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Abstract

An effective governance structure is central to growth, sustainable
development and equal income distribution (economic welfare)
(Glass & Newig, 2020). Brazil-Russia-India-China-South Africa
(BRICS) countries differ in governance structure with varying
outcomes on economic welfare. This article explores the extent to
which governance impacts economic welfare in BRICS countries
viewed as an emerging powerhouse, with significant growth
prospects — yet distinct in their governance systems, and income
variability amongst its population. The article utilised panel static
models (pooled ordinary least squares (OLS) and fixed effects (FEs)
estimator) from 1996 to 2019 to investigate the effects of
governance proxied by the World Bank World Governance
Indicators (WGI) on economic welfare (proxied from two channels):
quantitative (output stock/economic growth) and qualitative
(reduced income inequality). The two channels combine
the ordinary measure of welfare: gross domestic product (GDP),
a proxy for economic growth, household and income distribution,
and a proxy for income inequality drawing (Heys, 2019).
The findings revealed that governance produced varying results on
the economic welfare in BRICS. Democratic countries which
practise good governance principles (South Africa and Brazil) had
a negative economic welfare effect from both channels compared
to one-party states, such as China and Russia. Therefore,
the findings invalidate the null hypothesis that good governance is
a catalyst for economic welfare. Sound policies, especially on
structural change and equitable income distribution are necessary
to enhance economic welfare in BRICS countries. The article is
relevant and discloses iterations of the distinction between good
governance and sound policy implications on developing nations’
economic welfare.

Keywords: Governance, Good Governance, Income Inequality,
Economic Growth, BRICS

Authors’ individual contribution: Conceptualization — A.M. and P.C;
Methodology — AM. and P.C.; Formal Analysis — A.M. and P.C.;
Investigation — A.M. and P.C.; Resources — A.M. and P.C.; Writing —
AM. and P.C.

Declaration of conflicting interests: The Authors declare that there is no
conflict of interest.

1. INTRODUCTION

argues differently. Projects raise income unequally
to the benefit of first-class elites (Shafique & Hagq,

Many emerging economies face unequal income 2006; Kyriacou, 2019). Consistent policy instruments
distribution and low growth which affects their ~are required to resolve these challenges, which
welfare attributes. It is implicitly believed that should aim at income and job growth, sustainable

increased growth would

result

in enhanced development and equal income distribution

livelihoods and equality. However, the literature (Shafique & Haqg, 2006). Sen (1983) postulates that
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social well-being should be judged primarily on the
basis of the degree of freedom people have to
encourage or fulfill the roles they value.

The institutional/governance structure is
essential to transform growth and welfare into
sustainable processes. As such, the governance
structure is central to growth, sustainable
development and equal income distribution
(Shafique & Haq, 2006; Glass & Newig, 2019).
Governance is crucial for social welfare. Better
governed countries are richer, happier and
experience fewer social and environmental problems
(Kyriacou, 2019). Governance refers to systems and
processes designed to ensure accountability,
openness, responsiveness, rule of law, stability,
fairness and inclusiveness, empowerment and
broad-based participation. Governance is one of
the primary factors that explains the differences in
performance across countries (Kyriacou, 2019).
The influence of various policy tools depends on
how efficiently the public sector performs.
To ensure public value, through efficient public
sector performance. Kjoer and Kinnerup (2002)
introduced the concept of good governance. They
defined it as an approach to a government dedicated
to establishing a framework based on justice and
peace that respects individuals’ human rights and
civil liberties. It reinforces the notion of
transparency, accountability and participation.
Participation necessitates that all communities,
especially the most vulnerable (poor), have direct or
equitable access to public systems (Kjoer &
Kinnerup, 2002).

Economic welfare is defined as the level of
prosperity and quality of living standards in
an economy. Economic welfare can be measured
through a variety of factors such as GDP and other
indicators which reflect welfare of the population
(for example, literacy, levels of inequality, levels
of pollution, access to health care, and assessments
of environmental quality) (Samuelson &
Nordhaus, 2004).

Economic welfare comprises economic growth
and reduced income inequality. The classification
follows Heys’s (2019) preposition on the future of
gross domestic product (GDP) as a sole measure of
economic welfare. In his seminary work, which is
the basis for this study, economic welfare is purely
market sector GDP, plus income inequality, denoted
by disposable income (Aitken, 2019).

BRICS (Brazil-Russia-India-China-South Africa)
countries are perceived as an emerging powerhouse
with significant growth patterns — yet distinct in
their governance systems, as well as income
variability. This article intends to respond to
the following research questions:

RQI: How does governance impact economic
welfare in BRICS countries?

RQ2: What is the relationship
governance and good governance?

The study utilised panel static models (pooled
ordinary least squares (OLS) and fixed effects (FEs)
estimator from 1996 to 2019 to investigate
the effects of governance proxied by the World Bank
World Governance Indicators (WGI) on economic
welfare (proxied from two channels): quantitative
(output stock/economic growth) and qualitative
(reduced income inequality) (Aitken, 2019).

between
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The analysis by pooled OLS and FEs will reveal
a sizeable and robust effect of inequality and
governance on economic welfare. There are many
challenges in estimating the impact of governance
and inequality on economic growth. First,
governance indices are generally subject to
measurement error because, in reality, democratic
institutions do not truly change in line with
governance scores. Secondly, it is worth noting that
both democratic and non-democratic countries in
the BRICS consortium differ in various aspects,
for example, institutions, cultural policies, and
historically. Therefore, cross-country estimations are
unlikely to reveal more in-depth insight into
governance’s causal effect on growth. Thirdly, it is
informally acknowledged that marginal movements
in the GDP precede democratisations. Thus,
areliable approach is to estimate GDP dynamics in
real terms, which is difficult to do because of
economic variables’ lag overtime. Briickner and
Ciccone (2011) highlighted that even if year and
country fixed effects are considered, changes in
democracy (a precursor of governance) may be
correlated with other economic conditions, possibly
resulting in the exclusion of variable bias concerns.

In order to address some of the challenges
stated previously, this study builds on the vital work
conducted by Islam and McGillivray (2020) to
estimate a model that includes various governance
measures through country effects to eliminate
the impact of potential economic growth correlation
with governance. Furthermore, year-fixed effects are
included to eliminate any change in governance
which is correlated with the GDP. Our first trial is to
estimate a linear regression with robust standard
errors to correct issues of heteroscedasticity, while
the second strategy endeavours to estimate time
series estimators through static models which deal
with endogeneity.

The BRICS countries are selected purposively
due to their unique dominance in their respective
regions, however, with differing democracies and
governance systems (Onis, 2016). The BRICS
countries are an emerging global powerhouse that
exists to meet the developmental needs of member
countries through various initiatives including
intra-trade and investment (Hooijmaaijers, 2021).
Despite similar growth prospects, the member
countries differ in governance structure and
systems. For example, China and Russia are
generally one-party governed states dominated by
ideologies that define their co-existence (Onis &
Gencer, 2018). As such, this study offers
an unfamiliar perspective to understand how
democracy and governance can be a catalyst to
growth regardless of the economic system at play.
Consequently, the study is distinct in using Heys'’s
(2019) preposition of future measures of growth
beyond GDP. His supposition is included in
the economic welfare variable utilised in this article.
The variable combines GDP and reduced inequality
as measures of economic welfare.

The article is structured as follows:
Introduction is followed by a Section 2 that presents
the literature review. This is followed by Section 3
that demonstrates the empirical framework.
Findings and results are presented in Section 4,
Section 5 discusses the results, and finally Section 6
provides conclusion and recommendations.
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2. LITERATURE REVIEW

According to the endogenous growth theory!,
income and wealth inequality can impede economic
growth in the long term for various reasons. Firstly,
through economic challenges, where inequality
creates political pressure for wealth distribution
through taxation, it affects investment and growth.
Secondly, socio-political instability creates
uncertainty in property rights, and thereby slows
capital accumulation. On the other hand, credit
market imperfections are seen as vehicles that
reduce investment and growth (Howitt, 2010).
The preposition of the endogenous growth theory is
attested to by numerous growth theories which
postulate that output is measured by factor
productivity — GDP — that is a product of
technological progress (Saleem, Shahzad, Khan, &
Khilji, 2019). Consequently, Aitken (2019) argued
that GDP is primarily a measure of market
production, and one benefit thereof is that they have
‘objective’ values to value volumes of products and
services, and thereby allow various items to be
‘added up’. Economists (and others) have
consistently cautioned that GDP is not and was
never meant to be an indicator of well-being.
According to Aitken (2019), “we must be skeptical of
the notion that long-term improvements in the rate
of growth of welfare can be estimated even loosely
from changes in the rate of growth of output” (p. 4).
Despite these precautions, it is often utilised as
aproxy for welfare by most policymakers, and
economists (Aitken, 2019).

In considering alternatives to GDP, Heys (2019)
presented a spectrum of theoretical options at
the ESCoE Conference on Economic Measurement
2019 (Payne & Vassilev, 2019). The spectrum
presented by Heys (2019) suggests that GDP could
be corrected. This notion was termed future GDP
and comprises purely market sector GDP, plus
an adjustment for public sector quality, as well as
missing capitals, including intangibles, net national
disposable income, including a household account of
unpaid services. The extension to GDP is distinct
with two aspects (welfare is represented by
disposable income) wellbeing which captures a range
of social and economic aspects of the quality of life
(Aitken, 2019).

Wagener (2004) and Mira and Hammadache
(2017) revealed statically significant effects of
governance on economic welfare. Nonetheless,
recent studies have provided ambiguous results.
For example, Afrimadona, Darmastuti, and Fathun
(2019) and Shin (2019) reported that established
links between good governance and growth are
aresult of the linkages between governance and
other growth determinants such as human capital.
Likewise, Doumbia (2019) highlighted that after
controlling for other variables, there does not seem
to be a strong relationship between growth and
economic welfare.

Piketty (2014) and Horlings and Smits (2019)
revealed adverse growth effects of income
inequality. As income accumulates, so does
the interest rate, capital gain and dividends. This
relationship has puzzled researchers because,

! Endogenous growth is described as long-run economic progress dictated by
internal economic system forces. Forces evaluate resources and motivations
to build technological know-how (Howitt, 2010; Aitken, 2019).
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in certain income
inequality.

Bagchi and Svejnar (2015) and Jorgenson (2018)
argued that most national income in developing
economies is concentrated among the elite,
frequently politicians and their cronies. It was
generally revealed that politically accumulated
income/wealth inequality has an adverse effect on
economic growth. A similar view is held by Morck,
Yeung, and Yu (2000) and Omar and Indaba (2020)
that a high concentration of national income among
the elite leads to rent-seeking, decelerated capital
development and impedes growth significantly.
Therefore, it concurs that good governance® is
an essential tool to achieve sound economic growth
and development.

Inequality is primarily influenced by global
governance, and good governance ensures
an equitable distribution of national wealth and
income (Dollar & Kraay, 2002; Asongu & Odhiambi,
2020). Zhuang, de Dios, and Lagman-Martin (2010)
posit that the poor enjoy a smaller share in
egalitarian economies; therefore, political rights in
the form of democracy may be accompanied by
equal income distribution.

One-party states such as China have the ability
to impose critical policies necessary for growth
(Guo, 2020). As such, democracy, if not aligned with
policy implementation will have adverse effects on
growth (Gerring, Thacker, & Alfaro, 2012). Barro
(1997) expresses similar sentiments and argued that
advocacy for political rights does not influence
growth.

Income inequality might have an impact on
democratic reform and democratic political
engagement. High levels of inequality may result in
economic elitism to oppose democracy. Moreover,
fear of the redistribution tension is expected to
evolve in the normal course of democratic politics
(Kyriacou, 2019; Boix, 2003). This could be as
aresult of the shift of power in one-party state
countries (China), or consequently, countries
liberated from colonial rule (South Africa).

Finally, corruption plays a role in advancing
both inequality and growth in developing countries.
It amasses wealth in the hands of a few ruling elites
(World Bank, n.d.; Khan & Naeem, 2020). Convicted
cases in crimes involve the distribution of state
resources and require the reimbursement of any
misappropriated or stolen funds. Corruption in state
finances is the reason for inequality in developing
countries because funds meant for the poor are
misappropriated (Khan & Naeem, 2020). South Africa
can attest to this challenge, where corruption-
inequality anti-graft campaigns are on the increase
(Patel, 2020).

BRICS countries have a mixed governance
record. Most of the members are trapped in the lack
of good governance in both the economic and
political  structures. Issues of government
ineffectiveness, lack of rule of law including political
instability are prevalent. As such, good governance
has been central to development in the BRICS
development agenda, and recent BRICS summits

instances, growth supersedes

2 Good governance is an approach to government dedicated to establishing
a framework based on justice and peace that respects individuals’ human
rights and civil liberties. It reinforces the notion of transparency,
accountability and participation. Participation necessitates that all
communities, especially the most vulnerable (poor), have direct or equitable
access to public systems (Kjoer & Kinnerup, 2002).
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(Singh, 2019; Wilson, 2016). Existing evidence on
governance and economic welfare does not provide
clear-cut support of the idea that enhanced good
governance is a catalyst for economic welfare (Singh,
2019; Wilson, 2016).

Given the identified gap in the literature, this
study focuses on the effect of good governance on
the economic welfare in BRICS countries. While it is
traditionally acceptable that good governance
automatically yields positive growth and welfare,
this study explores this phenomenon from the BRICS
countries’ perspective with varying governance
structures. This is the major contribution of this
study in this discourse. None of the previous studies
have focused on measuring the effects of good
governance on economic welfare on a panel of
countries with varying governance structures.
Consequently, the study deviated from the general
governance, economic welfare studies wherein
growth is utilised as a proxy for economic welfare by
adopting Heys (2019) and Aitken’s (2019) definition
of economic welfare, which encompasses disposable
income proxied by income inequality. The study is
relevant for policy recommendations wherein
governments in developing countries and BRICS

propose growth policies that include welfare.
Consequently, advocacy to promote good
governance in both economic and political

structures is linked to the welfare of the citizens.
3. EMPIRICAL FRAMEWORK

The article utilised the panel static and fixed effects
models to determine the extent to which good
governance affects economic welfare in BRICS
countries. One method was to produce similar
results not utilised in the study and necessary for
future research is the structural equation modelling
(SEM). According to Zyphur et al. (2020), SEM is
a very general, chiefly linear, chiefly cross-sectional
statistical modelling technique wused to derive
unbiased estimates for the relations between latent
constructs, in this case, WGIL. The technique utilises
factor and path analysis including regression. It is
confirmatory rather than explanatory.

The panel static and FEs model utilised in this
study is exploratory, and hypothesises that:

H1: Good governance has a positive effect on
economic welfare (growth and reduced inequality) in
BRICS countries.

In developing an empirical model, the study
follows the theoretical foundations of
the endogenous growth theory embedded by Islam
and McGillivray (2020):

GDPCy = Bo + P1GDPCyy—q + B2INQir + yXye + 1)
T + P+ Ui
where, GDPC is the per capita real GDP growth rate
measured by the first difference of natural logarithm
of per capita real GDP; GDPC;,_, is the natural
logarithm of one period lagged value of per capita
real GDP; INQ;; is inequality measured by the Gini
index (Acemoglu & Johnson, 2005); X;; represents
control variables including trade openness, inflation
rate, population to name a few; m; is unobserved
country-specific fixed effects; p; is the time dummy;
and y;; is the error term. The subscripts t indicates
the period, and i denotes a particular country. Our
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estimation begins with the baseline model where
control variables are excluded, and the proposed full
model includes control variables. Equation (1) is
estimated using data from 5 BRICS countries from
1996-2019. The sample 1is determined by
the availability of data in all variables.

The lagged real GDP is included in the model to
capture convergence because developing countries
grow faster than rich countries in per capita output.
The literature revealed that capital expenditure can
determine growth. Meanwhile, trade openness is
an essential factor for development and growth.
Radelet, Sachs, and Lee (2001) defined trade
openness as an import penetration and foreign
direct investment, amongst other, factors which
affect the variable. On the other hand, school
literacy enhances a country’s technological
innovation level and is a prerequisite for growth.
The inflation rate is included in the capture of
macroeconomic stability.

3.1. Model specification

The generalized method of moments (GMM)
estimator is a widely utilised tool to manage
unobserved heterogeneity and endogeneity bias in
estimation. In heteroscedasticity cases, the GMM
estimator is more robust and efficient than the
instrumental variable estimator (Baum, Schaffer, &
Stillman, 2003). Meanwhile, Bond, Hoeffler, and
Temple (2001) proved that the GMM estimator is
more efficient in estimating growth models due to
its superior ability to explore stationarity
restrictions. However, the GMM is applicable when
the number of periods is relatively small compared
to that of cross-sectional observations (t< or = N).
Alternatively, asymptotic biases may arise. Barajas,
Chami, and Yousefi (2013) posit that one needs to
avoid over-identification of instruments in GMM.
Consequently, the general dynamic panel model
takes the following form:

Yie = Yieo1 = (x =1)Yjeq + Xy + i+ pp + e (2)
where, Y is the log of real per capita GDP; X is a set
of explanatory variables; m; is unobserved country-
specific fixed effects; p, is the time-specific fixed
effects; and u is the error term. The model can be
reparametrized as follows:

Yie =< Yieq + B'Xie + 1y + pe + 1yt (3)
In equation (3), the lagged dependent variable
is correlated with the time-invariant country-specific
effects. As a result, the within-group or fixed
estimators are inconsistent even if the error term is
not correlated serially. Nickell (1981) posited that if
the lagged dependent variable is an explanatory
variable, the OLS estimator results in spurious
regression, and the within-group estimator is
inconsistent. To correct this problem, Arellano and
Bond (1991) proposed an alternative equation in
the following form:

AYy = AYj g + B'AX;e + Dpiye 4)

where, A is the first different operator,
an instrumental variable approach can be applied to
manage the potential correlation between
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the transformed lagged dependent variable and
the transformed error terms. The relationship
between economic growth and income inequality is
prone to be affected by reverse causality and
endogeneity; hence, the GMM estimator is utilised to
mitigate those problems. However, Blundell and
Bond (1998) demonstrated that lagged endogenous
variables may be imperfect instruments and
suggested lagged difference instruments referred to
as system GMM. As previously stated, the GMM is
inefficient in small samples. Given the panel of
5 countries and a more extended period, it is evident
that the GMM cannot be a model of choice for this
study. To avoid overfitting the endogenous variables
and weakening over-identifying restrictions,
instruments should be relative to the number of
country-level observations in system GMM. Thus,
the number of instruments should be fewer than the
number of countries. However, this is not the case in
this study. Consequently, it is estimated that static
models perform better when N is small and ¢t is
longer.

Beck and Katz (1995) asserted that an OLS
regression with lagged dependent variables and
dummies could be utilised to correct non-spherical
disturbances. The lagged dependent variable and
dummy inclusion are open to debate because
running an OLS regression removes some of
the noble spherical disturbance problems and
affects the variable of interest. Therefore, in this
study, an OLS regression is estimated using
panel-corrected standard errors (PSCE) to manage
heteroscedasticity and avoid the inclusion of
a lagged dependent variable and unit dummies. It is
wise to admit that while standard errors may
remove some of the highlighted stated challenges, it
is worthy to note that removing the lagged
dependent variable and dummies, which are widely
included in panel estimation can result in bias.
Consequently, to test the robustness of our results,
a fixed-effect model was considered. A fixed-effect
model is utilised to control omitted variables that
differ between cases over time. It allows changes
with the advent of time to estimate the effects of
independent variables on the dependent variable.
However, to decide which model to use between
the random or fixed effect, a Hausman test was
conducted.

A Hausman test compares the fixed and
random-effects models. The null hypothesis is
the fixed effect and is not correlated with other
regressors. If the null hypothesis is rejected,
the random-effects model experiences both bias and
inconsistent estimates. Thus, if the null hypothesis
is rejected, a fixed model is utilised.

3.2. Data

The article utilised annual data from 1996 to 2019.
The rate of change in GDP is the preferred
dependent  variable  because it  measures
an economy’s annual performance in detail
compared to the real GDP per capita, which
measures individual access to income. The GDP
per capita estimates are oppressive in many
instances unless there is a substantial economic
disturbance. Several governance-related measures
such as the rule of law, political rights, political
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instability and civil liberties are utilised to capture
governance since the latter is a broad term that
includes these selected indices. Other control
variables of interest which affect the real GDP
(inflation, capital investment, trade openness,
foreign direct investment (FDI), population, Gini
index and literacy rate) are included. The variables
are sourced from TheGlobalEconomy.com.

The variables are described as illustrated in
Table 1 below

Table 1. Variable description

Variable Description
GDP Gross domestic product
Capital investment Capital investments in US$
Inflation Inflation rate %
Trade openness Trade openness
FDI Foreign direct investments
Rule of law Rule of law
Corruption Corruption
Civil liberties Civil liberties
Political rights Political rights
Population Population per km
Gini index Gini index
Literacy rate Literacy rate

Source: Authors’ elaboration.

Table 2 provides a summary statistic of
the variables used in the study.
Table 2. Summary statistics of key variables
(5 countries, 1996-2018)
Variable |Obs. Mean Std. Dev. | Min Max
GDP 120 | 4.680083 | 3.764283 | -7.8 | 14.23
Capital 119 | 647.8627 | 1187.656 | 18.8 | 6085.02
investment
Inflation [ 120 | 7.435833 [ 9.331169 | -1.4 85.7
Trade 120 | 43.848 13.96128 | 15.64 | 72.87
openness
FDI 120 [ 48.58083 | 65.42952 | 0.55 [ 290.93
ﬁl“f of 105 | -0.2664762 | 0.3713463 | -1.1 | 0.35
Corruption| 105 | -0.3221905 [ 0.4274702 | -1.13 [ 0.73
Cvil 125 3.768 1.651666 | 2 7
liberties
Political | 155 1 3 688 2283941 | 1 7
rights
Population | 120 | 577.3189 | 558.8683 | 42.24 | 1397.71
Giniindex | 115 | 47.19167 | 9.300762 | 34.4 64.8
ﬁgfemcy 115 | 89.14441 | 9.183597 | 61.01 | 99.73
Source: Authors’ elaboration.
4. RESULTS
This section presents the regression results.

The analysis is based on panel statistic models:
pooled OLS, and FEs models. The fixed effect
assumption is that the individual-specific effects are
correlated with the independent variables, as such
a correlation matrix was not presented in the
findings, as individual specific effects are correlated
with the independent variables (Hsiao, 2003).

Table 3 illustrates the pooled OLS estimates for
the BRICS countries throughout 1996-2019, where
the rate of change of real GDP growth rate is
the dependent variable, and the Gini index measures
inequality. The Gini index generalises the overall
wealth distribution.
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Table 3. Baseline model (controls excluded)

Table 4. Results after controls are added

Variable OLS robust FEs FEs robust Variable OLS robust FEs FEs robust
Rule of law -3.155431 -15.07327 -15.07327 Rule of law -12.74976 -18.13255 -18.13255
(0.283) (0.0017***) (0.085%) (0.028%*) (0.143) (0.000%**)
Corruption 9.624501 8.575675 Corruption 12.276 0.8994076 0.8994076
(0.000%%) 002> (0.017%) (0.032*%) (0.904) (0.002**%)
Political rights 1.524257 2.688362 2.688362 Political -5.078951 3.476316 3.476316
(0.04**) (0.005***) (0.005%***) rights (0.088 *) (0.230) (0.001%**)
T . -0.877258 -1.687498 -1.687498 PR . 2.950717 -10.66022 -10.66022
Civil liberties (0.284) 0.112) (0.002%%%) Civil liberties (0.187) 0.121) (0.000%+%)
Gini index -0.3033684 0.0474223 0.0474223 Gini index -0.625361 0.4842597 0.4842597
(0.003***) (0.795) (0.708) (0.023**) (0.567) (0.001%***)
cons 18.4489 -5.101569 -5.101569 Capital invest -0.0025447 0.0212962 0.0212962
B (0.004***) (0.555) (0.542) (0.750) (0.226) (0.000%**)
N 120 120 120 Inflation -1.134966 -0.3612192 -0.3612192
r2 0.9247 (0.009%**) (0.509) (0.004%*%)
r2_o 0.1464 0.1464 Trade 0.2397529 0.0420196 0.0420196
2 b 0.0029 0.0029 openness (0.043%*%) (0.896) (0.574)
r2_w 0.4074 0.4074 FDI 0.0328006 0.0272093 0.0272093
Sigma_u 6.9225752 6.9225752 (0.531) (0.533) (0.000%**)
Sigma_e 2.82913 2.8291328 Population 0.006523 0.9693795 0.9693795
rho L e SessosT | 03ar3reT | 0347 TTer
Notes: In all specifications of the fixed-effect model, we control i . -U. -U.
a full set of country and year-fixed effects. Standard errors Literacy rate (0.132) (0.313) (0.001***)
robust against heteroscedasticity and serial correlation at cons -20.23614 -6.968564 -6.968564
the country level are in parentheses. - (0.444) (0.916) (0.122)
#** Represent statistical significance at 1% levels. N 120 120 120
** Represent statistical significance at 5% levels. r2 0.9660
* Represent statistical significance at 10% levels. 2 0 0.2248 0.2248
Our interest is in income inequality, economic 2 b 0.5543 0.5543
growth and governance. Our estimation starts with
. . s 0.9635
a pooled OLS regression where corruption, political r2_w 0.9635
rights, agd 1.n.equahty affects a.c.ountrys economic Sigma.u 180.59086 180.59086
growth significantly. The coefficient of corruption
and political rights is positively related to growth. Sigma_e 1.0369525 1.0369525
A 1% increase in growth leads to an increase in
rho 0.999996703 | 0.999996703

corruption (9%) and political rights (1.5%),
respectively. Meanwhile, a 1% increase in growth
leads to a decline in inequality by 3%.
The governance indicators reveal mixed results; this
conforms with what Helleiner and Wang (2018)
found in BRICS countries pertaining to governance.

As Baum (2013, pp.9-20) and Wooldridge
(2012) postulated that the linear regression model
may suffer from omitted variable bias. This implies
that unobserved individual or time-specific factors
might influence the outcome of regression beyond
the defined regressors. Therefore, to correct this
omission, a fixed-effects model was applied.
According to Baltagi (2013), the panel data model is
appropriate to manage unobserved endogeneity.
The fixed model without robust errors reveals that
growth is affected by the rule of law, corruption and
political rights. Meanwhile, in the data fixed-effects
model with robust errors, civil rights and rule of law
affects growth negatively.

Moving from our baseline models estimated in
Table 3, control variables were added to
the equation. Table 4 below illustrates the final
output from those regressions.

VIRTUS,

Notes: In all specifications of the fixed-effect model, we control
a full set of country and year-fixed effects. Standard errors
robust against heteroscedasticity and serial correlation at
the country level are in parentheses.

*** Represent statistical significance at 1% levels.

** Represent statistical significance at 5% levels.

* Represent statistical significance at 10% levels.

Table 4 illustrates that the rule of law,
corruption, political rights, Gini, and inflation were
significant in the OLS and the fixed effect model
with robust errors. This suggests a marginal
difference between the two methods even if
the lagged dependent and dummies are dropped in
the pooled OLS. Huber and Stephens (2012) assert
that democracy is associated with governance in
policies that result in an equal redistribution of
resources. The wvariables, rule of law and civil
liberties were associated negatively with growth.
Meanwhile, political rights were of negative
significance on the OLS regression but positive on
the FEs robust estimation.
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5. DISCUSSION

The empirical findings on the pooled OLS regression
do not support the claim that democracy proxied by
political rights leads to better governance. However,
the variable is positive with the FEs estimator,
possibly highlighting that the OLS provides
inconsistent estimates due to the lagged dependent
variable’s omission and dropped dummies.
Simultaneously, the issue of political rights may be
influenced by China’s inclusion in the regression,
given that it scores lower on the political rights
index. The sample comprises extreme countries in
governance-related issues. Yi (2013) postulates that
democratic governments do not translate to equal
income distribution, which is quite true.
For example, South Africa is considered highly
democratic, however, it is one of the world’s most
unequal countries.

Russia is considered the poorest performer
within the BRICS group in terms of governance due
to patronage and clientelism and the lack of
participation by independent experts. However, in
civil society participation, only China fares worse
(Larianova & Shelepov, 2019).

Meanwhile, the Gini coefficient is expectedly
related negatively to growth. High inequality among
states affects growth in various ways, and as such,
creates a welfare status. This is primarily driven by
the government’s quest to redistribute wealth to
the poor, which affects its spending because certain
programmes need to be withdrawn to fund social
welfare. Halter, Oechslin, and Zweimuller (2014)
revealed conflicting results on the effect of
inequality on growth and reported that inequality
helps in the short term but impedes growth in
the long term.

In order to minimise income inequalities,
the BRICS countries should consider raising
the minimum  wage. This neither damages
the economy nor decreases employment.

Furthermore, policies that promote high savings and
lower the cost of building assets for the poor and
middle classes also help to minimise inequality.
The tax code should also be more progressive. Taxes
on capital gains should be related to income tax.
Ultimately, investment in education should be
promoted. Investment must concentrate on
the added value of professional skills. Such skills,
along with the government’s funding for start-up
small and medium enterprises (SMEs), would make

people self-reliant and reduce the impact of
unemployment.
The reduction of income inequality is

a requirement for growth. This should include good
governance principles. However, while economic
growth is the key objective to reduce inequality and
good governance, BRICS countries should accentuate
economic growth through policies on structural
change. Although these policies vary among nations,
they should incorporate increased productivity in
various economic sectors.

Nevertheless, it is essential to recognise the
significance of BRICS globally due to the strength of
the economies in the group. All countries in
the group have Dbilateral and inter-regional
agreements which strengthen their economies even
in instances of world devastations. However, it is
difficult to predict with certainty the impact of

VIRTUS,

the BRICS countries to challenge the western
hegemony in terms of growth. While China has set
itself apart as a giant economy, Russia remains in
the “cold war economic games with the west”
(Sakwa, 2020, p. 8). On the other hand, India shares
multi projects with China and Russia, both in
military and civilian. Thus, South Africa is left to rely
on China due to the intra-trade between the two
nations compared to the rest of the BRICS countries.
Consequently, positive spillovers in terms of
favourable or free trade are expected amongst
the BRICS countries to maintain their global
position.

6. CONCLUSION

This article analysed the effects of good governance
on economic welfare in BRICS countries. The study
utilised panel static models: OLS and FEs estimator
from 1996 to 2019 to investigate the impact of good
governance proxied by the World Bank WGI on
economic welfare (proxied from two channels):
quantitative (output stock/economic growth) and
qualitative (reduced income inequality). The two
channels combine the ordinary measure of welfare
— GDP: a proxy for economic growth, household and
income distribution, and a proxy for income
inequality from Heys (2019). The findings revealed
that it is difficult to draw the good governance —
economic welfare linkage across the BRICS countries.
Hence, it is invalidating the null hypothesis.
However, a few key issues emerged. BRICS
economies exhibit high levels of inequality, although
it has declined substantially in all the countries in
the panel. This was proven in the regression models,
that is economic growth was linked negatively to
inequality. Therefore, this could have led to a bias in
the OLS. Secondly, governance is a significant
concern due to political interference because
politicians undertake rent-seeking adventures at
the expense of the poor. Politicians are renowned for
utilising patronage and clientelism; thus, the mixed
results of the various indicators are testimony to
this challenge. On the other hand, control variables,
for example, inflation, capital investment, and FDI,
were significant in the fixed effect model with
robust standard errors. These macroeconomic
aggregates are well-documented throughout
literature including the severity in which these affect
growth (An & Yeh, 2021; Makiela & Quattarra, 2018).
With the exception of China, the rest of the BRICS
group has not been performing well in the last five
years due to several internal or domestic matters
and stalled growth policies. Thirdly, with the advent
of time, the BRICS countries have experienced
constant growth due to the effects of various growth
catalysts (intra-trade and investment, which is,
however, primarily skewed towards China).

This study infers that the impact of rapid
economic growth in BRICS countries on
the developing world could be either positive or
negative. It could be positive if it leads towards
an enhancement in terms of trade and technologies.
China’s rapid growth as a world superpower is
testimony to this claim. However, it would also be
harmful to developing countries to compete for
export markets and investments. This was possible
by the recently launched BRICS Development Bank,
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which is expected to roll over huge investment loans
to its members and beyond (Hooijmaaijers, 2021).

Due to various issues which affect BRICS
countries, policies which support structural change
are critical. These policies must target productivity
in various sectors, and the principles of good
governance must be implemented to limit income
inequality. The implementation of governance
reforms must equate to each country’s challenges
and opportunities.

The article is relevant to  disclose
the distinction between good governance and sound
policies in measuring the economic welfare of BRICS
nations, not to disregard democracy but practice
the latter with accountability.

The study concludes that good governance is
not a significant feature for the growth of BRICS

economics, especially in those with extreme income
variability. In simple terms, good governance
impacts the growth of all countries in BRICS
negatively. Therefore, since the research focused on
BRICS economies in different regions, it is highly
likely that the selected variables would behave
differently if wutilised in a single country.
Furthermore, given the different economic systems,
it is likely that certain variables would produce
inconclusive results depending on how these are
analysed. Another shortcoming was the lack of
available data in selected variables under study.
However, the lack thereof was extrapolated.

Future research must consider utilising the SEM
in individual analysis in BRICS countries to measure
the implications of governance on economic welfare.
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