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The Quality of Government in East Asia

Atsushi Shimomura* and Masa K. Naito**

Abstract:

In their study, the Quality of Government, Rafael La Porta, Florencio Lopez-de-Silanes, Andrei
Shleifer, and Robert W, Vishny (La Porta 1998) investigated empirically the determinants of the
quality of governments in a large cross-section of countries and regions of the world. We
empirically test the theory of La Porta et al, with a focus on 16 East Asian countries and
regions. Specifically, We test if La Porta’s model fits my sample, and good government

performance would lead to high economic growth.

1 Introduction and overview:

In their study, the Quality of Government, Rafael La Porta, Florencio Lopez-de-Silanes, Andrei
Shleifer, and Robert W, Vishny (La Porta 1998) investigated empirically the determinants of the
quality of governments in a large cross-section of countries and regions of the world. They
started their research with the questions how and why some countries have good governments
and others do not, and how history and culture of countries influence governments’ performance.
The authors define “a good government” as one which contributes to economic development,
intervenes in the private sector as little as possible, lowers social inequality, secures property
rights, and keeps taxes low and regulations few, and includes all other various aspects of the
quality of governments. A good government, or government performance, was measured using
the following five categories: interventionism, public sector efficiency, quality of public good
provision, government size, and political freedom. The authors attempted to assess these five
categories in terms of the following three points of view: economy, politics, and culture.

Further, they divided each of the five categories into a few variables: property rights, business
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regulations, and top marginal tax rate to measure governmental intervention; corruption,
bureaucratic delays, tax compliance, and average government wages/GDP per capita to measure
public sector efficiency; infant mortality, school attainment, illiteracy, and infrastructure quality to
measure quality of public good provision; transfers and subsidies/GDP, government
consumption/GDP,  state-owned enterprises (SOEs) in the economy, and public sector
employment/total population to measure the size of governments; and democracy and political
rights to assess political freedom. For the independent variables, they used three kinds of
variables: ethnolinguistic fractionalization (EF), legal origins, and religion. The legal origin
variables include English, Socialist, French, German, and Scandinavian. Religion includes
Catholic, Protestant, Muslim, and other denominations.

They found that “the quality of government across countries varies in systematic ways from the
perspective of promoting development.” Their main findings are: rich countries show better
performance of government than poor countries; better governments tend to exist in
ethnolinguistically homogeneous countries than the heterogeneous ones; countries with British
legal origin have better governments than the ones with French origin; and better governments
exist in predominantly Protestant countries rather than in countries that have predominantly either
Catholic or Muslim population. These results reveal apparent evidence of systematic influence of
historical circumstances, such as ethnolinguistic heterogeneity, legal origins, and religion, on the
quality of government. As a whole, their results also support the political theories that
ethnolinguistic heterogeneity and legal origin play a vital role in influencing government
performance as well as religion. Moreover, they found that the better performing government is,
the larger the government is and the higher the taxes are.

The study undertaken by these authors is interesting, and we were therefore interested in finding
out if their results could apply to the East Asian countries. East Asian countries have witnessed
great economic development in the past decade. We know that good economic conditions often
rely on good institutions. We stipulate in this paper that East Asian countries have a better
economic situation that correlates positively with government performance. These countries share
similar characteristics and values, such as Buddhism, Confucianism, FEuropean colony
backgrounds, family-oriented societies, export-oriented development like the Japanese style, etc.

All of these points would, in my opinion, imply different results from La Porta’s study. As
Deepak Lal pointed out, institutions and culture are tightly connected. Institutions in East Asia,
which have different cultural background from the rest of the world, would show unique
performance.

In the next section, we discuss the theories of institutions. Then, we discuss the model and

explain the data, as well as all the variables we have used in this paper, before we present



Atsushi Shimomura and Masa K. Naito : The Quality of Government in East Asia 139

regression results. Finally, we draw a general conclusion about the quality of government in East
Asia, from the combined perspectives of ethnolinguistic fractionalization, legal origin, and

religion.

2 Theories of Institutions

Among many theories of institutional development developed by various social scientists,
the authors divided the appropriate theories into three categories: economic, political, and
cultural. This is because economic theories are used to measure social efficiency; political
theories measure redistribution toward influential political groups; and cultural theories evaluate
social beliefs and values. These theories interact with one another and “are consistent with
economics more broadly in the sense that political actors pursue their selfish objectives in light
of their beliefs.” (La Porta et al. 1998)

Economic theories of institutions are used to measure social efficiency. As La Porta
suggests, the costs of governmental activities should not exceed the benefits. In other words,
governments should not have deficits when they provide service for citizens. Institutions must
be efficient enough to be considered as governments of good quality.

Political theories of institutions suggest, ‘Institutions and policies are shaped by those in
power to stay in power and to amass resources.” (La Porta et al. 1998) The political system of
government strongly affects the quality of government because the goals that a government
attempts to achieve and the political components of a government are different from those of
other governments with different political systems. “To Marx, societies are divided into social
classes, and policies are designed by the ruling class.” (La Porta et al. 1998) One of the most
common concepts of the political theories is that social groups in political power shape policies
for their own benefit when they have sufficient power, but not for those who does not have.

Countries that experienced European absolutism had religious groups and an aristocracy
that restricted some of autocratic control. Property rights as well as political rights were given
to the societies in these countries to some extent. Consequently, French civil law was
developed to constrain such rights of the subjects by the sovereigns.

On the contrary, British common law was developed “as a mechanism of protecting the
subjects from the crown.” (La Porta et al. 1998) This contributes to the moment that the
aristocracy overturned the crown’s British government, resulting in a less intervening institution
with more political freedoms and more efficient bureaucratic systems. These are examples of
institutions and policies being tightly connected to their histories and cultures.

Political and economic theories of institutions are closely related and overlap with some similar
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features. As La Porta and colleagues claimed, taxation is considered an economic activity as
well as a political activity. Further, political theories can be used to explain “the existence of
inefficient, interventionist, and distortionary policies that are put in place not because they raise
the social product but because they redistribute it.” (La Porta et al. 1998)

Finally, cultural theories of institutions are a measure for social beliefs and values.
Referring to Weber (1958), La Porta and his colleagues state that beliefs and ideas are
conducive to good government in societies. “When these beliefs are highly pervasive and
persistent, they get to be called ‘culture.”” (La Porta et al. 1998)

There are two well-known authors of the cultural theories: Robert Putnam (1993) and
David Landes (1998). Putnam’s argument is that religion, or religious organizational systems,
could have an influence on social value such as in trust and thus in the decision-making
process. The higher the trust on strangers in society is, the better the government performance
is. (Knack and Keefer 1997; La Porta et al. 1997) On the other hand, Landes suggested that
Catholic and Muslim countries were threatened by an emerging religion, Protestant, and were,
therefore, experiencing intolerance, xenophobia, and closed-mindedness against it. Protestants
pushed Catholics and Muslims off from prosperity toward a decline.

Referring to Landes (1998), La Porta and his colleagues maintain that many cultural
aspects of institutions and policies are, again, tightly linked with political issues. Intolerance or
xenophobia can easily turn into radical political movements.

As a whole, these three aspects, economic, political, and cultural, are tightly connected

with one another. Thus, it is wise to see government performance with the three aspects.

3 The Model
In line with La Porta’s paper, we use the following model:

y,=b+b, (x1)+b3(x2)+b4(x4)
N :bl +b2 (x1)+b3(x3)+b4(x4)

where:
x; is ethnolinguistic fractionalization
x; is legal origin
x; is religion
x4 is log GNP per capita and
yi is government performance
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Following La Porta’s study, Table 1 lists both the dependent variables and independent
variables used in this paper. We changed the religious variables to reflect the uniqueness in East
Asia. In general, Catholicism and Protestantism are both considered being Christianity in East
Asia, so we categorized them as one, as Christianity. We have also added Buddhism to the
religious variable because it is the most popular religion in East Asia. However, we must note
that Buddhism often includes local religions because Buddhism was mixed with those religions
when it spread out. For example, China and Taiwan have strong influence from Taoism, and
Buddhism was incorporated into Taoism. Similarly, Japan already had a local religion, Shintoism,
when Buddhism was introduced in 549 AD. However, Buddhism gradually merged into
Shintoism, and both of them have coexisted in harmony since then, except for the time of its
imperialism between the Meiji Restoration and the end of WWII. Moreover, socialist countries
usually do not allow freedom of beliefs, so that people in socialist nations are officially
considered atheists. Since it does not reflect the reality, we obtained the data from religious
organizations.

Most of the data are from the meltdown file used in class, except for the following. (See
La Porta’s Table 1) Tax evasion index is from Global Competitiveness Report 1999. Democracy
index is from the SPE database in CGU. The data for religion are from various sources. (See
Table 2 in this paper) Moreover, there were some correlation problems, so that we did
sensitivity analysis and dropped redundant variables.

In this section, the regressions of determinants of government performance on

ethnolinguistic fractionalization (EF), legal origin, and religion, are presented. We intend in this
paper to follow La Porta’s methodology in order to compare their results inherent to a large
number of countries and regions in the world with my study, which is exclusive to sixteen East
Asian countries. We include a control variable, per capita income, to see if the economic theory
of institutions that development improves government performance holds in East Asia. As La
Porta pointed out, however, good policies themselves enhance per capita income. “Including
income in the regressions together with other determinants of performance would then spuriously
reduce the estimates of the impact of these determinants on the quality of government.”
Therefore, we run regressions both with and without per capita income and tried to see how
different the results would be.
We presented the regression results in Table 4 and 5. As La Porta stated, religions and legal
origins are highly correlated with each other, and EF is not correlated with either religious or
legal origin. Therefore, we run regressions on two combinations of the independent variables, EF
and legal origin as well as EF and religions respectively.

Table 4 shows the relationship between government performance and EF and legal origin. The
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most important findings are as follows:
Category 1) Interference with the private sector
1-1) Model 1 (Specification 1): Property right index on EF and legal origin
This result is the same as La Porta’s. The German legal origin has a positve impact on the
property right. The index used for this analysis is that the more protection private property
receives, the lower the score, so the figure indicates a negative sign. This result is
understandable since in East Asia if we consider that Japan, South Korea, and Taiwan
comparatively as the most developed countries, they all adopted the German legal origin.
In La Porta’s work, French, Socialists, and EF have a negative impact on the property right.
However, they were not significant in my model. As for EF, we found a negative and
insignificant result. Thus, except for the German, none of the other legal origins influences the
property rights protection in this region. Even countries with high EF, EF does not have much
of an impact on the property rights.
1-ii) Model 1 (Specification 2) : Property right index on EF and legal origin with log GNP/capita
The result was that per capita income has a positive impact on the property rights
protection, no matter what legal origin a country has and no matter how high EF is. La Porta
shows per capita income also has a positive impact on the property rights, while Socialists and
French legal origins have a negative impact on them.
2-i) Model 2 (Specification 1): Business regulation index on EF and legal origin
My result shows that the English and German have a positive impact on business regulations,
which means that the English and German legal origin countries more straightforward business
regulations. Developed nations in Asia have either the German or English legal origin.
Developed countries usually have good business regulations for good economy, so my result
explains this fact. On the other hand, La Porta shows that EF, Socialists, and French legal
origins have a negative impact on business regulations. However, his work does not show
significant result of the English and German origin nations. My EF is negative but insignificant.
2-ii) Model 2 (Specification 2): Business regulation index with log GNP/capita
When we add per capita income, we eliminated the outliers by using Cook’s distance
criteria. The English legal origin and per capita income turned out to be negative and
significant, while German is positive but does not explain much of the business regulations. This
is probably because countries with the English legal system such as Hong Kong and Singapore
have freer markets and easier access to the markets than heavily regulated German origin
countries such as Japan and South Korea do.
3-i) Model 3 (Specification 1): Top tax rate on EF and legal origin

The result was that the German legal origin countries impose more tax than other legal origin
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countries. La Porta shows the Scandinavian and Socialists legal origin nations tax more than
other legal origin countries. Both they and we have positive, insignificant effect of EF. EF does
not matter for tax.

3-ii) Model 3 (Specification 2): Top tax rate on EF and legal origin with log GNP/capita
When we add per capita income and Cook’s distance criteria, German has a positive and
significant effect, and per capita income has negative and significant value. This indicates that
Japan, South Korea, and Taiwan have high top tax rates. My EF turns out to be negative and
insignificant, while La Porta’s EF is positive and significant. This suggests that the higher EF,
the more tax in the world. Relatively more transaction costs and public costs are needed if there
is high EF in a country. However, my result suggests that governments may not pay much
attention to minority groups in their countries, because the source of public costs, tax, is not
affected by EF.

Category 2) Efficiency:

4-i) Model 4 (Specification 1): Corruption on EF and legal origin

My result was that the French legal origin has a negative impact on corruption, which means
that the governments with this legal origin tend to be more corrupted. EF does not have an
impact on corruption, although EF is negatively related with corruption. La Porta shows EF has
a negative impact on corruption, which means that the more homogeneous the country is, the
more corruption.

4-ii) Model 4 (Specification 2): Corruption on EF and legal origin with log GNP/capita

When adding per capita income, Socialist, French, and per capita income turn out significant.
French has a negative value, while the other two have positive ones. The higher per capita
income, the higher corruption, which is the same result as La Porta’s work. My result suggests
that Socialist countries tend to be corrupted, as well, but La Porta’s result does not show that.
5-1) Model 5 (Specification 1): Tax evasion on EF and legal origin

The English legal origin has a positive effect on the increase in tax evasion, which is not
suggested by La Porta’s work. La Porta’s work suggests that high EF, Socialists, and French
legal origin countries have a tendency of tax evasion.

5-ii) Model 5 (Specification 2): Tax evasion on EF and legal origin with log GNP/capita
Adding a per capita income variable, we find that German has a negative and significant effect
on tax evasion, and that per capita income has a positive and significant effect on it. German
legal origin countries tend to have low tax evasion, and the more per capita income, the more
tax evasion.

As a summary, EF tends to have a negative and insignificant effect on efficiency in East Asia,

while La Porta’s results show a negative and significant effect on it. Thus, in East Asia, EF
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does not influence much of government efficiency. Countries with the French legal origin have
higher possibility of corruption, while those with the English origin tend to evade tax.
Category 3) Output of public goods:
6-i) Model 6 (Specification 1): Infant mortality on EF and legal origin
EF and English are the important variables to explain the dependent variable. EF is positively
related to infant mortality, while English is negatively related. This means that the higher EF,
the higher infant mortality, and English legal origin nations tend to have low infant mortality.
French is negatively and insignificantly related with the dependent variable in East Asia, while
La Porta shows that it is positively and significantly related worldwide. This means that a
country with French legal origin in East Asia seems to have lower infant mortality, while a
country with that in the world tends to have significantly higher infant mortality. My result on
EF is the same as La Porta’s: the higher EF, the higher infant mortality.
6-ii) Model 6 (Specification 2): Infant mortality on EF and legal origin with long GNP/capita

Same as La Porta’s. The higher per capita income, the lower infant mortality. Again,
French legal origin does not explain infant mortality in Asia, while it does explain negative
relation with it worldwide.
7-1) Model 7 (Specification 1): Illiteracy rate on EF and legal origin
Socialist has a positive, significant effect on illiteracy. In La Porta’s paper, Socialist has an
insignificant effect on illiteracy. They show a positive, significant effect of EF on illiteracy. My
result shows that EF has a positive but insignificant effect on the dependent variable.
As a summary of this section, the higher EF is, the higher infant mortality is. Unlike the theory,
illiteracy rate is not affected by EF. Socialist legal origin has higher mortality rate, and English
origin has low mortality rate. Output of public goods improves when a country becomes richer,
and EF and legal origin are unimportant to explain the dependent variable.
7-i1) Model 7 (Specification 2): Illiteracy rate on EF and legal origin with log GNP/capita

With per capita income as a control variable, no variables can significantly explain
illiteracy rates. On the other hand, La Porta’s work shows that the higher EF, the higher
illiteracy, and that the higher income, the lower illiteracy. The German legal origin has a
negative impact on illiteracy.
Category 4) Size of public sector:
8-1) Model 8 (Specification 1): Transfers and subsidies on EF and legal origin

No independent variable has significant explanatory power for the variable transfers and
subsidies. On the other hand, La Porta shows that Socialists has a tendency of big transfers and
subsidies, and homogeneous countries tend to have higher transfers and subsidies.

8-ii) Model 8 (Specification 2): Transfers and subsidies on EF and legal origin with log
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GNP/capita

With per capita income as a control variable and Cook’s distance criteria in this model,
all the independent variables turn out to be significant. French has negative effect, while the
others have positive effects. This means that a country with the French legal origin tends to
have small transfers and subsidies, while a country with the German legal origin and/or high per
capita income and/or heterogeneity has big transfers and subsidies. With the per capita income
variable in, my result shows that high EF and German origin have a positive impact on Transfer
and subsidies. On the other hand, Socialists and per capita income have a positive effect on
transfers and subsidies. This indicates that Socialists tend to have greater transfers and subsidies,
and also that the richer the country, the bigger the government transfers and subsidies.
9-i) Model 9 (Specification 1): Government consumption on EF and legal origin
French has a negative effect on government consumption, while EF and German have positive
ones. There are only two countries that adopted the French legal system in this region, which
are Philippines and Indonesia. The sample is small and therefore, the variable in consideration
does not have enough weight to drive the predicted results. Additionally, these are island
nations, so that they have to spend more money in making available public facilities on every
island. In La Porta’s test, German has a negative effect on government consumption. Also, EF
has a negative sign in his test.
9-ii) Model 9 (Specification 2): Government consumption on EF and legal origin with log
GNP/capita
After adding the per capita income variable, the results did not change in my test. For La
Porta’s result with per capita income included, Socialists has a negative effect on the
consumption. This indicates that the richer a Socialist country is, the more the government
consumes. In this region, China is a good example for it.
10-1) Model 10 (Specification 1): SOEs in the economy on EF and legal origin
English and French show a positive impact on SOEs. EF has a negative impact on the
dependent variable. Countries with a homogeneous society tend to have SOEs on a large scale.
La Porta Shows EF and Socialists have a negative effect on SOEs.
As a summary of this section, countries with German legal origin such as Japan and South
Korea may be explained by the fact that the Japanese type of development used government
expenditure as a tool of growth. The higher EF, the higher government consumption in East
Asia. A country with French legal origin tends not to increase government consumption. The
higher EF, the lower the SOEs.
10-ii) Model 10 (Specification 2): SOEs in the economy on EF and legal origin with log
GNP/capita
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After adding per capita income, the result does not change. For La Porta’s, EF and Socialists

have a negative effect, and per capita income has a positive effect.

Category 5) Political freedom

11-1) Model 11 (Specification 1): Democracy index on EF and legal origin

Socialist has a negative, significant effect on democracy. La Porta’s result shows that EF,

Socialists, and French have negative and significant effects on democracy.

11-ii)) Model 11 (Specification 2): Democracy index on EF and legal origin with log GNP/capita
With per capita income as the control variable, my result does not have any variables to

explain democracy. On the other hand, La Porta shows Socialists, French, and German have a

negative impact and income per capita has a positive impact on democracy.

12-1)) Model 12 (Specification 1): Political rights index on EF and legal origin

German has a positive effect on political index. On the other hand, La Porta shows that German

has a positive effect, and that EF has a negative effect. The higher EF, the less politica rights.

As a summary in this section, a country with German legal origin has more political rights. This

result shows that developed countries in this region which are Japan, South Korea, and Taiwan,

have more political rights than the rest of the countries in the sample. Ethnolinguistic

fractionalization both in my and the authors’tests has a negative impact on democracy and

political rights, though the authors’ have significant effect. With an increase in income, EF or

legal origin does not matter to political freedom. Singapore is a good explanation for this. Even

though it became rich, its political system is far from being called democracy. Without an

increase in income, political freedom worsens especially Social legal origin.

12-ii) Model 12 (Specification 2): Political rights index on EF and legal origin with log

GNP/capita

When adding per capita income as a control variable, German still has a negative, significant

effect. For La Porta, per capita income has a positive effect on political rights.

Next, Table 5 shows the relationship between government performance and EF and religion.
Outstanding findings are as follows:
Category 1) Interference with the private sector:
1-iii)) Model 1 (Specification 3): Property right index on EF and religion

My result shows that none of independent variables explain property rights. On the other
hand, La Porta shows that EF, Catholic, Muslim and other religions have a negative impact on
property rights.
1-iv) Model 1 (Specification 4): Property right index on EF and religion with log GNP/capita

With per capita income in the model, per capita income, EF, and Christianity have a
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negative impact on property rights. The more homogeneous a country is, the worse property
protection is. Christian countries tend to have better property protection. Per capita income
improves property rights. On the other hand, La Porta does not show any significance of
religion in this model, but EF and per capita income have a positive effect.

2-iii) Model 2 (Specification 3): Business regulation index on EF and religion

My result shows that none of independent variables explain business regulations. On the
other hand, La Porta shows that EF and Muslim have a negative impact on business regulations.
This indicates that a country with high EF or high Muslim population tends to have worse
business regulations than others.

2-iv) Model 2 (Specification 4): Business regulation index on EF and religion with log
GNP/capita

Even with the per capita income variable, either EF or the religious variables do not turn
significant. Per capita income has a negative effect on business regulations. This indicates that
richer countries tend to have better business regulations. While authors’ work shows EF has a
negative and significant effect on business regulations, my result does not have a significant
effect on the dependent variable.

3-iii) Model 3 (Specification 3): Top tax rate on EF and religion

EF shows a negative and significant effect on top tax rate. This means that homogeneous
countries tend to collect less tax. La Porta’s work shows that Catholic has a negative impact
on the dependent variable.

3-iv) Model 3 (Specification 4): Top tax rate on EF and religion with log GNP/capita

After adding per capita income, EF has a positive and significant effect, while Buddhism,
Muslim, and per capita income have a negative and significant effect.

As a summary of this section, EF, as well as Christianity and Buddhism, has a negative
impact on the interference with the private sector in East Asia, which means that EF makes
governmental interference lower when a country becomes richer. Also, when the percentages of
Christianity and Buddhism are high, property rights and top tax rate are low. On the other hand,
the authors” work shows that Catholic has a negative impact on top tax rate.

Category 2) Efficiency:
4-iii) Model 4 (Specification 3): Corruption on EF and religion

None of my results is significant. La Porta shows that EF, Catholic, Muslim and other
religions have negative an impact on corruption. The signs for the coefficients of the
independent variables are the same as in La Porta’s. However, they are not all significant,
except for EF. La Porta’s EF is positively correlated with corruption-the dependent variable, my

model, conversely, shows that it is negative and insignificant, as well. This suggests that EF
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does not have a significant impact on corruption in Asia, in general.
4-iv) Model 4 (Specification 4): Corruption on EF and religion with log GNP/capita

The coefficient for Per capita income is positive and is significant. My model does not
reveal that any of the other coefficients is significant, and so are La Porta’s results.
5-iii)) Model 5 (Specification 3): Tax evasion on EF and religion

Using Cook’s distance criteria to eliminate the outliers, we find that Christianity has a
positive and significant effect on tax evasion. Countries with a higher majority of Christians, in
this case Catholics and Protestants have a higher rate of tax evasion than other countries where
they are a minority. This result is replicated in La Porta’s paper.
5-iv) Model 5 (Specification 4): Tax evasion on EF and religion with log GNP/capita

With Per capita income as the control variable, the coefficient for the percentage of
Muslims in the population has a positive and significant impact on the tax evasion index. Thus,
an increase in the percentage of Muslims increases tax evasion by a significant rate. However,
La Porta’s work shows that only per capita income has a positive and significant effect on tax
evasion. Consequently, neither EF nor religion affects tax evasion.
Category 3) Output of public goods:
6-iii)) Model 6 (Specification 3): Infant mortality on EF and religion

With Cook’s distance criteria, Christianity has a negative and significant effect on infant
mortality. This means that the more Christianity, the less infant mortality. According to La
Porta’s work, the higher EF is, the higher infant mortality is. My result does not show
significant effect of it on infant mortality. It is rather negatively correlated.
6-iv) Model 6 (Specification 4): Infant mortality on EF and religion with long GNP/capita

The model predicts a negative correlation between the variables per capita income and
infant mortality. La Porta’s results show that with per capita income as a control variable, the
coefficients for Muslim and EF still remain positive for infant mortality. This result is intuitive
as richer countries allocate more money to their health infrastructure and hence reduce infant
mortality. On the other hand, and as per capita income is negatively correlated with the
variables percentage of Muslims and EF, we will expect it to be also positively correlated with
infant mortality.
7-iii) Model 7 (Specification 3): Illiteracy rate on EF and religion

The sensitivity analysis revealed that none of the variables is significant. La Porta and al
show that EF and Muslim have a positive and significant effect on the illiteracy rate variable.
My model generates small and negative coefficients for EF.

As a summary of this section, we find that EF does not have a significant effect on

output of public goods in East Asia. Moreover, even when income increases, income does not
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seem to have an effect on the output of public goods.
7-iv) Model 7 (Specification 4): Illiteracy rate on EF and religion with log GNP/capita

The coefficients for the variables containing information on the different religious
denominations and EF are not significant and hence, the model does not expose any relationship
between literacy rate and on the other hand, EF and religion with income per capita as the
control variable.
Category 4) Size of public sector:
8-iii) Model 8 (Specification 3): Transfers and subsidies on EF and religion

When transfers and subsidies are regressed on EF, Christianity, and Buddhism, EF and
Christianity have a negative and significant effect on the dependent variable. This means that
when a country has a high EF or a high Christian population, they are likely to also have low
transfers and subsidies. All other coefficients are not significantly related to the dependent
variable.
8-iv) Model 8 (Specification 4): Transfers and subsidies on EF and religion with log GNP/capita

Christianity for this model is negatively correlated with the variable Transfers and
subsidies. This goes counter to La Porta’s results, which show that none of the variables he
used is significant. An explanation would be to conjecture that because Buddhism is the most
prominent religion in the countries of the sample used here Christianity, as an explanatory
variable does not have enough weight to drive the results.
9-iii) Model 9 (Specification 3): Government consumption on EF and religion

When government consumption is regressed on EF, Muslim, and Buddhism, EF has a
positive and significant coefficient and Muslim has a negative and significant effect on the
dependent variable. This could find explanation in the fact that most Muslim countries have a
smaller government, in terms of size, compared to the more developed countries.
9-iv) Model 9 (Specification 4): Government consumption on EF and religion with log
GNP/capita

Surprisingly, the model does not disclose any significant coefficients for this model. As
opposed to La Porta’s results that show that in this case the percentage of Catholics and
Muslims is negative is significant.
10-iii)) Model 10 (Specification 3): SOEs in the economy on EF and religion

In this model, neither religion nor EF affects SOEs. However, and even when income per
capita increases, all the independent variables, except for per capita income, do not affect the
size of government. An interesting result is the finding that as per capita income increases, in
the countries of my sample, SOEs increase as well. This result is also replicated in La Porta’s

paper, which reveals that the relationship between SOEs and EF and religion is consistent
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throughout countries, religion and governments.
10-iv) Model 10 (Specification 4): SOEs in the economy on EF and religion with log GNP/capita
Using per capita income as the control variable, we find, in contrast to La Porta, that
none of the coefficients for EF and religion is significant.
Category 5) Political freedom:
11-iii) Model 11 (Specification 3): Democracy index on EF and religion
Religions and EF do not have any significant impact on SOEs in Asia, in general.
Socialist countries do not allow citizens to freely practice religion, and some countries like
Japan have adopted atheism and so since after the Second World War as their economy took off.
11-iv) Model 11 (Specification 4): Democracy index on EF and religion with log GNP/capita
Likewise, none of the results of this model is significant. La Porta’s paper, however,
shows that Muslim is negatively correlated with democracy.
12-iii) Model 12 (Specification 3): Political rights index on EF and religion
Political rights is negatively correlated with EF and positively correlated with Muslim.
Interestingly, La Porta’s results show that EF, Catholics and Muslim are negatively correlated
with political rights.
12-iv) Model 12 (Specification 4): Political rights index on EF and religion with log GNP/capita
With per capita income as the control variable, the variable political rights is negatively
correlated with EF and positively correlated with Muslim and Christian variables.
In summary, democracy is not affected by religion or EF, even when income per capita
increases. However, with an income increase, religion increases political rights but EF decreases

it.

4 Conclusion:

Following La Porta and al, we adopted per capita income as the control variable. It
revealed to be a wise choice as per capita income is significant in most cases, in order to see
how economic development affects government performance. My data show that rich countries
tend to have better governments than poor ones. Government performance is not affected by
ethnolinguistic differences - i.e. homogeneity or heterogeneity-. In the La Porta’s paper, it is
affected by an ethnolinguistic factor. Religious variables tend to indicate a lower government
interference with the private sector and to have insignificant influence on most of the cases of
government performance. Especially, we find it interesting that Buddhism hardly has an impact
on government performance, even though it is the dominant religion of the countries in the

sample.
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As the theory predicts, legal origins have even more influence on government
performance. In general, for Socialist, French, and English legal origins my results coincide with
those of La Porta. However, the German legal origin variable stands out as more robust than La
Porta’s findings. The countries, which adopted the German legal system, have greater
governmental intervention than the rest. This is consistent, for example, with the Japan’s
economic system. The Japanese government heavily intervened, throughout the last half of the
twentieth century, in regulating the industries in order to achieve economic growth. Moreover,
this practice found echo in the other Asian countries as they aspired to copy the Japanese
economic miracle.

Economic growth often has an impact on the government performance but not all the
aspects of the government’s performance. Above all, major finding in this paper is that, contrary
to what the political theories predict, ethnolinguistic heterogeneity does not have a significant
influence on the quality of government for throughout most of the models. Especially when
income per capita increases, ethnolinguisitic fractionalization becomes insignificant. East Asian
countries have had rapid economic growth in the past decade, so that the impact of
ethnolinguistic fractionalization on the government performance was minimal. This could be

overlooked in further analysis on East Asian countries.
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Table 1.

Data for dependent variables

1) Interference with private sector:
AProperty rights index:
=A rating of property rights in each country on a scale from 1 to 5.

—The more protection private property receives, the high the score.

ABusiness regulation index:
—A rating of regulation policies related to opening a business and keeping open a business on a scale
from 1 to 5.

—Higher score means that regulations are straightforward and applied uniformly to all businesses.

ATop marginal tax rate:

=Top marginal tax rate for each country in 1994.

2) Efficiency:

ACorruption:

Corruption in government index on a scale from 0 to 10.

=Low ratings indicate high government officials are likely to demand special payments, and illegal

payments are generally expected thought lower levels of government in the form of bribes, etc.

ATax evasion:

=Assessment of the level of tax evasion on a scale from 0 to 7. 1=strongly disagree; 7=strongly agree

3) Output of public goods:

ALog of infant mortality:

—Logarithm of the number of deaths of infants under one year of age per one thousand live births for
the years 1970-1998

Allliteracy rate:

=Average of adult (15 years old and above) illiteracy rate for the years 1990-2000

4) Size of public sector:
ATransfers and subsidies/GDP:

—=Total government transfers and subsidies as a percentage of GDP on a scale from 0 to 10.

AGovernment consumption/GDP:

=Government consumption expenditures as a percentage of GDP on a scale from 0 to 10.

ASOEs in economy:

=Index of state-owned enterprises as a share of the economy on a scale from 0 to 10.
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5) Political freedom:
ADemocracy index:

=Average of democracy score for the period 1970 - 1994 on a scale from 0 to 10.

APolitical rights index:

=Higher ratings indicate countries that come closer to the ideals such as:
a) free and fair elections

b) those elected rule

¢) existence of competitive parties, etc.

Determinants:

1) Ethnolinguistic fractionalization:

—Average value of five different indices of ethnolinguistic fractionalization. Its value ranges from 0 to
1.

=The five components indices are:

i) index of ethnolinguistic fractionalization in 1960, which measures the probability that two
randomly selected people from a given country will not belong to the same ethnolinguistic
group (index is based on the number and size of population groups as distinguished by
languages)

ii) probability of two randomly selected individuals speaking different languages

iii) probability of two randomly selected individuals do not speak the same languages

iv) percent of the population not speaking the official language

v ) percent of the population not speaking the most widely used language

2) Legal origin:

—Identifies the legal origin of the Company Law or Commercial Code of each country
i) English legal origin
ii) Socialist legal origin
iii) French legal origin

iv) German legal origin

3) Religion:
=Identifies the percentage of the population of each country that belonged to the three most widely
spread religions in Asia in 2001

i) Christianity

il ) Muslim

iii) Buddhism

Economic Development:

1) Log GNP per capita:
=Logarithm GNP per capita expressed in current US dollars for the period 1970-1995.



Atsushi Shimomura and Masa K. Naito : The Quality of Government in East Asia 155

Table 2.

Tax evasion:

Tax evasion is minimal. (1= strongly disagree; 7+ strongly agree) The Global Competitiveness Report
1999 (See pp.244)

Democracy index:

Average of democracy score for the period 1973-1995. Scale from O to 10, with lower values
indicating a less democratic environment. Source: For Bangladesh, China, India, values indicating a less
democratic environment. Source: For Bangladesh, China, India, Singapore, Sri Lanka, and Thailand,
"http:/spe.cgu.edu/spedata/excel/RPC2000all.xIs (Kuglar and Feng)

Religion:

Identifies the percentages of the population of each country that belonged to the four most widely
spread religions in Asia in 2001.

Sources: CIA Factbook 2001;

PRS Country Summaries 2001 (Azerbaijan);

Department of Statistics, Prime Minister Department of Malaysia. 2001 (Malaysia);

Latimer Clarke Corporation Pty Ltd, 1993-2001 (Singapore);

China's State Bureau of Religious Affairs cited by New Government Statistics on China's Christians,
May 3, 2002 (China);

Religious Freedom World Report 2001 by the International Coalition for Religious Freedom, and
Adherents.com (Vietnam);

Bible Society Annual Report 2000 (Hong Kong);

Population Statistics 1999/2000 (North Korea):

"http://www library.uu.nl/wesp/populstat/Asia/nkoreag.htm; and

International Christian Concern (Laos): http://www.persecution.org/humanrights/laos.html
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