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Can Rule of law be an efficient policy-planning tool for Sustainable Development in Asia?

¿Puede el Estado de derecho ser una herramienta eficiente de planificación de políticas para el desarrollo sostenible 
en Asia? 

ABSTRACT

Sustainable Development is currently overriding problem in UN Millennium agenda of 21st century. Recently, is considered 
purely a matter of rule of law. Rule of law are now considered as bedrock for Sustainable Development in Asia. Keeping in view, this 
study evaluates the importance of Rule of law for Sustainable Development policy planning in after taking into consideration of 
12 Asian countries over the period of 1984 up to 2012. The analysis depicts that rule of law is primarily important for Sustainable 
Development policy planning in Asia. For empirical analysis, we estimated the results through dynamic panel data model approach. 
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RESUMEN

Sustainable Development is currently overriding problem in UN Millennium agenda of 21st century. Recently, is considered purely 
a matter of rule of law. Rule of law are now considered as bedrock for Sustainable Development in Asia. Keeping in view, this 
study evaluates the importance of Rule of law for Sustainable Development policy planning in after taking into consideration of 
12 Asian countries over the period of 1984 up to 2012. The analysis depicts that rule of law is primarily important for Sustainable 
Development policy planning in Asia. For empirical analysis, we estimated the results through dynamic panel data model approach. 

Palabras clave: Estado de derecho, Agenda del Milenio de la ONU, Desarrollo sostenible, planificación de políticas, Asia, Modelo 
de panel dinámico
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1. INTRODUCTION

The achievement of Sustainable Development (SD) goals are overriding challenges of the 21th century. The question of 
sustainability is top priority in United Nation millennium development goals (MDG’s). SD means “development that 
meets the present generation’s needs without compromising the ability of future generations to meet their own needs”. 
SD focuses on the importance of intergenerational equity of resources possible through efficient utilization of the resource 
(Bilbao Ubillos, 2013). Sustainable production and consumption patterns  can cause smooth transition of intergenerational 
resources (Loos et al., 2014). SD is now considered as genuine wealth of nations (Anielski, M. 2007). If investment in 
genuine wealth is positive, it means intemporal social welfare of society is rising over the time;(Toke S Aidt, 2003; Arrow, 
Dasgupta, & Mäler, 2003). In recent decade, the genuine wealth investment is problematic at global level where some 
countries are investing more while other countries are free riders having low level of genuine investment at the expense of 
future generation. In this way, free rider countries are facing serious challenges for achieving SD goals. One of possible way 
to mitigate   these challenges is to consider the political interference and interest for achieving its SD goals (Toke S. Aidt, 
Castro, & Martins, 2016; Mebratu, 1998; Waage et al., 2015; Mohammadi & Jamali, 2017). 

Recently, institutional factors have received paramount attention in context of SD (Kemp, Parto, & Gibson, 2005; Lele, 
1991; North, 1990a, 1990b; Quental & Lourenço, 2012; Sohrabi, 2017). Although, a comprehensive and theoretical 
debate exist for the role of institutes in enhancing economic growth, a very few studies have investigated both theoretically 
and empirically the role of institutes in promoting SD. The findings of these studies are mixed in explaining the institutions-
sustainable development nexus. Some studies indicate a positive relationship between institutions and SD. These studies 
have shown that rule of law, good governance, transparency and democratic quality influence SD positively (Behboudi, 
Beheshti, & Mousavi, 2011; Veisi, 2017; Brinkerhoff & Goldsmith, 1992; Carbonnier & Sumner, 2012; Opschoor & 
van der Straaten, 1993). Yet, some other studies have found that weak rule of laws impacts SD negatively (Pande & Udry, 
2005). Similarly, a contradictory literature on governance and sustainable economic growth; either it enhances economic 
efficiency through rules or deregulations (Levy & Temin, 2007; Méon & Weill, 2010) while some studies indicate  negative 
impact of corruption on SD (Toke S Aidt, 2003; Toke S. Aidt, 2009).

To the best of our awareness, the economic literature has paid less consideration towards studying the impact of political 
interference on SD. A very few studies have considered whether institutions are link with sustainable development, but 
empirical results are inconclusive.  In the same manner, theoretical literature identified direct and indirect channel through 
which institutions influence SD. But, the empirical literature adopts the direct approach in examining the impact on 
sustainable development. The economic literature has paid less attention towards studying the impact of law enforcement 
on SD, especially focusing on the stages of development of countries. Furthermore, most of the studies that have evaluated 
the impact of law enforcement on SD are not grounded on a specific theoretical framework. In this study, we add to 
existing literature by examining overall consequences of rule of laws on SD assuming endogenous growth framework 
after following the studies of (Bovenberg & Smulders, 1995; Hofkes, 1996). For empirical evaluation, we use “System 
GMM” approach which is preferable for explaining cross sectional variations (Blundell & Bond, 1998). In this paper, we 
have considered Asian countries for empirical analysis. The Asian countries are interesting case study for empirical analysis 
due to several reasons. Asian countries are facing serious challenges such as lack of less government support and lack of 
proper infrastructure that is supportive to achieve sustainable development goals  (SDGs) (Sarvajayakesavalu, 2015). Asian 
countries are continuously facing rule of laws problems which are signals for SD outcomes  (Berg & Desai, 2013). A visit 
to Asian countries rapidly confirms that most states are weak and failure. These states are major source of human misery, 
unsustainability and global disorder. State effectiveness has now received practical attention in polices making, with focus 
on how to deal with asian countries having weak and failure states for achieving sustainable development goals(SDGs). A 
number of international actors such as international institute of sustainable Development (IISD), the World Bank, and 
United Nation developmental programmed (UNDP) have recently taken initiatives to target governance matters relevant 
to SD in developing countries.

The rest of this paper is arranged as follows; 2nd section describes the prevailing literature relevant to impact of rule of laws 
and sustainable development; 3rd section explains the data and its econometric methodology which is considered. While 4th 
section presents’ econometric results and finally section 5 is relevant to summery and conclusion. 

2. LITERATURE REVIEW

During the previous decades, the prime focus has turned from contiguous causes of growth in economies towards exploring 
the more major causes of SD. In the same manner, the significance of institutions in discussing across country differential in 
economic growth requires more attention from the researchers. Some important studies in this context include the study of 
(North, 1990a), the research work of (Jones, 1994). The concerned literature signifies the importance of rule of law role in 
economic growth. (North, 1981) defines institutions in a wider sense such as “the human designed constraints imposed by 
humans themselves”. The primitive literature started from Adam Smith also highlights the role of governance for economic 
growth of a country. Adam Smith basically highlights the role of a state in relation to generating the role of administrative 
justice, easy tax generation and the alleviation of barbarism and social injustice in the form society that brings all activities 
in natural course of action1.

The economic literature dilated upon various channels through which laws can affect SD. First, formal institutions can 
affect SD by the way of rule of law (Kardos, 2012). The rule of law that is better should be based upon an independent and 
accessible, equitable and efficient legal system that promotes good governance with characteristics such as accountability, 
1This  Adam Smith quotation is taken from  Lecture in 1755  http://www.adamsmith.org/
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transparency and participation. The institutional efforts along with better rule of law promote good governance that 
in turn helps in achieving progress towards each goal of SD2. The laws can be linked with SD by an economic system 
based on property rights and transaction cost.3 The security of property rights brings resource protection essential for 
SD (Acemoglu, 2010; Mazurova, 2017; Rodrik, Subramanian, & Trebbi, 2004; Bhattarai & Hammig, 2001; Knack 
& Keefer, 1995; Taylor, 1993). The laws impact SD through a level of transaction cost that includes negotiation 
and control costs well as market and managerial transaction cost that determines the structure for institutional 
governance (Platje, 2004). The laws are linked with SD through the channel of an enforcement system based on 
formal rules such as taxation and fines, imprisonment and fines for any illegal act of resource exploitation. The 
effect of the taxation  is transmitted to SD through the financial capacity-building channel by the government’s 
effective support to sustainable policies (Simmons and Elkins (2004)). In the case of the absence of formal and well-
designed institutional mechanism, a high level of transactional cost is imposed in search of honest trading persons 
for formal agreements’ enforcements (Shirley, 2005). Corruption impacts on the SD through production and 
consumption channel4. The indirect effect of corruption and clan politics is transferred through formal institutional 
quality channel5. On the basis of a theoretical framework, it can be inferred that laws impact on SD through various 
channels.

To best of authors’ information, there are only a fewer studies those had focused specifically on the institutional 
laws  impact on  SD. (Pande & Udry (2005) provided the proof for a causative link between a collection of good 
institutional laws  and long run growth which is more rapid. The micro level data of Ghana for institutions is used 
to determine as to how individuals respond to change economic and demographic pressures. The institutional laws 
of growth and development observed in cross-country analysis proved that long run growth is much faster in those 
countries which have higher number of quality focusing institutions, enhanced protection of private and public 
property rights, improved law enforcement, controlled central and governmental bureaucracy, smooth operating 
procedures in formal sectors and markets, consistent democratic structure along with high level of trust. It has 
been observed that an entity which is smaller than a country may postulate a consistent environment for a specific 
institution that can play a causal role for that institution. An alternative view point of Dietz, Neumayer, and De 
Soysa (2007)) studied the effect of quality and natural resources for institutional laws on adjusted and genuine 
savings in Arab Countries from 1984 to 200. The findings show that index of corruption has positively associated 
with Adjusted and Genuine Savings but the association of natural resources has negative effect in the long run. 
In order to deal with the endogeneity aspect, studies are now using variables which are instrumental. (Stoever, 
2012) evaluates the impact of institutional quality on SD. He used adjusted net savings (ANS) which indicates for 
sustainable development.

The corruption impact is found to be negative on SD in African countries, which shows that the control of corruption 
is positively related to sustainable development. They use the adjusted net savings growth rate as proxy for measuring 
SD. A similar relationship has been observed in Asian countries, but the value of the magnitude of relationship 
b/w corruption and SD was less as compared to African countries. Abou-Ali & Abdelfattah (2013) evaluated SD 
and resource intensity measures by using the Millennium Development Goals (MDG) from World Development 
indicators which is based on a panel of 62 countries ranging from the period of 1990 to 2007. This interconnecting 
relationship is observed and analyzed with the estimation of Resource Curse Hypothesis (RCH) model and the 
Environmental Kuznets Curve (EKC) model at the same time while keeping on eye for the important institutional 
quality standards. The overall results suggested dealing of sustainability with MDG negatively associated with the 
quality of environment. The way the countries deal with this phenomenon is also important. Variables, such as 
investment ratio; inflation rate; education expenditure as well as institution quality were included as conditioning. 
The 3SLS technique was used with CO2 which is taken as a standard to measure the quality of environment. 
Countries have to focus on having better rule of law in order to improve institutional quality. The results also indicate 
that institutions are not serious and concerned to improve the environment quality. Carbonnier & Wagner (2015) 
studied the impact of institutions laws inform of armed violence in 104 developing countries on SD. He finds 
negative effect of institutions on sustainable development. The result of the study supports that excessive resource 
extraction negatively impact on SD. The institutional law failure in developing countries has been observed which 
could not control the armed violence. Carbonnier & Wagner (2011)  evaluated the effect of institutional quality 
on growth and development and come to the conclusion that institutions positively affect development. They use 
dynamic panel data as well as system GMM estimation, while covering 108 developing countries for the period of 
24 years, with a span of 23 years ranging from 1984 to 2007. The result indicates that correlation exists b/w quality 
of institutional laws and the outcome resource extraction of development. The variables use constraints for political 
and executive powers with effective check and balance, type and extent of corruption, type of regime, conflict and 
armed violence along with negative effect of richness resources on SD. Corruption indicator is found to be negatively 
affecting the resource rich countries.

From the discussion of above literature which is also based on empirical surveys, it is concluded that oval literature 
failed to properly address the problem of endogeneity and biasness of omitted variables. This issue may cause the 
generation of inconsistent and biased parameters. Therefore, it is suggested that further investigation should be 
carried on to tackle such issues. In order to address such issues, the study adopted a dynamic panel analysis which is 

2(Harris, 2001; Morita & Zaelke, 2005). 

3(C. L. Anderson & Swimmer, 1997).

4There exists a contradictory literature on corruption and sustainable economic growth; either it enhances   economic efficiency through rules or 
deregulations (Levy & Temin, 2007; Méon & Weill, 2010) while some literature shows negative impact of corruption on SD (Toke S Aidt, 2003; Toke S. 
Aidt, 2009).

5The literature in this context includes:(Svensson, 2009; Venard, 2013).
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based on “System Generalized Method of Moments” (SYS-GMM).

3. DATA AND ECONOMETRIC METHODOLOGY

To find out the impact of institutional law on sustainable development, we  use the data set of 12 Asian countries in the 
panel form starting from 1984 to 2012, taken on the annual bases.6 We use adjusted net savings per capita in growth 
as sustainable development indicator, calculated from the adjusted net savings per capita as used in most of studies. 
The adjusted net savings per capita are derived from the division of adjusted net savings over the total population. The 
adjusted net savings excluding particular emission damage is taken from the WDI data source, which defines it as: 
“adjusted net savings” are equal to net national savings with addition to education expenditure, subtracted net forest 
depletion, mineral depletion and carbon dioxide and particular emission damages are excluded from this variable. The  
data on GDP per capita growth; GINI index; trade openness; public spending on education; health expenditure per 
capita and NC it indicates fuel exports as an indicator of depletion of natural capital is also  collected from the WDI 
data source. The selection of most appropriate estimation methodology is very important for attaining robust estimates 
results. For empirically estimation the impact of institution on sustainable development, we utilize panel data estimation 
techniques. It is important for allowing combination of different cross sections period, and it also provide more reliable 
results. Firsty, we use Fixe Effects Methods based on hausman test results. Furthermore, We  use the System GMM to 
tackle endogenity problem .it  is advance form of GMM method  widely used for the growth evaluation (Arellano & 
Bover, 1995) and (Blundell & Bond, 1998) and applied by (Bond, Hoeffler, & Temple, 2001). 

6 A list of countries is given in Appendix A. 
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4. EMPIRICAL RESULTS

We have empirically estimated the equation (21) to find out the impact of institutional laws on SD for  12 Asian 
countries during the time period 1984 up to 2012 by utilizing the Fixed Effects methodology. The empirically results are 
reported as mention in Table 1. Furthermore, the estimation has been carried out separately for a set of all countries that 
belongs to low and lower middle income countries. We have used utilize various test for assuring the appropriateness of 
estimated models. The overall results are in favor that estimated models are properly specified.

It is argued that the law and order situation of an economy works as a pre-requisite condition in promoting SD. The 
law is investigation of legal system strength and order is a judgment regarding popular observance as mentioned in 
law (ICRG, 2012). In the table 4.1 and table 4.2, law and order impact on SD is given. In the entire analysis, a set of 
explanatory variables have expected signs similar to that of literature in different models. Law and order shows a positive 
impact on SD in the case of full sample as well as economic development base distribution of countries. The estimated 
coefficient is 0.29 upto 0.43 that is positive and statistically significant at 10 percent level. The results imply that if there 
is a one percentage point enhancement in the law and order quality, then, SD is enhanced by 2.9 upto 4.3 percentage 
point. 

The overall results as discussed in the tables 4.1 and table 4.2 represent that the quality of law and order impacts 
positively on SD. It means that the law and order is a binding force for people that they must adhere to public policies in 
regards to the natural resource conservation and its usages in a region. Thus optimal resource utilization in an economy 
brings social welfare in the context of achieving resource efficiency and optimality. The countries having low qualified 
citizens can improve institutions more rapidly. other reason is that countries having greater number of qualified citizens 
may respond negatively to institutional system by way of personal supremacy and interferences within system (Alonso 
& Garcimartín, 2013; Roelfsema & Zhang, 2012).

Further, we have taken numerous set of control variables for empirical analysis. In discussing the SD pattern, most 
economists highlight the importance of growth in physical stock and the GDP per capita growth uses growth in physical 
capital stock. The results indicate that the GDP per capita growth is negatively related to SD in asian countries, low 
middle income. The empirical evidence produced in the study also supported by resource curse hypotheses to the extent 
of Asian countries. It implies that most of developing countries are rich in natural resources but unable to properly 
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manage these natural resources for economic progression. Thus, it leads towards deterioration in the context of genuine 
savings for the upcoming generation in economy (Toke S. Aidt, 2011; Atkinson & Hamilton, 2003; Dietz et al., 
2007). Furthermore, the GDP per capita growth measures the current economic activity and ignores social welfare 
aspects (health, safety, human rights).Thus the destruction of available resources in the quest of increasing the income 
level leads to unsustainable development in an economy (Toke S. Aidt, 2011). For assessing the role of social capital is 
essential for attaining sustainable development goals (SDGS) in Asian countries. For this purpose, the GINI index is 
used as an indicator. GINI index indicate negative impact on SD. The empirical evidence of our study is supported by  
the following studies (Hoseini, 2014; Tchouassi, 2012). The coefficient of trade openness has positive impact on SD in 
whole Asian countries and low and lower middle income countries. Thus, it can be argued that as developing countries 
follow neoliberal policies, the resource efficiencies are promoted in economies, which leads towards attaining SDGS 
in developing countries various empirical studies also point to the role of economic globalization for SD (Edwards 
& Tabellini, 1991; Harbaugh, Levinson, & Wilson, 2002). The coefficient of human capital have positive for SD. 
Most studies belonging to empirical literature confirm that human capital is a major source for enhancing SD by the 
way of economic progression in developing countries (Greene, 2008; Grossman & Helpman, 1993; Smulders, 2012). 
Thus, focusing on the per capita health expenditures leads to improving the social welfare of people through public 
interferences. The improvement in social welfare of people is considered as a vehicle for SD. The relevant empirical 
studies that support empirical analysis of our study (Pearce, Barbier, & Markandya, 2013).

Table 4.1: Impact of Law and order on Sustainable Development in Asia: Fixed Effect Method: Dependent 
Variable (Adjusted Net Saving Per Capita Growth)

Note: Data period range from 1984-2012 with annually. Robust standard errors are in parentheses. *, ** and *** denote 
significance at the 10, 5 and 1% levels, respectively.
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Note: Data period range from 1984-2012 with annually. Robust standard errors are in parentheses. *, ** and ***denote 
significance at the 10, 5 and 1% levels, respectively.

5. SUMMARY AND CONCLUSION

The main focus of this study is to identify the dynamic role of institutional laws for sustainable development in 12 Asian 
countries over the period started from 1984 upto 2012.This study uses theoretical model for better understanding the 
dynamic relationship between institutional laws enforcement and sustainable development. We have considered fixed 
effect and SYS-GMM estimation techniques for empirical analysis.

Thus it strongly support hypothesis that institutional laws should be prime concern for sustainable development in 
developing countries. The empirical results of the study strongly support the thinking marginal benefit of improvement 
in institutional laws in Asian countries. The laws, order, and democratic accountability improvement more affect more 
sustainable development in Asian countries. Therefore, it is compulsory that institutional laws and order should be given 
preference when designing policies regarding to achieve objectives of sustainable development. 
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