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Abstract

Institutions are defined as the rules of the game in a society, or more precisely and formally, as the humanly conceived
constraints that shape human interaction. Institutions began to be considered in the early 1990s as an explanation for
international differences in economic development, even in the World Bank and the International Monetary Fund, which
were somewhat opposed to the idea. Institutions determine the extent to which those in power can appropriate the resources
of the economy for their own private benefit. Institutions operate at all levels of society by determining the frameworks
within which economic exchanges take place. The literature on institutions has always been of interest to economic
researchers. In this regard, there are two approaches: one that seeks the causality of development and institutional quality,
and the second approach that seeks to answer the question of why institutional quality varies across countries and seeks to
identify the factors affecting it. The second has received less attention than the first. Based on North's approach, which
considers development to depend on creating open access and countries' transition from limited access to open access, this
article selects the variables of inequality and natural resource rents and seeks to examine their impact on institutional quality
in selected countries during the period 2008-2020 using the two-stage generalized moments method. According to the results
obtained, the impact of economic inequality on institutional quality is negative and significant (with a coefficient of -0/3 and
p<0/01), the impact of gender inequality on institutional quality is negative and significant (with a coefficient of -0/01 and
p<0/01), the impact of political inequality on institutional quality is negative and significant (with a coefficient of -0/01 and
p<0/1), and the impact of natural resource rents on institutional quality is negative and significant (with a coefficient of -
0/003 and p<0/01).
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According to North's theory, it is the social structure and the way in which order is established that drives economic
development. Countries that can create their structure based on public access to competition and the benefits it brings will
succeed, while countries that pursue policies that restrict public access to competition and its benefits will fail. Inequality of
any kind cuts off the access of one group to the benefit of another. On the other hand, inequality itself is the result of an
undesirable institutional system. Property rules and rights create a particular distribution of income and wealth. And further,
the more people or superior races or genders play a role in institutionalizing rights and property that benefit them at the
expense of subordinates, the more they will contribute. As a result, inequality limits open access for the subordinate class.
Inequality can also disrupt the process of economic growth and development by affecting the motivation of individuals.
Unequal institutions severely limit economic development by reducing individuals’ capacity to access resources, expand
production, and increase income.

A vast literature has examined the impact of inequality, especially economic inequality, on institutions. Most economic
studies have summarized inequality as income or wealth inequality. This study attempts to examine the impact of other
dimensions of inequality, including political and gender inequality, in addition to natural resource rents, on institutions.

METHODOLOGY
In this section, based on the theoretical foundations stated and inspired by the studies of Posner (2024), Khoshnoodi et al.
(2022), and Savoia et al. (2009), the following panel equation has been formed:
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The present study is a cross-country study using panel data from 25 selected countries during the period 2008-2020. In order
to test the hypothesis and examine the effect of the variables on the institution in the selected countries, Stata 15 software and
econometric techniques that combine time periods and sections were used. In this study, the dynamic estimator of the

generalized method of moments (GMM) was used.

FINDINGS

Institutions are human-made constraints that shape their relationships. The fact that institutions affect economic performance
is not controversial and is widely accepted. In North's view, the path to development is to achieve a system with open access.
In fact, in his view, countries either have open access or limited access. The first group constitutes developed countries and
the second group constitutes underdeveloped countries. Given that desirable institutional quality is a sign of development, the
results show that inequality in all its forms and natural resource rents have had a significant and negative impact on

institutions. The estimation results are presented in Table 1.

Tablel: Results of model estimation using the two-stage generalized method of moments (GMM)

Dependent Variable: Ln Ins
Variables Coefficient Standard deviation t-statistic Probability
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1 Institution (Ins)

2 Economic Inequality (EI)
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* Political Inequality (P1)
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Source: Research findings
The symbols *, **, and *** indicate significance levels of 10 percent, 5 percent, and 1 percent, respectively.

CONCLUSION

The findings of the study showed that all forms of inequality, as well as natural resource rents, have a significant and
negative impact on institutions. These results are consistent with the theoretical foundations based on North’s (2009)
distinction between open and restricted access systems, where restricted access leads to the dominance of certain groups over
resources and institutions, thereby weakening institutional quality.

Based on these results, the following suggestions can be made:

Prioritizing policies to reduce economic inequality: Given the relatively large and significant coefficient of economic
inequality (-0/03), it is necessary for policymakers to reduce class gaps and wealth concentration by taking effective
measures in the areas of taxation, redistribution, and social protection.

Reducing gender inequality as a fundamental pillar of strengthening institutions: The negative effect of gender inequality (-
0/01) on institutional quality indicates that women’s equal access to economic, political, and social opportunities should be
on the agenda of policymakers; Including by improving women's participation in political and executive decision-making.
Increasing political equality and public participation in power: The positive and significant coefficient of political equality
(+0/01) indicates that strengthening equal access of different groups to the power structure will improve institutional
performance. In this context, designing institutions with transparent, accountable, and non-exclusive mechanisms is essential.
Targeted management of natural resource rents: Although the coefficient of natural resource rent is relatively small (-0/003),
given its significance, mechanisms should be developed to prevent corruption, concentration of power, and institutional
inefficiency resulting from natural resources. Allocating revenues from resources to productive and public infrastructure can
be part of this solution.

Overall, institutional quality is not only a function of formal structures, but also a reflection of the level of participation,
equality, and competition in society. Institutional policies will be successful when the roots of inequality are correctly

identified and taken into account in policymaking.
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