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Abstract

This paper highlights scholarly neglect of political legitimacy, the idea of a state’s use of power in ways
acceptable to its citizens. We argue that political legitimacy affects a state’s ability to formulate and imple-
ment its policies, thus affecting governance. Our paper provides the first empirical evidence of the positive
relationship between political legitimacy and governance. We combine novel cross-sectional data on pol-
itical legitimacy and several governance indicators from 66 countries. Our results show that a one-stand-
ard-deviation increase in the legitimacy score increases the rule of law indicator by about one-third
standard deviation. These results are robust across OLS, an instrumental variable method, and several
other governance indicators. Moreover, our results reveal that in the presence of greater trust, political
legitimacy has an enhanced impact on governance.
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Introduction

Governance determines economic development and growth.' Starting from Kaufmann et al. (1999,
2002), the importance of governance has been stressed for several development outcomes, such as pov-
erty alleviation, income inequality, entrepreneurship, foreign direct investment, and national well-
being.”> Given the implications of governance for growth and development, it becomes important to
investigate its determinants. Surprisingly, studies exploring determinants of governance were scanty
until early 2000 (Al-Marhubi, 2004) and sporadic thereafter, calling for the need to explore additional
determinants of governance.” We add to the literature on governance determinants by presenting pol-
itical legitimacy as a potential determinant of governance.

World Governance Indicators define governance as ‘traditions and institutions by which authority
in a country is exercised’ (Kaufman et al., 2010).* These traditions and institutions consist of three
components: the process via which governments are selected and accounted for, the capacity of the
state to formulate and implement its policies, and citizens’ adherence to such policies. Therefore, bet-
ter governance requires that citizens endorse the political system.

"For example, see Mauro (1995); Dollar and Kraay (2002); De Groot et al. (2004); Rigobon and Rodrik (2005); Fogel et al.
(2006); Busse and Hefeker (2007); Klapper et al. (2010); Méndez-Picazo et al. (2012); Al Mamun et al. (2017).

2See Knack and Keefer (1995); Brunetti et al. (1998); Kaufmann et al. (1999); Fogel et al. (2006); Busse and Hefeker (2007);
Klapper et al. (2010); Zhuang et al. (2010); Al Mamun et al. (2017).

3Studies such as Barro (1996, 1997); La Porta ef al. (1999); Treisman (2000); Mukherjee and Dutta (2018) have looked into
cross-country determinants of governance. In addition, some studies have considered specific components of governance, e.g.
Bonaglia et al. (2009); Ali et al. (2010).

“Please also see https:/info.worldbank.org/governance/wgi/Home/Documents.
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Such ideas constitute the concept of political legitimacy, citizens providing political support based
on their evaluations of the state. For example, Lombardo and Ricotta (2021) argues that citizens’ belief
about a social contract, to follow for the good of everyone, legitimizes the government’s actions.
Interestingly, despite the studies exploring the determinants of governance for nations, no study so
far, to the best of our knowledge, has studied whether political legitimacy determines governance.
Perhaps, Pavlik and Young (2020) is the only closely related study that, in the context of rich econ-
omies, investigates the relationship between representative assembly experience in medieval and
early modern times and current state capacity. Therefore, we add to the strand of literature that
explores governance determinants by investigating if political legitimacy plays any potential role in
determining governance across countries.

Gilley (2006) defines political legitimacy as political support encompassing evaluations of the state
by the populace. A state’s political legitimacy is the extent to which individuals regard a political
system rightful or valid based on their primary values (Lipset, 1959). Political legitimacy implies
that citizens accept the state’s right to rule and conform to rules and regulations set by the state. In
addition, political legitimacy reflects cultural alliance and normative support (Scott, 2013).

A state’s political legitimacy determines the quality of governance. The idea that citizens support
the state’s policies and actions and feel comfortable abiding by those rules matters significantly for
governance because of three reasons. First, if citizens have confidence in the state’s right to hold
and exercise political power, it creates a conducive environment for the state to formulate and execute
its policies, enhancing the quality and effectiveness of such policies. Second, conformity to rules and
regulations creates a better rule of law, a critical governance component. Third, citizens feel comfort-
able voicing their opinions in a politically legitimate state without engaging in politically motivated
violence. All these factors improve the quality of governance.” Therefore, political legitimacy deter-
mines the quality of governance.

Our paper hypothesizes that legitimacy improves governance in a country by building a better pol-
itical system. For a country’s sustained development process, it is important to nurture the confidence
of the masses in the political system. This confidence is shown by the citizens’ support of the state’s
policies and actions. Therefore, legitimate governments enjoy broader citizen support, fostering polit-
ical stability and reducing the likelihood of unrest, establishing a framework for accountable, transpar-
ent, and effective governance. Although state institutions can coerce citizens to obey, coercion-based
social order is not sustainable (Lukes, 2021). Thus, political legitimacy builds a better political system
that provides superior public goods, improving the governance of a country.

On the other hand, contrary to our hypothesis, legitimacy may deteriorate governance in a country.
For example, Holcombe (2021), in the social contract theory context, argues that legitimatizing the
social contract, which can be viewed as society’s rules, enhances the government’s coercive power
that it can use against minority groups. Holcombe (2021) argues that democratic institutions create
an illusion of legitimacy through inclusive political processes. However, a minority (elites) makes pol-
icies for the masses by using propaganda and patriotism to legitimize these policies. These policies
favour the political elites at the cost of the masses. Thus, based on Holcombe (2021), legitimacy
can worsen governance. Our paper empirically investigates both these views by exploring whether
legitimacy has a favourable or unfavourable effect on governance.

Furthermore, legitimacy can also affect governance, causing endogeneity concerns because of the
reverse causality; better governance may make a state more legitimate, and a more legitimate state
may provide better governance. Better governance can enhance a state’s legitimacy for several reasons.
First, when citizens perceive a state as effective, transparent, and accountable, they tend to show more
trust in it, supporting its policies and legitimizing its rule. Second, good governance often improves
economic and social outcomes by providing better public goods. When citizens see tangible benefits
from their government’s actions, they are more likely to view the government as legitimate.

>Quality of government, the rule of law, and state capacity or administrative capacity are concepts that constitute the idea
of governance (Charron and Lapuente, 2010).
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Third, when citizens are convinced of the state’s legitimacy, they provide necessary funds (e.g. by pay-
ing taxes) to increase the state’s capacity to govern better (Grier et al., 2022). Finally, good governance
lowers corruption and abuse of power, major threats to a government’s legitimacy. When citizens see
that their leaders uphold the rule of law, they are more likely to view the government as legitimate.
Therefore, better governance fosters trust, accountability, and positive outcomes, all of which contrib-
ute to a government’s legitimacy in the eyes of its citizens. Due to this reverse causality, we consider
legitimacy and governance endogenous.

We address this endogeneity concern by employing an instrumental variable strategy. Our instru-
mental variable consists of foreign countries’ average diplomatic representation in a country. Foreign
diplomatic representation satisfies the relevance and exclusion restrictions of an instrumental variable.
It is a relevant instrument as it strongly correlates with our endogenous variable, political legitimacy.
Foreign diplomatic representation positively correlates with political legitimacy, i.e. more foreign dip-
lomatic representation in a politically legitimate state. Furthermore, it satisfies the exclusion restric-
tions because the primary role of foreign diplomats is to safeguard the interests of their home
country, engage in bilateral negotiations, and advocate for the policies of their home nation rather
than influence the governance of their stationed state. Therefore, we use the average foreign diplomatic
representation in 2005 as an instrumental variable. We discuss this instrumental variable and its con-
struction method in section ‘Robustness test 1: the instrumental variable estimation’.

Our paper adds to the existing literature by providing an empirical macro analysis of the relation-
ship between political legitimacy and various governance dimensions. Our empirical analysis is based
on a cross-section sample of 66 countries. We use the rule of law variable, taken from the Worldwide
Governance Indicators (WGI), and the quality of governance, taken from the International Country
Risk Guide (ICRG), as our benchmark governance indicators. In addition, we test the robustness of
our results by using other World Bank governance indicators.

Our main results show that if political legitimacy increases by one standard deviation (legitimacy
improving from Mexico to Estonia), the rule of law increases by about one-third standard deviation,
i.e. the level of governance improving from Jordan to that of Latvia or Poland. The impact is qualita-
tively similar for the alternative governance measures and the instrumental variable estimation.
Moreover, our results hold after controlling for other covariates of governance. Finally, our results
show that in the presence of greater trust, political legitimacy has an enhanced impact on governance.

The rest of the paper is structured as follows: second section presents a brief literature review, third
section provides data description, fourth section reports the empirical methodology and results, fifth
section reports conditional effects, and sixth section concludes.

Literature review

Our paper overlaps with two strands of literature. First, it overlaps with a vast strand of literature that
explores governance and its determinants. Second, it overlaps with a scarce strand of literature on pol-
itical legitimacy.

Our paper expands the economic literature on the determinants of governance, a robust determin-
ant of economic development (Acemoglu et al., 2001; Dam, 2007; North, 1991) and several other posi-
tive economic outcomes.® Furthermore, our paper intersects with the literature that utilizes economic
freedom as a more extensive governance measure.’” In doing so, our paper relates to Barro (1996,
1997); La Porta et al. (1999); Treisman (2000); Mukherjee and Dutta (2018) who explore cross-
country determinants of governance.

In addition, our paper relates to studies considering specific components of governance (Ali et al.,
2010; Bonaglia et al., 2009). Similarly, Adkisson and McFerrin (2014) show culture as a significant

%See, for example, Kaufmann et al. (1999); Rigobon and Rodrik (2005); Diamond (2008); Dawson (2010); Tebaldi and
Mohan (2010); Fukuyama (2011).

“For a comprehensive review of the literature investigating the determinants of economic freedom, please see Lawson et al.
(2020).
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determinant of governance. Honda (2008) finds that the IMF financial assistance affects the economic
governance of developing countries. Rontos et al. (2015) associate the role of political freedom in
explaining governance across nations. Garcia-Sanchez et al. (2013) relate education with government
effectiveness. Other related literature includes Dawson (2013), who summarizes the literature on the
determinants of state capacity. This can constitute broad and direct taxation (Brautigam et al., 2008;
Moore, 2004), democracy along with its competitiveness (Geddes, 1994; Hall and Jones, 1999; Lake
and Baum, 2001), ethnic diversity (Alesina et al., 1999; Easterly and Levine, 1997; La Porta et al,
1999; Miguel and Gugerty, 2005) among others.

While other determinants of governance have been explored extensively in the literature, to our
knowledge, economic literature neglects political legitimacy as a potential determinant of governance.
Though not widely explored in the context of development or governance, the role of political legit-
imacy has been emphasized in recent decades. Studies have emphasized that a state’s stability can be
jeopardized in the absence of political legitimacy (Kaplan, 2008; Lake, 2007; Rotberg, 2010). On the
other hand, state capacity that complements political legitimacy resolves violent disputes (Jensen
and Ramey, 2020). Similarly, Charron et al. (2012) show that the state formation process (legitimacy)
affects governance across 31 OECD countries.

In the context of development policy, legitimacy has been shown to be key for state fragility (DFID,
2010). Frangois and Sud (2006) state that many conflict-driven nations have not been able to (re)gain
political legitimacy. World Bank thus has aptly described the significance of legitimacy by calling it the
‘strategic centre of gravity’ (Zoellick, 2009). Some studies have explored specific aspects of legitimacy,
focusing on certain countries or regions. For example, Useem and Useem (1979) suggest that political
legitimacy is a pre-condition for political stability in capitalist democracies, and a lack of confidence in
a political regime might call for dissidence and anti-state protests. Another strand of literature stresses
the critical role of legitimacy in promoting legal compliance (Marien and Hooghe, 2011; Tyler and
Jackson, 2014).

Perhaps, Pavlik and Young (2020) is the closest related study that examines the relationship
between the historical experiences of representative assemblies (legitimacy) and present-day state cap-
acity in Europe. They find that greater assembly experience (legitimacy) is associated with higher tax
revenues, reduced shadow economic activity, increased government control over violence, and lower
military expenditures. However, to our knowledge, no study explores political legitimacy as a potential
determinant of governance across countries. Our paper fills this gap by exploring whether the statis-
tical association between political legitimacy and governance exists.

Data

Our paper uses cross-sectional data from 66 countries (N = 66) for this analysis.” This section briefly
presents the key variables.

Dependent variable

Our main dependent variable is a measure of governance. Since the multi-dimensional notion of gov-
ernance can be difficult to capture in a single variable (Bjornskov, 2010), we use a broad set of mea-
sures to make sure our results are not sensitive to particular variables. As part of our benchmark
measures, we consider two sets of variables that capture different aspects of governance. The two con-
sidered measures are the rule of law from the WGI database and the indicator of the quality of gov-
ernment from the ICRG. The data provided by WGI are aggregated from several sources, including
surveys of firms and households, non-governmental organizations as well as public sector organiza-
tions (Kaufmann and Kraay, 2008; Kaufmann et al., 2008; Thomas, 2010).

8Please refer to Table A3 in the supplementary appendix for a comprehensive list of countries. Additionally, Table A4
provides details about our variables and their respective data sources. You can access the supplementary appendix on the
corresponding author’s website.
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Our first governance indicator, the rule of law, captures citizens’ perceptions in the context of hav-
ing confidence in the rules of the society and abiding by them. Langbein and Knack (2010) point out
that the presence of an open, ‘white’, transparent market is captured in the rule of law where contracts
are enforced collectively with accountability and not privately. The extent to which property rights are
protected is also reflected in the rule of law. Similar to all other WGI governance measures, the vari-
able ranges from —2.5 to 2.5, with higher numbers implying a better rule of law. The mean for our
sample is about 0.4. This governance indicator is standardized to make interpretations easier.

Our second governance indicator, the quality of government, is constructed using the average of the
three individual measures, i.e. law and order, bureaucratic quality, and corruption. While the law compo-
nent of law and order assesses the strength and neutrality of the legal system, order measures the extent to
which the populace observes the law. In the case of bureaucratic quality, higher points are assigned to
countries where bureaucracy functions without significant interruptions. Finally, corruption assesses all
forms of corruption, from nepotism, job reservation, unhealthy ties between business and politics to
financial corruption faced by firms. The constructed measure, quality of government, is standardized.

As part of robustness analysis, apart from using the above two benchmark measures, we consider
the following governance measures from WGI: control of corruption, voice and accountability, polit-
ical stability and absence of violence, government effectiveness, and regulatory quality. We talk about
these measures and describe the results in fifth section.

Main explanatory variable

Our main explanatory variable, political legitimacy, shows the extent to which the citizens believe that
the state rightfully holds and exercises political power. Gilley (2006) defines, ‘a state is more legitimate
the more that it is treated by its citizens as rightfully holding and exercising political power’. In other
words, political legitimacy captures the extent to which the citizen believes that the state rightfully
holds and exercises political power abiding by rules and laws according to shared principles, ideas,
and beliefs. The data of political legitimacy come from Gilley (2012), who collects data on political
legitimacy scores of 72 states.” These states comprise 83% of the world’s population. In our sample,
the mean value of political legitimacy is 5.12, with a standard deviation of 1.31 (Table 1). Denmark
has the highest legitimacy score of 7.62, while Pakistan has the lowest score of 2.41 in this dataset.

Political legitimacy is shown by three indicators: views on legality, views on justification, and acts of
consent.'® Views on legality consist of two questions from the World Value Survey (WVS) — perceived
respect for human rights and confidence in the justice system. The questions are considered from the
2004-2008 wave, and responses include ‘some’ or ‘a lot’. Three factors are included in views on jus-
tification. Two questions are taken from WVS. These include the extent of confidence in civil service
and how democratically the country is being governed. The responses for confidence consist of ‘some’
or ‘a lot’. The democracy variable ranges from 1 to 10. The third factor comes from the Center for
Systemic Peace. It is the sum of security legitimacy (repression) and political legitimacy (exclusion)
scores. Finally, consent consists of two factors taken from the International Monetary Fund (IMF)
and Institute for Democracy and Electoral Assistance (IDEA). The data of these three indicators com-
prise nine indicators that are transformed into a 0-10 scale score. We standardize the variable for our
analysis.

Control variables

We fall back on existing literature and choose several control variables correlated with governance.
First, we control for the level of democracy. Democracy captures the effect of civic participation

%Please note that even though legitimacy data were available for 72 countries, we had to exclude the following countries
from analysis due to the unavailability of control variable data for these countries: Bosnia, Germany, Romania, Russia, Serbia/
Yugoslavia, and Taiwan.

1%Please see Gilley (2006, 2012) for a detailed information about these categories.
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Table 1. Descriptive statistics

Variables N Mean SD Min Max

Legitimacy score 66.00 5.12 131 241 7.62
Rule of law (WB) 66.00 0.39 1.05 —2.03 2.06
Quality of governance (ICRG) 64.00 0.61 0.21 0.19 0.97
Corruption index (WB) 66.00 -0.31 1.08 —2.28 1.39
Government effectiveness (WB) 66.00 0.49 0.90 —-1.22 2.00
Political stability and absence of violence (WB) 66.00 0.02 0.91 —2.48 1.53
Regulatory quality (WB) 66.00 0.47 0.97 —1.88 1.92
Voice and accountability (WB) 66.00 0.39 0.92 —1.66 1.69
log(GDP per capita) 66.00 0.00 1.00 —2.73 1.47
Democracy 66.00 6.74 4.95 —7.00 10.00
Trade openness 66.00 —0.00 1.00 —-1.34 3.10
Trust 66.00 0.00 1.00 —1.49 3.07
Common law 66.00 0.21 0.41 0.00 1.00
Population growth 66.00 0.80 0.99 —0.94 3.90
School enrolment 66.00 102.40 6.66 80.74 122.94
Latitude 66.00 34.68 15.86 -1.36 59.05
Ethnolinguistic fractionization 66.00 0.35 0.23 0.00 0.93
% Protestant 66.00 0.14 0.25 0.00 0.97
Average diplomatic representation 66.00 1.09 0.61 0.20 2.74

through an electoral process which puts a constraint on the government, improving the quality of gov-
ernment. Second, we include trade openness that is essential for governance, especially in the context
of corruption. Ades and Di Tella (1999) and Treisman (2000) suggest that with greater openness, com-
petition is enhanced, lowering the incentives to engage in corruption since rent share goes down.
Third, we control for trust. Bjernskov (2012) shows the importance of trust for accountability and gov-
ernance. In the context of institutional trust, studies have shown that it can effectively enhance legit-
imacy (Hooghe et al., 2015; Mishler and Rose, 2005). Moreover, Kaasa and Andriani (2022) find that
trust is lower in regions with larger power distance.

Fourth, Mauro (1995); Easterly and Levine (1997); La Porta et al. (1999); Alesina et al. (1999);
Treisman (2000) show that legal tradition and ethnolinguistic fractionalization determine governance
across countries. Fifth, we control for the population growth rate. Sixth, we include primary school enrol-
ment that has been used as proxy of economic development (Al-Marhubi, 2004; Huber et al., 1993).

Moreover, distance from the equator shows the strength of past Western European influences,
which has been shown to affect governance (Al-Marhubi, 2004). Following Hall and Jones (1999)
and Al-Marhubi (2004), we control for latitude as a proxy for distance from the equator. Further, reli-
gion also affects governance (Al-Marhubi, 2004; Landes, 1998). In particular, the literature shows that
Protestantism leads to better governance because they have a more egalitarian, less hierarchical, and
more individualistic outlook than other religions. Therefore, we control for the percentage of protes-
tants in our specifications.

Finally, richer countries can foster good governance since social and cultural changes are brought
about via greater economic development that, in turn, increase the premium on better governance
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(Huber et al., 1993; Leonardi et al., 2001; Lipset, 1959; Rosenberg and Le, 2008; Thrainn, 1990).
Therefore, we include the income per capita in our specifications.

Empirical analysis
Model specification

Employing a sample of 66 countries, we test the relationship between political legitimacy and govern-
ance. Following Bjernskov (2010), we estimate the below specification.

Gov; = By + B, Legitimacy; + X;y—l— €. @

Here, Gov represents a specific governance indicator for country i. Legitimacy shows the political
legitimacy score for country i. X contains the matrix of benchmark controls. We standardized both the
dependent and our main explanatory variables to get beta coefficients, showing the standard deviation
change in the dependent variable due to a one-standard deviation change in legitimacy. We employ
OLS regression as a benchmark and instrumental variables regression as a robustness test.

Hypothesis

We test the following hypothesis based on the above discussion and econometric specification.

Hypothesis: Political legitimacy enhances governance across nations, i.e.

B, > 0.

Partial correlations

We start our empirical evidence with exploratory analysis and partial correlations between key vari-
ables. First, we present the relationship between governance and political legitimacy via scatter
plots. Figure 1 presents the scatter plot for the rule of law (WB) measure with political legitimacy.
Figure 2 considers the quality of government (ICRG) measure. Both governance indicators show a
clear positive relationship with political legitimacy in both Figures 1 and 2.

Second, we look at the relationship between governance and political legitimacy via correlation
coefficients. Table 2 reveals that our benchmark governance indicators, the rule of law and quality
of government, are significantly correlated with political legitimacy, shown by the correlation coeffi-
cient values between 0.64 and 0.69. This table also shows the partial correlation coefficients of
about 0.60 between several other governance indicators and political legitimacy. The rest of the
paper provides statistical tests to explore this relationship further.

Main results

The previous section shows that there may be a positive relationship between governance and political
legitimacy. In this section, we explore this relationship in the regression modelling framework.

In Table 3, we present our first set of benchmark results. Here, we use the rule of law variable from
the WB to measure governance. We present the bivariate relationship in column (1) and then add con-
trols in subsequent columns. Since the controls can be potentially correlated with one another, we
include them one at a time along with political legitimacy before adding them all in subsequent
columns.

Column (1) results suggest that political legitimacy explains about 39% of the variation in govern-
ance across nations. A standard deviation rise in political legitimacy is associated with a little more
than half standard deviation rise in the rule of law. In subsequent columns, we add the controls for
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democracy, trade openness, trust, common law, population growth, primary school enrolment,
latitude, ethnolinguistic fractionalization, and per cent of protestants — one by one, respectively.
The impact remains similar to column (1) - a standard deviation rise in political legitimacy is
associated with more than half or half standard deviation rise in the rule of law. The impact is less
in columns (4) and (10). In column (11), we add all the controls together. Finally, in column (12),
we add GDP per capita (log) along with all the controls.

Since income is likely to correlate with most explanatory variables and political legitimacy, we
include this at the very end. This column shows that one standard deviation (1.31) increase in political
legitimacy improves governance by one-third standard deviation. Quantitatively, this means that an
increase in political legitimacy equivalent to moving from Mexico to Estonia corresponds to an
improvement in governance from the level of Jordan (0.43) to that of Latvia (0.79) or Poland (0.80)."

We find that political legitimacy and all controls, including GDP per capita, can explain 80% of the
variation in the rule of law across nations. Despite all controls, regional characteristics can affect
governance differently, and political legitimacy might be capturing some of that effect. To make

10.43 + 0.33 x 1.05 ~ 0.78.
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Table 2. Correlation matrix

Legitimacy score 1.00

Rule of law (WB) 0.64***  1.00

Quality of governance (ICRG) 0.69*** 0.94*** 1.00

Corruption index (WB) —0.64***  —0.95*** —0.93*** 1.00

Government effectiveness (WB) 0.62*** 0.94*** 0.93***  —0.91*** 1.00

Political stability (WB) 0.51*** 0.74*** 0.72***  —0.75*** 0.68*** 1.00

Regulatory quality (WB) 0.48***  0.93***  0.87*** —0.87*** 0.93***  0.63*** 1.00

Voice and accountability (WB) 0.48*** 0.79*** 0.73***  —0.76*** 0.68*** 0.69*** 0.72%** 1.00

log(GDP per capita) 0.51*** 0.71*** 0.76*** —0.69*** 0.78*** 0.51*** 0.69*** 0.56*** 1.00

Democracy 0.11 0.45*** 0.33***  —0.42*** 0.39*** 0.37*** 0.50*** 0.84*** 0.27*** 1.00

Trade openness 0.05 0.35"** 0.35*** —0.35"** 0.33"** 0.43*** 0.35"** 0.25"** 0.27** 0.04 1.00

Trust 0.51*** 0.44*** 0.48***  —0.50*** 0.46™** 0.29** 0.38** 0.24x 0.41*** —0.04 0.05 1.00

Common law 0.17 0.13 0.10 —0.12 0.10 0.06 0.08 0.09 —0.04 0.06 —0.05 —0.08 1.00

Population growth 0.11 —0.37***  —0.30*** 0.34***  —0.40*** —0.31*** —0.37*** —0.42*** -0.39*** -0.37*** -0.10 —0.12 0.10 1.00

School enrolment 0.12 0.08 0.06 —0.09 0.07 0.15x% 0.07 0.14 —0.01 0.06 —0.04 —0.04 0.08 0.04 1.00

Latitude 0.17 0.48*** 0.62*** —0.46*** 0.53*** 0.27*** 0.46™** 0.34*** 0.55*** 0.14 0.27*** 0.38***  —0.33*** —0.47*** —0.19% 1.00
Ethnolinguistic fractionization —0.36** —0.41***  —0.50*** 0.40*** —0.37*** —0.37*** —-0.36*** -0.36"** —0.51*** —0.20% —0.13 —0.32*** 0.13 0.36*** —0.07 —0.47*** 1.00
% Protestant 0.54*** 0.49*** 0.51***  —0.54*** 0.43*** 0.39*** 0.41*** 0.47*** 0.31*** 0.29*** 0.00 0.54*** 0.21**  -0.10 0.06 0.15 —0.21** 1.00

*P<0.05, **P<0.01, ***P<0.001.
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Table 3. Main results: legitimacy and the rule of law (WB)

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13)
Legitimacy 0.654*** 0.602*** 0.637*** 0.474*** 0.665*** 0.674*** 0.661*** 0.550*** 0.580*** 0.438*** 0.419*** 0.315*** 0.331***
(0.089) (0.061) (0.086) (0.101) (0.089) (0.083) (0.090) (0.086) (0.095) (0.113) (0.078) (0.087) (0.091)
Democracy 0.103*** 0.097*** 0.071*** 0.070***
(0.013) (0.015) (0.018) (0.020)
Openness 0.339*** 0.056 0.073 0.091
(0.081) (0.092) (0.092) (0.091)
Trust 0.349*** 0.120 0.059 0.036
(0.116) (0.097) (0.083) (0.096)
Common law —-0.176 0.106 0.202 0.115
(0.273) (0.198) (0.170) (0.173)
Population gr. —0.306™** 0.135 0.122 0.115
(0.094) (0.102) (0.096) (0.099)
Enrolment —0.012 0.002 —0.004 —0.003
(0.018) (0.010) (0.009) (0.010)
Latitude 0.028*** 0.026*** 0.020* 0.017
(0.005) (0.010) (0.011) (0.013)
Ethno. frac. —0.925** 0.187 0.191 0.276
(0.411) (0.373) (0.320) (0.343)
% Protestant 1.595** 0.160 0.288 0.334
(0.402) (0.427) (0.387) (0.401)
log(GDP p.c.) 0.296*** 0.290**
(0.103) (0.116)
Observations 66 66 66 66 66 66 66 66 66 66 66 66 66
R? 0.390 0.627 0.495 0.472 0.395 0.474 0.396 0.561 0.428 0.488 0.780 0.809 0.818
Regional controls ~ No No No No No No No No No No No No Yes
F statistic 54.54 82.96 54.64 35.20 27.70 39.92 26.93 48.16 30.11 61.75 25.96 30.68 31.63

Notes: ***P<0.01, **P<0.05, *P<0.1. Robust standard errors in parentheses.
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sure we solely capture political legitimacy’s impact on the rule of law, we control for regional dummies
in column (13). The results remain robust.

In Table 4, we re-run the specifications employing the alternate measure of governance - the qual-
ity of government from ICRG. Table 4 format is similar to that of Table 3. However, Table 4 contains
only 64 countries instead of 66 because of data availability. Without controls, political legitimacy
explains about 46% of the variation in the quality of government. In terms of impact, a standard devi-
ation rise in political legitimacy enhances the quality of government by about one-third standard devi-
ation. The impact remains approximately identical with the controls in the subsequent columns.
When all controls are added along with GDP per capita, the rise in quality of government for a stand-
ard deviation rise in political legitimacy is about one-fourteenth standard deviation. The impact is
similar when regional dummies are added.

We hypothesize that political legitimacy enhances the governance of nations. Our benchmark
results show robust evidence of an association between governance and political legitimacy even
after controlling for an array of variables shown to be important governance determinants.

Robustness tests

This section further reinforces our main findings in the previous section by presenting two robustness
tests. Our first robustness test considers instrumental variables strategy to deal with any potential
endogeneity concern. Our second robustness test consists of using several alternative governance
T 12

indicators.

Robustness test 1: the instrumental variable estimation

As discussed in the introduction, endogeneity may be a potential issue in our model. Governance and legit-
imacy might mutually influence each other. Moreover, other unknown factors may simultaneously affect
both. We use an instrumental variable approach to address this issue, treating legitimacy as endogenous."?

Our instrumental variable consists of foreign countries’ average diplomatic representation in a
country. Foreign diplomatic representation positively correlates with the legitimacy of a state; we
may observe more foreign diplomatic representation in a legitimate state. However, in the modern
democratic world, foreign diplomatic representation cannot directly affect the governance of a country
because the key function of foreign diplomats is to protect the sending countries’ interests in their
posted state. They can facilitate strategic agreements that promote commerce and friendly relations
but cannot influence governance in their assigned country.

Even if we assume that foreign diplomats directly engage in shaping the governance of their
assigned state, the outcomes may be uncertain or even detrimental. There are numerous examples
of well-intentioned endeavours falling short in their pursuit to establish Western-style modern dem-
ocracies in foreign countries, as seen in Iraq and Afghanistan, among others. If these extensively
funded initiatives encountered substantial challenges, setbacks, and, ultimately, failures, it raises ques-
tions about the extent of influence diplomats truly have in impacting the governance of their desig-
nated states. Additionally, considering that we are using average diplomatic representation data of
all 65 countries in our sample, it becomes difficult to imagine that every one of these nations is inter-
ested in enhancing the governance of a foreign state.

Therefore, we use the average diplomatic representation of all diplomats in 2005 as an instrumental
variable in the first stage. This variable is taken from Bayer (2006). Diplomatic representation variable

2Furthermore, we explore whether legitimacy and governance are substitutes or complements using an econometric spe-
cification with income as a dependent variable and an interaction term between legitimacy and governance as an independent
variable. Our results indicate that both these variables complement each other. The results of this specification are available
upon request.

“Due to the lack of temporal data for counterfactuals and a clear treatment for comparison, we couldn’t use modern
matching or synthetic control methods. Hence, we chose a conventional instrumental variable approach. It’s worth noting
that traditional regression methods might provide better outcomes, as matching methods can also have their limitations
(Angrist and Pischke, 2009; Rubin, 2008).
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Table 4. Legitimacy and quality of governance (ICRG)

Variables (1) @) ©)] (4) (5) (6) @) (8) ) (10) (11) (12) (13)
Legitimacy 0.149*** 0.137*** 0.143*** 0.111*** 0.149*** 0.150*** 0.149*** 0.124*** 0.132*** 0.106*** 0.091*** 0.069*** 0.067***
(0.018) (0.013) (0.019) (0.021) (0.019) (0.019) (0.018) (0.018) (0.020) (0.023) (0.016) (0.017) (0.016)
Democracy 0.018*** 0.017*** 0.012*** 0.012***
(0.003) (0.004) (0.004) (0.003)
Openness 0.055*** —0.001 0.002 0.009
(0.015) (0.016) (0.015) (0.015)
Trust 0.073*** 0.026 0.013 0.006
(0.023) (0.018) (0.015) (0.014)
Common law —-0.014 0.054 0.074** 0.054*
(0.058) (0.034) (0.032) (0.030)
Population gr. —0.051*** 0.033* 0.031** 0.024
(0.017) (0.017) (0.015) (0.021)
Enrolment —0.001 0.001 —0.000 —0.000
(0.003) (0.002) (0.002) (0.002)
Latitude 0.006*** 0.006*** 0.005*** 0.004*
(0.001) (0.001) (0.002) (0.002)
Ethno. frac. —0.210** 0.002 0.001 0.021
(0.087) (0.078) (0.062) (0.064)
% Protestant 0.304*** 0.008 0.034 0.072
(0.079) (0.078) (0.073) (0.071)
log(GDP p.c.) 0.065*** 0.073***
(0.021) (0.024)
Observations 64 64 64 64 64 64 64 64 64 64 64 64 64
R? 0.461 0.635 0.530 0.549 0.462 0.518 0.462 0.624 0.510 0.549 0.805 0.840 0.857
Regional controls  No No No No No No No No No No No No Yes
F statistic 65.48 79.14 52.20 46.03 31.84 38.67 33.08 59.11 34.35 79.13 31.76 38.66 31.03

Notes: ***P<0.01, **P<0.05, *P<0.1. Robust standard errors in parentheses.
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shows the average foreign countries’ level of diplomatic representation in a country. In our sample, it
takes four possible values: 0 = no evidence of diplomatic exchange, 1 = charg’e d’affaires, 2 = minister,
and 3 = ambassador.

The ‘average diplomatic representation’ variable is constructed by collapsing the original bilateral
data set into cross-sectional data. For each country, the collapsed variable indicates the average
level of diplomatic representation it received from all other 65 countries in the sample. For example,
if a country has diplomatic representation levels of 0, 1, 2, and 3 from four other countries, the average
diplomatic representation it received would be (0 + 1 + 2+ 3)/4 = 1.5. This process is repeated for all
countries in the data set, resulting in a single variable reflecting the average level of diplomatic
representation each country receives from other 65 countries in the sample. The US receives the high-
est level of diplomatic representation (2.74), and Moldova receives the lowest (0.20), indicating a high
level (ambassador level) of diplomatic representation in the US and a low level (more than no but less
than charg’e d’affaires level) of representation in Moldova. The average ‘average diplomatic represen-
tation” across countries is about 1, indicating the average diplomatic representation at the charg’e d’af-
faires level.

Table 5 reports instrumental variable estimates. Column (1) shows the estimates of the rule of law
indicator, and column (4) reports the ICRG quality of governance variable as dependent variables. Our
main explanatory variable, legitimacy, remains statistically significant with point estimates relatively
stable and comparable to earlier results in Tables 3 and 4.

In addition, the first-stage tests reveal that our instrumental variable is adequately correlated with
the endogenous variable, legitimacy, shown by the positive and statistically significant coefficient
values of our instrumental variable. In addition, Figure 3 shows that these two variables are positively
correlated. Moreover, the first-stage F-test values are greater than the benchmark value of 10 in both
cases. Staiger and Stock (1997) argue that the first-stage F-test value less than 10 indicates weak instru-
ments. We find a high F-test value of 31.43 for the IV regression if we exclude other control variables
from the equation, suggesting a strong link between legitimacy and diplomatic representation.

However, instrumental variables methodology faces challenges, such as weak instruments, exclu-
sion restriction violation, relevance, measurement error, and endogeneity. Finding suitable instru-
ments is crucial to tackling these problems. Two tests, the first-stage F-test and Hansen J-test are
used to test the relevance and validity of the instruments. Since our model is just-identified with
only one endogenous variable and one instrument, the validity of the instruments cannot be checked.
Therefore, we supplement these OLS instrumental variables results with Lewbel’s instrumental vari-
ables estimator (Lewbel, 2012; Rigobon, 2003) to reinforce our main findings. This method, intro-
duced by Lewbel (2012) and Rigobon (2003), allows for identification when traditional instruments
are weak, or exclusion restrictions are questionable.'* Instead of relying on traditional exclusion
restrictions, Lewbel’s method utilizes heteroscedasticity in the endogenous explanatory variables to
create instrumental variables.

We test the heteroscedasticity in our regression model using the Breusch-Pagan test. This test
shows the value of y*=5.07, and P-value = 0.024, suggesting the presence of heteroscedasticity in
the model that could be used to build the instrumental variables. Next, we test the validity of our
instrumental variable using the Hansen ] statistic. In all cases, the P-value of this test is large enough
to conclude that the instruments are valid.

In Table 5, columns 2-3 present Lewbel’s instrumental variable estimates for the rule of law vari-
able. Column 2 utilizes heteroscedasticity to construct the instruments, while column 3 adds an exter-
nal instrument, diplomatic representation. The coefficient values for our main variable, legitimacy,
remain stable in both columns, but the standard errors are reduced by over 50% using Lewbel’s
method. Finally, columns 5-6 show Lewbel’s instrumental variable approach for the quality of govern-
ance variable, with and without external instruments. Again, the coefficient values remain robust, and
the standard errors are smaller using Lewbel’s method.

1Some recent studies using this method include Arcand et al. (2015); Saha et al. (2021).
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Table 5. Robustness tests with the IV estimation

(1) ) €) ) (5) (6)

Rule of law (WB) Quality of governance (ICRG)
Variables \% Lewbel IV Lewbel IV 1\ Lewbel IV Lewbel IV
Legitimacy 0.279* 0.292*** 0.273*** 0.089*** 0.068*** 0.067***
(0.162) (0.076) (0.073) (0.033) (0.012) (0.012)
Democracy 0.069*** 0.070*** 0.067*** 0.013*** 0.013*** 0.013***
(0.017) (0.018) (0.017) (0.004) (0.003) (0.003)
Openness 0.076 0.002 0.002 0.000 —0.000 —0.000
(0.084) (0.002) (0.002) (0.014) (0.000) (0.000)
Trust 0.060 0.003 0.003 0.012 0.000 0.000
(0.077) (0.003) (0.003) (0.014) (0.000) (0.000)
Common law 0.218 0.065 0.079 0.066** 0.032 0.033
(0.161) (0.159) (0.160) (0.030) (0.028) (0.028)
Population gr. 0.124 0.145 0.141 0.031** 0.039** 0.039**
(0.089) (0.092) (0.092) (0.014) (0.017) (0.017)
Enrolment —0.004 —0.009 —0.010 —0.000 —0.001 —0.001
(0.009) (0.008) (0.008) (0.002) (0.002) (0.002)
Latitude 0.020** 0.013 0.011 0.005*** 0.004*** 0.004***
(0.010) (0.011) (0.011) (0.002) (0.001) (0.001)
Ethno. frac. 0.156 0.219 0.178 0.017 0.018 0.017
(0.304) (0.304) (0.298) (0.062) (0.048) (0.046)
% Protestant 0.340 0.111 0.171 0.006 0.001 0.002
(0.393) (0.385) (0.376) (0.086) (0.063) (0.063)
log(GDP p.c.) 0.313*** 0.319** 0.342*** 0.056** 0.066*** 0.067***
(0.119) (0.128) (0.125) (0.025) (0.023) (0.022)
Observations 66 66 66 64 64 64
R? 0.808 0.812 0.812 0.836 0.842 0.843
First-stage
Diplomatic 0.633*** 0.607***
representation (0.186) (0.187)
1st stage F test 11.52 10.48
Lewbel IV
External IV No Yes No Yes
Hansen J stat 17.56 18.06 18.69 18.69
Hansen J 0.175 0.204 0.133 0.177
(P-value)

Notes: ***P<0.01, **P <0.05, *P<0.1. Robust standard errors in parentheses. This table reports estimates for the WB rule of law and ICRG
quality of governance variables using two methods. First, columns 1 and 4 report the instrumental variable estimates for these variables.
Second, columns 2-3 present the Lewbel IV estimates (Lewbel, 2012) for the WB rule of law variable, with and without external IV. Similarly,
columns 4-5 present the Lewbel IV estimates for the ICRG quality of governance variable, with and without external IV, respectively. To
calculate the Lewbel method, we used average diplomatic representation as an external IV in columns 3 and 6.
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To address endogeneity concerns, we use the instrumental variable strategy with the average level of
foreign diplomatic representation in a country as the instrumental variable. The instrumental variable
estimates indicate that the primary explanatory variable, legitimacy, remains statistically significant.
In addition, we also use Lewbel’s instrumental variables estimator to strengthen our findings when
traditional instruments are weak, or exclusion restrictions are questionable. These robustness tests con-
firm the association between governance and political legitimacy. In conclusion, our study establishes
that political legitimacy is a statistically significant determinant of governance across nations.

Robustness test 2: alternative measures of governance

We start the robustness of our benchmark results by using several alternative governance measures.
Here, we consider five governance indicators from WGI: (1) control of corruption, (2) government
effectiveness, (3) political stability and absence of violence, (4) regulatory quality, and (5) voice and
accountability. The control of corruption variable measures the perceptions about how public
power is exploited for private gain. Along with capturing ‘capture’ of the state by elites, it also incor-
porates petty and grand forms of corruption. The government effectiveness indicator measures the
ability of a government to deliver public as well as civil services. In addition, this index measures
the extent of independence of the bureaucracy from political influence. The political stability and
the absence of violence variable captures the orderliness based on established rules that should be pre-
sent during political transitions (Langbein and Knack, 2010). The lack of that order might call for
overthrowing of the government and associated violence. The regulations, both formal and informal,
define the relationship between the public and private sectors. Regulatory quality measures the extent
to which such regulations promote growth and development rather than just being burdensome.
Finally, the voice and accountability variable captures the extent to which citizens can hold politicians
accountable and can voice their opinions through the media and associations. The mean values of gov-
ernment effectiveness, regulatory quality, and voice and accountability are similar to our benchmark
measure, the rule of law (see Table 1). The mean value of political stability is almost close to zero, and
corruption has the lowest mean value (—0.31) among these variables.

We present the results in Table 6. We remind our readers that corruption measure from WGI has
been rescaled to make interpretations easier. Higher numbers denote greater corruption. The coeffi-
cient of legitimacy for the alternative measures of governance is significant in all the specifications.
As expected, the sign is positive for all the specifications except in the case of corruption, for
which it is negative. In terms of economic significance, the impact of legitimacy looks similar across
the specifications. A standard deviation rise in political legitimacy enhances governance (be it in terms
of government effectiveness, political stability, regulatory quality, or voice and accountability) by about
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Table 6. Robustness tests with alternative governance indicators

(1) @) € ) (5)

Gov't Political and Regulatory Voice and
Variables Corruption effectiveness stability quality accountability
Legitimacy —0.270*** 0.219*** 0.255*** 0.209* 0.267***
(0.095) (0.080) (0.095) (0.105) (0.066)
Democracy —0.049*** 0.042** 0.033* 0.072*** 0.133***
(0.016) (0.017) (0.019) (0.025) (0.011)
Openness —0.056 0.065 0.302*** 0.152* 0.059
(0.090) (0.074) (0.088) (0.088) (0.051)
Trust —0.089 0.038 0.102 0.032 0.011
(0.098) (0.095) (0.103) (0.110) (0.056)
Common law —0.077 0.050 —0.195 —0.019 —0.020
(0.148) (0.157) (0.177) (0.208) (0.110)
Population gr. —0.066 —0.023 —0.195* 0.039 0.006
(0.093) (0.086) (0.112) (0.099) (0.050)
Enrolment —0.002 —0.000 —0.009 —0.006 0.009
(0.010) (0.009) (0.010) (0.011) (0.007)
Latitude —0.015 0.010 —0.008 0.008 0.009
(0.011) (0.009) (0.011) (0.015) (0.006)
Ethno. frac. —0.332 0.317 —0.359 0.205 0.408*
(0.330) (0.302) (0.389) (0.406) (0.208)
% Protestant —0.687* 0.395 0.266 0.521 0.103
(0.409) (0.347) (0.381) (0.434) (0.225)
log(GDP p.c.) —0.372*** 0.365™** 0.210* 0.150 0.110
(0.118) (0.111) (0.122) (0.130) (0.075)
Observations 66 66 66 66 66
R? 0.829 0.831 0.741 0.745 0.923
Regional Yes Yes Yes Yes Yes
controls
F statistic 32.23 22.84 12.51 40.25 69.57

Notes: ***P<0.01, **P<0.05, *P<0.1. Robust standard errors in parentheses.

one-fourth standard deviation. In the case of corruption, the effect is similar; a similar rise in political
legitimacy reduces corruption by about one-fourth standard deviation. Based on these results, we con-
clude that political legitimacy is a statistically significant determinant of governance, and this effect is
robust across several dimensions of governance indicators.

We established a statistically significant association between political legitimacy and governance in
the preceding section. This section reinforces those findings by applying an instrumental variable
approach, Lewbel’s instrumental method, and examining various alternative governance indicators.
Our results confirm that political legitimacy is a strong and statistically significant factor affecting gov-
ernance across different nations. Therefore, we conclude that political legitimacy is a robust and stat-
istically significant determinant of governance.
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The moderating effect of trust

Next, we proceed to check if trust mediates the positive relationship between political legitimacy and
governance. In recent decades, the role of trust has been emphasized to be indispensable for economic
development (Beugelsdijk et al., 2004; Whiteley, 2000; Zak and Knack, 2001). Social scientists have
explored the role of trust in facilitating cooperation and collective action among individuals
(Durante, 2009), in skill formation and education attainment (Bjornskov, 2009; Dearmon and
Grier, 2011; Ozcan and Bjornskov, 2011), in enhancing accountability and governance (Bjornskov,
2012), in boosting total factor productivity (Bjernskov and Méon, 2015; Dearmon and Grier, 2011)
in promoting international trade (Guiso et al., 2009) and in pacifying gendered attitudes along with
individualism (Dutta et al., 2022).

Political Science studies find that efficient and inclusive institutions, a critical component that
shapes political legitimacy, enhance social and institutional trust (Freitag and Bithlmann, 2009;
Kumlin and Rothstein, 2005; Lombardo and Ricotta, 2021; Rothstein, 2001). Thus, we control for
trust in our specifications to ensure that we are not capturing the same effect. Moreover, Bowles
and Gintis (2002) argue that social capital (another term for trust used in the literature) and govern-
ance go hand in hand. Similarly, Uslaner (2003) argues that generalized trust leads to a populace sat-
isfied with government performance and better governance. In other words, trust increases political
legitimacy and governance. It implies that trust can affect governance indirectly through political legit-
imacy as well. Therefore, we check for the interaction effect of trust and political legitimacy on
governance.

We test this interaction effect by including an interaction term between legitimacy and trust in our
benchmark specification. This interaction term shows the marginal effect of legitimacy on governance
conditioned upon the level of trust in a country, enabling us to understand at what levels of trust legit-
imacy has a positive effect on governance. We estimate the following regression equation:

Gov; = By + B, Legitimacy; + B, Trust; + B;(Legitimacy; x Trust;) + X;y—i— €;. 2)

Table 7 reports the results for the above model. Column (1) reports the results for the WB rule of law
as a dependent variable, and column (2) presents ICRG quality of governance. The total effect of legit-
imacy conditioned on the average trust is positive and statistically significant in both columns. These
total effects indicate that, on average, if legitimacy increases, conditioned on the mean value of trust,
governance increases.

However, the interpretation of a model with an interaction term is complicated because the esti-
mated effects do not represent the unconditional marginal effects. Moreover, the standard errors
and the statistical significance of individual estimated effects are irrelevant. Instead, we calculate con-
ditional marginal effects and new standard errors to construct confidence intervals around these mar-
ginal effects." First, we obtain conditional full marginal effects by taking the cross-partial derivative of
equation (2) with respect to legitimacy as follows:

dGov;

_ = Trust. 3
dlegitimacy B+ BsTrus 3)

Second, we recalculate the standard errors of the marginal effects in equation (3) as:

0Gov;

UW = \/varBI + TrustzvarB3 + 2 Trust cov(B1B3)_ (4)

A negative covariance term implies that f; + S;Trust is statistically significance even if all other
coefficient values are statistically insignificant (Berry et al., 2012; Brambor et al., 2006; Braumoeller,

15Gee Brambor et al. (2006) for a detailed discussion on the use of interaction terms.
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Table 7. Legitimacy and trust: an interaction effect

(1) )
Variables Rule of law Quality of governance
Legitimacy 0.253*** 0.051***
(0.069) (0.012)
Trust —0.058 —0.086
(0.345) (0.060)
Legitimacy x trust 0.017 0.016
(0.059) (0.011)
Democracy 0.070*** 0.012***
(0.020) (0.003)
Openness 0.093 0.011
(0.092) (0.015)
Common law 0.127 0.066™*
(0.184) (0.031)
Population gr. 0.112 0.021
(0.100) (0.019)
Enrolment —0.003 —0.000
(0.010) (0.002)
Latitude 0.017 0.004*
(0.014) (0.002)
Ethno. frac. 0.276 0.024
(0.349) (0.064)
% Protestant 0.266 0.007
(0.453) (0.090)
log(GDP p.c.) 0.294** 0.077***
(0.119) (0.024)
Observations 66 64
R? 0.818 0.862
Regional controls Yes Yes
F statistic 27.92 26.39

Notes: ***P<0.01, **P<0.05, *P<0.1. Robust standard errors in parentheses.

2004). This implies that the full marginal effects are statistically significant if both the upper and lower
bounds of confidence intervals are either above or below the zero line (Brambor et al., 2006).

Figure 4 shows the marginal effects of legitimacy conditioned on trust levels. Both rule of law and
quality of governance variables show that the marginal effect of legitimacy is positive and statistically
significant. However, the results differ across rule of law and quality of governance variables. For the
rule of law, the marginal effect of legitimacy on governance is statistically significant only when -1 <
Trust < 2, indicating that legitimacy increases governance only when a country has some trust level to
complement it. At a lower level of trust, Trust < —1, legitimacy has no statistically significant condi-
tional effect on governance. After a certain threshold, i.e. Trust>—1, trust level becomes vital in
increasing the governance if legitimacy level improves.
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Trust Trust Figure 4. Interaction effect of trust
and legitimacy on governance.

Our intuition behind these findings is based on the idea that trust in government along with con-
fidence in institutions moulds legitimacy (Hutchison, 2011). Thus, some level of trust is needed to
affect political legitimacy, which enhances governance. Conversely, a low level of trust (social capital)
may fail to enhance political legitimacy and improve superior government services (Myeong and Seo,
2016). However, this effect becomes statistically insignificant at a higher level of trust again. At a high
level of trust, political legitimacy loses its positive effect on governance. Our intuition behind this
insignificant effect is that at a high level of trust the gain from political legitimacy diminishes. At a
high level of trust society has already exhausted the positive effect of political legitimacy.

For the quality of governance, the marginal effect of legitimacy on governance is statistically signifi-
cant after Trust > —1, indicating that legitimacy increases governance only when a country has some
trust level to complement it. At a lower level of trust, Trust < —1, legitimacy has no statistically signifi-
cant conditional effect on governance. After a certain threshold, i.e. Trust >—1, trust level becomes
vital in increasing the governance if legitimacy level improves.

We hypothesize that political legitimacy positively affects governance across countries. Our bench-
mark results and robustness tests support this hypothesis. Furthermore, our findings reveal that trust
plays a mediating role between political legitimacy and governance. Therefore, we conclude that pol-
itical legitimacy has a positive and statistically significant effect on governance, and trust mediates this
effect.

Conclusion

This paper argues that a lack of political legitimacy affects a state’s ability to govern efficiently. In
sharp contrast to Holcombe (2021) contractarian theory arguing the negative effect of legitimacy
on governance, we hypothesize the positive and statistically significant effect of legitimacy on govern-
ance. We use cross-sectional data from 66 countries to investigate the link between legitimacy and gov-
ernance empirically. We employ OLS, instrumental variables and Lewbel’s instrumental variable
methods to examine this relationship. The results indicate that political legitimacy, indeed, has a posi-
tive and statistically significant effect on governance. Moreover, we provide evidence of an interaction
effect between trust and political legitimacy on governance.

Although we are the first to establish a statistical relationship between political legitimacy and gov-
ernance, our study has limitations and room for expansion. First, it may be challenging to improve
political legitimacy. Therefore, improving legitimacy and, consequently, improving governance may
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be complex. Second, we used cross-sectional data to investigate the relationship between legitimacy
and governance, restricting our ability to establish causality adequately or track changes over time.
We opted for a cross-sectional analysis due to the availability of legitimacy data, which is only available
across countries and not over time. Future studies may benefit from using panel data analysis to con-
trol for unobserved country-level differences and monitor changes in legitimacy over time. Third,
future studies may find it worthwhile to apply other alternative methods, such as modern matching
and synthetic control techniques, to offer robust causal insights. Fourth, the data for political legitim-
acy are available only for 72 countries; a broader sample size may capture more variation in the data.
Fifth, future research could link governance to political legitimacy based on the stages of economic
development. Finally, the impact of legitimacy on governance may depend on factors such as financial
inclusion, media freedom, and human rights across countries. We leave these crucial questions for
future researchers to address.

Supplementary material. The supplementary material for this article can be found at https:/doi.org/10.1017/
$1744137423000334.
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