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and Institutional Trust in OECD Countries, 2006-
2021 and Culture.
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Abstract

We explore empirically the relationship between trust in government and the quality of
government (QoG) with a dynamic panel model for the period 2006-2021 in the 38 OECD
countries, with reverse and lag specifications while incorporating a range of social, political,
and economic factors as explanatory variables. The results show a clear positive mutually
reinforcing dynamic between QoG and trust in government when the social, political and
economic factors are included. Trust in government with a three-year lag is positively related
to QoG. Foreign-born population with a three-year lag is negatively associated with QoG.
The other way around: trust in government is affected by the QoG in the same year.

Economic decline reduces trust in government.

QoG and trust appear to be embedded in culture (measured with the Hofstede indices). Power
distance is negatively related to both QoG and institutional trust. The association between
individualism and QoG is positive, while long-term orientation and indulgence positively

impact trust.
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D31, D73, D78, E61, H5, H83, 138, 001, Z13, Z18, Z19
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Chancellor Merkel’s (Germany, 2005-2021) adage “Keine Experimente” (“No experiments”).

Governance and trust are the twin pillars upon which societies stand or fall. Their dance is as

old as time.



1. Introduction

The quality of government (QoG) is widely recognised as a key driver of socio-economic
development and a fundamental pillar of sustainability, prosperity and social cohesion
(Kaufmann, Kraay, and Zoido, 1999, Holmberg et al. 2009, Goldsmith, 2007). This explains
the strong focus by international organisations on the importance of good governance and
sound institutions for development, also in OECD countries. At the same time “trust in
government” has been seen as essential for the functioning of democracy and government
(Barro & McCleary, 2002; Blind, 2007; Bergh & Henrekson, 2011; OECD, 2022; Ritzen &
Nillesen, 2022). Hence the question about the relationship between (QoG) and trust in
government, in a dynamic environment of social, economic, political, and cultural
developments, as in the framework depicted in Figure 1, for all 38 OECD countries over the
period 2006-2021. To our knowledge, this is the first exercise of linking QoG with trust in

Government while introducing time lags.
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Figure 1. Framework for analysis



We seek an answer to the following two questions:

1. How did cultural, social, political, and economic drivers as well as trust in government
with time lags affect the perceived quality of government in the OECD countries between
2006 and 20217?

2. How did, in turn, changes in the quality of government impact trust in government in the

OECD countries during the same timeframe while allowing for time lags in that relation?

Chapter 2 presents the main elements of Figure 1 based on the literature. Chapter 3 presents
the mathematical model of analysis used for this study and explains the methodology,
estimation strategy and lag specifications of the dynamic panel model. Chapter 4 presents the
dataset and introduces all explanatory variables. Chapter 5 presents the results for the two
questions raised above. Chapter 6 elaborates on the results and reinforces the findings by

linking them with existing empirical and theoretical studies in conclusions and discussion.
2. The model against the present literature
2.1 Governance

Central in Figure 1 stands the QoG. The term and its measurement have gone through a
lengthy process. The origins of the term Governance in public administration and policy
making are found in the work of North on institutional economics (North, 1991), in
development studies (World Bank, 1992), public administration (Kooiman, 1993), and
political sciences (Rhodes, 1996). A major step in the introduction of the concept of
governance has been marked by the 1992 publication of the World Bank “Governance and
Development” (Plattner, 2013). The report defines governance as “the manner in which
power is exercised in the management of a country’s economic and social resources for
development,” and further adds that “good governance, for the World Bank, is synonymous

with sound development management” (World Bank, 1992).

Landel-Mills et al. (1989) specifically highlight the World Bank’s Africa study published in
the late 1980s as a starting point of the debate on good governance. It made a strong impact
in policy circles during the mid-1990s (Rothstein, 2021), mostly related to developing
countries (Smith, 2007). The establishment of different measures like the Corruption
Perception Index in 1996 and later the World Bank’s Worldwide Governance Indicators in
1999 was a major push for reflecting on the role of good governance for development. Rodrik
(2000) captured the change in thought that led to the emergence of the good governance



agenda by stating, “the encounter between neo-classical economics and developing societies
served to reveal the institutional underpinnings of market economies”. Good governance is
considered a fundamental ingredient of sustained economic development (LaPorta et al.,
1999; Kaufmann & Kraay, 2007) and incompetent government institutions are the root cause
of underdevelopment (Nistotskaya, 2020), realizing that good governance is also the result of
development (Bettcher, 2018).

Kaufmann et al., (1999) defined governance as the “traditions and institutions by which
authority in a country is exercised. This includes (a) the process by which governments are
selected, monitored and replaced; (b) the capacity of the government to effectively formulate
and implement sound policies; and (c) the respect of citizens and the state for the institutions

that govern economic and social interactions among them.”

“Good governance” and “quality of government” emerged as key themes in the political
economy Rothstein and Toerell (2008) once measurement was established on ordinal scales.
These terms are interchangeably (Agnafors, 2013), both concepts referring to the desired

character of the exercise of public authority or its outcomes.

Nistotskaya (2020) summarises QoG as a normative, universal, and procedural
conceptualisation of the idea of ‘good institutions/good governance.” The most frequently
used definition of QoG rests on the World Bank’s definition of good governance by Kaufman

et al., 1999 (Holmberg et al., 2009).

The basic premise of “good governance” forms the basis of the Worldwide Governance
Indicators (WGI) that provide a broad measure of governance quality in over 200 countries.
WGIs measure governance across six dimensions: voice and accountability, political stability
and absence of violence, government effectiveness, regulatory quality, rule of law, and
control of corruption (Kaufmann et al., 1999; 2010). WGIs are a meta-index for measuring
QoG as they identify the underlying dimensions of governance across different countries over
time (Laura et al., 2016).

In this paper, we put QoG in the context of political, economic, social, and cultural settings

and use the WBI as a measurement of QoG.
2.2 Trust in Government

Trust in government is interchangeably used with ‘institutional trust” and ‘political trust’ in

theoretical, policy and governance discourses (World Bank, 2020). Easton (1965) defines



trust in government as “the confidence of citizens in the actions of a government to do what
is right and perceived fair.” Other authors also describe it as a measure of confidence in
government institutions (Rousseau et al., 1998) and this description is helpful to understand
its importance in a democracy. Trust in government as a multifaceted concept is referred to as
a basic consensus among the citizens of a country on collective values, priorities, and
differences. In that sense, trust is much more than that as it underpins human contact and
institutional interaction (Tonkiss et al., 2000). Some see trust in government as a ‘rational or
effective belief in the benevolent motivation and performance capacity of another party’
(Norris, 2011). It signifies that trust in government is not only based on logical reasoning and
emotions but also confidence in the government’s ability to fulfil the promise of carrying out
responsibilities. Hiltin and Shutava (2022) explain it as the public’s perception of government
based on expectations of how it should operate. Correspondingly, OECD (2017b)
conventionally defines institutional trust as “a person’s belief that another person or
institutions will act consistently with their expectations of positive behaviour.” In contrast,
Keele (2007) argues that institutional trust is not a manifestation of how the public perceives
the government but rather a result of how much the public engages in civic life. Citizen
engagement, as observed by Blind (2007), will generate a notion among citizens that public
institutions are fair, efficient, and honest. To conceptualise, trust offers people the confidence

that all public institutions of the government will act according to their expectations.

Trust in government is generally assumed to be a necessary precondition for representative
democracy (Van der Meer, 2017). Trust in government has been thought to be an important
ingredient upon which the legitimacy and sustainability of public and government institutions
are built (Blind, 2007). Institutional trust appears also to be positively related to economic
growth (Acemoglu & Robinson, 2008; Bergh & Henrekson, 2011). Trust is an important
factor in determining the room for governments to manoeuvre for acting towards long-run
goals (like sustainability (Ritzen & Nillesen, 2022). Core levels of institutional trust are
essential for the efficiency of government institutions, adherence to the rule of law and
delivery of public services (Knack & Zak, 2003; Blind, 2007). It may also help governments
to implement structural reforms in all sectors with long-term benefits for the citizens of the
country (Gyorffy, 2013). Trust in government during times of crisis, such as natural disasters,
political instability, and economic decline, seems critical for public compliance, resource
mobilisation and effective communication (Tonkiss, 2009; Uslaner, 2010; Sucher & Gupta,
2022).



Measuring whether people trust their government institutions started in the late 1990s with
the Gallup World Poll, World Values Survey, and regional Barometers (United Nations,
2021). OECD started to measure trust in 2006 (OECD, 2017b), with a framework that
captures the responsiveness and reliability of the institutions in delivering public services and

acts in line with the values of fairness, openness, and integrity.
2.3 QoG and Institutional Trust

We seek to understand the interrelationship between institutional trust and QoG on the
societal (macro) level where the trust of citizens in government can encourage more
participation in democratic processes, signifying a stable environment for policy
implementation and development, as the OECD data do not permit us to examine the

relations on the meso or micro level.

Political institutions and proper functional democracy matter for trust. They can promote the
rule of law, and accountability and enhance transparency (Wilkes 2014). Barro and McCleary
(2002) provide evidence that trust in government is positively related to the variety of
measures of good governance and the relationship is robust across different periods and
countries. Hetherington (2005) points out that institutional trust is the main engine of good
governance. Trust in government is not only the consequence of QoG (Spiteri & Briguglio,
2018) but also the driver of QoG (Knack & Keefer, 1997). A core level of trust appears to be
a necessary precondition for the quality of governance. Trust legitimises and reinforces
policy action and effective, efficient, transparent, open, and fair government institutions
(OECD, 2021).

2.4 Intervening factors in the model

2.4.1 Diversity, trust and governance

Patterns of migration, mobility, refugees and asylum seekers have changed in the recent past
as a result of modernity, development, ease of communication and travel at the global level,
leading to more diverse societies. It has brought the relationship between diversity, social
cohesion, trust and governance to the forefront of the public debate. ‘Religion’, ‘language’
and ‘ethnicity’ “born in country” are used as the proxy variables to measure diversity (or
heterogeneity or fractionalisation) for cross-national analysis (Easterly & Levine, 1997; La
Porta et al., 1999; Alesina & La Ferrara, 2000; Putnam, 2003; Alesina et al., 2003; Letki,
2008; Tsai et al., 2011; Pervaiz et al., 2013, Verhoeven & Ritzen, 2023).



Diversity is also important in shaping QoG: more heterogeneous countries appear to have a
poorer quality of government (La Porta et al., 1999) and ethnic diversity appears to depress

annual growth (Alesina et al., 2003).

However, there is an opposing view in the literature that reports the positive effects of
diversity on trust (Zimdars & Tampubolon, 2012, Stolle et al., 2008). Once the interaction
between the community members takes place, the effect of diversity becomes positive as the
individual intends to become more favourable to other community members. Additionally,
Oliwer and Wong (2003) contend that individuals living in diverse atmospheres exhibit more

tolerance, enhanced trust and positive feelings towards their peers.
2.4.2 Conflict, trust and governance

Wars and conflicts have been shown to have a significant effect on political factors like
corruption (Hough, 2013), crises (Young & Bologna, 2015), political accountability (Adsera
et al. 2003), political instability and economic growth (Goldstone et al., 2010; Bernal-
Verdugo et al., 2013) and “country’s performance” (Marshall & Cole, 2008). Alesina et al.
(2003) illustrate conflicts as an important determining factor of the political economy in
many countries and its effects on political instability, quality of institutions and economic
performance. Conflict has a detrimental impact on the level of social cohesion (Abu-Nimer &
Smith, 2016) and can raise tensions between people of different values, beliefs, and opinions
(Knell & Stix, 2021). Due to these social conflicts, there is a lack of a persistent growth rate
in many countries (Rodrik, 1999). Apart from internal conflicts, the political involvement of
states in external conflicts negatively influences the levels of institutional trust (Zulfigar et
al., 2018). Conflict and political instability appear to be related (Marshal & Cole, 2008;
Newman, 2009; Goldstone et al., 2010). Political instability may undermine the citizen’s trust
in their government (Brezzi et al., 2021).

2.4.3 Economic crisis: unravelling effects on trust and governance

“Economic crises” - a general slowdown of economic activity- may involve high rates of
unemployment, a decrease in gross domestic product and a drying up of liquidity. QoG is
often affected by economic crises (Smith, 2007, Al-Bassam, 2013) as is trust in government
(United Nations, 2021, Dotti Sani & Magistro, 2016).

The ‘economic crisis of 2008’ provided a unique opportunity to explore the relationship of

economic crisis with both institutional and interpersonal trust (Obert et al., 2018; Cais et al.,



2021). The impact of crises on trust is particularly strong for lower-income groups. As a

result, social values in future may deteriorate (Tonkiss, 2009).

The economic decline indicator is used for the model because economic factors have greater
explanatory power for institutional trust during times of economic crisis (Blind, 2007; Cais et
al., 2021) and this decline is generally seen as detrimental to governance quality (Van de
Walle et al., 2008; OECD 2023b).

2.5 Culture’s role in shaping policy, institutional trust and governance

“Culture” is likely to affect QoG and trust in government in a country. Culture as a
multifaceted concept has been contextually defined in several ways by anthropologists and
sociologists (Daniell, 2014). Culture-based theory and analysis have been used to understand
aspects of public policy (Coyle & Ellis, 1994; Rao & Walton, 2002; Enserink et al., 2007;
Fukuyama 2001; Putnam, 2001). Sen (2002) suggests that cultural factors have an influence
on political participation, economic behaviour, and social solidarity which are intertwined

with how and why public policies are designed in different ways in different countries.

For Evan and Holy (2021), the establishment of institutions is a process that originates
predominantly in a nation’s culture. Licht et al. (2007) show that culture contributes not only
to the country’s development level but also to governance. The importance of a ‘cultural’
twist in the understanding of public policy and governance has been recognized (Foucault,
1991; Stubbs, 2005).

Hofstede’s six cultural dimensions (Hofstede, 1984) have become standard indicators of the

national culture of countries. Hofstede found six dimensions:

- Power distance explains the acceptance of differences between individuals in society. When
a society accepts inequality as part of society it entails that power distance is high, hence less
fortunate members are expected to accept that power is unequally distributed. In contrast,

when inequality is not accepted by society, power distance is low (Hofstede Insights, 2023).

- Individualism covers the level of interdependence among members of a society: whether
one’s own perception is related to “I”” or “We”. A society that scores high on the
individualism spectrum is one in which individuals are focused on themselves and their close
contacts. In contrast, a society that scores low on the individualism spectrum is a collectivist
society, wherein people’s perceptions of themselves include the group (Hofstede Insights,
2023).



- Masculinity is high in a society that focuses on competition, achievement, and success.
Masculinity stands in contrast to femininity as a culture, defined by values of caring for
others and for the quality of life (Hofstede Insights, 2023).

- Uncertainty avoidance reflects how a society handles the anxiety of ambiguity and the lesser
known. A high score in this indicator is compatible with the need for structured systems for
the feeling of safety to predominate. A low score reflects a society that can handle
unpredictability well (Hofstede Insights, 2023).

- Long-term orientation is a dimension covering the needs of individuals to remain attached
to their history while facing the challenges brought by the present and future. When a society
scores low in this dimension it is characterized by the need to maintain traditions. On the
other hand, cultures that score high prefer to encourage changes in a way that prepares

society towards the future (Hofstede Insights, 2023).

- Indulgence displays the responses to desires and impulses and to what extent these desires
are restrained. A high score in this dimension demonstrates the willingness to follow one’s
desires to appreciate life and have fun. While a low score reflects a high level of self-restraint
(Hofstede Insights, 2023).

3. Mathematical Model of Analysis and Econometric Testing
3.1 Model without culture

We have formulated —based on Figure 1- the following two equations for Vit as (QoG) and Xit

(trust in government) where i (country) = 1...N and t (year) = 2...t to allow for estimation
with dynamic panel modelling. The lags for x and y are shown here as lags of one-time units,

but the lags could be greater and could be different for each variable.
Yit = Mt + B1Xi t1 + BoYi ta + 01Wit + p1Zi + ai + €t ... (1)
Mt = intercept that varies over time.
[1Xi, 11 = effect of lagged x variable on y.
Y. 11 = effect of lagged y variable on itself.

01Wit and y1Z; = vector coefficients representing time variant (include both current and

possibly lagged values) and invariant controls on Yit.



a = represents the effect of latent variables that are constant and time-invariant.
€it = error term that represents random disturbance.

Xit = Tt+ BaXi t1 + Bayi t1 + 0aWie + p2zi + 11i + vit ... (2)
Tt = intercept that varies over time.
[sXi -1 = effect of lagged x variable on itself.
Payi 1 = effect of lagged y variable on x.

02Wit and y2Z; = vector coefficients indicating time variant (include both current and possibly

lagged values) and invariant controls on Xit.

17 = the number of individual effects corresponding to a in equation (1).

vjt = error term that represents random disturbance.

3.2 Culture and QoG and trust

The equations for culture’s impact on QoG and trust in government are as follows:
mean yi = o+ ¢;Cj+ Qi+ o ..... (3)
mean xi = yo+ 6;Cj+ Oi+ & ... 4)

o and o, = constant intercepts

Cj = Hofstede culture dimension (1,...6)

¢; and 6; = vector coefficients of culture on QoG/trust in Government

oiand O; =random effect for each country

o and & = error terms representing random disturbance
3.2 Research and Estimation Strategy

STATA is used for running multiple regressions for all four equations. The dynamic panel
model presented in Equations (1) and (2) offers protection against the bias that may arise
from reverse causality under a wide range of conditions and helps to circumvent the problem

of misspecified temporal lags (Leszczensky & Wolbring, 2019, Arellano, 2003, Shrestha &



Bhatta, 2018, Baltagi, 2021). Fixed and random effects will mitigate a possible omitted
variable bias (OVB) in the dynamic panel model. OVB can be problematic since it implies
that the unobserved variances in the outcome variable are explained by random disturbance,
also called the error term (Stock & Watson, 2015). Fixed and random effects control for the
time-invariant unobserved heterogeneity (Siegel, 2016). The dynamic panel model, which
combines fixed effects and cross-lagged variables, makes it possible to estimate the lagged
dependent variables when running multiple regression with fixed effects (Arellano & Bond,
1991; Moral-Benito, 2013).

All variables used in the model have different measurement units. We have normalised all
variables to have zero mean and unit standard deviation, also known as z-score normalisation

(Anggoro & Supriyanti, 2019), to allow for an easy comparison of the size of coefficients.
3.3 Lag Specification

We assume in Eqgs (1) and (2) that the causal effects may take more than a year. Criteria like
the Akaike Information Criterion (AIC) or the Bayesian Information Criterion (BIC) are

available to decide the optimal lags. Consequently, different time lags from one to five years
are created for all explanatory variables which are tested with various combinations to check

how well the models fit the data that seem to work best.
4. Data

We use for the analysis a longitudinal, comprehensive and robust dataset on citizens’ trust
and QoG for all 38 OECD countries, namely: Australia, Austria, Belgium, Canada, Chile,
Colombia, Costa Rica, Czech Republic, Denmark, Estonia, Finland, France, Germany,
Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania,
Luxembourg, Mexico, Netherlands, New Zealand, Norway, Poland, Portugal, Slovak
Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, United Kingdom, and United Sates
for the time period between 2006 and 2021 (16 years and a total of 608 observations).

Our data have only one point for each country for Hofstede’s six culture dimensions.
4.1 Quality of Government (QoG)

We constructed a composite QoG Index to reduce the dimensionality and number of variables
in Worldwide Governance Indicators, by applying principal component analysis (PCA)
(Jolliffe & Cadima, 2016; Franco, 2013; Hashemi et al., 2021). The Kaiser-Meyer-Olkin



(KMO) measure is used to assess the homogeneity of variables and in this way determine the
sampling adequacy of WGI (Kaiser, 1974). KMO measures take a value between 0 and 1
where small values indicate that the variables don’t have enough homogeneity. The overall
value for the six Worldwide Governance Indicators comes out to be 0.924 and would be
expressed as ‘marvellous’ in the words of Kaiser (1974). The average QoG for the OECD
countries for the time period considered appears rather stable, with a wide band of one

standard deviation around it.

The Kaiser-Gutmann criterion is used to form the principal component. Only factors with
eigenvalues greater than 1 are to be included according to this criterion. The loading of the
principal component by “voice and accountability” is 0.863 with “political stability”

contributing to another 0.086.
4.2 Trust in Government/Institutional Trust

The indicator for ‘Trust in Government’ or ‘Institutional Trust’ is retrieved from the OECD’s
database. It is the percentage of all survey respondents in the country that “have confidence in
the national government” (yes, the other response categories being “no”, and “don’t know”)
The sample size is nationally representative of the population aged 15 and over (OECD,

2023c). Also, the average trust in government over the period 2006-2021 is pretty stable.
4.3 Hofstede’s Six Culture Indicators

The data for six cultural indicators (power distance, individualism, masculinity, uncertainty
avoidance, long term orientation, and indulgence) are retrieved from Hofstede’s Insights
(2023) webpage.

4.4 Foreign-born Population

Foreign-born population is used as a proxy for diversity and the data for this variable is
extracted from OECD (2023a).

4.5 Ongoing Conflict

Ongoing conflict is used as a proxy for political instability and the data for this variable is
retrieved from the QoG 2023 Dataset (Teorell et al., 2023). It captures the extent to which
countries are involved in internal and external conflicts, as well as their role and duration of
involvement in conflicts (QoG, 2023). Time series data are available for all OECD member

states except for Luxembourg since 2007.



4.6 Economic Decline

Data for the economic decline indicator is retrieved from the QoG 2021 Dataset (Teorell et
al., 2021) and gives a measure each year till 2019 for all OECD countries except for
Colombia, Costa Rica and Israel. It considers all factors related to economic decline within a
country by measuring: “per capita income, gross national product, unemployment rates,
inflation, productivity, debt, poverty levels, or business failures, [...] sudden drops in
commaodity prices, trade revenue, or foreign investment, and any collapse or devaluation of

the national currency” (Teorell et al., 2021).
4.7 Incomplete data

We have interpolated the few missing data in the variables foreign-born population’,
‘ongoing conflict’” (except for Luxemburg) and ‘economic decline’ (except for Colombia,

Costa Rica and Israel) to complete the panel data for macro analysis (Angelini et al., 2006).

Multivariate normality in the dynamic panel data (i.e., the distributions of the variables are
bell-shaped) is checked through the Doornik-Hansen Test (Doornik & Hansen, 2008). The
test shows that the data does not have a typical bell-shaped distribution. Since multivariate
normality is one of the assumptions of the estimation strategy, robust standard errors are

applied to deal with the deviation from normality (Baltagi, 2021; Allison et al., 2017).
4.8 Summary statistics

The summary statistics are presented in Table 1.

Table 1: Panel Summary Statistics

Variable Name Variable Label Source N Mean Standard Minimum  Maximum
Deviation Value Value
wgipc Quality of WGI World 608 0.87 0.94 -2.50 2.00
Government Bank
(Principal
Component)
gov_trust Trust in OECD 608 43.09 16.28 6.88 87.96
Government
(Institutional
Trust)
for_born Foreign-Born OECD 544 13.16 8.72 0.35 48.90

Population




ongoing_conf Ongoing Conflict QoG 592 1.36 0.43 0.94 3.26
(1-5 Higher
Intensity of
Conflict)
eco_decline Economic QoG 525 3.45 131 0.99 7.20
Decline
power_distance Power Distance Hofstede’s 38 46.66 19.14 11.00 100.00
Insights
individualism Individualism Hofstede’s 38 58.00 21.44 13.00 91.00
Insights
masculinity Masculinity Hofstede’s 38 47.42 25.03 5.00 100.00
Insights
uncertainty_avoidance Uncertainty Hofstede’s 38 68.00 20.31 23.00 100.00
Avoidance Insights
longterm_orientation Long-term Hofstede’s 38 51.55 21.80 13.00 100.00
Orientation Insights
indulgence Indulgence Hofstede’s 38 51.68 19.90 13.00 97.00
Insights
Table 2 presents the correlation matrix.
Table 2: Pearson Product-Moment Correlation Coefficient Matrix
Variables 6] 2 3) “ &) (6 (7 ® © a0 - an
(1) QoG Index 1.000
(2) Trust in Government 0.529 1.000
(3) Foreign-born population 0.596 0.396  1.000
(4) Ongoing conflict -0.746 -0.122  -0.418 1.000
(5) Economic decline -0.721 -0.624 -0.513  0.366  1.000
(6) Power Distance -0.709 -0.448 -0.544 0.428 0.558  1.000
(7) Individualism 0.546 0.285 0485 -0.337 -0.424 -0.550 1.000
(8) Masculinity -0.263 -0.107  0.010 0.148 0.157 0.245 0.129 1.000
(9) Uncertainty avoidance -0.627 -0.419 -0366 0.257 0.552  0.631 -0.622 0.152  1.000
(10) Long Term Orientation -0.053 -0.135  0.001 -0.114 0.074 0.122 0.106 0.097 0.134  1.000
(11) Indulgence 0.331 0.482 0.278 0.015 -0.394 -0.284 0.117 -0.003 -0.371 -0.576  1.000




The correlation coefficient between the PCA-derived QoG index and trust in government is
positive in line with the earlier findings (Barro & McCleary, 2002; Blind, 2007; Bouckaert,
2012; Spiteri & Briguglio, 2018; OECD 2021; Smid, 2023): a higher QoG is related to higher
public trust.

Foreign-born population, as a social driver of trust, has a positive correlation with both trust
in the government and QoG contrary to some of the empirical findings (La Porta et al., 1999;
Alesina et al., 2003; Costa & Kahn, 2003; Letki, 2008; Gebremedhin & Mavisakalyan, 2013).
Ongoing conflict and economic decline, as political and economic drivers of trust, have
negative correlations with QoG and trust in government in line with expectations (Greif,
2006; Blattman & Miguel, 2010; Acemoglu & Robinson, 2012; Foster & Frieden, 2017;
Harms & Schwab, 2020).

Hofstede’s power distance, masculinity, uncertainty avoidance and long-term orientation
show a negative single correlation with both QoG and trust in government, whereas

individualism and indulgence are positively correlated in a single correlation.

A scatter plot of the relation between institutional trust and QoG is presented in Figure 2.
Korea, Colombia, Turkey and Mexico show themselves as outliers.

Quality of Government (Principal Factor)

(
A cormrasisas

I I I
0 20 40 60 80
Trust in Government (Institutional Trust)

Figure 2: Scatter plot showing a correlation between QoG and institutional trust.



QoG and trust in government measures are highly correlated at all lags as presented in Tables

3 and 4. QoG is more strongly correlated over time than trust in government.

Table 3: Matrix of correlation between the lags of composite QoG Index

QoG Index QoG (1-year QoG (2-year QoG (3-year QoG (4-year QoG (5-year

lag) lag) lag) lag) lag)
QoG 1.000
QoG (1-year lag) 0.998 1.000
QoG (2-year lag) 0.996 0.998 1.000
QoG (3-year lag) 0.993 0.996 0.998 1.000
QoG (4-year lag) 0.990 0.993 0.995 0.998 1.000
QoG (5-year lag) 0.987 0.990 0.993 0.995 0.998 1.000

Table 4: Matrix of correlation between the lags of trust in government

Gov Trust Gov Trust Gov Trust Gov Trust Gov Trust Gov Trust

(1-yearlag) (2-yearlag) (3-yearlag) (4-yearlag) (5-year lag)

Gov Trust 1.000

Gov Trust (1-year lag) 0.883 1.000

Gov Trust (2-year lag) 0.813 0.882 1.000

Gov Trust (3-year lag) 0.779 0.801 0.878 1.000

Gov Trust (4-year lag) 0.735 0.768 0.801 0.885 1.000

Gov Trust (5-year lag) 0.672 0.716 0.757 0.794 0.875 1.000
5. Results

5.1 How did social and economic drivers and trust in government determine the quality
of government (QoG) in the OECD countries between 2006 and 20217?

On the loop trust-to QoG of Table 5: trust bears no relation with QoG in model A when
social, political and economic variables are left outside the equation, but trust has a
significant impact on QoG when social, political, and economic factors are taken into account
(the remaining models B, C and D). We then find that trust in government appears to
augment QoG. There is a self-reinforcing effect in QoG: increased quality of government
from three years ago also has a significant positive effect on the current QoG. To illustrate
the size of the effects: models B, C and D imply that one standard deviation increase in trust

in government would increase QoG on average by 0.045 standard deviations or 0.002



measurement scale points on the scale -2.5 to 2.5 (as one can calculate from the z-scores).

This is a very small effect and is slightly higher in model D.

Table 5: PCA-derived QoG Index regressed on Trust in Government, Foreign-born Population, Ongoing

Conflict, Economic Decline and lagged QoG Index.

(A) (B © (D)
Trust in Government 0.0183 0.0430*** 0.0415** 0.0525***
(1.34) (2.96) (2.60) (3.49)
L1. Trust in Government (1 year lag)  0.000839 0.0179 0.0138
(0.07) (0.88) (0.72)
L2. Trust in Government (3-year lag)  0.0181 0.0269** 0.0177 0.00200*
(1.33) (2.27) (1.60) (0.19)
L3. Trust in Government (5-year lag)  0.0199 0.00260 -0.00357
(1.49) (0.22) (-0.29)
L1. Foreign-born Population (3-year lag) -0.226** -0.227** -0.201***
(-2.49) (-2.70) (-3.84)
L2. Foreign-born Population (5-year lag) -0.0841 -0.0533
(-0.72) (-0.52)
Ongoing Conflict -0.143*** -0.119*** -0.101*
(-3.10) (-2.87) (-2.46)
Economic Decline 0.0361 0.0296
(1.24) (1.04)
L1. QoG Index (3-year lag) 0.212** 0.318***
(2.44) (3.99)
Observations 418 320 320 429

t statistics in parentheses
* p<0.10, ** p<0.05, *** p<0.01
Note: All explanatory variables are standardised (z-score normalisation)

Foreign-born population with a three-year lag is negatively associated even though the
Pearson correlation moment for contemporary foreign-born population and QoG is positive
implying that the variance from other explanatory variables is absorbed. A one standard
deviation increase in the foreign-born population (models B, C and D), would decrease the
quality of government by 0.22 standard deviations i.e., 0.02 measurement scale points on the
QoG index.

Ongoing conflict has a statistically negative relationship with the quality of government, and

the contemporaneous effect of conflict leads to a decrease in measurement units on the QoG



index. Interestingly, the variable: economic decline does not have a significant impact on the

quality of government.

Interaction terms involving ‘foreign-born population’, ‘ongoing conflict’ and ‘economic
decline” were included to assess whether they influenced the relationship, but the results did

not yield any significant findings.

We observed in Figure 3 that certain OECD countries namely Korea, Colombia, Turkey, and
Greece appeared as outliers. For robustness check, these outliers were removed, and a second
model was constructed and regressed to assess the impact of trust in government on QoG.
However, the significance and magnitude of almost all explanatory variables remained

largely unchanged.
5.2 How did the quality of government (QoG) impact trust in government?

Our findings (in Table 6) indicate that the quality of government has a statistically significant
and positive relationship with trust in government. According to models A, B and C in Table
6, a one standard deviation increase in QoG would lead to an increase of approximately 1.0
standard deviation which is almost 16 scale points of trust in government (on a scale of 0-
100). In other words, better governance is associated with substantially higher public trust.
Interestingly, the contemporaneous effect of QoG almost remains the same regardless of how

many lags are included in the model.

Trust in government is not affected by the lagged quality of government or governance
performance from prior years as is evident from the results when regressed on lagged-QoG,

while citizen’s trust in government demonstrates temporal persistence.

Surprisingly ongoing conflict has no significant effect on citizens’ trust in the government.
Also, the proportion of the foreign-born population from three and five years ago does not
influence the trust of citizens in the government as depicted in models B and C. Economic
decline shows a negative and statistically negative relationship with trust in government (as
also found for European countries by Verhoeven and Ritzen, 2023). A change of one standard
deviation of economic decline corresponds to a decrease of almost 7 measurement scale
points of trust. This suggests that an economic crisis can lead to the decreased trust of citizens
in the government, possibly due to the perception of mismanagement or difficulties in the

economy or to unrealized expectations.



Table 6: Trust in Government regressed on PCA-derived QoG index, Foreign-born Population, Ongoing
Conflict, Economic Decline and lagged Trust.

(A) (B) © (D)
QoG Index 1.013** 0.960* 1.030** 0.311
(2.24) (1.97) (2.48) (1.27)
QoG Index (1-year lag) 0.00996 0.474 -0.0566
(0.02) (0.92) (-0.13)
QoG Index (3-year lag) -0.632 -0.200 -0.185
(-1.32) (-0.40) (-0.41)
Foreign-born Population (3-year lag) 0.369 0.445
(0.91) (1.48)
Foreign-born Population (5-year lag) 0.245 0.0755
(0.45) (0.20)
Ongoing Conflict 0.177 0.0867
(1.45) (0.96)
Economic Decline -0.571%** -0.430*** -0.199***
(-7.17) (-6.67) (-4.15)
Trust in Government (1-year lag) 0.337*** 0.508***
(5.54) (-0.41)
Observations 494 320 320 490

t statistics in parentheses
* p<0.10, ** p<0.05, *** p<0.01

Note: All explanatory variables are standardised (z-score normalisation)

A re-analysis without the outliers Korea, Colombia, Turkey, and Greece did not change the
significance and magnitude of almost all explanatory variables. This substantiates the idea
that quality of government, lagged trust and economic decline consistently impact trust in

government.
5.3 Culture, QoG and Trust in Government

5.3.1 How did culture determine the average quality of government (QoG) in the OECD
countries between 2006 and 20217

The PCA-derived QoG index was regressed on all six dimensions of Hofstede’s culture index
using random effects because the value remains constant for the longitudinal dataset. Power-
distance (negatively) and individualism (positively) are statistically significant related to QoG
as Table 7 shows. The multiple regression does not show any changes in the sign of the

Pearson correlation moment.



A one standard deviation increase in individualism would lead to an increase of 0.53 standard
deviations in the QoG index. This would account for an absolute increase of 0.02
measurement points. A higher level of individualism, meaning societies in which the ties
between individuals are loose and everyone is expected to look after themselves and their

immediate family, in a country then appears to imply a greater QoG.

Table 7: PCA-derived QoG Index regressed on six dimensions of Hofstede’s Culture Index

(A) (B)
Power Distance -0.231* -0.224
(-1.65) (-1.60)
Individualism 0.536** 0.532**
(2.53) (2.52)
Masculinity -0.137 -0.134
(-1.28) (-1.26)
Uncertainty Avoidance -0.000205 0.00151
(-0.00) (0.01)
Long Term Orientation -0.00482 -0.0121
(-0.02) (-0.06)
Indulgence 0.162 0.146
(1.22) (1.13)
Trust in Government 0.0325*
(1.71)
Observations 608 608

t statistics in parentheses
* p<0.10, ** p<0.05, *** p<0.01
Note: All explanatory variables are standardised (z-score normalisation)

An increase of one standard deviation in power distance would lead to a decrease of 0.23
standard deviations i.e., 0.01 points on the QoG index, implying that in countries with more

acceptance of citizens of inequality of power and hierarchical order, QoG will be less.

This remains the case when removing the outliers (Korea, Colombia, Turkey, and Greece),
but masculinity and uncertainty avoidance also become statistically significant and negatively

related to the quality of government.
5.4 Culture Drivers and Trust in Government

5.4.1 How did culture determine the average trust in government in the OECD

countries between 2006 and 20217



Similarly, Table 8 shows that long-term orientation and indulgence have a significant and

positive association with trust in government. Countries with a culture of long-term

orientation apparently create a perception that the plans for the long-term future are stable,

trustworthy, and reliable. Governments in more indulgent states are likely to be perceived by

the people as less oppressive and more supportive of personal freedom and individual

happiness, hence, fostering a higher degree of trust in the government institutions.

Table 8: Trust in Government regressed on six dimensions of Hofstede’s Culture Index

(A) (B)
Power Distance -0.235** -0.136
(-2.57) (-1.57)
Individualism 0.103 -0.126
(1.51) (-1.08)
Masculinity -0.0911 -0.0326
(-1.03) (-0.32)
Uncertainty Avoidance -0.0528 -0.0528
(-0.66) (-0.74)
Long Term Orientation 0.225* 0.227**
(1.93) (1.98)
Indulgence 0.501*** 0.431***
(4.47) (5.12)
QoG Index 0.428**
(2.28)
Observations 608 608

t statistics in parentheses
* p<0.10, ** p<0.05, *** p<0.01
Note: All explanatory variables are standardised (z-score normalisation)

In contrast, power distance is negatively related to trust in government and is statistically
significant in model A (Table 8) without the QoG index. The effect is similar in magnitude
and direction on trust in government just like that of QoG in Table 5. This implies that in

those countries with a greater power distance, the trust of people in the government is lower.

When omitting the outlier countries in the dataset, the results remain by and large the same in

terms of significance and magnitude as in model A.
6. Conclusions and Discussion

6.1 QoG and Trust



In Figure 3 we capture the findings visually. QoG and trust in government appear to reinforce
each other in OECD countries in the first decades of the 21 century in a virtuous loop. Both
have a substantial “state” property: they are highly correlated over time, even though trust is
more amenable to change over time. Social, political and economic factors are significant

predictors of institutional trust and the quality of government.

This supports earlier findings that trust is an important indicator for QoG (Bouckaert, 2012,
Rothstein, 2011; Smid, 2023) and at the same time dependent on the performance and
outcome of public governance (Gille & Brall, 2020, Turper &Aarts, 2017, Foster & Frieden,
2017; Harms & Schwab, 2020) and integral to the functioning of any society (OECD 2019;
2021; 2023Db). It also supports the OECD’s imperative that improving governance, in terms of
quality and responsiveness is important to strengthen trust in government OECD (20174,
2023b).

Economic Decline Foreign-born Population
(Economic) (Social)

Power Distance
(Cultural)

Ongoing Conflict
(Political)

Quality of Government

Trust in Government
(QoG)

Long-term Orientation
(Cultural)

Power Distance
(Cultural)

Individualism
(Cultural)

Indulgence
(Cultural)

Trust in Government (7-year lag) Quality of Government (3-year lag) | | Trust in Government (3-year lag)

Figure 3: Schematic visual representation of findings.

A higher proportion of foreign-born individuals with a 3-year lag affects QoG negatively,
even though the Pearson moment correlation coefficient is positive. The positive correlation
can be well explained: diversity associated with immigration can have a positive impact on
filling the labour market gap and stimulating economic growth (Bove & Elia, 2017,
Rothstein, 2011). The negative impact —found in the multiple regression- is consistent with
the empirical findings of Gebremedhin & Mavisakalyan (2013).



Ongoing conflict negatively impacts the quality of government. This is also found elsewhere
(e.g., International Republican Institute, 2021). Conflicts disrupt economic growth and result
in infrastructure damage and degradation of institutions that are detrimental to the quality of
government (Greif, 2006; Blattman & Miguel, 2010; Acemoglu & Robinson, 2012).

6.2 Culture and its impact on governance and trust
6.2.1 Culture and QoG

Power distance has a pronounced negative effect on the quality of government: if the less
fortunate members of a society accept inequality and unequal distribution of power,
improvements in the quality of government cannot be expected. Individualism, in the sense of
loose ties between individuals where everyone is expected to look after themselves and their
immediate family is positively correlated with the quality of government. A country that
tends to emphasize the importance of individual autonomy, self-expression and personal
achievement is more likely to have a higher QoG, as is also found by Licht et al., (2007) and
Kyriacou (2016).

6.2.2 Culture and its impact on institutional trust

Power distance has a negative effect on trust in government. When there is a significant
power difference between the government and citizens, people may feel powerless,
disenfranchised, and vulnerable, which can lead to a lack of trust in the government (Kaasa &
Andriani, 2022) and the governance decisions are perceived as insufficient by the population
(Chen et al., 2021). Long-term orientation has a positive effect on institutional trust: long-
term planning and orientation by the government can help to build trust in institutions as it
demonstrates a commitment to stability and predictability in policymaking. indulgence in a
state is perceived by the people as more supportive of their personal freedom and individual
happiness. Population tend to spend more money on luxuries and enjoy more freedom when
it comes to leisure activities. The results suggest that indulgence at a societal level has a
positive effect on behaviour and is stronger in individualist societies as posited by Guo et al.,
(2018).

6.3 Conclusion

QoG and trust in Government are highly related and are mutually reinforcing. The loops
between the two seem to be quite fixed in the culture of the country. Political efforts aimed at
increasing QoG and trust in government then inevitably have to address the cultural context.



The political and economic imperative of the results is: stability is the best guide to QoG and
trust in government. This was precisely Chancellor Merkel’s (Germany, 2005-2021) stand in

her period in office: “Keine Experimente” (“No experiments”).
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