the 

asset (Bilbao‐Ubillos, 2013). Sustainable development is a viable technique to advance 

human development that lessens poverty and asset disparity within generations through 

the procedure of social consideration. Additionally, it stimulates the adaptive capacity by 

way of proper allocations of resource. Sustainable development cause a smooth progress 

of intergenerational assets transition of intergenerational resources transfer within set of 

developing nations (Loos et al., 2014). Different components influence the elements of 

sustainable development, including monetary, social and institutional variables (Wage et 

al., 2015). The new institutional schools of thought meant the significance of institutional 

factors in advancement to the concept of sustainable development (Quental and Lourenço, 

2012). 

In the last three decades, institutions have held attention of scientists, arrangement creators 

and advancement specialists. Institutions are characterized as the "requirements that 

individuals force on themselves" (North, 1990a). Institutions can influence supportable 

improvement through social, monetary, condition and globalization channels. A recent 

institutional setup can work through social channels for advancing economic improvement 

in the course of the most recent three decades; foundations have gotten expanding 

consideration from scientists, arrangement creators and advancement specialists. An 

institutional system helps in limiting the wage disparity inside among generation, which 

advances a superior expectation for everyday comforts for the general population through 

the arrangements of business, wellbeing for all areas of the economy and sustainable 

development (Jerneck et al., 2011). 

Institutions affect economic factors through production and consumption channels 

necessary for economic sustainability. A better institutional system generates higher level 

of taxes that builds the financial capacity of the system and promotes sustainable economic 

growth (Azapagic, 2004). Institutions help in the protection of property rights that are 

important for environmental sustainability and ecosystem protection for sustainable 

development (Azapagic, 2004; Iizuka & Katz, 2015; Torpey-Saboe et al., 2015).  

Despite the fact, that there is a hypothetical debate on the part of institutions in upgrading 

monetary development, a couple of studies have explored empirically the role of 

institutions in promoting sustainable development. Theses study’s findings are mixed 

regarding institutional role for sustainable development. A few studies demonstrate a 
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positive connection amongst institutions and sustainable development (Carbonnier and 

Sumner, 2012). These studies have demonstrated that rule of law, Governance, 

transparency and democratic quality positively influence sustainable development. 

However, some different studies have found that role of government negatively impacts 

on sustainable development (Landman, 2000; Pande and Udry, 2005). 

Given this background, it is evident that the role of dynamic institutions in promoting 

sustainable development remains inconclusive. Various factors can be held responsible for 

the mixed results out of the existing literature. First, there are issues in defining the notion 

of sustainable development. Over the last two decades, various indicators, such carbon 

emission, are used as a substitute for sustainable development. Second, different studies 

have used different indicators to capture institutions, such as corruption, government 

stability, rule of law and democracy. Further, to properly comprehend institutions and 

evaluate its impact on sustainable development, there is a need to develop comprehensive 

analysis.  

Given these explanations, it is clear that the part of dynamic institutions in advancing 

sustainable development stays uncertain. Different variables can be considered for the 

mixed results outcomes out of existing literature. Initially, there are issues in 

characterizing the idea of sustainable development. In most recent two decades, different 

researches, such carbon outflow, are utilized as a substitute for sustainable development. 

Second, extraordinary investigations have utilized diverse studies to catch institutions, for 

example, government stability, rules of law and democracy. The utilization of various 

indicators leads towards different results. Further, to capture institutions and assess its 

effect on sustainable development, there is a need to evaluate in comprehensive manner.  

Given abovementioned background, the objectives of this study is to examine the impact 

of democratic institutions, market regulations and ethnic conflicts on sustainable 

Development. The sample of selected developing countries is taken into consideration. 

The rest of this paper is design such as. Section 2 discusses the existing literature relevant 

to dynamic institutions and sustainable development; section 3 explains the econometric 

model and methodology which is used in this study; Section 4 discusses the empirical 

results and Section 5 is relevant to summary and conclusion. 

 

2. LITERATURE REVIEW 

In this section, we discuss the previous empirical studies based on relationship economic 

performance, foreign direct investment inflows, political institutions, ethnic polarization 

and population growth with environmental quality. Generally, this section discussed 

critically different hypotheses important for environmental quality. 

In the last two decades, empirical work looks at the relationship as far as effect of 

institutions on growth.  In the study of Skill and Keefer (1995) look at the effect of 

institutions on sustainable economic growth utilizing the information for 97 nations more 
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than 1974-89. They consider two institutional lists part for property rights and law 

requirement and five pointers are considered in their examinations: (I) run of law; (ii) 

debasement. They find positive effects of the institutions on sustainable development. 

Similarly, the study of Mauro (1995) assess the  negative effect of corruption for 

sustainable economic development by utilizing data set of 67 countries for the time period 

of 1980-1983. Barro (2000) finds positive effect of laws on sustainable economic 

development in panel data of 100 nations over the period 1960 up to 1990. In a similar 

way, Rodrik (1999) finds out rule of laws role for sustainable economic development. 

Institutions are basic for a supported long-run development. Valeriani and Peluso (2011), 

look at the Institutions affect on sustainable economic development considering 

advancement phases of countries. They utilize the board information began from the 

period of 1950 up to 2009 for 181 countries. They show a positive effect of Institutions on 

the sustainable economic development. Institutions are found through common freedoms, 

nature of administration and the quantity of veto players on the sustainable economic 

development. They likewise set up the institutional significance, particularly for 

developing countries. The previously mentioned empirical literature establishes positive 

connection between institutions and sustainable economic development. Their results 

fluctuate considerably in light of the size of effect. Just few studies have concentrated 

particularly on the institutional effect on sustainable economic development. 

Pande and Udry (2005), gave the proof to a causal connection between good institutions 

and a more rapid long-run sustainable growth. They use micro level data of Ghana to 

identify role of institutions for individuals in country. The institutional advancement and 

development in cross-country data set reached at conclusion that sustainable growth is 

faster in developing countries having high quality of institutions; law enforcement; and 

high   level of democratic setup. A smaller country gives a more homogeneous 

environment condition to a given institution. 

An alternative idea, Dietz, Neumayer, and De Soysa (2007) show the impact of 

institutional quality and regular assets on adjusted genuine savings (Proxy for sustainable 

development). The data set include from 1984 up to 2001 for gulf countries. The outcomes 

demonstrate that corruption index has positive role for Adjusted Genuine Saving but its 

effect on natural resources is negative. Keeping in mind the end goal to manage the 

endogeniety, most of studies thinks about   utilizing instrumental factors. 

Carbonnier and Wagner (2011), identify the impact of institutional quality on sustainable 

development and resulted that institutions have positively impact on sustainable 

development. They utilize the system GMM estimation, for 108 developing countries over 

24 years, started from 1984 up to 2007. The study shows positive relationship between 

institutional quality and the development. The study includes political, power and effective 

checks, the corruption, armed violence and conflict negative impact on the sustainable 
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development. Corruption shows negatively affect rich resources countries. Stoever (2012), 

examines the effect of institutional quality on sustainable development. He utilizes 

adjusted net savings (ANS) for sustainable development indicator. For, institutional 

quality indicators he utilize voice accountability, effectiveness of government, corruption 

control, law and order, and political stability. He utilized the panel data 138 countries over 

the period of 1970 up to 2006. The general outcomes feature that institutional quality 

positively affects sustainability. 

Barbier (2010), examine the long-run effect of corruption on the sustainable development 

by applying the board information of African and Asian nations for time period 1970 up 

to 2003. The findings support that corruption negatively affects sustainable development 

agenda in Africa, which implies that corruption control is effective for sustainable 

development for Africa. They utilize the adjusted net saving for sustainable development. 

A comprehensive association has been found in Asian data set, but different level of 

association for corruption and sustainable development relative to Africa.   

Abou-Ali and Abdelfattah (2013), examine sustainable development and intensity of 

natural resources by utilizing World Development data set of 62 countries for time period 

1990 to 2007. The Resource Curse Hypothesis and the Environmental Kuznets Curve is 

observed considering the institutional quality data set. The overall results argue that 

countries are not achieving sustainable development goals and effect is negative on 

environment quality. They use investment rate, inflation, and education and institution 

quality. The overall results indicate that countries having well-developed rule of law is 

essential for institutional quality. The results show fewer roles of institutions for 

environment quality.  Carbonnier and Wagner (2015), indicate that institutions have weak 

effect on 104 developing countries sustainability. They evaluate negative role of 

institutions for sustainability. The study argues that excessive resource utilization 

negatively effect on sustainability. The institutions are failed in developing countries, 

which have negative influence on violence. 

On the basis of above-mentioned literature discussion, the empirical literature is confusing 

regarding the role of democratic institutions on sustainable in developing countries. To 

best of our knowledge, very studies have empirically examined the impact of democratic, 

ethnic and market institutional dimensions on sustainable development. Our interest in this 

study is to evaluate empirically whether democratic institutions, ethnic conflicts and 

market-based institutions matter for sustainable development in developing countries or 

not. 

3. DATA AND METHODOLOGY 

The study examines the impact of dynamic institutions on sustainable economic 

development. The dependent variable, therefore, is sustainable development. For the 

empirical specifications, the model is specified as: 
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 … … … … … (3.1)
 

 

In the above equation, itSD  indicates sustainable development indicator taken as a 

dependent variable in the form of adjusted net savings (Stoever, 2012) as a percentage of 

GNI. On the right hand side of the equation, the itI indicates a set of dynamic institutions 

as an independent variables, which consists of: (1) control over corruption (cc);  (2) law 

and order (LO); (3) democracy by POLITY II; (4) Index of regulations (REG); and (5) 

polity relevant ethnic group share in a country (EPR). The itZ depicts a set of explanatory 

variables that include (GDP per Capita, FDI as percentage of GDP). A set of itZ  

explanatory variables have been used in the following studies (Abou-Ali & Abdelfattah, 

2013; Toke S. Aidt, 2010; E. Barbier: Carbonnier & Wagner:2015: Venard, 2013). Thus, 

expected sign of 𝜶𝟏 > 0  is positive given as in the equation Adjusted net savings per 

capita as percentage of GNI is used as the dependent variable. 

This study utilized System GMM method. The controlled exogenous independent 

variables are not completely fulfilled as assumed and can be sort out through proper 

utilization of instruments (Islam, 1995). For appropriate sorting out of time changing 

effects and endogeneity problem, Generalized Method of Moments (GMM) is most 

appropriate  method (Bond et al., 2001; Caselli et al., 1996). Arellano and Bond (1991) 

devised a method based on two steps for an efficient way of integrating the instruments 

with GMM method. The zero restrictions are supposed regarding moments’ condition in 

the model (Arellano & Bover, 1995; Blundell & Bond, 1998). In the second step, the 

variance-covariance matrix in an antithetical form can be presented where 𝐷𝐻 , and GMM 

estimators are written as: 

€̂𝐺𝑀𝑀 =  (𝑋′𝑍∗𝐷𝐻𝑍∗′𝑋)−1𝑋′𝑍∗𝐷𝐻𝑍∗′𝑦 … … … … (3.3.10) 

The GMM estimators deliberated from the two steps Arellano and Bond (1991) are more 

methodical and it also presents most analytical instruments for endogenous variables 𝑥𝑖,𝑡i. 

Thus, the system GMM is most analytical method for accounting endogenous variables. 

Further, the selection of 40 developing countries is basically on the data suitability. The 

adjusted net savings is taken from the World Development Indicators (WDI), which 

defines it as “adjusted net savings” are equivalent to net national savings in addition to 

education expenditure, subtracted net forest depletion, mineral depletion and carbon 

dioxide and particular emission damages are excluded from this variable. 

To express the stable quality effect on sustainable development, the data related to stable 

quality variables is taken from the International Country Risk Guide (ICRG) published by 
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“The International Political Risk Services Group” (or PRS). The related data set is 

commonly used for apprehending the stable quality of an economy in economic literature. 

For democracy, it calculates the governmental positivity from the general public. It is 

assumed that if there is low public positivity then democratic government can perform its 

task more freely, it will achieve less and with trouble if there is a more violent environment 

in the case of a non-democratic system in an economy. The assigned range started from 0, 

representation of a very high level of risk and 10, allocation of a very low level of risk. 

The market controlling institutions turn into a remarkable shield for declining the 

transaction costs which upgrades productivity that is more prominent and prompts 

sustainable economic outcomes. The essential reason is that market controlling framework 

performance improves framework efficiency by method for applying tighten controls 

through law performance which decreases transaction cost (Anderson and Swimmer, 

1997). The ethnic disagreement is a clash in whichever level where the people or groups/ 

parties complicated try to identify themselves and others, including those from outside the 

group, in ethnic expressions and using ethnic operations.3 

  

4. FINDINGS OF THE STUDY 

The results stated in the table 4.1 are based on full sample which shows the impact of 

dynamic institutions on sustainable economic development. Different diagnostic tests have 

been used to ensure the capability of the model specifications. After using AR1 and AR2 

tests, results show consistency regarding validity requirements of the instruments in SYS-

GMM methodology. The estimated results from the full sample show that EPR is 

significant at the 10% level. Thus, the valued coefficient of EPR indicates if we enhance 

it by 10 percentage points then the sustainable economic development decrease by 0.9 

percentage points in developing countries. The results are in courtesy of arguments linked 

to ethnic conflicts is one of the key challenges fronting the developing world.The results 

of FDI are statistically significant and positive. We conclude that multilevel institutions 

can improve sustainable development through attraction of FDI inflows. The results of our 

study are in contrast to previous studies, which imply that institutions positively impact 

on sustainability through FDI inflows (Globerman and Shapiro, 2003, Abid, 2017).  

                                                           
3 List of the countries included in the estimation sample given in Table 1 in Appendix 
and details of the data sources and the variables employed in this study are collected in 
Table 2 of the Appendix. 
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The results direct that the GDP per capita is positively related to sustainable economic 

development. The GDP per capita coefficients is statistically significant at 1 percent level 

in different model specifications (see tables 4.1). The empirical provide evidence.  It 

suggests that if one unit change incurred in GDP per capita than 4.3 units change suffered 

in sustainable Economic Development. It suggests that for developing countries economic 

evolution is preliminary condition for economic sustainability. In debating the sustainable 

economic development, most economists highlight the importance of growth in physical 

stock and the GDP per capita growth uses growth in physical capital stock (Dietz, 

Neumayer, and De Soysa, 2007). 

The estimated result from the full sample shows the results of FDI as percentage of GDP 

is insignificant in developing countries situation for Sustainable development. It indicates 

that FDI has no role for economic sustainability. The results of our study are in contrast to 

previous studies which indicates that FDI positively impact on sustainability through FDI 

inflows (Globerman and Shapiro, 2003, Abid, 2017). There are economic motives in 

developing countries as suggested by scholars. MNCs normally invest only with private 

program and short term profitability is their main objectives. These multinational 

corporations (MNCs) have no worry regarding economic sustainability in Developing 

countries (Wagner.et.al, 2009). Law and order shows a negative impact on sustainable 

economic development in the case of developing countries. The estimated coefficient is -

0.74 that is negative and statistically significant at 1 percent level. The results indicate that 

if there is a one percentage point improvement in the law and order quality, then, 

sustainable economic development is decrease by 7.4 percentage point. The 

ineffectiveness of law and order on sustainable economic development is due to weak 

infrastructure system in developing countries which is totally uncooperative to 

maintenance of laws. The studies which support our arguments are given as (Catrinescu et 

al, 2009). 
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In the entire analysis, a set of explanatory variables have anticipated signs similar to that 

of different models given in the literature. The institutional variable impact Control over 

corruption on sustainable development is positive in the case of the full sample data set 

and bifurcation based on economic development of countries. Our findings indicate that 

more efficient institutional framework can only be promoted through controlling 

corruption. An efficient institutional structure promotes productive economic activities 

through effective utilization of economic resources that promote sustainable development 

in the entire economy. The control of corruption has positive sign on sustainable 

development.  The index of regulation (REG), reflecting Market regulating institutions its 

sign is positive and significant for sustainable economic development. The impact of 

market measured by Polity II index indicates negative impact on sustainable economic 

development. The reason is that democracies in specific developing countries are not 

enhancing sustainable economic welfare enhancing. The health-related activities and low 

level of contribution in minimizing income distribution among people is observed for 

democracy. It is major cause in high level of diseases, which undermine the capacity of 

economic sustainability programs in developing countries (Ross, 2006).  

In addition, we identify indirect effects of dynamic institutions on sustainable development 

through economic growth, foreign direct investment as mention Table 4.1 (see column 2 

to7). The outcomes demonstrate that coefficients of GDP and dynamic institutions have 

combine positive impact on sustainable development in developing countries. This 

confirms the hypothesis that dynamic institutions improvement can significantly impact 

on sustainable development by way of economic growth efficiency improvement in 

developing countries. 

Further, our empirical results are quite interesting regarding multiplicative term between 

multiple institutions and foreign direct investment in developing countries. The results are 

statistically significant and positive. We conclude that multilevel institutions can improve 

sustainable development through attraction of FDI inflows. The results of our study are in 

contrast to previous studies, which imply that institutions positively impact on 

sustainability through FDI inflows (Globerman and Shapiro, 2003, Abid, 2017). The FDI 

flows is based on favoritism and privileges strategies by improving efficiency multiple 

institutions structure in developing countries it can positively impact sustainable 

development (see annexure table 1) 

 

5. CONCLUSION AND POLICY OPTIONS 

The focus of this study is to determine the dynamics of sustainable development and 

identifying the role of dynamic institutions in explaining across countries differentials as 

well as the role of institutions and economic policies in explaining the cross-country 

income differences. For the last three decades, institutions’ quality has attracted 

tremendous attention for its role in accelerating sustainable development. After utilizing 
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panel data set of 40 developing countries, this study has evaluated empirically an overall 

role of dynamic institutions on sustainable development. The dynamic modeling approach 

is used such as system GMM approach for estimation of cross-sectional variation. 

The main desire was to discuss the collision of dynamic institutions through direct and 

indirect mediums on sustainable development at aggregate level in developing countries. 

The cluster analysis shows that dynamic mediums matters for sustainable economic 

development in developing countries. However, the real conflicts normally depress 

sustainable economic development agenda in developing countries. The results of this 

study are absorbing in the sense that feeble infrastructure system and economic welfare 

agenda less democracy in developing countries tends no way to economic sustainability.  

The overall aggregate analysis indicates that dynamic institutions matters for sustainable 

development in developing countries. The ethical conflicts normally discourage 

sustainable development in developing countries. The democracy seems to be ineffective 

and insignificant role for e sustainability in developing countries. There are many 

structural flaws in democratic selection process, which make it ineffective for sustainable 

development agenda achievement. Policy makers require working on structural reforms 

that make democracy effective for sustainable development in developing countries. 

In addition to this, the multiplicative impact of dynamic institutions through either 

economic growth efficiency channels or FDI is totally unsatisfactory for rule of laws 

sustainability point of views. It do not imply that rule of laws are beneficial are beneficial 

for developing countries. The ultimate questions that require exploring structural flaws in 

rule of laws that made it effective for sustainable development in developing countries. 

The future research of heterogeneity of dynamic institutions and its relative effectiveness 

is encouraging steps based on our thesis analysis which remains main limitation in our 

study. 
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Table 1: The impact of Institutions on Sustainable Development in Developing Economies: Dependent Variable (Adjusted Net 

Savings as percentage of GNI) 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) 

VARIABLES ANS ANS ANS ANS ANS ANS ANS ANS ANS 

          

EPR -0.0889* -0.0459 -0.0436 -0.0234 -0.0455 0.0353 -0.0774** -0.165*** -0.203*** 

 (0.0522) (0.0419) (0.0450) (0.0446) (0.0447) (0.0434) (0.0322) (0.0358) (0.0374) 

LGDP1 0.0426***     -

0.0329*** 

0.00872*** 0.0591*** 0.124*** 

 (0.00941)     (0.00614) (0.00283) (0.00955) (0.0172) 

FDI -0.000491 -0.000967 -

0.00554*** 

0.00125 -0.00260     

 (0.00233) (0.00185) (0.00206) (0.00220) (0.00200)     

LO -0.740***  -0.441*** -0.0421 -0.488***  -0.178* -0.0343 -0.0654 

 (0.159)  (0.131) (0.127) (0.131)  (0.0911) (0.117) (0.112) 

CC 0.00946*** 0.0142***  0.0139*** 0.0143*** 0.0107***  0.00728*** 0.00578*** 

 (0.00219) (0.00152)  (0.00151) (0.00165) (0.00184)  (0.00123) (0.00131) 

REG 0.0856*** 0.0727*** 0.0958***  0.0860*** 0.105*** 0.0681***  -0.0642*** 

 (0.00801) (0.00540) (0.00743)  (0.00733) (0.00585) (0.00423)  (0.0185) 

POLITYII -0.0357*** 0.00331 -0.0157*** 0.0213***  -0.00395 0.0164*** 0.00880  

 (0.00802) (0.00516) (0.00449) (0.00702)  (0.00640) (0.00176) (0.00715)  

LO_LGDP1  -

0.0437*** 

       

  (0.0111)        

CC_LGDP1   0.00164***       

   (0.000210)       

REG_LGDP1    0.00465***      

    (0.00119)      

POLITYII_LGDP1     -0.000396     
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     (0.000360)     

LO_FDI      -

0.0455*** 

   

      (0.00525)    

CC_FDI       0.000341***   

       (0.000119)   

REG_FDI        0.000860***  

        (0.000261)  

POLITYII_FDI         0.000989*** 

         (0.000363) 

OBSERVATIONS 676 676 676 682 676 676 676 682 682 

NUMBER OF 

COUNTRY1 

AR(1) 

AR(2) 

47 

0.07 

0.30 

47 

0.00 

0.87 

47 

0.00 

0.84 

47 

0.00 

0.63 

47 

0.00 

0.81 

47 

0.00 

0.66 

47 

0.04 

0.32 

47 

0.00 

0.40 

47 

0.00 

0.25 

Note: Data period range from 1984-2012 with five year interval. The definitions of the variables can be found in chapter 4. Robust 

standard errors are in parentheses. *, ** and *** denote significance at the 10, 5 and 1% level. 



 

 

 

 

 

 

 

 

 


