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Abstract

This study analyzes the relationship between good governance and economic development in
Southwest Asian countries during the period 2003 to 2022. To capture economic development,
the Legatum Prosperity Index and per capita income are employed as key indicators. The study
employs panel data methods using two approaches: Feasible Generalized Least Squares (FGLS)
estimators and Random Effects (RE) models. The analysis reveals that in the first approach, good
governance and per capita income have positive coefficients, indicating their significant positive
impact on economic prosperity. Improvements in average governance quality and per capita
income thus enhance prosperity. Additionally, investment, as a driving force for economic
growth, has a positive and significant relationship with prosperity. In the second approach, the
findings show that specific dimensions of governance, such as rule of law, regulatory quality,
political stability, and voice and accountability, have a meaningful positive effect on prosperity.
Improvements in these governance factors lead to increased per capita income and higher
prosperity levels. Economic openness is also found to positively influence per capita income.
These outcomes align with Descriptive statistics indicating that countries with higher per capita
incomes, such as Qatar and the United Arab Emirates, achieve notably higher Legatum Prosperity
scores. Nonetheless, non-monetary factors, including governance quality, political stability, and
investment in human capital, play a crucial role in determining prosperity. Countries like Cyprus
and Georgia, despite lower per capita incomes, attain higher prosperity scores due to effective
governance and robust social policies. Conversely, nations facing challenges like poor
governance, corruption, and political instability fail to reach desirable prosperity levels, despite
abundant natural resources. The findings emphasize the multidimensional nature of prosperity,
illustrating that alongside economic growth, good governance, equitable resource distribution, and
economic diversification are essential for achieving sustainable welfare. Overall, the results
underscore that strong institutions and sound economic policies can significantly enhance
prosperity and economic development in Southwest Asian countries.
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Extended abstract

1. Introduction

The role of good governance in economic development has become
increasingly prominent, especially in contexts where instruments such as
policymaking, regulatory mechanisms, and institutions face limitations
and the surrounding environment is constantly changing. In such a
complex and turbulent world, effective policymaking, combined with
transparency, accountability, and active citizen participation, can play a
crucial role in fostering stability, enhancing productivity, and improving
the quality of life. Good governance entails the coordinated
implementation of policies aimed at serving societal interests and
achieving economic and social objectives (Olson, 1982).

Since the late 1990s, international organizations such as the World
Bank and the United Nations Development Program (UNDP) have
recognized good governance as a key strategy for economic development.
This concept refers to the administration and regulation of societal affairs
and the relationship between government and citizens. It is founded on
the rule of law, an efficient and impartial judiciary, and broad citizen
participation; the stronger these elements, the higher the quality of
governance (Khodadad Kashi et al., 2020).

Considering the critical role of governance in economic development,
The present study is designed to analyze the impact of good governance
on the economic development of Southwest Asian countries. The central
research question is whether improvements in good governance
indicators and their sub-components—such as accountability, government
efficiency and effectiveness, regulatory quality, rule of law, political
stability, and anti-corruption measures, significantly enhance the level of
economic development in these countries. To address this question, panel
data methods, including Feasible Generalized Least Squares (FGLS) and
Random Effects (RE) models, are applied to a selected group of countries
over the period 2003-2022.

The novelty of this study, compared with previous research, lies in its
comparative analysis of development using two distinct indicators—
Legatum Prosperity Index and per capita income—across selected
Southwest Asian countries.
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2. Method

The present study is designed to analyze and examine the impact of good
governance on the economic development of Southwest Asian countries.
The central research question is whether improvements in good
governance indicators and their sub-components—such as accountability,
government efficiency and effectiveness, regulatory quality, rule of law,
political stability, and anti-corruption measures—significantly enhance
the level of economic development in these countries.

To address this question, panel data covering the period from 2003 to
2022 were employed. The study sample includes a selection of Southwest
Asian countries. The analysis utilizes two econometric approaches that
are both reproducible and easily interpretable for other researchers:
Feasible Generalized Least Squares (FGLS) and the Random Effects
(RE) model. These methods allow for the simultaneous examination of
the relationships between governance indicators and economic
development over time and across countries, and their ability to control
for variations between countries and over time makes them suitable for
addressing the research question.

This research design, in addition to providing robust empirical evidence,
enables a comparative assessment of the effect of governance on
economic development in the selected Southwest Asian countries and can
serve as a foundation for policy-making in this area.

3. Results and Discussion

The obtained results indicate that the improvement of good
governance has a positive and significant impact on economic well-
being. Furthermore, investment, as the driving force of economic
growth, shows a positive and significant relationship with the
promotion of economic well-being. Moreover, investment, as a key
driver of economic growth, demonstrates a similarly strong and positive
association with the enhancement of economic welfare.

An examination of the components of good governance reveals that the
rule of law, regulatory quality, political stability, and wvoice and
accountability play a pivotal role in promoting welfare and raising per
capita income. The results further show that economic openness has a
positive and significant effect on income levels, contributing to welfare



improvement by facilitating technology transfer, boosting productivity,
and fostering economic growth.

The observed patterns are consistent with empirical realities in the region.
For example, Cyprus and Georgia, despite having relatively lower per
capita income, have achieved higher welfare levels owing to effective
governance and well-targeted social policies. By contrast, countries
burdened by institutional weaknesses, corruption, and political instability
have failed to attain satisfactory levels of welfare, even when endowed
with abundant natural resources.

These findings underscore the multidimensional nature of economic
welfare and highlight the crucial role of strong institutions and sound
economic policies in fostering sustainable development across the
countries of Southwest Asia.

4. Conclusion

In the contemporary world, characterized by resource constraints and
complex transformations, rigorous analysis and innovative approaches to
good governance and economic development have become increasingly
indispensable. Good governance provides a robust framework for
advancing the public interest and, through coherent and efficient policies,
enables the realization of development objectives.

The findings of this study reveal that, in the countries of Southwest
Asia, the mere possession of natural or human resources does not
guarantee  sustainable development. Key determinants include
institutional ~ stability, governance transparency, and effective
policymaking. Successful cases—such as the United Arab Emirates and
Cyprus—demonstrate that by leveraging good governance and
implementing well-targeted social policies, nations can enhance welfare
and increase per capita income. In contrast, countries such as
Afghanistan, Iraq, Iran, and Lebanon have faced severe limitations due to
persistent economic, political, and institutional crises.

Econometric estimations using Feasible Generalized Least Squares
(FGLS) and Random Effects (RE) models confirm that good governance.
exert a significant influence on economic welfare and per capita income.
Key governance components—including regulatory quality, political
stability, accountability, government effectiveness, and the rule of law—
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play a pivotal role in improving welfare and income levels. Moreover,
economic openness has a positive and substantial impact on per capita
income, as free trade facilitates technology transfer, enhances
productivity, and stimulates income growth.

Achieving sustainable development in Southwest Asian countries
requires comprehensive institutional reforms, greater social participation,
and balanced resource management. Policymakers must adopt an
integrated approach tailored to each country’s unique economic and
social conditions to strengthen good governance, thereby fostering
improved quality of life and advancing long-term development goals.
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9. Rule of Law
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