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2. A Model of 
Culture->Regulation->Growth

• Regulations => Economic Performance

Distribution of resources

• Culture => 

Scope and Intensity of Regulations

• economic growth = g(regulation, culture)



•culture

• Value

• Outlook

•regulation

• Business 

Practice

•growth

•Performance 

•Realization

•From culture to growth through regulation



Culture-Regulation-Growth

Economic Growth



3. Empirical Investigation

• Hypotheses

• Indicators of culture

• Indicators of regulation

• Result of regressions



Hypotheses

• The scope and intensity of regulation are a 
function of national culture. 

• Different national cultures will produce 
different governments and different 
regulations for the same kind of problem.

• Regulation affects the business  performance 

which will result in different rates of the 
growth of national economy.



Indicators of culture 1

• Hofstede(1991) 53nations

• H1= power distance index;11-104score

• H2= individualism;             6-91score

• H3= masculinity;                5-95score

• H4= uncertainty avoidance; 8-112score

• H5= long-term orientation; 23nations;            

0-118score



Indicators of culture 2

• Heritage Foundation: 1995-2008 ; 168nations

• C1= Freedom from corruption; 0-100

• Barro and McCleary(2003): 59 nations

• P1= plurality index of religion; 

• IBCD; 238 nations; Da= cultural diversity index; 

• World Bank: 2004-2009; 183 nations; 

• Q1= Enforcing contracts; time=days; 195-1800

• Q2= Enforcing contracts; cost=% of claim;0.1-163.2



Indicators of regulation

• Heritage Foundation: 1995-2008 
• R0= 1995 score= average of all 7 kinds of freedom + 

gov’t size+property rights    0-100
• R1= Business Freedom; 0-100 
• R2= Investment Freedom;       0-100

• World Bank: 2004-2009 ; 183 nations
• R3= start a business/ time=days; 2-694days
• R4= start a business/ cost % of income per capita;                 

0.8-676%
• R5= regulation percentile of the countries in 2008 



Result of Regressions

Table 1: Regulation as a Function of Culture

• Variable • R3 • R5

• Constant • -0.155 • 0.13 • -0.176 • 0.08 • 0.413 • 0.338

• -2.999 • 20334 • -3.024 • 1.442 • 7.668 • 3.563

• H1 • 0.003 • • 0.003 • 0.003 • • 0.001

• 3.625 • 3.703 • 3.496 • 0.805

• H2 • • -0.002 • • • -0.003 • -0.003

• -3.16 • -4.952 • -3.265

• Q1 • • • 0.0002 • 0.0002 • 0.0002 • 0.0002

• 3.435 • 3.3 • 3.428 • 3.553

• Q2 • 0.496 • 0.504 • • • •

• 40437 • 40368

• Adjusted R
squared

• 0.49 • 0.461 • 0.419 • 0.394 • 0.501 • 0.516

• N of
observations

• 48 • 48 • 48 • 48 • 48 • 48

• D-W
statistics

• 2.101 • 2.014 • 1.782 • 2.108 • 1.756 • 1.781

• F-statistic • 23.573 • 21.072 • 17.955 • 16.27 • 24.605 • 17.711

*coefficient and t-statistic



Table 2  Economic Growth as a Function of Regulation and Culture

• Variable • DGDP (difference of per capita GDP between 2008 and 2004)

• constant • -
1680.112

• 266.042 • 643.251 • 14264.8 • 14563.46 • 14282.7 • 9859.153

• -1.452 • 0.185 • 0.484 • 10.526 • 9.979 • 10.66 • 4.291

• R0A • 111.606 • 111.571 • 99.562 • • • • 50.625

• 5.509 • 5.574 • 4.973 • 2.358

• R5 • • • • -
20307.63

• -
19956.23

• -
18556.35

• -
16798.88

• -7.805 • -7.44 • -6.669 • -5.662

• Q1A • • -3.566 • • • -0.867 • •

• -2.229 • -0.559

• Q2A • • • -53.417 • • • -28.022 •

• -3.276 • -1.709

• R
squared

• 0.156 • 0.181 • 0.208 • 0.271 • 0.272 • 0.284 • 0.295

• Adjusted
R
squared

• 0.151 • 0.171 • 0.199 • 0.266 • 0.263 • 0.275 • 0.286

• Number
of
observati
ons

• 166 • 166 • 166 • 166 • 166 • 166 • 166

• D-W
statistics

• 1.907 • 1.935 • 1.967 • 2.093 • 2.101 • 2.111 • 2.077

• F-
statistic

• 30.354 • 18.028 • 21.444 • 60.913 • 30.485 • 32.273 • 34.083

• *coefficient and t-statistic



Table 3 Economic Prosperity and Regulation
• Variable • GDP2008(per capita GDP in dollars in 2008 )

• Constant • -64380.65 • -31511.51 • -15156.76 • 15093.91 • 15086.45 • 49062.5

• -7.686 • -5.661 • -3.725 • 8.398 • 9.155 • 12.857

• R0 • 1282.87 • • • • •

• 9.465

• R1 • • 704.111 • • • •

• 8.42

• R2 • • • 561.61 • • •

• 7.618

• R3 • • • • -58.412 • •

• -2.473

• R4 • • • • • -41.599 •

• -3.256

• R5 • • • • • • -73690.51

• -10.062

• R squared • 0.385 • 0.331 • 0.288 • 0.036 • 0.061 • 0.3883

• Adjusted R
squared

• 0.381 • 0.326 • 0.284 • 0.03 • 0.055 • 0.379

• Number of
observatio
ns

• 145 • 145 • 145 • 165 • 165 • 165

• D-W
statistics

• 2.177 • 2.139 • 2.139 • 1.831 • 1.813 • 2.216

• F-statistic • 89.585 • 70.902 • 58.04 • 6.117 • 10.602 • 101.245

• *coefficient and t-statistic



Table 4 Economic Growth and Regulation
• Variable • DGDP

• Constant • -16333.19 • -7009.196 • -2873.363 • 4864.235 • 5009.876 • 14264.8

• -5.443 • -3.539 • -2.018 • 8.25 • 9.322 • 10.526

• R0 • 344.638 • • • • •

• 7.098

• R1 • • 181.505 • • • •

• 6.099

• R2 • • • 146.318 • • •

• 5.672

• R3 • • • • -15.208 • •

• -1.957

• R4 • • • • • -13.272 •

• -3.176

• R5 • • • • • • -20307.63

• -7.805

• R squared • 0.261 • 0.206 • 0.184 • 0.023 • 0.058 • 0.271

• Adjusted R • 0.255 • 0.201 • 0.178 • 0.017 • 0.052 • 0.266

• Number of
observatio
ns

• 145 • 145 • 145 • 166 • 166 • 166

• D-W
statistics

• 2.135 • 2.132 • 2.082 • 1.84 • 1.85 • 2.093

• F-statistic • 50.388 • 37.204 • 32.175 • 3.832 • 10.086 • 60.913

• *coefficient and t-statistic



4. Conclusion

• The differences in regulation can be 
partially explained by the difference in 
culture.

• Regulation index alone can explain 
almost 30% of the differences in per 
capita GDP growth.

• The prosperity of an economy is highly 
correlated to the regulation of the 
economy. 



Culture
•Scope of Regulation

•Intensity of Regulation

•Resource Allocation

•Business Environment

•Economic Performance

•National Competitiveness
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Culture, Regulation, Growth



Implications

• Regulation should be tailor-made to 
suit the culture.

• National competitiveness and economic 
growth can be achieved if culture can 
be changed accordingly.
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