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Introduction 

 Does the strength of a country’s property rights influence their economic growth rate? 

Creating stable growth within a nation’s economy comes in a large part from creating constant, 

positive change in growth domestic product (GDP), which is composed of consumption, 

investment, government spending, and net exports within a country. This paper theorizes that 

property rights have a significant impact on these four inputs of GDP and, as a result, has an 

overall effect on economic growth. More formally, it hypothesizes that as a country’s property 

rights improve, their rate of economic growth will improve as well. If the rule of law is strong, a 

country’s economy will be more attractive for investment by private businesses; the government 

will be more effective at collecting taxes; and trade will be easier to conduct. These combined 

will improve overall GDP growth. 

 

Literature Review 

 There is a significant body of research that already supports this hypothesis. Marcelin and 

Mathur (2015) find a direct relationship between a highly independent private sector and 

economic growth. Their research shows how when the government keeps their hands out of 

private businesses, “competitive forces congregate towards firms’ performance and growth,” 

fueling overall economic development. (Marcelin; Mathur 2015). Claessens and Laeven (2003) 

speak even more directly and discuss how secure property rights allow for better resource 

allocation and faster growth as a result (Claessens; Laeven 2003).  



 Elaborating past just private business growth, other research suggests that a lack of 

property rights discourages innovation by entrepreneurs. When businesses perceive that their 

property rights are not secure, there tends to be much lower reinvestment of profits than when 

there is a perception of strong security around property rights. This is exemplified by lower 

observed reinvestment rates in Russia in the early 1990’s, where bribes and corruption were 

rampant, compared with countries like Poland, where there was larger perception of security 

around property rights (Johnson et al, 2002). Mauro (1995) elaborates further on this by 

examining a wider sample and comes to a more general conclusion. They find that countries with 

higher corruption have overall lower investment. Since investment is a key component of GDP 

and economic growth, this has a direct negative impact on growth rates. They go as far as even 

saying that, “there is evidence that bureaucratic efficiency actually causes high investment and 

growth,” within their conclusion. This paints a clearer picture of the negative effects of 

corruption on investment and growth (Mauro, 1995). 

With evidence of a strong link to investment, can improving to property rights be 

effective in improving other aspects of GDP as well? Other research suggests that improving 

intellectual property rights specifically can have a significant impact on the net export portion of 

GDP. Like how Johnson, McMillan, and Woodruff (2002) described a relationship between 

innovation and property rights, Zhang and Yang (2016) link intellectual property protections to 

improved research and development (R&D). They then go a step further to say how improved 

R&D then improves export quality, making them more favorable and increasing overall trade 

(Zhang; Yang 2016).  

One area of economic output not mentioned so far has been government spending. It has 

been found that the presence of strong property rights helps increase and maintain government 



spending on welfare programs through increasing social trust. Countries like the United States 

that have strong respect for property rights and lower corruption build trust over time through, 

“higher bureaucratic quality—a supply of trustworthy bureaucrats unlikely to take bribes—and 

voters’ limited acceptance of morally questionable behavior among politicians, which restrains 

rent-seeking problems in politics,” allowing the government to fund programs more consistently 

(Bjørnskov; Svendson 2012). Although only touching welfare spending specifically, this 

research shows an important connection between government spending and property rights. 

There is some evidence that the relationship between better property rights and higher 

economic growth may not hold. A widely examined example is China, who has had consistent 

economic growth rates for years while at the same time has also been accused of violating 

intellectual property rights and has a weak judiciary. Research has found that this may be 

possible due to a, “…carefully calculated developmental policy consisting of bottom-up 

accountability, a relentless focus on economic progress, and remarkable levels of forbearance at 

the highest levels of government.” China is likely a unique example, though, because the success 

relies heavily on the performance of the economy. If growth is to slow down, government 

officials may begin to participate in corrupt behavior. Although in the short run China can 

sustain growth with poor rule of law, it does not appear sustainable in the long run (Mazur; Ursu 

2017).  

Altogether, the prior research surrounding property rights and economic growth suggests 

that stronger property rights have a significant impact on private business performance, 

investment, and government spending. With relationships between these GDP factors and 

property rights, there is a strong basis for the hypothesis that stronger property rights lead to 

stronger economic growth.  



Variables of Interest 

To review the theoretical argument, as a country’s property rights increase, their GDP per 

capita should increase as well. Countries with better property rights will be better at fostering 

domestic business development. An individual will be more likely to put their money into a 

business if they know that the government will respect their rights and not interfere with them. 

Risk of property seizure or being shut down by government agents for various reasons in a 

country with low property rights will disincentivize business dealings. Higher property rights 

will also help attract foreign investment and will help boost trade for similar reasons. Since 

investment and trade are two factors that go into a country’s GDP, higher domestic investment, 

foreign investment, and trade will see larger GDP figures. 

The data being used for this analysis comes from the Quality of Governance Time Series 

Data Set. All variables used come from this data. The dependent variable that this analysis will 

look at is GDP per capita in 2011 U.S. dollars. The data for this variable was retrieved from The 

World Bank Group out of their world development indicators. GDP per capita is a good measure 

of economic output since it accounts for varying populations between countries. It is calculated 

by dividing a country’s GDP by its population. This analysis will be using the log values of this 

GDP figure. 

The independent variable of the analysis is property rights. The data for this variable was 

retrieved from the World Economic Forum’s Global Competitiveness Report, 2017-2018. The 

variable measures citizen’s trust in their government to protect their property rights on a 1 to 7 

scale. Each country’s overall trust in their property rights is determined by the mean of this 

measure for their citizens.  



The first control variable is a measure of human development. This is a confounding, 

continuous variable that is between 0 and 1, with 1 being the highest possible development. This 

variable comes from the United Nations Development Program’s Human Development Report. 

The measure is calculated using GNI per capita, life expectancy, and education levels to 

determine a countries human development. This is an important control since holding all else 

constant, increases to human development will boost GDP. If people are better educated and live 

healthier lives, they will be able to add more value to a country’s economy regardless of the 

property rights. Controlling for human development helps account for the varying degrees of 

these factors from around the world.  

 The next control variable is a country’s judicial independence. This is a confounding, 

ordinal variable measured as either 0, 1, or 2. This measure comes from The Cingranelli and 

Richards (CIRI) Human Rights Data Project, written by David Cingranelli and David Richards. 

This is a simple measure that looks at the extent of which a judicial system is independent from 

the rest of the government and the military. Controlling for independence is important since 

property rights are likely not enforced as consistently when the courts are controlled by 

politicians or the military. A country could have strong property rights on paper but if they are 

not enforced, the rights would likely not lead to increases in GDP. 

 Next, the number of procedures it takes to start a business within a country is being 

controlled for. This is a confounding, continuous variable with an open-ended value range 

starting at 0. This measure comes from World Economic Forum data. This is a simple measure of 

steps that an individual must go through to start a private business. Controlling for the number of 

steps it takes to start a business is important so that overly bureaucratic governments are 

controlled for. If a country has a lot of red tape that hampers the establishment of private 



business, property rights are less important for GDP since private business is discouraged by 

government regulation. There may be the property rights to start a business, but an individual 

may not actually undergo the process. Without the red tape and with the same property rights, 

GDP would likely have a positive increase. 

 The last control variable is a measure of the percentage of a country’s GDP that comes 

from the production of oil and gas. This is a standard, continuous variable measured as a percent. 

This was calculated by dividing oil output and gas output by a country’s GDP. The resulting 

percentages were then added together. The reasoning for this control comes from various 

literature on oil and gas production and overall economic output. Countries that have lucrative 

oil and gas industries that make up most of their economic output sometimes have relatively 

strong economies even with a lack of property rights. For example, gas and oil production made 

up 21% of Russia’s economic output in 2011 and they had a GDP per capita of $24,000 in 2011 

dollars. However, their resident’s perception of property rights was only 2.81, well below the 

mean property rights perception of 4.396. Controlling for gas and oil production can account for 

countries like this who have strong commodity production that make up for a lack of property 

rights within the economy.  

 

Analysis 

 Before conducting any in depth analysis, it is important to first show that these two 

variables do indeed have the correlation the theoretical argument proposes. In this case, it is 

hypothesized that property rights positively influence GDP per capita, so a positive correlation 

needs to be identified. The positive relationship between these two variables can be nicely shown 

through a scatter plot: 



Graph #1 

 

From Graph #1, the relationship does not look perfect. There appears to be some outliers in the 

data and the data has a decently large spread. However, there is still a clear linear trend between 

the variables. The highest GDP values appear to have the highest property rights values. This 

scatter plot provides an important fundamental foundation for the theoretical argument and the 

rest of the analysis. It would appear that the positive correlation being looked for exists.  

 To further look at the relationship between GDP per capita and property rights, a simple 

hypothesis test can be conducted. Since both variables are continuous, a correlation test can be 

used to examine their relationship. The null hypothesis is that the “r” correlation coefficient is 

equal to 0 and that the two variables are not correlated. The alternative hypothesis is that “r” is 

not equal to 0 and the two variables have some degree of correlation.  

 



 Log of GDP per Capita 
(2011) 

Property Rights 

Log of GDP per Capita 
(2011) 

1.000  

Property Rights 0.6585 (0.000) 1.000 
Table #1, Correlation between GDP per cap and property rights, significance level in parentheses 

 

The correlation coefficient for these two variables is 0.6585, indicating there is a strong positive 

relationship between the two variables. Underneath the coefficient is the p-value of the 

hypothesis test that the correlation coefficient is equal to 0. The 0.0000 given indicates that the p-

value is less than 0.0000. With such a low p-value we can reject the null hypothesis that the 

correlation coefficient is equal to 0 all the way down to a 0.01 alpha level. There is a statistically 

significant positive relationship between GDP per capita and property rights, following the 

theoretical argument.  

 Now that it has been shown that there is a significant relationship in the data between 

GDP per capita and property rights that follows our theoretical argument, the relationship 

between the two can be examined. This analysis uses panel data, and as a result the regressions 

conducted control for any fixed effects over time.   

 Before adding in any control variables, we will examine the relationship between just 

GDP per capita and property rights using a simple bivariate regression. 

Variable(s) 
(Dep.=GDP per 

capita, 2011 Dollars) 

Coefficient Standard Error P-Value 

Property Rights 0.0128 0.00897 0.153 
Table #2, R-Squared=0.9954 

 

The coefficient for property rights does not appear to be significant at a reasonable alpha level 

like 0.10 with its 0.153 p-value.  This indicates that property rights may not have a significant 



affect on GDP per capita when only controlling for fixed effects. It is notable that the coefficient 

on property is positive (0.128) and follows the theoretical argument, even if with an insignificant 

p-value. The R-squared for the bivariate regression is very high at 0.9954. 

 To make a more complete model, the previously described control variables will be 

added into the fixed effects regression.  

Variable 
(Dependent=Log of 
GDP per Capita in 

2011 Dollars) 

Coefficient Standard Error P-Value 

Property Rights 
(Main Independent) 

0.0531 0.0079 0.000 

Human Development 3.9025 0.3187 0.000 
Partial Judicial 
Independence 

-0.0233 0.0076 0.759 

Full Judicial 
Independence 

-0.0317 0.0142 0.026 

Oil and Gas 
Production as % of 

GDP 

0.0211 0.0525 0.688 

Number of Steps to 
Start a Business 

0.0022 0.0017 0.191 

Constant Term 6.1133 0.251 0.000 
Table #3, R-Squared=0.9991 

 

Table #3 above depicts the results of the regression. Adding these controls has caused property 

rights to have a statistically significant impact on GDP per capita now. This is crucial for the 

analysis and provides further support for the theoretical argument. By adding in the control 

variables, the R squared also increases to 0.9991, even higher than the original 0.9954 of the 

bivariate regression. The standard error for property rights has had only minimal change as well, 

indicating a low level of multicollinearity between it and the control variables.  

 A few of the control variables did have the impact on GDP per capita that was predicted. 

The judicial independence control produced negative coefficients for both partial and full 



independence, suggesting that this causes a drop in GDP per capita. This may indicate that 

judicial independence only helps increase GDP when other factors are present, such as better 

property rights. It is also worth noting that partial judicial independence, oil and gas production, 

and the number of steps to start a business are all statistically insignificant with p-values all 

above 0.10. Running an f-test that all five control terms have coefficients equal to 0, an f-stat of 

348.07 is produced, with a p-value of 0.000. This indicates that they may have insignificant 

values within the regression, but all the controls have an impact on the log of GDP per capita.  

 

Conclusion 

 The theory behind this analysis is that property rights have a positive influence on a 

country’s GDP per capita. The data analysis conducted supports this theoretical argument. The 

correlation test and controlled multivariate regression both produced statistically significant 

relationships between property rights and GDP per capita, supporting the theory that as property 

rights increase, GDP per capita increases as well. An important inconsistency to note is that the 

coefficients for judicial independence were negative, differing from the original prediction. This 

does not impact the overall analysis though as the relationship between property rights and GDP 

per capita still holds with a high level of statistical significance. One area for future analysis 

could come from adding in a cross-sectional analysis of the same data to investigate the effects 

between countries without the influence of time. This may help narrow the results into a more 

focused set of data.  
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