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Abstract

The Worldwide Governance Indicators (WGI) providesparent and comparable
country statistics for different dimensions of gmance linked to
(under)development. Yet, does the public availabdf governance data actually
enhance performance? If investors, donor agenogsitizens are made aware of
relative governance performance, competition farard investment, such as FDI and
ODA, and domestic legitimacy become plausible meisgmas for diffusion of good
governance. We test whether such mechanisms opsesiagethe WGI for Africa, and
find evidence for spatial diffusion of democraaylerof law, and corruption control.

There is no evidence for diffusion of regulatoryalijty and government effectiveness.
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Introduction

Quiality of governance has become a key elementptapations for (lack of)
development and economic growth, regime legitimaoyl conflict and even state
failure (North, 1990; Collier et al., 2003; Fukuyan2004; Seldadyo, Pandu Nugroho,
& de Haan, 2007; Bates, 2008). Improving governas@dso central to efforts of the
international community to deal with underdevelopirend post-conflict situations;
e.g., the World Bank (WB) and the IMF have madepsupconditional on improved
governance. The US Millennium Challenge Accounintzhed by the Bush
administration in 2003, introduced an aid allocatioechanism based on competitive
assessment of governance performance in develepingries (Knoll & Zloczysti,

2012).

A number of cross-national indicators of the qyabt governance have been
developed (UNDP, 2007). Prominent among thesehaxsetdeveloped by the WB
(Kaufmann, Kraay, & Mastruzzi, 2007; 2010): the Wande Governance Indicators
(WGI) provide statistics for different dimensiorfsp@rceptions of governance
quality. A rationale for compiling and publicly d¢li®outing governance indicators is

the belief that such information contributes to rmpng governance:

Such findings, and the data behind them, reinfdhee experiences and
observations of reform-minded individuals in govaamt, civil society, and
the private sector, who know that good governarceessential for
development. Their growing recognition of the linketween good

governance and successful development has stirduldEmand for



monitoring the quality of governance across coestand within individual

countries over time. (World Bank, 2007: 2).

Does information about governance indicators indegmtove the quality of
governance in ways the quote above suggests? laflammatters for governance;
countries are better governed if they have morgigall accountability (Adsera, Boix,
& Payne, 2003) and transparency, providing mor@ewcuc data (Islam, 2006;
Hollyer, Rosendorff, & Vreeland, 2014). We arguatthecause rulers have to
compete for external resources, such as FDI and,@Dd political support, they
have reasons to care about how they are percesvgalvern. This does not require
that ordinary citizens or rulers in developing cias pay close attention to the WG,
but they should care about how well their coungrgaverned, and the indicators

should reflect the perceptions of citizens, investand politicians.

Below we outline internal or domestic competitian political legitimacy and
external competition for flows of inward investmest plausible mechanisms linking
the availability of indicators to better performand@he first mechanism focuses on
comparisons of the quality of government by pakins and civil society. The second
mechanism draws attention to increased importahgewernance for decision-
makers in the private (FDI) and public (ODA) secforawing on the literature on
policy diffusion, the two mechanisms are modelednrnntegrated manner as best
responses to external and internal pressures t@wamovernance. Transboundary
networks are appropriate to capture possible eat@messures suggesting
interdependence between observations, where spatiabmetrics can account

formally for such interdependencies (Anselin, 198&rd & Gleditsch, 2002;



Plimper & Neumayer, 2010). The empirical focugpon Africa — a key continent

for organizations like the WB interested in goverceaand development.

It is well known that democracy clusters geograalyq Gleditsch & Ward, 2008),

but visual inspection suggests similar patterngHerwhole array of WGIs revealing

a cluster of countries with low governance scor€emtral Africa (World Bank,

2007: 4-5). Also globally, countries that are geqdrically nearer to each other are
more likely to have similar WGI scores (Seldadyalet2007; Seldadyo, Elhorst, &

de Haan, 2010). There is, however, no strong tliealexplanation for clustering. It

is possible to control for similar domestic-levilstural constraints countries face if
they are located in closer proximity. Lack of gawance may also have transboundary
effects; for example, Collier (2007: 57) argued theing surrounded by poor—and
poorly governed—countries limits opportunities @il@mvelopment because it restricts
access to markets. Moreover, refugees and intgrdsiblaced people congregate in
border areas putting additional pressure on themvg capacity of neighboring
states (Salehyan, 2009). Similarly, traders, scddad peacekeepers have contributed
to the spread of HIV/Aids across Sub-Sahara Afingaosing additional burdens on
the governing capacity of African states (SmallnRaynor & CIliff, 1991). Buhaug

and Gleditsch (2008) emphasize the importanceaoktrational ethnic ties for the

spatial clustering of conflict (see also de Gr@6x] 1).

Yet, neither structural nor transboundary factaus fully account for observable
variation in levels and improvements of governameegexample, Tanzania and
Botswana are seen as positive outliers in theiored@ he literature on governance

also points towards lack of political leadershipnwde Walle (2001) suggests neo-



patrimonialism as a shared feature of African rexginexplaining lack of governance.
If the quality and clustering of governance depguat$ly on political decisions, then
there may be reasons for rulers to condition thewision of governance on quality
of governance in neighboring countries. It is raleto note that this does not mean
that rulers necessarily care about the qualityoeegnance in their country, or that
they are preoccupied with relative performancatibown sake. Also, we do not have
to assume that rulers are overly worried about \W&& and spend time trying to
manipulate numbers. We can simply assume thatwlaey to hold on to power and
that they are only willing to make investments avgrnance as long as it provides
them with domestic support and allows them to ettiravard investment or other

economic resources.

A crucial part of our model of spatial diffusion gévernance is how the position of a
country in internationahetworksaffects the pressure on rulers to improve
governance. If performance is higher in neighbostages, rulers lose domestic
legitimacy because it is easier for citizens to engtevant comparisons. At a more
abstract level, countries can be conceived as lmasgr in a ‘competition network’ if
there is a greater degree of competition betweem tlor inward investment. A
country is under competitive pressure if it is cahto this network (so it has many
competitors) and the competitors generally havldrigijovernance scores. Arguably,
spatial clustering is related to the fact that infation flows more freely between
neighbors, and they are likely to be close in t@petition network (Zhukov &
Stewart, 2012). Using similar distinctions betwad#@ormation and competition,
Simmons and Elkins (2004) and Cao (2012) discusgtiportance of various spatial

networks for the diffusion of policy and politicalstitutions. We draw upon the



recent economics literature analyzing games playedgetworks (Goyal, 2007;
Jackson, 2008), and apply this to competition betweplitical units (Ward & John,
2013). In their strategic interaction on netword@ntries are linked by two sorts of
ties: (i) a competition network that specifies éaich pair of countries the degree to
which mobile resources are likely to respond tdgrerance differentials, and (ii) a
spatial network that specifies citizens’ abilitynt@mke comparisons of their country’s
relative performance (compare Besley & Case, 183, 2012; Zhukov & Stewart,
2012). Our theoretical contribution is to modelst@rocesses in an integrated

manner and to show how they interactively conditigiers’ decisions.

Our empirical contribution is to provide a uniqesttof the effectiveness of
governance indicators to drive up performance. Igbdr governance scores of
countries that are close in network terms leadnjorovement in performance? The
quality of governance—as measured by the WGI cadgr Africa for the period
1996 — 2011—provides the empirical test for our ed¢laufmann et al., 2010). The
period is also appropriate since the quality ofeyaance, especially as applied to
Africa, became a serious concern for the intermalicommunity (for example, the
UN Millennium Project). We find some evidence thampetition for inward
investment and the need to ensure domestic legitirdave up performance, but only
in relation to some aspects of governance, nanegigrding democracy, rule of law
and corruption control. There is however no evidefoe diffusion of regulatory
quality and government effectiveness. The nexi@edtiriefly surveys existing
literature on quality of governance with a focusstudies that consider spatial and

network effects. Then we outline the theoreticahfework formalizing internal and



external constraints. In the sections after thaelaborate on our research design and

present the main empirical findings.

The Diffusion of Governance

It is generally acknowledged that measuring gowecaalemands an encompassing
view of government, including central and localipcdl authorities as well as
bureaucracies, and considering both their intanmakings and the interaction
between state and economic and societal actorg¢€a® Development Institute,
2006). Kaufmann et al. (2010: 4) define governaasc&he traditions and institutions
by which authority in a country is exercised. Timsludes (a) the process by which
governments are selected, monitored and replabgthd capacity of the government
to effectively formulate and implement sound p@siand (c) the respect of citizens
and the state for the institutions that govern eatin and social interactions among

them.”

The WGI have been criticized for a number of reastor example, Kurtz & Schrank
(2007) and Andrews (2008) gquestion the value oMl on theoretical and
ideological grounds, and Thomas (2010) methodo#dlyicEven though Kaufmann et
al. (2007) provide an extensive rebuttal, we slsarae of the concerns about the use
of WDI to explain phenomena such as economic devedmt, to guide fund
allocation or to provide policy advice (see alse]l&y & Simmons, 2015). Our
interest in the WGI is however more limited, namebyv information about the

(relative) quality of governance may compel paditieaders to improve governance.



There may be a number of different causal procestsesrk that could lead to the
diffusion of governance practices, and indirectlWcores, between countries.
Surveying hundreds of articles in the diffusioergture, Graham, Shipan, and Volden
(2013) categorize the discussion of causal mechenisder four headings —
learning, competition, coercion and socializatialsq see Bailey & Rom, 2004,
Simmons & Elkins, 2004; Simmons, Dobbin, & Garrg@08). Seldadyo et al. (2010:
626) list spillovers, resource flows, policy conyence, interdependent policy
decisions and transmission of government formsoasiple factors for spatial
dependence. In practice it has proven very diffitudifferentiate between possible
causal mechanisms given the existing state of yhad available econometric
techniques (Gilardi, 2010). Nevertheless we arbaeit is useful to distinguish the

following diffusion mechanisms.

Norm diffusion Ideas about ‘right’ policies spread among thetjwali elite
through socialization in international forums. Sioms and Elkins (2004) highlight
the relevance of communication networks for théudibn of the norms associated
with economic liberalization. Apart from transnmitgi information, norm diffusion
takes place by way of learning via analogy witlevaht reference groups: “The
policies of culturally similar countries are peraa to (and in fact may) contain
highly relevant information on the appropriatenefsa particular policy in a specific

context of shared values” (Simmons & Elkins 20026)1

Regional and global intergovernmental organizatemesoften considered central to
the socialization opolitical actors; consider, for example, the role of thetéthi

Nations in advancing human rights as a global n@pecifically in relation to good



governance, Bauhr and Nasiritousi (2012) argueitit@tnational organizations not
only promote governance by using integration striate including building networks
between member states via workshops, conferenceseggotiations, but also by
using governance indicators like the WGI to chakgovernments about the
adequacy of their performance. Even IGOs that dexplicitly spread democracy,
human rights and other norms relating to good goare often have this asagent
function, because political leaders communicaté wéch other informally at
meetings. A country is more embedded in the IG@esysf it is a member of more
IGOs, and especially of those with a larger mentbpréviore embedded countries
are more exposed to external pressures both frerf®s and from other members,
but are also more influential in spreading theimn® of good governance. In terms of
network theory, such a country is more centrah®lGO network (see also Dorussen

& Ward, 2008).

Internal competition Rulers face challenges to their tenure eithecorapetitive
elections, or alternatively via insurrections oups. Rulers are more likely to face a
challenge if they are perceived to govern poorihai\potential challengers consider
to be adequate governance is influenced by whgtsbe happening in other
countries. As in theories of yardstick competitioreconomics, the precise standard
of comparison will be influenced by performancen@ghboring states (Besley &
Case, 1995; Baybeck, Berry, & Siegel, 2011). Intixst, improved performance on
governance should increase rulers’ legitimacy ambsrt, and reduce the probability

of a leadership challenge.
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Not only the perception of potential challengensgolitical entrepreneurs) matters
but also of the population at large. For the lagerformance matters not only in
absolute but also in relative terms: the evaluabibcitizens will be based, at least
partly, on how comparator states are governed. Mewyéor most citizens it is not
rational to acquire detailed information on natiog@erning performance over and
beyond what can be obtained through everyday expegi Performance is a public
good, and individual citizens are unlikely to béeatio influence levels of provision
through gathering information. So citizens makederjudgments using limited
information where any knowledge about how neighipgountries are performing
will be particularly useful. Information about nilgpring countries is easier to obtain,
because people are more likely to experience theough travel, work or personal
contacts, and by means of coverage of regional héwsther, information about
neighboring countries will be much easier to intet@and to relate to personal
experience. Performance in neighboring statesdbtssa standard of comparison. The
net benefits of good performance in one’s own cguwtll be lower, if neighboring
countries have a higher level of performance. is tbspect, the aim of the WGI to

measure and communicate perceptions of governangaticularly relevant.

External competitionThe possible impact of governance performancejrand
particular control of corruption, on the willingrsesf donors to provide aid has
received a lot of attention. Notably, Dietrich inewed donor officials who
suggested that the WGI serve as a primary souragdss-country governance
measure$.Winters & Martinez (2015: 518) observe that “seslof governance tend
to find that poor governance negatively predicterall aid flows”, but also note that

these findings do not apply uniformly. Sensitivilypoor governance varies across
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donor countries where some of them actually gingeaid to more corrupt countries
(Alesina & Weder, 2002). Donors that care more algovernance still give aid to
poorly governed countries, but prefer to use tygfesd over which they retain more
control (Winters & Martinez, 2013; Clist, Isopi, Morrissey, 2012). Dietrich (2013;
n.d.) finds that donors tend to by-pass officiatggmment channels in poorly
governed countries. Governance has also affectkeallacation criteria (Claessens,
Cassimon, & van Campenhout, 2009), and the wil@sgnof donors to provide debt
relief (Freytag & Pehnelt, 2009). Barthel et aD12) observe spatial dependence in
aid allocation among donor countries driven by cetitipn for export markets, but

we are not aware of any studies of spatial depergamong receiving countries.

Arguably of particular importance for rulers of pateveloping countries is the
competition for foreign direct investment and oeas aid. Competition could lead to
similar performance, and clustering could be duegighboring countries being
competitors (Elkins, Guzman, & Simmons 2007; Cab2)0ONot only is quality of
governance relevant for investors and donors,atss plausible that they are aware
of the information provided by the WB (or the varsosources on which the WGI
rely). Investors and donors look for a stable prditenvironment and low levels of
corruption among other considerations, such asgiongolicy goals, strategic ties,
access to raw materials, size of market, natutbeeoiorkforce, or historical ties to
donors and investors. Resources are more likelpwoto a higher performing
country when donors and investors compare two piatéarget countries, at least if

the countries are sufficiently similar in all othretevant respects.
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Private investors seek to invest in countries \wigher returns, and obviously look
for investment opportunities in their line of adlyv It is plausible that, all things
being equal, returns increase with the performafictates on governance indicators;
for instance, corruption will be lower and investitgeless subject to expropriation.
Investors also have incentives to seek out soneenretion on the performance of
any pair of countries they consider investing icduse the returns for being better
informed are private goods for them. The WGI arbligly available and there is
some evidence that investors take them into corsida’ Using the WGI,

Morrissey and Udomkerdmongkol (2012) find the F®greater in developing
countries that have good governance, although ytatso crowd out domestic private
investment in these countries. Kurtz & Schrank @0@owever, question the
importance the World Bank, IMF and some other maéonal organizations place on
governance as an influence on foreign direct imaest.Moreover, Asiedu (2002)
finds that Sub-Sahara Africa may be unique in kigiher return on investment and
infrastructure do not seem to have an impact on &bd that the impact of trade
openness is weaker there compared to the reseé efand. We accept that
governance is unlikely to be the only considerathart if two countries are equally
attractive to an investor given its line of bussigbe one with the higher governance
score will tend to attract investment that mightdagone to the other. Supporting this
assumption, Bloningen et al. (2007) observe thdtifD a host country depends on
FDI in proximate countries, while Blanco (2012)dsthat surrounding market
potential, rather than spatial autocorrelation |@xg FDI in Latin America;

interestingly, he also finds that control of cotrap promotes FDI.
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Strategic I nteraction in Networ ks and Gover nance Diffusion

This section develops a governance performance géaged by political leaders on
the networks highlighted above. Success in the orétwf competition for foreign
direction investment can be achieved by perfornhbieier on governance scores than
competitors. Internal legitimacy is gained by parfmg well relative to comparator
countries defined by the information network. Hoee\any improvements in
performance can also have political costs. They nede funded through taxation or

extraction. Improved governance may also reducavhdability of rents.

Internal competition We assume that citizens make crude judgments lisiitgd
information. Information should come for free, orelatively low costs. Letjc> 0,

di = 0, denote how easy it is for citizens in coumtiy obtain information about
countryj’s governing performance. Personal contacts, fangte by means of trade,
or information picked up through coverage of regiamews are the most likely
source of easily accessible information. The cfmstebtaining information should
thus relate to geography and trade links. The stoatghtforward argument concerns
geography: the furthgris fromi, the higher the costs of obtaining informationatho
and the less weightwill have in a composite index for performance pamson.

Thus, we assume the index of comparison used izgie#t ofi to equal}.y; d;;p;,

where p; € [0, ) isj’s level of performance arjd i.

External competitionWe model external competition as a game playea wailued
network where the network tie between unisdj, G; > 0, G = G, G = O, represents
the strength of competition for FDI and ODA. Supptisere is a set of characteristics

governing attractiveness. These might include resarto external markets, access to
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raw materials, skills of the labor force, size avehlth of the market, transport links,
etc. We can think of states being located at atpsithe characteristic space. Thgn c
Is a function of the reciprocal of the distancenssn the positions of states in this
space. Distance in this sense measures a dgtdttural similarityas investment

locations (Cao, 2012).

Accordingly, the utility function of the ruler obantryi can be represented as

follows: (1)

U; = z cij(pi — ;) + (@i — 91’?’1‘2)/2 dijb
Vi

vj

The first term represents payoffs to a ruler frotteenal competition. We treat these
payoffs as the numéraire relative to the first fahibenefits and to costs. For a given
degree of competition between countii@nd] (given by ¢) andp > p, countryi
expects differentially to attract inward investmdérdat might otherwise have been
located in country. Countryi expects to lose such investment;i . The larger the
value of ¢, the more governance performance differentialsensd whether the ruler

of i attracts flows of inward investment that wouldesthise have gone to couniry

The second term relates to net gains from interoadpetition. First, we expect
rulers’ marginal gains from good performance onegoance indicators to be
declining. As with any standard good, marginalitytibf performance declines for
citizens; hence marginal gains in support for mitkecline also. Moreover, there are
political costs of governance, because taxation n@ag to increase as provision of
infrastructural capital investment, education aadlth go up. Also, good governance

decreases rents available to special interestaghroorrupt practices. The political
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resistance of such groups can be expected to sEBEsagovernance scores are pushed
higher. Allowing for costs, we expect domestic pcdil gains to be a strictly concave
function of performance. Therefore, in the secarthte; > 0;6; > 0; and for
sufficiently low levels of p ipi - 6; p%> 0 anddUi/8 pi > 0. Secondly, we expect such
gains to be lower the better the performance ofparator states. Net benefits from
good performance are lower the higher performan@®mparator countries, hente

djp; is the divisor in the third term.

Reaction functions Assuming the ruler of countrydoes not choose the corner
solution p= 0, we can derive the best response from thednd#r condition, because

expression (1) is strictly concave in p

(2)

dUu;
l/dpl. = dvjcy + (@i — 26;p;)/Lvjdijp; = 0

Re-arranging:

3)

pi = KiCOMPZ dijpj + @i /29i
vj

HereK[°M" =¥ ¢;; is countryi’s centrality in the valued competition network.€Th
solution of the game has an intuitive interpretaticountries with higher centrality in
the competition network can be seen as under nwngetitive pressure from other
countries. Moreover the effects of centrality irase as a function of the tedd;p;,
the average performance level of other countrigeeaseived by the citizens of

countryi. Sincek{°* andd; > 0,i’s performance is an increasing functiorj’sf
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Thus the first term in equation (3) captures theraction between external
competition through the competition network anddisire for internal legitimacy

driven by yardstick competition.

Testing for causal mechanisms  Suppose that termg thcrease as the distance
between countrieisandj gets larger, because it should be more difficultcitizens to
find out about and meaningfully assess the perfao@af countries that are more
distant. Then equation (3) signifies a spatial tag:performance of countrys
predicted to be a weighted average of the perfoceanhother countries, where the
weight on another country’s performance declings @istance (as well as being a
function of centrality score). Assume unit homoggngo thatd;, ande; are the same
across some relevant group of states. Then fromesgjn (3), we can estimate the
effects of external competition for inward investrhasing a linear statistical model
including spatial lags Specifically: a significant positive spatial lagetficient on
KOMP ¥y dyp; in equation (3)) suggests that external competjtiessures are

important.

Data and Resear ch Design
Estimation We estimate spatio-temporal autoregressive m@éedgzese & Hays,

2008) of the form

Pt = a + tPra1 + Xeaff + pWpr
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wherep is anNT x1 vector of observations of governance peréorce, folN = 47
African states forr = 13 periods. We focus on Afpzatly because we think it is
more likely that unit homogeneity is satisfied isiagle region and because Africa
has been a particular focus for the link betweeregmance and development for
international organizations. Microstates with p@pians under 1 million are
excluded The observations on performance from 1996 to 206biannual; from
2003 to 2011 the observations are annXias a battery of controls characterizing
individual statesincluding network centrality scores suggested leyrttodel, to be
discussed shortlyrhe connectivity matrixyV, is aN’(T-1) by N’(T-1) block-diagonal
matrix with (T-1) N'XN’ sub-matrices along the leading diagonal, and &pion-
zero element y capturing relative connectivity or influence fromitj toi at time t/
The first year of observations is lost becausd&efimclusion of the temporal lag,

henceT-1. There is some further missing data on the cagitt@nce N’ < N.

The estimate gp is the spatial lag coefficient that captures tinergth of policy
interdependence. The models include a tempordidéiy because we expect path
dependence in policies affecting governing perfaroeaand because of high levels of
temporal autocorrelation in the residuals of mo@stimated without the temporal lag
1. Maximum likelihood estimation avoids simultandiias due to including the
dependent variable on both sides of the equatioisén, 1988; Franzese & Hays,

2008).
Governance The WGI are based on perceptions of governanaénglto the

selection of political leaders, and the effectivenef and respect for their rule.

Accordingly, the WGI provide six aggregates. ‘Voaad accountability’ covers
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democracy and political freedoms. ‘Political staibbsence of violence’ takes in
perceptions of unconstitutional or violent thretatgovernments. ‘Government
effectiveness’ covers the quality of public sergieed servants. ‘Regulatory quality’
concerns whether policies promote or hinder marlfetsndices of respect for
institutions and rules, ‘Rule of law’ captures thdaent to which government agents
abide by the rules of society, and ‘control of aptron’ the extent to which public
power is used for private gain. Each indicator cored information from a large
number of sources using an unobserved-componerdslnaased on the assumption
that indicators are a linear function of some ueobsd concept plus an error.
Kaufmann et al. (2010) argue that this method ayes@ut idiosyncratic features of
particular sources of data while also allowing therprovide standard errors for each

indicator.

The WGI are used extensively in academic reseavafiters and Martinez (2014:
517-8) survey 19 studies that examine governandetasminant of foreign aid and
find that eight use the WGI. The most commonly usléernatives are the
International Country Risk Guide (ICRG), which is@urce in the WGI, and the
Freedom House scores. They also note that maniesteither rely on specific
indicators, such as corruption control or governnegfectiveness, or use the average
over a subset of indicators. Consequently, our sogbianalysis below considers
spatial diffusion for five of the six dimensionsgifvernance separatél\some
alternative governance indicators may have mordigakposure, but they cannot
match the comprehensive scope of the WGI; in efteety have become the ‘industry

standard’ (see also, Kaufmann et al., 2007).
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Distance Contiguity and the reciprocal of distance are déad ways to
operationalize purely geographical spatial effeatsl helpful to capture the idea that
citizens pay more attention to performance in stétat are nearby. We have tried
both approaches but generally found weaker efigittsrespect to contiguity (not
reported). We use Gleditsch and Ward’s (2001) datthe distance between capital
cities. For our purposes, this is the most relewagdsure of distance because capital
cities tend to be the largest centers of populatod rulers have to pay special
attention to popular legitimacy in them (Bates, 20@ccordingly, for each dyad we
define

rec_disf = 1/(1 + distance between capitals)

Competition Competition for external resources between memtesisdyad should
be high if they are (a) geographically close toheaither and (b) similarly attractive to
foreign investors:’ Geographical closeness controls for aspects suiokaness to
raw materials, markets, and transport costs. Whiger dactors, such as labor costs,
that make a country attractive for foreign investare similar and the countries are
nearby, it is more likely that good governance witleed tip the balance in making

investment decisions.

The World Economic Forum (WEF) reports competiteenscores for individual
countries (Sala-i-Martin et al., 2013). Scores ogsstandard internationally
comparable data from organizations such as the MdBatso on expert judgments.
There are four ‘basic requirements’ resting on weeépillars’ of competitiveness. As
we are attempting to capture aspects of competsgetiat do not relate to current

governance performance, we cannot include pillachk s institutions or health and
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primary education. Instead, we focused on infrastme (listed among the basic
requirements) and market size (listed among effogyreenhancing pillars). Given
African countries’ stage of economic developmdm, WEF suggest that
infrastructure should weight roughly twice as mashmarket size, and the scores are
weighted accordingly. A drawback is that scoresAffsican countries are only
available for the years after 2006. However, fiassible to fit a very simple
predictive model that explained around 68% of tagance in the scores across these
cases — a quadratic in real GDP per capita in 38@0 $:* We used the estimated
coefficients from this model and values@DPpcto calculate monadic
competiveness scoragslex_compfor all cases, including those for which data were

actually available, to ensure consistency.

The measure of dyadic competition correspondirthegparameter;an the
theoretical model becomes:

comp: = rec_dis} * (1/(1 + jndex_comp—index_comg).
Competition between two countries is higher if tlaeg closer together (captured by
the first term) and they are similarly competitiveh regard to their infrastructure
guality and market size (captured by the secomd)tddowever, the model suggests
that what matters to performance is actually a tigismdegree centrality in the

competitiveness network. Taking account of times it defined as follows:

comp _
K" = Z comp

vj
Competition centrality in a given year is, thusn@asure of theverall pressure a

country is under in its competition for externadaarces, in particular, FDI.
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The theory—to be precise, the first term in equa{®)—suggests that spatial lags,
interacting distance and centrality in the compmtihetwork, are needed.
Accordingly we define a spatial weight matcempXrec_dist w where for non-zero
cells:

compXrec_dist;j; = KEOMP

* rec_dist;;

It is common practice to row-standardize spatiabving matrices (that is, to divide
entries by row totals) as this makes interpretatibresults somewhat more
straightforward. However the decision on whethetddhis or not should ideally be
led by theory (Plimper & Neumayer, 2010). Here standardizing corresponds to
the idea that citizens of all states have a fixgdl tamount of attention to allocate to
other states’ performance, allocating within tloisl in inverse proportion to distance.
Not row-standardizing corresponds to the ideacthiatens of states generally located
further away from neighbors allocate less attenitiototal than those that generally

have close neighbors. This seems to make more sdreseinformation is costly; so

we donot row-standardizé?

ControlsThe degree to which countries are embedded inGkeretwork affects

their exposure to the governance scores of othartdes. The Correlates of War
Project Inter-Governmental Organization Data verg@ (Pevehouse, Nordstrom, &
Warnke, 2004) measures the number of IGOs to wihth members of a dyad are
affiliated, igoji. Since the data only runs up to 2005, we lineextyapolated them to
2011. This is justifiable both because dyadic ssare very slow moving year-by-
year and because there is a general upward trd@membership and the number

of IGOs. The degree centrality of countriy the IGO network at timebecomes
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K/f° = ¥y,igo;j.. The theory suggests that states with higher afitytscores

should have better governance performance.

The idea that political decentralization improvesgnment performance has been of
considerable interest to the World Bank, leading toajor effort to develop
indicators (lvanyna & Shah, 2012). Some hold tlesteahtralization leads to greater
citizen control and accountability of politicians¢reased transparency and lower
corruption, less burdensome bureaucracy and a ligtvetween demand and supply
of public services. In a federal system competibetween units, due to possibilities
for exit by citizens and investment in other statethe federation, may also improve
performance. On the other hand, decentralizationezd to clientelism at local level,
and weakened national political parties and coderacross units; and in practice
power may not really be decentralized in nomingdhjeral systems (Weingast, 2014).
The empirical evidence from studies of the relabehween decentralization and
particular performance indicators on economic dgwelent, health and education is
ambiguous (Faguet, 2014: 10). Nevertheless theyhemht still apply to
governance, and some work has been done to teshg case studies and within-
country variance in governance (see Faguet (2@t4 survey of studies in a special
issue ofWorld Developmeit Generally the WB'’s indicators of political
decentralization in Africa have somewhat wider cage than its indicators of fiscal
decentralization. Accordingly, we use its codingfxleration a dummy variable
taking on the value 1 if the system is federal. é&xalization can be related to the
average area covered by lower-tier units of govermtimVe also use the number of
second-tier political units divided by the coungryand area asdecentralization

measure.
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The WGI cover a wide spectrum of types of perforogarhacking strong theoretical
models for each of the indicators, the models @mislude a set of generic controls.
Firstly, they include GDP per capita and its sqddesm. Wealthier countries are
expected to perform better but with decreasing mafgeturns. The models further
include centrality in the competitiveness netwaslaacontrol, because in the spatial
lags the variable interacts with distance makirapjpropriate to include it. Moreover,
the theory suggests that if internal legitimacyo@ matter to rulers, performance
should be a function of centrality in the competithetwork'® Netoverseas
development aids a percentage of total GDP is included, becawde aid may be
aimed at improving governance. Preliminary workgasjs thatural populationas a
percentage of total population tends to correlagtiyvely and significantly with
governance performance. We are not sure whetherdfiects any causal process,
however. Since each of our control variables magrmgenous to performance—
though results in relation to our theory do notnseensitive to this—we lagged each

of these variables by one year in an attempt toesddhis issue.

The models include two time-invariant controls. Tingt is Fearon’s (2003) data on
ethnic fractionalizationand the second is the absolute value of the geétitude of
the country reflecting its distance from the equaBwoth controls are clearly
exogenous, but the direction of their impact onegoance is disputed.
Fractionalization correlates positively with sonspects of performance. Latitude
captures any colonial legacy possibly associatél vgher governance scores on

some measures (Acemoglu, Johnson, & Robinson, 2001)
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Results

Table 1 summarizes the findings for five differ®&I governance indicators. Each
model includes as a spatial weight matrix the adBon between centrality in the
competition network and reciprocal of distance. Thepdretical expectation is that the
relevant spatial autocorrelation coefficieniy dre positive and significant. We note
that the correlations between the various contaolbles as well as the correlations
between the controls and the spatial weights amestq < .6). The reported
coefficients on controls actually only capture amtneous effects, not equilibrium
effects.

(Table 1 about here)

The WGI score for ‘voice and accountability’ is ttiependent variable of the first
model of Table 1. The positive and significant ggatutocorrelation provides quite
strong evidence that competition for external resesimatters. Further, the lagged
values of centrality in the competition network atgeo significant, though the

coefficient for (lagged) centrality in the IGO neisk is clearly insignificant.

The results for the other control variables argdlr as expected. The lagged
dependent variable is highly significant. Wealthgeuntries are more likely to have
high scores but with decreasing marginal effecter€eas development aid appears
to promote voice and accountability. Possibly msargorising is that the coefficients

for ethnic fractionalization and larger share obtypopulation are positive. There is
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some evidence for the idea that scores are highgairts of Africa further from the
equator, thoughatitudeis only marginally significant. Since ethnic framtalization
and latitude are only significant in the models‘faice and accountability’, our
findings clearly provide little support for the giggted link between colonial heritage
and governance (Acemoglu, Johnson, & Robinson 2@dally, neither measure of

decentralization is significant.

The second and third model in Table 1 report raspeyg on government
effectiveness, the quality of public services am/ants, and regulatory quality, the
extent to which policies promote or hinder mark¥tsty few variables are significant
in both models with exception of the lagged depahsariable and (marginally for
government effectiveness) decentralization. Therdatuggests that decentralization
may indeed have a positive impact on the qualitgulflic service. In the second
model for government effectiveness, wealth is algaificant as is, again marginally,
rural population. Ethnic fractionalization is nagrsficant, suggesting that power-
sharing arrangements may indeed contribute to higt@es on ‘voice and

accountability’ while not necessarily improving theality of public service.

Importantly, there is little indication that netwdadres matter for government
effectiveness or regulatory quality. The spatigbléor competitiveness weighted by
distance is insignificant in both models with ague of less than 0.15. The controls
for centrality in the competitiveness network ahe IGO network do not reach
significance either. Finally, the coefficients foDA are insignificant and
inconsistent. Clearly, we do not find evidencetfar spatial diffusion of, or external

pressures for, government effectiveness and remylgtality. Even though
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government effectiveness and regulatory controlld/appear to be based on political
decisions to invest in bureaucratic effectivenessefficiency, and in contrast to the
literature emphasizing the diffusion of economieehalization (Simmons, Dobbin &
Garrett 2008; Graham, Shipan & Volden 2013), weusr@ble to find clear evidence
for the spatial diffusion of best practices on gloe@ernance dimensions that are most

closely related.

In Table 1, Model 4 reports on ‘rule of law’ and &3 5 on ‘control of corruption’.
For both indices we find evidence that spatial @atron matters: the spatial lag on
competition is significant at the 95% level in thedel for rule of law, while the p-
value of the spatial lag equals 0.07 (and thugyrsfecant at the 93% level) in the
control of corruption model. In both models, celityan the competition network is
significant at the 90% level, but IGO centralitynsignificant. Overall, these findings
still suggest that the scores for ‘rule of law’ dadntrol of corruption’ are driven
externally—via the competition for inward investrhe®ome further support for this
suggestion can be found in the control variablgmr&from the lagged dependent
variables and wealth (which are always significanterseas aid (ODA) is positively
linked with the upholding the rule of law. Extermnors seem indeed increasingly
concerned with rule of law (and human rights). Aidhowever, not significant for
control of corruption. Federalism and decentralmaare not significant for rule of

law and control of corruption either.

To summarize, we find evidence for spatial diffusad democracy, rule of law, and

corruption control. There is no evidence for diftusof regulatory quality and

government effectiveness.
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Robustness Structural equivalence is a possible alternatp@ach to capture
competition between a pair of countries; countaiesstructurally equivalent if there
Is a high, positive bivariate correlation betweectors of characteristics that are
considered relevant for competition (Cao & Wardl£20 Members of a dyad with a
high, positive correlation are said to be istucturally equivalent positigrhence
they are under similar competitive pressure (C@22 Accordingly, we calculate
structural equivalence using data from the Afri€svelopment Indicators database,
relying as much as possible on indicators thatbeaoonsidered exogenous to
governance. Replacing the spatial lags based dratignin the competitiveness
network weighted by distance with spatial lags das® structural equivalence, we
find that thep values are typically not significant at convenéiblevels. Including

alternative spatial lags has however little impacthe coefficients for the controls.

A classic liberal argument is that trade betweamtaes increases awareness, both
because some citizens have a greater incentived@@it about conditions in the
other country and because trade is often accomgéyi¢ravel by citizens. Arguably,
geographical distance between two countries is tioémecessarily a good indicator
of how much information citizens have about govaneain the other country.
Accordingly, we generated a spatial weighting matased on data for total bilateral
trade flows between countries in constant dolIBexl§ieri, Keshk, & Pollins, 2009)
and used this in the models of Table 1 as an alteespatial lag. Again, none of the
coefficients on spatial lags based on bilateraldna significant at conventional

levels, but the coefficients for the controls wenaffected.
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The models in Table 1 address possible endogemgitygging the independent
variable by one period. As a (more demanding) adtieve, we have re-run the models
using a five period lag on all temporally varyingntrol variables apart from the
lagged dependent variable. The direction of theat$f (both of the controls and the
spatial lags) was unaffected. The findings on ffatial lags are similar apart for the
spatial lag in the model for control of corruptidn this case, the spatial lag is not
quite significant at the 90% level anymore. Therbtile change in results for

controls from those reported in text, and in featamce the findings are actually

marginally stronger when using a five period lag.

Finally, the models in Table 1 are estimated sdphraven though they could be
considered related. As an alternative specificatieimplanted GLM with
seemingly unrelated regressions using spatial [Hys key results remain robust with
similarly signed coefficients and significance lisvend only marginal differences in

the size of some coefficients.

Conclusions

The quality of governance has become prominenebatés on underdevelopment
with clear and obvious implications for policy: e of ‘poor’ countries have their
own responsibilities to ‘deserve’ their internajitenacy and external attention. A lot
of attention has been given to pressures for paliand economic liberalization
mainly from ‘western’ developed countries and thstitutions they control, and less
to the impact of regional developments. In thipees, the World Bank WGI

indicators have been criticized for functioningh@adline figures (Kurtz & Schrank
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2007; Andrews 2008; Kelley & Simmons, 2015). Wetdbnte to these debates in

three ways.

First of all, we present a model in which goverreafatlows from political decisions.
The theory recognizes the relevance of informadioth competition for scarce
resources. However, even though inward investmemeigally comes from faraway
places (the West and China), the main focus ottimepetition isegional External
sponsors decide to give aid (or to invest) in omentry rather than another, where the
‘other country’ is often a neighboring one. Simljaiternal legitimacy will depend
more on comparison with countries nearby than waatintries faraway: for citizens of
Libya, the relevant country of comparison is EgypTunisia rather than Germany,

the UK or the USA.

The second contribution is that our empirical medeintrol not only for spatial
linkages and/or the position (or centrality) of ntiies in competition and information
networks (Simmons & Elkins, 2004) but also for ggddinkagesconditional onthe
same competition and information networks. Impdtyathe specification follows
directly from our theoretical framework. We recagnihowever, that the results

reported only capture instantaneous and not nedgssguilibrium effects.

Finally, even though we acknowledge that the stfengour findings is mixed, there
is evidence for diffusion for some of the WGI inaliors, specifically voice and
accountability, rule of law, and control of corrigot. There is no evidence for such
effects in relation to government effectiveness i@agiilatory quality. Selecting from

the various attempts to increase awareness ofuhléygof governance, we decided to
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focus on the WB WGI because they are the most celnemsive and consistent. The
development and publication of these governanceatats may well have had a
positive impact in some dimensions. At least, we §ome, competition-driven,
diffusion of the quality of governance, which maytilased on either the World Bank
governance indicators directly or on the perceptibunderlying levels of
performance captured by the WGI. Competitive pnesstrom other countries’
performance seem, however, to have no impact olityjohgovernment
effectiveness and regulatory quality. These areasdl&finitely of concern to the WB
and the focus of governance in the economic liteeatSimmons, Dobbins, &

Garrett, 2008).

There are several possible explanations, none wiwie find entirely satisfactory. It
may be that institutional and legal frameworkseasier to address compared to
government effectiveness and regulatory qualityprbming the quality of
government officials is quite costly, and lack efjulatory quality presents
opportunities for rent seeking. Alternatively, ccamgd to the other dimensions of
governance, political leaders may care less abengepred lack of government
effectiveness and regulatory quality. Possiblyj@sn political leaders consider
especially these dimensions of governance as ekgiontrived and less applicable
to local conditions. A final possibility is thatdlguality of data is particularly poor in
these areas. Of course, the data quality of alkgwnce indicators for Africa remains
a reason for concern, and the WGI acknowledge ricertainties surrounding their
estimates. Control of corruption and democratizatieem, however, to have been

more salient than the general quality of governnodiintials and regulations. If so,
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the WGI may reflect more accurately perceptionthefformer dimensions compared

to the latter.
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Table 1.Spatial Correlations (Competitiveness and Distawtsghted) of Worldwide Governance Indicators

Model 1 Model 2 Model 3 Model 4 Model 5
Y Voice & Government  Regulatory Rule of Law  Control of
Accountability  Effectivenes Quality Corruption
T Y (lagged) 0.926 0.933 0.934 0.931 0.89/
(0.015)*** (0.015)*** (0.017)*** (0.013)***  (0.018)***
B GDP pc (lagged) -6.77e-05 5.3e-05 3.46e-05 6.6e0529e705
(2.78e-05)* (2.21e-05)* (2.79e-05) (2.11e-05)**  .qge-
05)**
GDP pc (lagged, -7.18e09 -6.42e-09 -3.42e-09 Oer(o -8.99e-09
squared) (3.58e-09)* (2.84e-09)* (3.44e-09) (2-09§+ (3.41e-
09)**
Competitiveness 6.258 1.726 1.914 2.604 3.47
(centrality, lagged) (2.066)** (1.552) (1.787) 536)+ (1.909)+
IGO network 7.04e-06 -1.53e-06 1.84e-06 -1.43e-051.79e-05
(centrality, lagged) (1.7e-05) (1.28e-05) (1.5%¢-0 (1.27e-05) (1.57e-05)
ODA (lagged) 0.001 0.001 -0.000 0.001 0.00:
(0.001)* (0.000) (0.001) (0.000)* (0.001)
Rural Population 0.002 0.001 0.001 0.001 0.00
(lagged) (0.001)+ (0.001)+ (0.001) (0.001) (0.001
Ethnic 0.096 -0.038 0.026 0.017 -0.017
Fractionalization (0.049)* (0.033) (0.041) (0.034) (0.042)
Latitude (absolute) 0.003 -3.12e-04 2.70e-04 4062 3.31e-04
(0.001)+ (0.001) (0.001) (0.001) (13.44e-
04)
Federation -0.022 0.012 -0.002 -0.014 -0.01!
(0.030) (0.022) (0.026) (0.022) (0.028)
Decentralization 8.821 10.419 13.836 4.128 8.16
(7.253) (5.411)+ (6.319)* (5.379) (6.725)
Constant -0.414 -0.159 -0.160 -0.170 -0.18:
(0.126)*** (0.090)+ (0.117) (0.091)+ (0.111)+
P Competitveness (centr) 3.278 1.154 1.406 1.726 R.0
* Distance Weighted (1.237)** (0.799) (0.957) (08* (1.155)+
z 0.175 0.132 0.154 0.130 0.164
(0.005)*** (0.004)*** (0.005)*** (0.004)***  (0.005)***
Chi2 7,407.12 9,288.50 7,158.88 11,073.93 5,137.(
N 545 545 545 545 545

Note Statistically significant at: $<0.1; * p<0.05; ** p<0.01; *** p<0.001
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! News coverage does not always reflect geograptisaince, and ‘world news’
pays more attention to the rich, developed countf&tizens may, however, be more
attentive to local news and will definitely findaasy to put such news in its proper
context.

2 Personal correspondence, January 23 2015.

% Investors might be concerned about the costs od g@vernance, but we assume
they seldom are held liable for significant amouwsftgax in countries they invest in.

* The governance indicators compiled by Mo Ibrahimrtation focus on Africa and
are presumably read by the business community, see:

http://www.economist.com/blogs/baocbab/2012/10/afrigovernancéaccessed

January 30, 2015), and http://www.moibrahimfounmtatrg (accessed January 30,
2015). A further alternative is the corruption pton index published by
Transparency International, http://www.transparemiqy (accessed January 30, 2015).
®> We can only to estimate key parameters relatiie but we can make inferences
about the direction of other effects if we are wdlto assumé > 0. If 6 <0, the
legitimacy gains from better performance would Io@iconcave, which is
implausible.

® We exclude Cape Verde, Seychelles, Sao Tome, GmnBguatorial Guinea and
Djibouti from those nations that the World Bankliues in its database on Africa.

" Weighting matrices have entries of zero alongeheing diagonal and for cells not
in blocks along the diagonal. To save unnecessggtition we only define non-zero

cells in the text.
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8 We do not report of political stability/absencevisflence because the diffusion
dynamics specified in our theory are less clegplliaable to this particular
dimension of governance. The empirical model was alvery poor fit.

® Gleditsch and Ward (2001) code the distance betwérshasa and Brazzaville as
zero. Internet sources give travel distances imdhge 8-12 kilometres including
ferry crossing. Reported results assume the distan® kilometres. They do not seem
sensitive to recoding (not reported).

9 The operationalization primarily follows the lodir competition for FDI, but we
expect a similar logic to apply to ODA.

1 Like other variables for which we do not give apliit data sourceGDPpcwas
drawn from the World Bank’s African Development ilcators. Data was only
available up to 2010, so we linearly interpolatéd 2 values. Data for Somalia on
GDPpcwas missing for some years from World Bank daiays used data from

Penn World Tables. Fitting the model on a total 20 observations gives an adjusted
R? of 0.67, F(2, 117) = 123.00 (p < 0.001), and wighly significant (p < 0.001)
coefficients for GDB. and GDB.squared.

12 Results (not reported) were generally weaker afterstandardizing.

13 If legitimacy does not matter the second termxgfression (1) equals zero.
Differentiating (1) with respect tq feaves centrality terms in the competition
network §;°"") on the right-hand side.

14 We are not necessarily convinced by this argumegn though citizens may have
acquired more information about China becauseatased trade, for most people
(at least outside Asia) China is still a very digteountry about which they know very

little.
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15 Results not reported by available upon request fite authors.
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