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CIVIL SOCIETY INSTITUTIONALIZATION AS A FACTOR
OF ECONOMIC DEVELOPMENT

In this article the empirical confirmation of the hypothesis on the possibility of national sys-
tems' economic development level rise in terms of civil society institutionalization has been carried
out on the basis of econometric modelling of interstate indicators. Using the theoretical basis of
institutional economic theory and applied instruments of econometrics the authors proved the
essential influence of civil society institutional structure on the main indicator of economy s devel-
opment — the Human development index. On the basis of the constructed matrix model of civil soci-
ety institutes and multiple factor econometric model of civil society the authors came to the conclu-
sions about the character of institutes’ influence on comprehensive development of ec y. This
fact makes it possible to provide recommendations on the formation of civil society institutes for
national economic systems with the aim of their economic development level rise.
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FOpiii Ilepcekuii, FOmis Iydoposceka
IHCTUTYHUIOHAJI3ZALIA TPOMAJTAHCBKOTI'O CYCITIJIBCTBA
AKYNHHUK PO3BUTKY EKOHOMIKHN

Y cmammi na ocnosi exoHoMempuuH020 MOOEAIOGAHHA MINCKPATHOBUX NOKA3HUKIG
emnipuyno 006edeHo 2inomesy Npo MONCAUGICMb NIOGUWIEHHS PIGHS eKOHOMIMHO20 PO3GUMKY
HAUIOHAAbHUX CUCMeM HaA OCHOBI IHCMUMYUIOHAAI3aUIl 2POMAOAHCLKO020 Cycniabemea.
Buropucmogyrouu meopemuuni 0cHo6u iIHCIUMYUIOHAAbHOT eKOHOMIMHOT Mmeopii ma npuxKiaonu
iHcmpymenmapiii eKoOHOMempuKu, 008€0eHO0 CYMMEGICMb 6NAUEY I[HCHUMYUIOHAAbHOT
CIPYKMYpU 2POMAOAHCHK020 CYCRIALCHGA HA OCHOGHUI NOKA3HUK PO36UMKY eKOHOMIKU — iHdeKC
Aar0dcvko20 pozeumky. Ha ocnosi no6ydosanoi mampuunoi mooeai incmumymie 2pomMaodsaHcbKo20
cycniabcmea ma 6GazamogaxmopHoi eKoHOMempuHHoOi Modeai 2poOMAOAHCHKO020 CYCRIAbCMEa
3p06aeH0 6UCHOGKU W000 6naugy incmumymie Ha pozeumox exonomixu. Ile 00360.4uito
chopmyaroeamu pexomenoauii w000 GopmysanHs iHCMUMYmie 2poMaAdAHCLKO20 CYCRIAbCMEa
045 OKpemux HaAUiOHAAbHUX eKOHOMIMHUX CUCMEM 3 MEMOI0 NIOGUUEHHS PIGHA IX eKOHOMIYHO20
PO3GUMKY.

Karouosi caosa: epomadsncvke cycnianbCmeo; iHCMUmMymu; po3eumox eKOHOMIKU; HAUIOHAAbHI
CKOHOMIYHI cucmemu.
Puc. 1. Taba. 1. Dopm. 2. Jlim. 19.

IOpnii Iepckuii, FOmsa Iyoposckas
NMHCTUTYIHNOHAJIN3ALINA TPAXKJIAHCKOI'O OBIIIECTBA
KAK ®AKTOP PABBUTUA DKOHOMUKN

B cmamve na ocnoge 3xonomMempuuecko20 Mo0eAUPOBAHUA MENCCMPAHOBLIX NOKazameaeil
IMRupuHecKu noOMmeep’cOena 2Unome3a 0 603MONCHOCHIU NOGLIUEHUA YPOBHA IKOHOMUHECKO20
PaA36UMUA HAUUOHAABHBIX CUCHIEM HA 0CHOGE UHCIMUMYUUOHAAUZAUUL 2PANCOAHCK020 06uecmea.
Hcnoavzya meopemuyeckue OCHOGbL UHCMUMYUUOHAALHOU 3IKOHOMUMECKOU meopuu u
NPUKAQOHOU UHCMPYMEHMAapUuii >KOHOMEMmPUKU, O00KA3AHAd CYUeCMEEHHOCMY GAUAHUSA
UHCIUMYWUOHAALHOU CMPYKMYPbl 2paX*COAHCK020 00uecmea Ha OCHOGHOU NoKazamenb
Pa3eumus SJKOHOMUKU — UHOeKC yeaoseueckozo pazeumus. Ha ocnoee nocmpoennoii mampuunoii
Mo0eau UHCIMUMYMO8 2PaMdCOAHCK020 obujecmea u MHO20(AKMOPHOU 3KOHOMEmpPUHecKol
Mmodeau 2paxcoanckozo obuecmea coeaanvt 6vl600bl 0 GAUAHUU UHCHMIUMYMOE HA paseuniue
IKOHOMUKU. DMO N03604U10 CHOPMYAUPOGAMb peKoMeHoauuu no hopMuposanio UHCMUmMymos
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epam@ancxoeo 0614(8(3”16(1 0451 omaoeavHbIX HAUUOHAAbHBIX IKOHOMUYECKUX cucmem C ueavro
NOBGbLIUICHUS YPOBHA UX IKOHOMUYECK020 pa3eumusi.

Karoueevie caosa: epamdancnoe oﬁmecmeo; UHcmumymel,; paseumue SKOHOMUKU, HAUUOHANbHbLE
IKOHOMU4eCcKue cucmemal.

Problem statement

It is well known that the level of individual development in certain socioeco-
nomic system as well as socioeconomic development of the national system in the
whole is defined not only by the indicator of "well-being" and GDP level.
Independent international experts proved that the most important indicators of state
development are the rights and freedom of people, which demonstrate the presence
of social justice, the possibility of public pressure and influence on management
processes, as well as the equality of individual opportunities. These factors are the
indicators of the presence or absence of civil society in a state. True democracy is a
multilevel and ramified system of institutionalized norms, traditions and assessments,
involving all levels of socioeconomic area. So, understanding of institutional prob-
lems of a contemporary phase of civil society is an exceptional value for economic
development.

Recent research and publications analysis

Theoretical and practical problems of institutional social structures influence on
economic development have been presented in T. Veblen (1919), Sh. Chakraborty
(2004), FE. Fucuyama (1995), G.B. Kleiner (2004), R.M. Nureev (2009),
V.L. Tambovtsev (2006), E.V. Popov (2011), V.S. Bochko (2010) and other. Moreover,
the problems of formation and development of democratic foundations are presented
in the studies of such leading international organizations as The Heritage Foundation,
United Nations, Freedom House, World Values Survey, Edelman Trust Barometer.

The research objective is to develop theoretical propositions and practical rec-
ommendations concerning the formation of civil society institutes as the meaningful
conditions for effective functioning and development of economic systems.

Key research findings

In 1990 the United Nations Organization published the first report with the
assessment of economic and social progress of states, where the necessity for improv-
ing the life quality for people as well as widening their opportunities in all spheres was
emphasized. The key idea of the report was that economic growth itself cannot auto-
matically result in human development. Thus, the concept of human development
changed the so-called "classical" theories of economic development, which declared
economic growth as the main goal of social progress. They were based on the rate of
gross product, considering the Man to be the motive power of economic develop-
ment. The change of the human role in economic, social and cultural life as a result
of the transformation from an economic resource to the imperative of the economy
(Bochko, 2010) predetermines the general usage of the anthropocentric approach to
the elaboration of programs for national socioeconomic systems' strategic develop-
ment.

Today the world academia has universally recognized that the development of a
national system presupposes formation and support of favourable economic, social
and ecological conditions with the aim to improve the level and quality of life. The
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leading national research institutes and international organizations study such indi-
cators of economic development as the indicator of happiness, political participation
of citizens, life expectancy, access to education, social justice, press freedom, inter-
personal and institutional confidence, gender equality etc. All the listed indicators are
the derivative factors of the socioeconomic behavior model, formed under the influ-
ence and in accordance with the vision system of their interaction. And with it, the
procedures of interaction of economic subjects are defined by institutional organiza-
tion of economy to a large extent.

Neoinstituionalists clearly showed the role of institutional factor in economic
life as well as the importance of its consideration in any economic research (Nureey,
2009; Alchian, 1950; Hodgson, 2006; Simon, 1991). In spite of this there is the
methodological problem which restrains the all-round use of institutional paradigm
in the economic theory. This is the difficulty with formalization of institutes' influ-
ence on the functioning and development of national socioeconomic systems.
Solving this problem is appeared to be the determination of system-defined charac-
teristic of the formed environment's influence on the development processes. Only
due to this the identification of institutes' groups crucially affecting the processes of
socioeconomic development of national systems is possible.

To solve this problem we have carried out empirical study based on the mecha-
nism of econometric modelling of interstate indicators. It is necessary to mention that
modelling of economic development processes is a well-established methodology for
the description of functioning and evolution of socioeconomic systems (Tambovtseyv,
2006; Chakraborty, 2004; Popov, 2011).

The Index of Economic freedom (further — IEF) was used in the capacity of the
indicator of institutional environment efficiency. This indicator and its components
are annually published by The Heritage Foundation, the research institute of inter-
national policy (The Heritage Foundation, 2013).

The index is estimated on the basis of a number of indicators of countries' devel-
opment, aggregated in 10 components: 1) property rights; 2) freedom from corrup-
tion; 3) fiscal freedom; 4) government spending; 5) business freedom; 6) labor free-
dom; 7) monetary freedom; 8) trade freedom; 9) investment freedom; 10) financial
freedom.

Human Development Index (further — HDI) was chosen as the explained vari-
able (function) characterizing the level of national economic systems' development.
HDI corresponds to the simple average of average life, education and gross domestic
product (further — GDP) indices per capita (United Nations Organization, 2013).

To estimate the role of institutional inefficiency in the process of interests' har-
monization we have analyzed the dependence of HDI from 10 components, aggre-
gated as the composite indicator of institutional environment quality. The selection
included the monitoring of 172 states during 2013. As a result in the multifactor
econometric model we obtain the meaningful functional relation:

HDI=0,0014*x1 - 0,0014*x2 + 0,0013*x3 - 0,0001 *x4 -
- 0,0005*x5 + 0,0033*x6 -0,0012*x7 + 0,0012*x8 + 1)
+ 0,0002*x9 + 0,0009*x10 + 0,0062

Model quality (R?) — 67%.
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X1 — property rights; X2 — freedom from corruption; X3 — fiscal freedom; X4 —
government spending; X5 — business freedom; X6 — labor freedom; X7 — monetary
freedom; X8 — trade freedom; X9 — investment freedom; X70 — financial freedom.

The built model demonstrates the direct relationship between the level of nation-
al economic systems' development, denominated by the Human Development Index,
and institutional environment quality — the coefficient of multiple correlation
r = 0,82. So the poor quality of institutional environment impedes the economic
development in whole.

The representation of statistical dependence of HDI from the composite I1EF is
given in the field of correlation (Figure 1).
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Figure 1. The correlation between HDI statistical dependence and composite
IEF ( The Heritage Foundation, 2013; United Nations, 2013)

According to the equation obtained, the greatest direct influence on the function
(Human Development Index) is made by the explanatory X1 and X6 parameters,
characterizing the legal rights of citizens. Relying on the stated above we could arrive
at the conclusion that the level of democratic institutes development and legal rights
influences the Human Development Index more than the level of development of the
institutes of investment freedom, money market, public sector etc. The need for insti-
tutional change based on the necessity of civil society formation acquires the most
pronounced character in those countries where the indicator of legal freedom has the
limiting low value. This summary concerns, for example, the economies of such states
as Russia (PR — 25; LF — 53), Tajikistan (PR — 20; LF — 55), Niger (PR — 30; LF —
40) and some other countries.

Thus, sustainable economic development can't be expected and, corresponding-
ly, transition to the economy oriented on anthropocentric development and legal sta-
bility, labour freedom and equality of opportunities can not be guaranteed. Really, the
qualitative development of any economy can take place only under the conditions of
civil society of intellectuals. As it is mentioned in the "Report on Human develop-
ment 2013" of the UNO Program for Development, if people can't influence the elab-
oration and the results of policy, consciously participate in events and processes form-
ing their life, national models of social and economic development won't be stable
(United Nations, 2013).
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Then we have constructed the matrix model reproducing the institutional struc-
ture of civil society within any national system (Table 1). This model is based on the
distribution of institutes on formal (laws, codes and other legal acts, existing in the
form of official texts and obliging all persons, with whom they concern, to observe the
rules) and informal (on the level of consciousness and presented by social norms and
elements of culture) (Veblen, 1919).

Table 1. Matrix model of civil society institutes*

Directivity of institutes’ formation| Institutes defining the level of civil society development

with respect to democratic system Formal Informal
Endogenous Civil initiatives Mental institutes
Exogenous Base economic institutes Institutes of interaction

* Authors’ version.

This matrix illustrates the total of formal institutes established by government
bodies in order to organize social functioning as well as the sum of informal institutes
which make definite amendments in the process of democracy's formation and coun-
try development.

It is necessary to mention that the institutes presented in the matrix have
endogenous/exogenous character in relation to democratic system. Thus, base eco-
nomic institutes, i.e. legal norms, defined by government bodies to provide effective
functioning of social associations we have applied to exogenous formal institutes.
Different civil initiatives, namely elections, meetings, demonstrations, processions,
picketing, as well as lawmaking initiatives have been applied to endogenous formal
institutes. In the process of realization of democratic mechanisms mentioned above
citizens' will is manifested directly.

With that, the formation of qualitative social institutes playing the role of inde-
pendent representatives of social interests can't be provided only by the determination
of legal basis for their activity. Surely, steady family relationship and social institutes
can't be established by government in the same way as, for example, central bank or
army (Fukuyama, 1995). To form full-grown civil society the presence of definite
stereotypes and values, the so-called mental models of visual environment perception
is necessary. These models enable the connection of democratic institutes' quality and
everyday life quality.

The group of mental institutes we have applied to endogenous informal insti-
tutes. Cognitive mechanisms defining inner stimuli for participation in management
and solving local problems are understood by them. They include the level of institu-
tional confidence, legal culture and social capital. These institutes are formed on the
basis of cultural traditions and values in society. Culture in its turn is neither more,
nor less than inherited ethic habit, and values are the highest standards of behavior in
a community. Economic mentality characterizes the specific character of popula-
tion's consciousness, emerging during history and becoming apparent in the unity of
conscious and instinctive values, norms and aims, reflected in population behavior
(Nureev, 2009).

Informal exogenous institutes named in the matrix as "institutes of interaction"
are formed in the process of communication between government bodies, business
and social organizations. These relations are aimed at providing the possibility for

ACTUAL PROBLEMS OF ECONOMICS #5(155), 2014



34 EKOHOMIYHA TEOPISl TA ICTOPISI EKOHOMIYHOI AYMKN

qualitative solution of local problems, realization of society interests and civil initia-
tives.

To determine the connection and the character of influence of the institutes
mentioned above on the civil society formation as well as on economic development
in whole we have constructed the multifactor econometric model. The Index of Civil
Liberties (further — CL) has been chosen as the explanatory variable (function) char-
acterizing the level of civil society (Freedom House, 2013). Corresponding statistical
indicators have been chosen as the explanatory parameters on every group of insti-
tutes. Thus, the electoral democracy indicator (Freedom House, 2013) was chosen as
the indicator characterizing formal endogenous institutes, correspondingly, informal
endogenous institutes — the indicator of confidence (Edelman Analytical Company,
2013), formal exogenous institutes — the level of cumulative social expenditures of
consolidated budget, stated as % of GDP of a country (Federal Service of State
Statistics, 2012), informal exogenous institutes — the global press freedom rankings
(Freedom House, 2013).

The sampling included the monitoring of 25 states during 2013. The con-
struction of multifactor econometric model resulted in significant functional rela-
tion:

CL=0,06"X1-0,01"X2 + 0,05*X3 +0,01*X4 + 1,32 )

Model quality (R?) — 95%.

X1 — electoral democracy; X2 — index of confidence; X3 — social expenditures;
X4 — global press freedom rankings.

The constructed model confirms the influence of the selected groups of institutes
on the formation and development of civil society.

According to the obtained data X7, X3 and X4 indicators directly influence the
level of civil society development in the country. It means that the higher is the level
of electoral process transparency, social expenditures and the independence of mass
media, the more democratic and active is the society.

With that it is noteworthy that in accordance with the relation the indicator of
confidence (X4) and the level of civil society are in the inverse negative relationship.
It is necessary to mention here that the study on the relationship of similar parame-
ters, made by us on the 2007 data, i.e. before the crisis, didn't detect their inverse rela-
tionship. That is why we have come to the conclusion that civil society becomes more
active today in those countries where government bodies, business leaders and mass
media lose their confidence.

Conclusions

The most important indicator characterizing the level of state's development is
the level of democracy and civil freedom, and the universally recognized goal of
socioeconomic development is the improvement of citizens' life. Using the theory of
institutional economics and the instruments of econometrics we prove empirically the
significance of the influence of civil society institutional structure on the main indi-
cator of economic development — Human Development Index. The matrix model of
civil society institutes and multifactor econometric model of civil society constructed
by the authors allows providing recommendations on the development of civil socie-
ty institutes for particular national economic systems.
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