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Societal Values and Sustainable Development in Asian Countries 

 

Ke-young Chu1 

 

1 Introduction 

This paper explores how societal values may affect human actions and interactions, as well as 

what societal institutions, including governance institutions, these values help countries 

construct. To this end, the paper draws on recent research in social psychology and the field 

of new institutional economics. Using this as a reference point, the paper analyzes how societal 

values may or may not help countries sustain economic development. It then discusses the 

implications of value orientations for the sustainability of development in selected Asian 

countries: China, India, Indonesia, Japan, South Korea (referred to hereafter simply as Korea), 

Malaysia, Singapore and Vietnam. Societal values are defined as broad tendencies for the 

members of a given human group (e.g., a family, an ethnic group, a nation) to prefer certain 

states of affairs over others. Institutions are defined as human-devised formal and informal 

constraints on behavior (e.g., public laws, policies, social norms) and their enforcement 

characteristics (for a discussion of the human behavioral implications of societal values, see 

Hofstede and Hofstede 2006; for a discussion of the implications of institutions for economic 

growth and development, see North 1994 and North 2010).  

Economic development is a multifaceted outcome of individual and collective human actions 

and interactions. The field of economics has probed technical (e.g., production), behavioral 

(e.g., consumption, saving) and institutional (e.g., taxation, budget, criminal justice) relations 

in its analyses of economic development. Over time, however, all these relations are the 

outcomes of how societal members behave – what actions they do and do not take – both 

individually and collectively. Societal values not only directly influence the behavioral patterns 

of societal members who have internalized them, but also indirectly insofar as they shape 

societal institutions, a fact that has important long-term economic consequences. Therefore, 

societal values are an important element affecting whether a country may or may not achieve 

and sustain economic development. 

                                                

1 I thank Daniel Schraad-Tischler for the suggestion to write this paper and Daniel Schraad-Tischler and Najim Azahaf for helpful 
discussions on a range of issues concerning the topic and the research materials to which I have had access during the preparation 
of the paper. This draft has benefited from the helpful comments of Peter Kilby and Jeongon Lee. Barbara Serfozo has provided 
very helpful editorial comments, which improved the style of the paper. I also thank the Bertelsmann Stiftung for the financial 
support for the study. The views expressed in the paper and any errors are entirely mine. 
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Economics generally assumes that humans everywhere fundamentally shape their actions on 

the basis of a self-regarding human nature. Therefore, economic analysis has not yet fully 

benefited from the insights available from social psychology research regarding different 

societal values as determinants of different human behavioral patterns in different societies. 

This paper tries to fill this gap by highlighting the role of societal value orientations, while noting 

that societal values are not the sole determinants of sustainability. The analysis of the role of 

values, however, may complement the conventional analysis by shedding some new light on 

the constituents of sustainable development. 

The remainder of this paper is organized as follows: Section 2 draws on neoclassical 

economics, including growth economics and its applications to political analysis, to highlight 

five possible channels through which countries, having started the process of growth and 

development, may experience slowdowns, thus failing to maintain sustainable development. It 

then proceeds to identify key human behavioral and institutional dimensions required for 

sustainable development. The identification of key dimensions regarding 1) channels leading 

to slowdowns in a country’s growth and 2) behavioral and institutional requirements for 

sustainability will provide a crucial foundation for Section 3’s analysis of the implications of 

values for sustainability. Section 3 presents relevant social psychology research and discusses 

how societal value orientations may differ from country to country, as well as what implications 

these value orientations may have for a country’s ability to achieve sustainable development. 

Section 4 discusses the consequences of these analyses for sustainable development in 

selected Asian countries. Section 5 presents a summary and conclusions. 

 

2 Sustainable Development 

2.1 Economic growth and development 

Economic growth within a country refers to increases in its per capita output. Economic 

development refers to a broader economic, social and political phenomenon, encompassing 

not only economic growth, but also improvements with respect to social (e.g. in education and 

health) and political (e.g., in democratic political processes and human rights) attainments. The 

economic and socio-political components of development are intertwined. On the one hand, 

economic growth provides resources that can be applied to broader social and political 

improvements. On the other, improvements in education, health and political processes form 

a critical impetus for economic growth. 

Economic growth and economic development are long-term processes, involving a country’s 

capacity to use and develop a variety of resources including labor, physical capital, human 
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capital, natural resources and technology that allows a country to combine these factors in 

production processes. A country may encounter a steady slowdown over time or experience a 

series of short- and medium-term setbacks in the process of its economic development. A 

country that fails to overcome these setbacks may also fail to achieve development over time. 

2.2 Five possible channels through which development becomes 
unsustainable 

2.2.1 An overview 

Growth economics, broadly defined, provides a useful starting point in discussing key channels 

through which a country’s development may become unsustainable. Growth economics has 

described the typical path of a growing economy’s per capita income as a process that may 

be represented by a logistic curve, which shows that growth in the per capita income level, 

after remaining at near zero for millennia, begins to rise to a positive level, accelerates, and 

eventually decelerates. Rostow (1960) refers to this acceleration phase as a “take-off,” arising 

as a country’s efforts to build economic and political institutions begin to pay dividends, 

enabling acceleration in the accumulation of physical capital and other productive factors. 

During the past 50 years, the initial acceleration of growth in some emerging-market 

economies, including those in Asia, benefited from large accumulations of physical capital, 

human capital, and labor inputs, but particularly from large physical capital accumulations. 

Neoclassical growth models and the economic analysis of political processes offer useful 

frameworks for understanding possible channels by which an economy’s growth may 

experience slowdowns or setbacks. These channels may be at least partly related to societal 

value orientations. This section outlines five such channels: 1) capital-technology imbalances, 

arising from rapid physical capital accumulation with insufficient accumulation of technology; 

2) population aging, which aggravates labor scarcity; 3) stock-flow inconsistencies, arising 

either from excessive domestic or foreign public or private debt accumulation or excessive 

depletion of environmental and other exhaustible assets; 4) inequality-growth trade-offs, in 

which excessive income inequality undermines social cohesion and the investment climate; 

and 5) governance failure, which undermines societal coordination and participatory economic 

and political processes. 

2.2.2 Five channels 

These five channels are not necessarily mutually exclusive. For example, setbacks due to 

mounting debt problems may be considered a governance failure. A failure to innovate may 

not only lead to capital-technology imbalances, but also create or aggravate the problems of 

stock-flow inconsistencies. 



7 

Capital-technology imbalances: growth without innovation   

Solow (1957) offers a simple but powerful framework for analyzing gradual slowdowns in a 

country’s previously successful economic growth. This framework provides a useful 

mechanism to explain the recent growth slowdowns in Asian high-growth economies. In a 

Solow model, expanded to include human capital (H), output per worker (q=Q/L=f(k, Ah)) 

grows as a country accumulates technology (A, or total factor productivity) and physical capital 

and human capital per worker (k=K/L, h=H/L). For given levels of the saving or investment rate 

(s=S/Q=I/Q, for simplicity), technology (A), and human capital per worker (h), the country’s 

growth rates (dk/k and dq/q) of physical capital per worker (k) and output per worker (q) fall 

because marginal returns to k fall as the country accumulates k (see Notes on Methodology 

for additional details). 

In a simple case in which s, A and h remain constant, a country’s growth (dq/q and dk/k) of q 

and k will eventually come to a steady state condition, as diminishing returns to physical capital 

do not allow the country to produce sufficiently large output per worker (q) to build up an 

additional physical capital per worker (dk). For a given level of the growth (dθ/θ) of the labor-

population ratio (θ=L/N), a fall in the growth (dq/q) of output per worker (q=Q/L) means a fall 

in the growth (dqN/qN) of output per capita (qN=qθ=(Q/L)(L/N)=Q/N). Growth in per capita terms 

is not sustainable in this situation without technical progress or human capital accumulation. 

Many countries have experienced this type of slowdown (see Table 1). In high-growth Asian 

economies, physical capital accumulation was particularly high during their initial years of 

growth, particularly by comparison with the accumulation of technology, human capital and 

labor (see, for example, Young 1995). Therefore, each of these high-growth economies has 

experienced and will experience these slowdowns in the growth rates (dk/k and dq/q) of k and 

q, even if their A and h continue to grow at low rates. For example, in the Asian Tiger economies 

(Hong Kong, Korea, Singapore, and Taiwan), k grew at rates near or in excess of 10 percent 

per year during the period stretching from the 1960s to the 1980s, while growth in A did not 

exceed 3 percent in any measure. 

Numerous cross-country econometric studies, with a set of appropriate conditioning 

explanatory variables, show persistent negative coefficient estimates for the initial income 

variable, implying that countries’ levels of output per worker tend to converge through time, as 

lower-income economies grow faster to catch up with higher-income countries (see Barro and 

Xala-i-Martin 2004: 522, Table 12.3; Subramanian and Roy 2003 in Rodrik 2003: 234). For 

example, the East Asian Tiger economies achieved 6 percent to 7 percent per capita growth 

rates annually in their early years of growth, but their growth rates have more recently slowed 

to 2 percent to 4 percent annually. These lower growth rates are not much higher than those 
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of advanced economies in normal years of growth. 

In Korea, the annual average rate of increase in physical capital decelerated sharply between 

the 1970s and the 2000s (see Table 2). Cha (2008) uses a simple Solow framework to 

decompose this change (d(dk/k)) in the growth rate (dk/k) of physical capital per worker (k) in 

recent years into those attributable to changes (dz, dk, dh, dA, …) in 1) the investment rate (z), 

2) physical capital per worker (k), 3) human capital per worker (h), 4) technology (A), and other 

factors. Cha’s calculations show that, in Korea, diminishing returns to a large increase in 

physical capital was the biggest factor leading to the deceleration, reinforced by a small 

decrease in the investment rate (z) and offset slightly by small increases in human capital per 

worker (h) and total factor productivity (A) (see Table 3).  

More general imbalances, while possible, are beyond the scope of the discussion here. For 

example, a country may suffer from k-h imbalances (e.g., too many highly-trained engineers 

with inadequate capital equipment for them to work with), giving rise to diminishing returns 

from one of the two factors. It may also suffer from h-A imbalances. 

As Amsden (1992) has highlighted, technical progress within late industrializers (e.g., Asian 
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Tiger economies) was due more to imitation than to innovation, particularly at their early stages 

of rapid growth. To sustain their development, these late industrializers, facing increasing 

competition from later industrializers, have been forced to switch from low technology to high 

technology. Some of the Asian Tiger economies have already entered the stage in which their 

own high-tech innovation plays an increasing role in driving growth. Without continuing to 

expand their capacity to innovate, however, these economies are unlikely to grow and develop 

even at lower rates (for more on “innovation-driven growth,” see WEF 2011; economic growth 

is characterized here as a process of moving from “factor-driven growth” through “efficiency-

driven growth” to “innovation-driven growth”). 

Finally, dynamic optimization growth models, building on Ramsey (1928), offer another useful 

perspective. The solutions to the optimal growth problems show the properties of optimal 

balanced-growth paths (q(t)* and k(t)*) of output and physical capital per worker (i.e., q = Q/L, 

k = K/L) and the optimal steady-state levels (i.e., qA*= (Q/(AL))*, kA*= (K/(AL))* of output and 

physical capital per technology-augmented labor (AL), assuming for simplicity, that human 
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capital per worker does not grow. Notably, the solutions suggest that a lower level in the 

discount rate of future utility will enable a country to sustain growth into a more distant future 

and to achieve higher levels of qA* and kA* (see Notes on Methodology for additional details). 

Note that while a growth slowdown in the process of transitioning either to a steady state or a 

balanced growth path is surely a slowdown, it is a case of success bringing its own demise. 

The slowdown is inevitable and unavoidable. The challenge is for a country to maneuver its 

economy onto a sustainable path of innovation-driven growth. 

Population aging: labor depletion 

Population aging is a problem facing many developed economies as well as a number of 

emerging-market economies. By lowering the labor-population ratio (θ), it reduces output per 

capita (qN = qθ) for a given level of output per worker (q). Population aging in many countries 

results from the combination of a number of social factors: in particular, longer life-spans 

resulting from advances in health care, and low birth rates caused in part by the high 

opportunity cost of bearing and raising children. Having a smaller number of children, while 

perhaps individually rational for the parents’ generation, risks making economic growth less 

sustainable for their children’s generation, giving rise to myriad challenges a country faces as 

its population ages, including the need to expand opportunities for the elderly to work while 

supporting growth in health care and other social programs focused on this group; to import 

foreign workers and provide social protection for these new residents; and to accelerate the 

accumulations of technology, human capital, and physical capital to increase output per worker. 

Table 4, based on U.N. population projections, suggests that the seven selected countries are 

among those that might experience substantial reductions in the labor-population ratios during 

the course of this century. Indeed, these are among the countries likely to experience the 

largest increases in old-age dependency ratios, as well as decreases in their labor-population 

ratios by up to nearly 30 percent, unless they achieve substantial increases in output per 

worker, pursue strong policies to increase fertility or import foreign workers so as to offset these 

adverse effects of demographic development on growth. 

Stock-flow inconsistencies: debt accumulations and resource depletions  

Economic growth may also be impaired by setbacks arising from unsustainable private or 

public debt burdens, or as a result of a country’s depletion of nonrenewable resources (e.g., 

mineral or environmental resources). Problems of unsustainable debt burdens and 

unsustainable resource depletions are problems of a similar nature, each resulting from stock-

flow inconsistencies. In these situations, growth policies taking account only of flows (e.g., 

output, investment and consumption) without paying attention to stocks (e.g., debt and 

resources), may not be sustainable. 
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To be sure, a variety of other considerations affect this calculus. A country faces different 

degrees of unsustainability associated with stock-flow inconsistencies depending on 1) 

whether its economy is open to trade and capital flows and 2) whether it is large or small. Open 

economies may postpone the timing of slowdowns to some extent, for example, by using 

imported minerals for production and investment. Small open economies experiencing isolated 

economic expansion may be able to grow with no immediate adverse effects on global 

resource constraints. Similarly, the sustainability of nonrenewable resources is a problem that 

interacts with technology developments. Development sustainability can be restored on the 

way to resource depletion if technological innovation successfully improves the efficiency of 

resource use, and if a country’s resource base is expanded, in particular in such a way as to 

find substitutes for the resources being depleted. 

Debt dynamics highlights the nature of this stock-flow relationship. In the face of an increase 

in public debt, an interest rate (i) on that debt that is higher than the growth rate (g) (i.e., g-i < 

0) in an indebted country implies an eventual explosion in the debt burden. While a positive g-

i (i.e., g-i > 0) would lead to a nonexplosive steady-state debt-to-GDP ratio, a small g-i, arising 

for example from a low g, would imply a high steady-state debt-to-GDP ratio and a high 

interest-to-GDP ratio that may not leave sufficient budgetary flexibility to engage in the public 

investment and social spending critical for pursuing growth and equity objectives (see Notes 

on Methodology for additional details). 

Sachs and Warner (1997: Table 2) report that cross-country regressions based on 1965–1990 
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data suggest that central government savings have statistically significant positive effects on 

growth. This result implies that lower levels of central government savings, other things being 

equal, correspond to less sustainable development. The 1997–1998 Asian financial crisis 

demonstrated that high-growth (successful flows) open economies with low levels of foreign 

assets (inadequate stocks) are vulnerable to adverse external shocks. Tables 5 and 6 highlight 

both the high levels of short-term debt around the end of 1996, the year before the crisis, and 

the crisis’s major consequences: the significant slowdowns in growth in Indonesia, Korea and 

Thailand. 

One of the sources of stock-flow inconsistencies are imbalances in the composition of 

aggregate demand. Sustainable development requires a country to balance domestic demand 

and foreign demand. Persistent overreliance on one of these two components of demand will 

lead the country either to an unsustainable deficit or an unsustainable surplus in its external 

current account. Eventually, the country will accumulate either unsustainable levels of external 

indebtedness or external assets, giving rise in turn to unsustainable stock-flow inconsistencies. 

Numerous countries have suffered from growth slowdowns resulting from unsustainable debt 

burdens following years of high levels of domestic consumption and/or investment financed by 

excessive foreign debts. In other countries, persistently high rates of export-oriented growth 

have slowed due to limited growth in foreign demand, leading to a shortfall in aggregate 
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demand that features actual output falling below potential output. In the present world of 

floating exchange rates, persistently large yearly external surpluses may mean persistent real 

appreciations for a country’s currency, with corresponding loss of external competitiveness 

and/or negative political or policy responses from trade partners. Since the beginning of the 

1990s, Japan has had difficulties in maintaining high levels of export-oriented growth. In a 

world of slow-growing advanced-economy export markets, China now faces the risk of similar 

growth downturns (for a discussion of China’s imbalances, see Spence 2012). Still another 

source of problems is persistently inadequate maintenance of capital stock, whether human or 

physical. Without retraining or repairs, workers’ skills or roads can become obsolete. Some 

capital stocks require sustained efforts focused on preservation and maintenance; others have 

to be replaced by new types of physical and human capital. 

Dynamic optimization models illustrate the intertemporal nature of the resource depletion 

problems. Hotelling (1931) suggests that dynamically optimal resource use requires that the 

rate of increase in the market price for a nonrenewable resource should be equal to the 

discount rate of future net revenue (the optimal-depletion equation may be expressed as dp/p 

= ρ, where p = the net price of an exhaustible resource and ρ = the discount rate). This implies 

that a lower discount rate means a lower optimal rate of increase in the price of the 

nonrenewable resource, as well as a slower annual extraction rate. A high discount rate in a 

country will tend to lead to unsustainably high-speed resource depletion. 

Inequality-growth trade-offs: growth without development 

Relationships between economic growth and income distribution are not easy to ascertain, 

both because they are not unidirectional and because there are multiple channels carrying 

these mutual interactions (see Appendices A and C of Chu 2010a for a brief review). It is clear 

that an equal distribution of opportunities promotes economic growth. While there is no 

agreement on the growth implications of income distribution, it is notable that there is today 

growing recognition of inequality-growth trade-offs as well as the more widely understood 

equality-growth trade-offs. With regard to the implications of growth for distribution, Kuznets 

(1955) suggests that income inequality rises and falls as an economy grows, a hypothesis that 

has been confirmed in a number of empirical cross-country and time-series studies (e.g., 

Ahluwalia 1976 and Kwack and Lee 2008).  

Other things being equal, income inequality tends to help a country achieve higher aggregate 

savings, and thus may promote growth if the country can maintain investment opportunities in 

order to use these savings. But some analyses show that this very effect of income inequality 

on savings and consumption may in fact reduce aggregate demand in mature developed 

economies. In poor countries, while income inequality may encourage greater work efforts 
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among some income groups, therefore boosting overall economic growth, excessive inequality 

aggravates poverty and malnutrition among lower-income groups, thus limiting the poor’s 

capacity to work.  

There are also some unsettled questions about exactly how income distribution affects growth 

over time. Some studies suggest that a high Gini coefficient (i.e., high income inequality) is 

harmful for economic growth, possibly because excessive income inequality undermines a 

country’s social cohesion and investment climate (e.g., Alesina and Rodrik 1994). Other 

economic analyses of political processes, however, suggest that it is not necessarily a high 

Gini, but rather a low income share of the middle-income group that breeds political instability 

and undermines investment (e.g., Alesina and Perotti 1996). 

More recently, in the context of the United States, Stiglitz (2012) offers a discussion of the 

broad channels by which high levels of inequality can lead to low growth in a mature developed 

economy. Misguided government policies of deregulation and failure to address market failures 

(e.g., asymmetric information), particularly in the financial market, lead to increasing 

incidences of rent-seeking, rising risks and instability, and income inequality. This reduces the 

poor’s ability to consume, giving rise to an aggregate-demand shortfall. Rent-seeking and 

instability reduce overall economic efficiency and undermine economic growth. 

Stiglitz argues that even advanced political and economic systems can malfunction in this way 

because wealthy groups capture legislative processes, undermining democratic principles and 

leading to the shaping of policies that expand rent-seeking opportunities for them. In this 

connection, Schlozman, Verba and Brady (2012) and Campbell (2012) point out that American 

values uphold political equality, but tend to tolerate high levels of economic inequality; 

moreover, they note that economic inequality is now rising in the country because politically 

active Americans are richer and economically more conservative than the median Americans 

(super PACs, for example, have enabled the rich to make large campaign contributions to 

influence election or legislative outcomes). Stigliz believes that income inequality in the United 

States is excessively high, a view shared by a number of other economists. For example, 

Solow (2006) and Krugman (2012) have made a similar point with regard to the need for the 

U.S. government to redistribute incomes more aggressively. 

Table 7 offers an overview of one possible consequence of high income inequality. This has to 

be examined more thoroughly and in depth, but the data in the table give rise to an interesting 

interpretation: Greece, Italy, Portugal, and Spain had higher degrees of income inequality in 

the 1980s than did the other continental European countries. The forces of globalization, and 

perhaps also of European integration, may in recent decades have put severe pressure on 

these countries (as well as Ireland) to expand their redistributive programs so as to harmonize 
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their social policy regimes with those of their neighboring Eurozone countries (to be sure, social 

policy harmonization has not been a legal requirement for EU members, but Lejour (2007) 

notes that EU social policies have tended to converge, with social security spending as a 

percentage of GDP rising by an average of 20 percent EU-wide in the 1990 – 1998 period, 

while growing by 50 percent in the Mediterranean countries). 

Four of these countries, with Italy being the sole exception, managed to raise average incomes 

of the bottom 10 percent groups more than those of the top 10 percent groups. These policy 

changes have enabled them to reduce income inequality; most other OECD countries, 

including those with comparatively lower levels of income inequality in the 1980s, have by 

contrast tolerated rising inequality arising from the forces of globalization, among other causes. 

One price of this reduced income inequality in Greece, Ireland, Portugal and Spain has been 

deterioration in these countries’ macroeconomic performances, however. That their degrees 

of income inequality are still higher than those in most other European OECD countries points 

to the severity of the social tensions in these countries. 

Poor governance: coordination and participation failures 

Governance here is understood as the process of making public rules and enforcing them (a 

more formal definition of governance will be introduced later in this section). Sustained 
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development requires good governance aimed at creating efficient, equitable and growth-

promoting institutions, as well as the ability to enforce these institutions in a nondiscretionary 

manner. In discussing the role of governance in sustainable development, two fundamental 

problems associated with market economies deserve attention.   

The first problem concerns coordination failure – a special case of the general problem of 

governance failure. Sustainability will improve as individuals and groups establish proper 

balances between competition and cooperation. Technological innovation in modern society 

requires not only competition, but also cooperation and coordination in many spheres, such as 

among researchers working on inventions that yield mutually positive externalities (for a 

discussion of the role of technological clusters in promoting investment, for example, see De 

Propris and Driffield 2006 and Fallah 2006). Investment efficiency requires both competition 

and coordination, the latter particularly in the case of multicomponent projects (e.g., automobile 

engines, bodies, and tires; computer CPUs, monitors and keyboards; steel, cement and 

construction services) that have mutually reinforcing positive spillover effects.  

More broadly, while individual gains do promote societal gains in the course of many political, 

economic and social transactions, the individual pursuit of individual gains does not necessarily 

give rise to collective societal gains. 

Notable examples of this latter phenomenon include prisoner’s dilemma games, public goods 

games and coordination games (e.g., of investment coordination) in which the uncoordinated 

individual pursuit of individual gains leads to Pareto-inefficient outcomes not only for the game 

participants’ society, but also for the individual game participants. Similarly, typical dynamic 

optimization growth models in which – lacking government coordination – the consumer 

maximizes the discounted present value of consumption utility, while the firm maximizes profit, 

may not lead to a balanced growth path. 

To grow and develop in a sustainable manner, it is crucial for societies to encourage individual 
actions that promote societal gains, if not voluntarily on the basis of fully internalized societal 

values, then by setting up institutions that align individual returns from an action with maximal 

societal gains. Examples of these institutions include anti-crime legislations, tax laws for 

financing the provision of public goods and subsidies for educational organizations, particularly 

basic education. Recent research testifies to the importance of broader social coordination. 

For example, Easterly (2001) offers evidence that social division, which gives rise to 

coordination failures, is a critical obstacle to sustained economic growth. 

The second problem concerns a country’s failure to develop a system of democratic 

governance. Some researchers have raised questions about the role of democracy in 

promoting development, in view of the fact that some emerging-market economies (e.g., China, 
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Korea, Singapore, Taiwan) have achieved sustained growth under authoritarian regimes. Does 

this mean that democratic governance is not a requirement for sustained development? 

Evidence suggests that the answer is no. The Asian success stories of sustained development 

under authoritarian government do not necessarily provide a universal lesson. Rodrik’s (2007: 

168-182) cross-country study underscores the importance of relying on democratic 

governance in achieving sustainable development. Specifically, his study shows that 

democracies, by comparison with non-democracies, 1) yield long-run growth rates that are 

more predictable, 2) produce greater short-term stability, 3) handle adverse shocks much 

better and 4) deliver better distributional outcomes. These are all key elements of sustainable 

development. Democracy promotes societal members’ political and economic participation, a 

crucial requirement for sustainable development. Rodrik’s results are also in line with North, 

Wally and Weingast’s (2009) characterization of sustained national growth as a transition from 

a limited-access order to an open-access order, which is not feasible for any society to 

establish without participatory governance (see the following discussion). 

2.3 Key requirements for sustainability 

These five channels through which development may be slowed give rise to a series of 

questions, considering the importance of human behavioral patterns in shaping economic 

performances over time. Specifically, what are the behavioral requirements for preventing or 

arresting each of these slowdowns? What are the institutional requirements for achieving 

sustainability? The rest of this section addresses these questions, paving the way for an 

exploration of the role of societal values in sustaining development. 

2.3.1 Behavioral requirements: balancing acts and creative pursuits 

A key requirement for sustainability is the achievement of a myriad of simultaneous balancing 

acts: balancing 1) competition and cooperation, 2) short-term objectives and long-term 

objectives, and 3) the interests of individuals and groups (as well as those of smaller groups 

and larger groups). Another key requirement is the achievement of an environment conducive 

to creative pursuits. This is indispensable in the process of creative destruction, an essential 

dimension of sustainable development. 

Balancing acts 

Sustainability will improve as individuals and groups find and maintain a proper balance 

between competition and cooperation. Competition allows efficient agents to survive and 

prosper. Coordination allows agents to achieve collective efficiency. Maintaining these 

balances will not only enhance a country’s capacity to make effective investments and engage 

in technological innovation, but also enable it to pursue institutional innovations (e.g., policy 
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reforms) that lead development onto a path of balanced growth. 

Sustainability will also improve as individuals and groups find and maintain a proper balance 

between short-run and long-run objectives. Most actions related to sustainable development 

offer streams of payoffs over time or even payoffs in a distant future, while requiring large initial 

outlays. Saving, investing in physical and human capital, and inventing are long-term-oriented 

actions that require economic agents to postpone gratification. Agents who have comparatively 

low discount rates for future payoffs are likely to accumulate large levels of savings, invest in 

large long-term projects, act to maintain and preserve their investments, and spend large 

amounts on educating themselves and their children. The problems of unsustainable debt 

burdens and resource use patterns arise from failures to balance 1) debtors’ present and future 

welfare and 2) the interests of the present generation and those of future generations (for a 

discussion of a dynamic game between two generations that may lead to a Pareto-inefficient 

noncooperative outcome, see Chu 2010c). Maintaining these balances, on the contrary, will 

enhance a country’s capacity to mitigate the effects of population aging and stock-flow 

inconsistencies.  

Similarly, sustainability will also improve as societal members find and maintain a proper 

balance between their own individual interests and those of their small groups, as well as 

between the interests of small groups and the larger groups to which those groups belong. 

Mutual defection equilibriums in prisoner’s-dilemma games represent players’ inability to 

balance their selfish interests and their shared interests. Problems in balancing domestic and 

foreign components of aggregate demand arise from failures to balance national interests and 

global interests, which themselves have vital consequences for national interests. Maintaining 

these balances will enhance a country’s capacity to cope with stock-flow inconsistencies, 

inequality-growth trade-offs and governance failures. 

With the world’s national economies increasingly integrated into a global economy, the 

sustainable development of the world economy as a whole has become a critical issue. In an 

effort to address this, nations have sought to establish political and economic institutions of a 

global, bilateral and multilateral nature. For national economies and the world economy to 

achieve a collective condition of sustainable development, nations have to balance competition 

and cooperation between one another, balance their parochial interests and those of the global 

community as a whole, and balance their own short-term and long-term goals. The pursuit of 

national interests over collective global interests (e.g., through beggar-thy-neighbor policies or 

uncoordinated competitive access to the global commons) is likely to lead to mutual defection 

equilibriums, undermining the sustainability not only of the world economy, but also of 

individual national economies over time. 
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Creative pursuits 

A fundamental requirement for sustainability is the establishment of an environment enabling 

societal members to engage in innovation-promoting creative pursuits. Narrowly, an innovation 

means the introduction of a new product. This is one of several Schumpeterian innovations 

(see Schumpeter 1911), which include introducing a new product, developing a new market, 

discovering a new source of raw materials and introducing a new method of production.   

This paper, however, defines innovation even more broadly than Schumpeter as referring to 

increases in total factor productivity. Such innovations include not only Schumpeterian 

technological innovations, but also institutional innovations that increase the efficiency with 

which a country uses its available resources. A country cannot overcome capital-technology 

imbalances without turning its societal energy to vigorous creative pursuits. 

2.3.2 Institutions and governance 

Overview 

Societies will tend to develop sustainably if societal members have behavioral patterns that 

lead them to successfully engage in balancing acts and creative pursuits. Certainly, some 

combinations of value orientations may have more favorable implications in this area than do 

others; however, uncoordinated individual and group action, even in the presence of the most 

favorable value orientations, would be unable to achieve effective coordination, as actors 

would be unable to address externalities fully. Society must establish an effective system of 

institutions, including governance institutions designed to select leaders and create incentives 

for leaders to promote societal members’ balancing acts and creative pursuits. 

Following North (1994), this paper defines institutions as the informal and formal game rules 

humans establish for their actions and interactions, as well as the mechanisms of their 

enforcement. Informal rules include customs, informal codes of conduct and social norms; 

formal institutions include public laws, regulations and policies. North (1994) distinguishes 

between institutions (i.e., rules) and organizations (i.e., agents of actions). Institutions structure 

human interactions, at times through organizations. Efficient institutions enhance the 

sustainability of a society’s development by promoting balancing acts and creative pursuits.  

Social psychology research has underscored the importance of societal value orientations as 

determinants of human behavioral patterns and their institutions, which also help shape 

societal members’ behavioral patterns. Therefore, if institutions are proximate determinants of 

development, value orientations are ultimate determinants of development and sustainability. 

Governance, as defined by the OECD (2012), is the “exercise of political, economic and 

administrative authority” necessary to manage national affairs. The World Bank (2012b) offers 
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a similar definition: Governance here consists of the “traditions and institutions” by which 

government exercises authority in a country. This includes the process by which a government 

is selected, monitored and replaced; the capacity of a government to formulate and implement 

sound policies effectively; and the respect of citizens and the state for the institutions that 

govern economic and political interactions. 

Institutions and governance, while showing substantial conceptual overlap, are not identical. If 

“traditions” are interpreted as a set of norms, “traditions and institutions” of governance, as 

cited by the World Bank, refer to a subset of a society’s broader stock of institutions. The 

concept of “exercise” in the OECD definition encompasses actions taken in a leadership role. 

Governance may reflect not only societal values and formal and informal institutions, but also 

leaders’ personal values.   

Many cross-country studies confirm the importance of the quality of institutions and 

governance as a determinant of sustained growth. For example, Barro and Xala-i-Martin (1999: 

Table 12.3, Eqs. 14, 15; 2004: Table 12.3) and Subramanian and Roy (2003: Table 8.10, in 

Rodrik 2003: 234) cite regressions demonstrating the contribution of a number of interrelated 

factors (e.g., democracy, the rule of law, property rights) to sustained growth. 

Participatory governance: open-access order 

North, Wallis and Weingast (2009) point out that economic growth entails the transformation 

of a society from a limited-access order to an open-access order. In a limited-access order, 

elite groups with exclusive access to power act to create rents, which they then divide among 

themselves. Some of these rents trickle down to the members of the broader groups they head. 

Advanced countries have by contrast achieved sustained development by establishing open-

access political orders: democratic, participatory political institutions that support market 

institutions aimed both at encouraging free entry into markets and at constraining the 

emergence of dominant players with incentive to limit market entry for others. Thus, an open-

access political order has created an open-access economic order. Cross-country studies have 

confirmed that democratic institutions have positive effects on sustained growth. As previously 

mentioned, Rodrik (2007) highlights the positive contributions of participatory governance to 

improvements in income distribution and to sustained and stable economic growth. 

Non-discretion and predictability 

Developed countries also have achieved sustained growth by establishing nondiscretionary 

and predictable institutions, which tend to reduce investment risks and other risks arising from 

uncertain rules and natural environments. Hayek (1944) has articulated the properties of such 

rules: "...[T]his means that government … [should be] bound by rules fixed and announced 

beforehand – rules which make it possible to foresee with fair certainty how the authority will 
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use its coercive power in given circumstances… [and] that the discretion left to the executive 

organ wielding coercive power should be reduced as much as possible." Many empirical 

studies have confirmed the positive effects of such rules on growth (e.g., Barro and Xala-i-

Martin 1999: Table 12.4, Eq. 14; Barro and Xala-i-Martin 2004: Table 12.3). 

 

3 Implications of Societal Values for Sustainable Development 

3.1 Societal values, human actions and interactions, institutions and 
governance   

Humans have personal values that may differ from individual to individual. Members of a 

human group (e.g., an ethnic group) often have shared values. Groups here may be small (e.g., 

a family) or large (e.g., a nation). Values shared by the members of a group are societal values, 

which this paper will refer to simply as values from now on.  

Hofstede (1997) and Hofstede and Hofstede (2006) note that there are three levels governing 

the uniqueness of human mental programming: 1) human nature, which is inherited and 

universal to all humans; 2) human culture, which is learned and is specific to a group; and 3) 

personality, which is both learned and inherited and is specific to an individual. If a culture were 

metaphorically compared to a sphere, symbols (e.g., languages) would form the outer layers, 

rituals (e.g., ceremonies, customs) the middle layers, and values the core. Humans acquire a 

culture and its values either through a process of enculturation, by growing up in it, or through 

a process of acculturation, by learning and adjusting to another culture. The former is relatively 

easy and fast; the latter is hard and slow. Humans learn the symbols of another culture 

relatively quickly, but the speed with which humans learn alien values is very slow. Acquiring a 

culture goes through successive stages of compliance, identification and internalization. For a 

society to change its culture is even slower. 

In Hofstede’s framework, values have five dimensions: 1) collectivism and individualism, 2) 

large and small power distances, 3) high and low degrees of uncertainty avoidance, 4) 

masculinity and femininity, and 5) long-term and short-term orientations.  

Values include terminal values (i.e., concerning idealized end-states such as equality, freedom 

and happiness) and instrumental values (i.e., idealized modes of behavior such as courage, 

honesty and politeness). Value orientations help a society form a structured system of 

interrelated societal preferences and behavioral norms. These preferences and behavioral 

norms are the outcomes of long evolution, a process still not well understood. While these 

preferences and norms in a system of values are naturally broadly consistent, some of the 

individual elements may be mutually conflictive and inconsistent. These conflicts and 
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inconsistencies may be an outcome of human imperfections, irrationality, misconceptions and 

prejudices (see Chu 2010 for a more expanded discussion). 

3.2 Measurements of values and institutions 

Hofstede and Hofstede (2006) offer quantitative measures of the dimensions of different value 

orientations across countries, examining the different behavioral norms and patterns 

associated with these value orientations. The various dimensions include individualism (IDV), 

power distance (PDI), uncertainty avoidance (UAI) and long-term orientation (LTO), with each 

given value ranging between 0 and 100. Since values change only slowly, these indices are 

presumed to remain stable, and there have as yet been no attempts to develop time-series 

Hofstede values data. 

With regard to institutions and governance, three research and policy organizations in 

particular articulate the key elements of governance through the presentation of numerical 

measures. The World Bank (2012b), the Bertelsmann Stiftung (2011) and the World Economic 

Forum (2012) have respectively developed indicators addressing worldwide governance 

(Worldwide Governance Indicators, or WGI), sustainable governance (Sustainable 

Governance Indicators, or SGI), and global competitiveness (Global Competitiveness Index, 

or GCI). Each of these three indicator projects measures the soundness of institutions and 

governance. 

The common core components of these indicators are the strength of democratic principles 

and government effectiveness. All include components that measure sustainability. The WGIs 

are based on expert and market-participant perceptions, and do not have any components 

reflecting actual economic performances (e.g., growth rates, fiscal positions). By contrast, the 

latter two indicator projects address economic performances directly. The Bertelsmann 

Stiftung’s SGI project aims specifically to measure sustainability, while the WGI and GCI do 

not, although the World Economic Forum (WEF) has begun to produce a “sustainability-

adjusted competitiveness index (SCI),” which is GCI adjusted for social and environmental 

sustainability. The WGI and the SGI focus largely on public sector institutions and 

performances, while the GCI focuses primarily on the strength and efficiency of markets.  

At the heart of these measures are “sustainability-oriented policies” – institutions, to use 

North’s terminology – that “avoid shifting unfair burdens to future generations and … produce 

policy results that imply a preservation of, or improvement in, the quality of life for present and 

future generations” (Schraad-Tischler and Azahaf 2011: 16). Thus, the Bertelsmann Stiftung’s 

measure of sustainability is “sustainable governance,” which is deemed to promote sustainable 

development. 
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In conceptualizing sustainable governance and quantifying sustainability, the Sustainable 

Governance Indicators (SGI) aim to measure 1) the extent to which a country can achieve 

sustainable political outcomes on the basis of democratic principles and 2) the country’s 

capacity to execute policies in a participatory environment and the extent of its executive 

accountability (see Schraad-Tischler and Azahaf 2011; Rueb and Ulbricht 2011; Jann and 

Seyfried 2011; Brusis and Siegmund 2011). With regard to the former, a Status Index (SGI-S) 

measures a countries’ status with respect to both 1) the quality of democracy (e.g., rule of law) 

and 2) the performance of economic, social, security and resource-use policies. With regard 

to the SGI’s second area of focus (policy execution and executive accountability), a 

Management Index (SGI-M) measures countries’ capacities for making strategic decisions and 

implementing and adapting policies, as well as the extent of executive accountability to citizens, 

legislature and intermediary organizations (e.g., media). The Bertelsmann Stiftung does not 

publish an overall SGI score. The overall SGI index (SGI-O) introduced in this paper for 

analytical purposes is the simple average of SGI-S and SGI-M scores. 

The two SGI components, SGI-S and SGI-M, are drawn from a comprehensive mix of expert 

judgments and statistical data that determine sustainability directly and indirectly: topics 

addressed include democratic principles; transparency; the performance of economic, social 

and national-security policies; capacities to formulate and implement policies and to be 

strategic and adaptive; and accountability. In particular, the list includes virtually all elements 

discussed as determinants of sustainability in this paper: research and innovation, responses 

to demographic changes, resource use, budget management, policy coordination, social 

programs, and democratic processes. 

In developing its statistical analysis, this paper relies on the Bertelsmann Stiftung’s SGI indices, 

each of which can take a value from 1 to 10, as well as the WEF’s Global Competitiveness 

Index (GCI) and a sustainability-adjusted GCI index (referred to in this paper as GCI-S), each 

of which can take a value from 1 to 7. 

3.3 Value orientations and behavioral implications 

Since this paper will deal with Asian countries, most of which are to a large extent vertically 

oriented collectivist societies, the discussion in this section will focus on three value 

orientations: 1) vertical collectivism, as compared with horizontal individualism, 2) strong 

uncertainty avoidance, as compared with weak uncertainty avoidance, and 3) a long-term 

orientation, as compared with a short-term orientation. 

3.3.1 Vertical collectivism 

Members of every society belong to a number of groups (e.g., families, college classes, ethnic 

groups) which may be mutually exclusive or partly or wholly overlapping. 
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Collectivism as compared with individualism 

Collectivism is a value orientation that nurtures ideals of the primacy of the group. Being “we”-

oriented, the members of a collectivist society value harmonious intragroup relations, tend to 

be loyal to their group, and have close intragroup personal ties on the basis of which members 

engage in context-driven communications. Collectivist values tend to nurture a belief that it is 

virtuous for group members to place group interests over individual interests and to share 

resources within a group, particularly within a small group. Individual access to these shared 

resources may not be as clear or as well established as in individualist societies.  

A number of other beliefs and behavioral patterns are widely accepted as collectivist 

characteristics. Societal members, while maintaining intragroup cohesion, tend to come into 

conflict with members of rival groups; to believe that laws and rights may differ between groups; 

and to assign a higher value to equality than to individual freedom. By contrast, individualism 

is a value orientation that nurtures the ideals of the primacy of the individual. Being “I”-oriented, 

the members of individualist societies value societal members more as individuals than as 

members of a group. Individual interests tend to prevail over group interests. The ideology of 

individual freedom is assigned more weight than that of equality. 

Vertical orientation as compared with horizontal orientation 

Societies with large power distances tend to be vertically oriented and tend to accept an 

unequal distribution of power among members. They tend to be centralized, with authoritarian 

leaders. The ideal boss is a benevolent autocrat. 

A number of other widely accepted beliefs and behavioral patterns also characterize these 

societies. Societal members tend to believe that the powerful can have privileges, but that 

status should be balanced by restraint. The quality of teaching depends on the excellence of 

teachers, who are expected to take initiative in the process of education. By contrast, small 

power distance is a horizontal value orientation that idealizes an equal distribution of power. 

Societies with small power distance tend to be decentralized. The ideal boss is a resourceful 

democrat. Teachers expect and encourage students to take initiative.  

Vertical collectivism 

Hofstede’s cross-country regressions show that the individualism score (IDV) tends to be 

negatively correlated with the power distance score (PDI). Thus, collectivist societies tend to 

have a value orientation toward large power distances. Individualist societies tend to have a 

value orientation toward small power distances. This paper will begin its analysis on this basis, 

while also recognizing that collectivism-individualism and large-small power distance may be 

separate dimensions of culture. Collectivist societies, like individualist societies, can be 

vertically or horizontally organized. Even Hofstede’s research shows a variation in PDIs across 
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countries with similar IDVs. 

3.3.2 Tendencies to avoid uncertainty 

Hofstede distinguishes between uncertainties and risks, which he conceptualizes similarly to 

Knight (1921). In societies with strong uncertainty avoidance, people tend to consider 

uncertainty a threat to be combated. Intergroup antagonism is pronounced. Rules, seen as a 

means of addressing uncertainty, are many and complex, and may not be well enforced. Strong 

uncertainty avoidance tends to reinforce collectivism, intensifying interfactional conflicts. The 

members of these societies tend to feel uncomfortable with new or unfamiliar ideas and 

technologies. 

Members of societies with strong uncertainty avoidance tend to show a number of other widely 

accepted beliefs and behavioral patterns. For example, societal members tend to be good at 

implementing rather than inventing new ideas, and tend both to resort to and repress 

extremism. By contrast, members of societies with weak uncertainty avoidance tend to tolerate 

uncertainty, be curious about what is different, and be willing to live with few formal rules.  

3.3.3 Postponement of gratification 

Long-term orientation is a value associated with persistence, thrift and the willingness to 

postpone present gratification in return for future benefits. In societies with a long-term value 

orientation, people tend to be willing to make sustained efforts toward results that are slow in 

coming. Other things being equal, they tend to save and invest more, both in physical capital 

and in human capital. For the members of these societies, there are a number of other widely 

accepted beliefs and behavioral patterns, including recognition of the value of personal 

steadfastness and uneasiness with leisure time. By contrast, short-term orientation is a value 

associated with pushing for short-term results. Other things being equal, people holding this 

value orientation tend to save and invest less, both in physical and in human capital. 

Hofstede’s research also suggests that a long-term orientation may give rise to a number of 

behavioral norms and patterns that are less easy to reconcile. For example, members of 

societies with long-term value orientations tend to believe that old age starts early and that 

gifted students should study applied sciences rather than abstract sciences, and people tend 

to engage more in synthetic thinking than in analytical thinking. By contrast, gifted students in 

short-term oriented societies study abstract sciences and people tend to engage in analytical 

thinking. 

3.3.4 Relations between value orientations 

Table 8 shows indices of value orientations for selected countries. The three numbers in 

parentheses for each country respectively indicate their indices of individualism (IDV), power 
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distance (PDI) and uncertainty avoidance (UAI). The table shows that, on one hand, countries 

with low IDVs tend to have high PDIs, but that PDI varies in countries with similar IDVs. Many 

Asian countries are collectivist and vertically oriented, with low IDVs and high PDIs. Many 

Western countries tend by contrast to be individualist and horizontally oriented, with high IDVs 

and low PDIs. However, the table shows that countries’ UAI scores are not correlated with IDV. 

Thus, some of the Asian countries (e.g., China, Singapore) with low IDVs have low UAIs, 

whereas other countries (e.g., Korea, Japan) with relatively low IDVs have high UAIs. 

3.4 Possible effects of value orientations on sustainable development 

3.4.1 Direct effects on the balancing acts and creative pursuit 

Value orientations’ effect on sustainable development depend on whether or not they promote 
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the achievement of critical societal balancing acts (i.e., between competition and coordination, 

between short-term and long-term objectives, and between small and large groups). Some 

value orientations (e.g., long-term orientation), when fully internalized, can directly help 

societal members in this task (e.g., helping them achieve mutual cooperation equilibriums by 

keeping players’ discount rates low in a repeated game of social prisoner’s dilemma). Other 

value orientations (e.g., strong uncertainty avoidance) may be sources of obstacles (e.g., by 

promoting intergroup conflicts). Value orientations that lead to the creation of effective 

institutions may in this way help societal members achieve balancing acts indirectly; conversely, 

values that propagate ineffective institutions can be indirect obstacles. Value orientations also 

have important consequences for societal members’ individual and collective pursuits of 

creative activities, which are crucial for technological and institutional innovations. 

Balancing acts 

How may value orientations directly affect various societal balancing acts, particularly between 

competition and cooperation, between short-term objectives and long-term objectives, and 

between individual interests and group interests (as well as the interests of small and large 

groups)? With respect to efforts to balance competition and coordination, note that collectivism 

nurtures intragroup coordination and cooperation. A group in this context may be a team of 

researchers, for example. Collectivist-oriented members of a group can achieve a high level 

of coordination within that group, but it may not be easy for them to achieve similarly high levels 

of coordination with members of rival groups. By contrast, competition between the collectivist 

members of a group may not be as vigorous as that among individualist members of a group. 

What may these differences mean for technical innovation, which is crucial in slowing or 

avoiding decelerations in growth during the transition to Solow’s steady state? Certain 

innovations require vigorous competition among individuals. Many scientific discoveries and 

inventions have resulted from the competition of lone individuals with perceived rivals. 

Therefore, it comes as little surprise that the individualist world was largely responsible for the 

technical innovations of the industrial revolutions in the 18th and 19th centuries. 

In general, collectivist societies may not be as effective as individualist societies in promoting 

vigorous competition between group members. A group orientation and reliance on personal 

ties in economic and political transactions often undermine the openness of competition. 

Collectivist-oriented societies may by contrast be more effective in achieving innovations 

requiring cooperative efforts by the vertically collectivist members of a research team in a big 

corporate R&D unit particularly if the team is headed by an able leader. Moreover, collectivist 

societies may be effective in promoting vigorous competition and rivalry between groups (e.g., 

between R&D units of large competing IT corporations). Intergroup competition within 
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collectivist environments, however, may tend to be marked by conflict.  

Strong uncertainty avoidance – a value orientation distinct from collectivism – tends to 

reinforce collectivism in such a way as to aggravate intergroup conflicts. This may add vigor to 

competition or rivalries between groups, but also make intergroup coordination more difficult. 

Strong uncertainty avoidance may thus reinforce the influence of a collectivist orientation to 

transform intergroup rivalry into a destructive process.  

Note that while strong uncertainty avoidance has unambiguously negative effects, collectivist 

values can have both positive and negative effects. This makes the overall effect of collectivism 

difficult to ascertain analytically, as the answers to the following questions are not 

straightforward: Is competition an essential requirement for sustainable development? If so, is 

it competition between individuals or between groups? Is cooperation and coordination more 

important? If so, is it cooperation between individuals or between groups? If, for example, 

intragroup coordination within research teams is required for achieving innovations, how 

exactly do the team’s collectivist members achieve this coordination? In a collectivist society 

with large power distances, this type of team tends to be headed by an authoritarian leader. A 

good leader tends to guide a group in such a way as to achieve successful outcomes, while a 

mediocre leader produces mediocre outcomes. The role of leaders is also important in 

individualist societies, but teams in these societies tend to be governed more by formal rules 

than by interpersonal relations. Subordinates in individualist societies may not be as deferential 

to their bosses as in collectivist societies, thus mitigating the adverse effects of ineffective 

bosses on organizational performances. 

Collectivist groups tend to have several problems, including dependence on intragroup 

personal ties, and weak and nontransparent systems of property rights governing the gains 

achieved by group efforts. Benevolent leaders respected for personal integrity and fairness 

can help collectivist group members resolve problems in this regard, but this is neither 

universal nor inevitably effective. Moreover, given the typical lack of vigorous intragroup 

competition, the extent to which vigorous contest is effective between collectivist groups is 

unclear. 

Value orientations can have similarly wide-ranging effects on efforts to balance short-term and 
long-term objectives. From an economic perspective, a long-term value orientation means that 

societal members tend to attribute low discount rates to future incomes, payoffs and utilities. 

This means they tend to save more than those with short-term value orientations at any given 

market interest rate. For a given future stream of payoffs from investment, and a given amount 

of investment outlays that have to be made in the present, a low discount rate implies both that 

the present value of a future stream of payoffs and the rate of return to the investment will be 
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regarded as high. 

Long-term orientation also tends to translate into high levels of human capital investments. 

Spending on education is a long-term investment. Payoffs from education take many years or 

even decades to materialize. A low discount rate for future payoffs implies a high discounted 

present value for the future stream of payoffs from education, implying (all other things being 

equal) comparatively high levels of investment in education. In many poor countries, school 

enrollment rates are low because the opportunity costs of sending children to school are large. 

A low discount rate will tend to mitigate this problem. 

Research has also shown that collectivist societies, other things being equal, tend to have high 

birth rates (Jandt 2012: Ch. 7). These tendencies may help collectivist societies to limit 

decreases in labor-population ratios, thus mitigating the adverse impact of population aging on 

sustainability (though by the same token, rapid fertility declines in some collectivist countries 

suggest that unusually large increases in childrearing costs, as for education, can fully offset 

the positive effects of collectivism on birth rates). 

As already discussed, a low societal discount rate for future payoffs implies a high level of 

dynamically optimal steady-state physical capital per technology-augmented worker. This 

suggests that a lower discount rate tends to allow a country to sustain economic growth into a 

more distant future, reaching a comparatively higher level of steady-state output per 

technology-augmented worker. 

Therefore, a long-term value orientation has unambiguously positive effects with respect to 

mitigating growth slowdowns in the transition to a balanced-growth path. It also has positive 

implications for stock-flow inconsistencies. Such a value orientation, by comparison with a 

short-term orientation, will encourage a country to accumulate less public or private debt and 

deplete nonrenewable resources more slowly. All else being equal, families with long-term 

orientations, particularly in collectivist societies where intergenerational cohesion is strong, will 

tend to optimize their behavior into a long-term future, implying comparatively high levels of 

savings earmarked for future use not just by present earners, but also by their children.  

Finally, how may value orientations affect efforts to balance individual and group interests (or 
those of small and larger groups), and what are their implications for social cohesion? 

Collectivist groups tend to encourage individuals to pursue group interests not only in 

preference to individual interests, but also often at the expense of the interests of larger groups 

to which they belong. Moreover, collectivism tends to produce intergroup conflicts. The 

collectivist practice of relying on intragroup personal ties in the course of economic and political 

transactions may not assure fair, open competition. However, collectivism also implies that an 

appeal to nationalism can easily unite domestic rival groups against an external threat at critical 
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times. 

The simultaneous presence of collectivism and large power distances may have conflicting 

effects on income distribution, which in turn affects the cohesiveness of groups in a society. 

Collectivism idealizes equality in preference to freedom, while societies with large power 

distances tend to tolerate an unequal distribution of power, income and privileges. 

Individualism also has conflict-producing distributional implications, as it nurtures ideals of 

freedom over equality. While a society with individualistic values and small power distances 

may promote income equality, the ideals of individual freedom tend to accept income 

inequalities achieved under acceptable societal rules (see the discussion below). 

Hofstede’s indices provide a basis for an interesting comparison of vertical collectivism with 

horizontal collectivism, as well as vertical individualism with horizontal individualism. China and 

Malaysia, with IDV and PDI scores respectively of (20, 80) and (26, 104), skew toward vertical 
collectivism, and tend to have higher degrees of distributional inequality, with Gini coefficients 

of .43 and .46 (based on disposable income) than do Korea and Pakistan, with IDV and PDI 

scores of (18, 60) and (14, 55) and Gini coefficients of .32 and .39. Belgium and France, with 

respective IDV and PDI measures of (75, 65) and (71, 68) are vertically individualist societies, 

and tend to have relatively high degrees of distributional inequality, each with Gini coefficients 

of .33. By contrast, Finland and Sweden, with IDV and PDI scores of (63, 33) and (71, 31), are 

horizontally individualist societies, with respective Gini coefficients of .27 and .25.  

Note, however, that income Gini coefficient estimates are not necessarily precise or the only 

measures of inequality. Even on the basis of existing Gini data, there are exceptions to the 

preceding characterization of the relations between values and inequality, and the distributional 

consequences of value orientations are not entirely clear empirically in some respects. 

Individualist countries, most of which are wealthy advanced market economies, have relatively 

high Gini coefficients with respect to market incomes. However, wealthy countries also have 

institutions (e.g., taxes and social transfers) capable of redistribution, thus mitigating inequality 

levels. 

Some wealthy countries (e.g., Denmark, Norway, Sweden), which are more horizontal than 

other individualist countries, use taxes and social transfers quite heavily to reduce income 

inequality in comparison with others (e.g., the United States) that are relatively vertical (see 

Table 9). This corresponds in part with local value orientations; the United States, for example, 

is a country with societal values that support political equality, but tolerate economic inequality 

(Schlozman, Verba and Brady 2012). This is broadly in line with vertical individualism. It is 

unclear, however, why some of the vertically oriented societies tolerate an unequal distribution 

of political power, while some others tolerate an unequal distribution of income. Within the 
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developing world, Gini coefficients vary widely, but those with high Gini estimates do not have 

stocks of redistributive institutions and thus are not capable of redistribution. 

In a vertically oriented collectivist society characterized by conflict-prone rival groups, 

economy-wide coordination will naturally be difficult, particularly if strong uncertainty avoidance 

reinforces the collectivism-induced tendency toward intergroup conflict. This conclusion, 

however, needs to be amended in two ways. First, strong authoritarian leaders can and often 

do overcome these difficulties. Moreover, even without such leaders, a long-term orientation 

and a sufficiently low discount rate as manifested in repeated prisoners’ dilemma games 

between collectivist groups can also facilitate cooperative outcomes (Chu 2010b; see Notes 

on Methodology for additional detail). 

Note also the potentially negative effects of vertically oriented collectivism on democratic 

governance. Vertically oriented collectivism is not a naturally fertile soil for Western-style 

democracy. In collectivist societies, individuals are often expected to work for group interests, 

while democracy calls for the protection of individual interests. A collectivist mindset can easily 

tolerate the tyranny of the group, while democracy contains safeguards against the tyranny of 

the majority. The democratic principles of checks and balances and of the separation of powers 

may not function as intended in a collectivist society, where the members of a social group that 

spans various government branches maintain cohesive intragroup personal ties as well as 
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conflictive intergroup relations. Vertical collectivism may tolerate authoritarianism; horizontal 

individualism does not. However, collectivist societies have achieved a degree of democracy 

in the past (e.g., ancient Athens, Roman Republic), and an increasing number of collectivist 

societies around the world are today joining the group of democracies, if often using 

idiosyncratic or context-dependent models. 

Creative pursuits 

Three value orientations in particular – vertically oriented collectivism, strong uncertainty 

avoidance and long-term orientation – can have far-reaching consequences for societal 

members’ inclination to engage in creative pursuits. The vigorous pursuit of creative ideas is 

fundamental not only to the sustained production of technological innovations, which are 

fundamental for a country in transition to a sustainable balanced-growth path, but also to 

institutional innovation. 

Collectivism combined with large power distances tends to nurture conformity and obedience 

to well-established conventional wisdom, thus discouraging the emergence of new ideas and 

innovations. Strong uncertainty avoidance, by nurturing a belief that uncertainty is a threat, 

may reinforce collectivism’s negative effects on creativity. 

Hofstede’s cross-country observations and analyses suggest that vertically oriented 

collectivism may nurture a number of other beliefs and behavioral norms that undermine 

creativity. For example, teachers – not students – are encouraged to take the initiative at school, 

a fact that may also ripple into workplaces where bosses, not subordinates, are encouraged 

to take initiative. Assessments of education quality depend excessively on the excellence of 

teachers. This belief may encourage students to take a passive approach to their own 

educational experiences. When these students grow up, these experiences may prevent them 

from vigorously challenging their authoritarian predecessors’ long-established but outdated 

paradigms. 

Strong uncertainty avoidance produces a norm under which societal members find it difficult 

to accept new ideas. People tend to be good at implementing rather than inventing new ideas. 

This presents an obstacle to innovation. In particular, strong uncertainty avoidance may 

encourage a society’s members to adopt new technologies through imitation rather than 

invention. 

Long-term orientation means a low discount rate for future payoffs from an invention or an 

innovation. For a given stream of payoffs, a lower discount rate tends to promote more 

sustained innovative efforts toward results that may be slow in coming. However, this 

conclusion is complicated somewhat by additional Hofstede findings. In particular, as noted 

above, he finds that individuals with a long-term orientation tend to be good at synthetic 
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thinking rather than analytical thinking, and to focus on applied sciences rather than on the 

abstract sciences. These tendencies are not easy to explain, but imply that all else being equal, 

a long-term orientation is conducive to using ideas that have already been invented rather than 

to inventing new ideas. 

3.4.2 Possible effects on institutions and governance 

Some of the value orientations discussed above can have both positive and negative effects 

on a society’s ability to fulfill the requirements for sustainable action. However, value 

orientations are not the only factor in this equation; even endowed with an optimum set of 

values, a society characterized by decentralized and uncoordinated individual actions will find 

it very difficult to achieve sustainable development. 

Therefore, it is necessary to consider ways in which vertical collectivism might influence formal 

institutions (i.e., formal rules and their enforcement). Collectivist societies are group-oriented, 

and tend to be governed by authoritarian rule enforcers engaged in group-oriented and 

context-dependent interpretations and enforcement of rules. Rival groups’ interpretations of 

rules in collectivist societies tend to be group-oriented, context-driven and partial. Such 

interpretations and subsequent enforcement activities are likely to be discretionary, and neither 

fair nor predictable. These collectivist institutions, which provide a basis for a “rule of man,” 

may be compared with the nondiscretionary and predictable institutions that provide the basis 

for a “rule of law,” an ideal held by individualist societies. 

In collectivist societies, discretionary institutional characteristics may be reinforced by strong 

uncertainty avoidance, which intensifies intergroup antagonism. Strong uncertainty avoidance 

also tends to increase the complexity of institutions, thus making formal rules difficult to enforce. 

As previously mentioned, vertical collectivism also tends to provide a cultural environment in 

which democratic institutions may not function as intended. Collectivism may intensify conflict 

between political groups, making it difficult to reach political consensus with regard to sound 

reforms, including growth-oriented policy reforms. Intense intergroup conflicts in the absence 

of effective institutions could turn destructive, and could even justify the rise of an authoritarian 

ruler who uses the opportunity to ensure domination by his or her own group. 

Collectivism combined with strong uncertainty avoidance can lead to a nationalism that pushes 

for a mercantilist expansion of exports rather than a balanced reliance on domestic and foreign 

demand. Such a policy would eventually undermine developmental sustainability. 

To sum up, collectivism provides a cultural soil for group-oriented, discretionary rules, but also 

has a number of positive features (e.g., emphasis on community interests) that may offset 

these shortcomings. By contrast, strong uncertainty avoidance has only negative features, 
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intensifying intergroup conflicts and nurturing increasingly complex rule systems. Thus, it is not 

analytically possible to ascertain whether IDV’s effects on institutional efficacy will be negative 

or positive; however, it is possible to predict negative effects associated with UAI.  

Tables 10 and 11 report empirical findings on these effects. Table 10 shows that GCI-4 – a 

measure of institutional effectiveness calculated as the average of four selected GCI 

components (efficiency of legal system, property rights, judicial independence, irregular 

payments) – rises as IDV rises. These four indicators have been selected to give a 

parsimonious representation of institutions that characterizes their nondiscretionary, 

predictable features (Chu 2010). Not only GCI-4 as a whole, but each of its four components 

as well are positively correlated with IDV. 

Table 11 reveals additional systematic evidence for UAI as well as IDV (see Notes on 

Methodology for additional details). A cross-country regression of GCI-4 on IDV and UAI clearly 

yields a positive coefficient for IDV and a negative coefficient for UAI. Both are statistically 

significant. The adjusted R-squared shows that more than 40 percent of the cross-country 

variation of GCI-4 is explained by the cross-country variations of IDV and UAI. The regression 

suggests that the positive effects of individualism on institutions outweigh the negative effects. 

Similarly, the negative institutional effects of collectivism outweigh the positive effects.  
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This conclusion does not necessarily allow us to assess the effects of value orientations on 

the sustainability of development, however. While GCI-4 quantifies the quality of formal 

institutions and measures the degree to which they are nondiscretionary and predictable, it 

may not be fully adequate as a measure of developmental sustainability. By contrast, the 

Bertelsmann Stiftung’s Sustainable Governance Indicators (SGI) are specifically designed to 

measure this aspect. 

Table 12 presents data on per capita GDP, inequality-adjusted Human Development Index 

scores (IA HDI), value orientations, institutions and governance organized by country groups. 

In the table, the grouping of the 31 OECD countries included in the Bertelsmann Stiftung’s SGI 

2011 report is designed to highlight their economic, geographical and cultural characteristics 

as well as their relations with respect to value orientations. The rationale for the country 

grouping is derived from the conjecture that countries in each may share societal value 

orientations. 

One feature to note is that per capita GDP and inequality-adjusted HDI rankings are often 

different (e.g., between the Southern Europe (SE) and Asian (A) groups, between the 

Protestant (P) and Catholic and Protestant (CP) group, and between the “other” (O) and 

Confucian (C) groups). Per-capita GDP and inequality-adjusted HDI are both outcomes of 

development, but the latter indicator (i.e., an average of per capita income, education, and 

health indicators, all adjusted for inequality) is more likely to affect social sustainability. 

In line with the preceding discussion of the possible effects of value orientations on institutions 

and governance, the table reveals the following possible consequences of IDV and UAI for the 

measures of the effectiveness of institutions and governance. First, country group 1 (CG1) has 

a higher average IDV and a lower average UAI than does CG2. It also shows higher levels of 

institutional effectiveness – that is, higher scores for GCI-4, GCI, GCI-S (GCI adjusted for 

environmental and social sustainability) and SGI-O (the overall sustainable governance 
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indicator) – than does CG2. The first group is composed largely of wealthy Western OECD 

countries; the second is primarily emerging-market countries. This is prima facie evidence of 

the positive effects of IDV and negative effects of UAI on institutions and governance (as 

represented by GCI-4, GCI, GCI-S and SGI-O). Second, the data in the table also suggest that 

values have similar effects on institutions and governance within smaller country groups. For 

the three European geography-based country groups, the four measures related to institutions 
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and governance rise as IDV rises and as UAI falls. This relationship between the value 

orientation measures (IDV and UAI) on the one hand, and the measures of institutions and 

governance (GCI-4, GCI, GCI-S and SGI) on the other, remain largely the same across the 

institutions and governance columns. 

Table 12 also reports the results relating to the role of long-term orientation, which the 

preceding analysis has established as particularly crucial for good governance aimed at 

sustaining development. 

The results show that two Asian countries (Japan and Korea) are much longer-term oriented 

than are the Western OECD countries. However, the cross-group (and cross-country) variation 

in LTO for the Western OECD countries is not large, and the data in the table do not reveal 

any obvious correlation between LTO and the measures of institutional or governance 

effectiveness. 

Table 13 provides some details on SGI scores for different country groups. The geographical 

country groups include a Northern European (NE) group, a Central European (CE) group, a 

Southern European (SE) group, an English-speaking (ES) group, and an Asian (A) group 

(Japan and Korea). The religious country groups include a Catholic (C) group, a Protestant (P) 

group, a Catholic and Protestant (CP) group, and an “other” (O) group (consisting of the Czech 

Republic, in which a large number of people do not identify with any religion, and Greece, with 

a Greek Orthodox majority) among Western country groups, as well as a Confucian (CN) 

country group. The data in the table suggest that a high IDV measure, reinforced by a low UAI, 

tends to imply a higher SGI measure. These results hold across the sub-indices of governance. 

For example, the group of Asian countries, which are also Confucian countries, has a low 

average IDV (and a high average PDI) and a high average UAI by comparison with the other 

country groups. Among the Western OECD countries, the group of SE countries, which are 

also Catholic countries, has a low average IDV (and a high average PDI) and a high average 

UAI by comparison with other Western OECD countries. These country groups also show low 

average GCI-4 and SGI scores – including SGI-O and its components (SGI-S and SGI-M). The 

data show that the rankings of the country groups remain largely the same for SGI-O and for 

its sub-indices (i.e., across the columns of Table 13): thus, 1) CG1 > CG2; 2) NE > ES > CE > 

A or SE; 3) P > CP > C or CN or O. 

Note that the average SGI score rankings of the NE, CE and SE groups are in line with the 

ranking of their average LTO measures. Note also that the dispersion of the quality of 

democracy index scores across country groups is larger than that for the policy performance 

or management indices. This suggests that while democracy is crucial for sustainable 

governance, the returns to democracy diminish as an input into enhancing a country’s policy 
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performance (for discussions of both the adverse implications of inadequate democratic 

political reforms in China and the inadequacy of expansive democratic institutions in India for 

effective governance, see Bertelsmann Stiftung 2013).  

Table 14 presents regression results. When using only IDV and UAI as the explanatory 

variables for a sample of 30 countries, the results are in line with earlier conclusions based on 

the grouping of countries. The coefficient estimates of IDV are positive, while those of UAI, as 

expected, are negative in all three regressions and are statistically significant with only one 

exception. The coefficient (elasticity) estimates of UAI in all three regressions are much larger 

than those of IDV, highlighting the significant role of UAI in shaping institutional effectiveness 

(see Table 14). In the regressions of SGI scores on IDV, UAI, and LTO for a sample of 25 

countries (excluding the countries that do not have LTO data), only UAI has a statistically 
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significant negative effect on SGI values (SGI-O, SGI-S, and SGI-M) (results not shown). 

Neither IDV nor LTO has statistically significant effects on SGI scores. Similarly, LTO offers no 

significant explanatory power with respect to SGI scores whether alone or in conjunction with 

IDV and UAI. 

The results raise a number of questions. Why does LTO not offer significant explanatory power 

with regard to SGI values, for example? Why is the explanatory power of IDV less significant 

than that of UAI in regressions for a sample lacking developing countries? The insignificant 

effect of LTO is a puzzle in view of the strong analytically established role that long-term 

orientation holds for sustainable governance. The reasoning outlined earlier in this paper 

suggests both that countries that have a system of governance effectively oriented toward 

sustainable development should have high SGI scores, and that such countries should be 

long-term oriented. 

One possible reason for LTO’s failure to yield statistically significant coefficient estimates, or 

for IDV to have less significant coefficient estimates than UAI, may be that a significant portion 

of the relatively small cross-country LTO and IDV variations across the Western OECD 

countries may be attributable to measurement errors. Considering these measurement errors, 

neither LTO nor IDV may be factors capable of explaining the relatively small cross-country 
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variation in governance scores, in which measurement errors may also be present. However, 

they might be significant factors able to explain differences in governance indicator scores 

between the countries in the individualist Western world and those in the collectivist remainder 

(see Notes on Methodology for additional details). Moreover, individualism can have both 

positive and negative effects on governance (and institutions); its net effects, unlike those of 

uncertainty avoidance, may in fact be small. 

It is useful to look at the governance implications of value orientations from another perspective. 

For each of the geographical and religious groups of the 30 OECD countries, the preceding 

equation for SGI-O yields a triplet of numbers: actual SGI-O; explained SGI-O (SGI-OE), which 

is the fitted value of SGI-O calculated on the basis of the estimated equation; and the residual 

(SGI-OR), defined as the difference between SGI-O and SGI-OE. For each of the country 

groups, Table 15 presents the deviations of this triplet of numbers from the corresponding 

triplet of averages for the 30 OECD countries. Among the geographical groups, the average 

SGI-O deviations for the NE group, the CE group and the ES group exceed the corresponding 

OECD average; those for the SE group, the A group and the CG2 countries fall short of the 

OECD average. SGI-O deviations for the P group and the CP group, among the religious 

groups, exceed the OECD average.  

The results also show that a significant part of the SGI-O variation is explained by variation in 

IDV and UAI, across geographical and religious groups, particularly across the latter. IDV and 

UAI deviations from their OECD averages explains at least 40 percent of the SGI-O deviation 

from the corresponding OECD average for five of the six geographical country groups, and for 

all seven religious country groups. 

Note that SGI-O scores for three geographical country groups (NE, CE and A) and three 

religious groups (P, CP and CN) exceed the SGI-O levels predicted by their value orientations 

(note the positive (+) SGI-OR residuals, each marked by 3 in the last column of Table 15). One 

possible source of this positive residual for each country group may be government institution-

building efforts. The magnitude of the positive residual is particularly large (+0.7) for the NE 

group. 

All of the countries in the NE group are Protestant, while many of the CE countries have mixed 

Catholic and Protestant populations. These two country groups show particularly high IDV 

scores (an indication of a high degree of individualism), low UAI scores (an indication of a low 

degree of uncertainty avoidance) and relatively high LTO scores (an indication of long-term 

orientation). 

Finally, note that value orientations and their measures (IDV and UAI scores) will remain fairly 

static over time. Thus, SGI-OE measures, or explained SGI-O, will also remain unchanged 
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over time; however, the residuals will keep changing as countries introduce new policies aimed 

at improving their systems of governance or other goals. Future research could focus on how 

the explanatory power of the equation could be improved by identifying what additional 

explanatory variables may be found, or how additional equations may be specified to develop 

a better system to explain SGI-O values. 
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4 Eight Asian Countries 

4.1 Overview 

This section applies the broad framework introduced earlier in this paper to a discussion of the 

role of values in sustainable governance and development in eight Asian countries: China, 

India, Indonesia, Japan, Korea, Malaysia, Singapore and Vietnam. The analysis will focus on 

where these countries stand with regard to Hofstede’s measures of value orientations, and 

what implications these positions may have for the countries’ sustainable governance and 

development prospects. In view of the importance of religions in shaping values, it is useful to 

begin the discussion with a brief overview of the eight countries’ demographic profiles – 

particularly with respect to religion – and their role in sustainable development. The section will 

show that the analytical framework presented earlier in this paper provides useful tools to 

explain the variations of institutions and governance across geographical and religious country 

groups. 

4.2 Dimensions of value orientations and their economic implications 

The eight countries are diverse in terms of populations, per capita GDPs and inequality-

adjusted HDIs, and cultures, with multiple layers of ethnic, religious and historical legacies. 

China and India, located respectively in East Asia and Central Asia, each have a population 

exceeding 1 billion. In China, Buddhism is the most significant religion, while Islam and 

Hinduism are most prominent in India. Indonesia, Malaysia and Singapore are ethnically and 

religiously diverse Southeast Asian countries, each with large Islamic, Buddhist and Hindu 

populations. Japan, Korea and Vietnam, the first two of which are located in Northeast Asia 

and the third in Southeast Asia, have significant Buddhist populations, and in the case of Korea 

and Vietnam, a considerable Christian presence. 

The manner in which religious legacies affect values in these countries may be more 

complicated than the preceding overview suggests. Of the eight countries, five (China, Korea, 

Japan, Singapore and Vietnam) have Confucian traditions that have shaped ethical principles 

and norms governing individual and collective decisions and actions in these countries. Sorting 

through the way these various principles and norms have shaped individual and collective 

actions represents a complex problem. A Korean may be both Confucian and Christian, and 

Confucianism itself has been evolving over centuries. Moreover, much as Hinduism in India 

gave rise to Buddhism, which then migrated to and flourished in China, Korea and Japan, Neo-

Confucianism, which has long guided these countries’ governing principles, emerged as 

Buddhist and Taoist ideas were fused into Confucianism. 

The analysis of the role of religions in development also has been changing. Weber’s 
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pioneering analysis of the economic consequences of religions has led to a widespread 

recognition that the values associated with Confucianism, Buddhism and Hinduism have had 

generally negative effects on economic prosperity (Weber 1905; Weber 1915; Weber 1916). 

Weber reasoned that Protestantism, in particular Calvinism and its norms of rational economic 

pursuit, thrift and hard work, had been instrumental for the emergence of vibrant capitalism in 

the West. By contrast, Confucianism, Buddhism and Hinduism did not elevate the pursuit of 

economic gains to the level of a calling, as Calvinism had done. Weber argued that these non-

Western religions nurtured a value system under which working for material wealth was 

unbecoming, undermining the efficacy of a market-based incentive system. Typical (male) 

Confucians, he wrote, used family savings to gain a literary education and take examinations, 

thus gaining status (Weber 1905). Indian factory laborers, he subsequently observed, failed to 

respond to wage incentives (Weber 1916). Other writers have also noted that class systems 

under some of these religions have led to domination by a particular group, shutting off 

opportunities for others. 

More recently, less negative assessments of the role of these non-Western religions have 

emerged. In part, this is because Confucianism, Buddhism, Hinduism and Islam offer 

sufficiently large room for a range of interpretations. Scholars and practitioners have adjusted 

interpretations of religious injunctions to accommodate changing political, economic and social 

realities. Thus, engaging in commerce, once an unbecoming activity for Confucians, is no 

longer an unattractive career option for modern-day urban Confucians. Moreover, the 

Confucian injunction to value education has driven people in Japan, the four Asian Tigers and 

China to invest massively in human capital, both individually and collectively. The Confucian 

emphasis on intergenerational cohesion may have nurtured a long-term orientation. Thus, 

Confucianism may have slowed down the process of modernization through the course of the 

20th century; but it clearly did nothing to prevent Japan, the four Asian Tigers and China from 

becoming the world’s major economic powerhouses in a matter of less than half a century. 

In thinking about the economic consequences of religious rules, it may be useful to distinguish 

between rules governing the secular realm and those in the religious realm. In this respect, 

there are two types of rules: 1) those that are mutually exclusive, with no major interrealm 

spillover implications, and 2) those that overlap, with an action in one realm having spillover 

effects in the other. The latter group may itself have two sets of components: 2a) those that 

mutually reinforce one other and 2b) those that conflict with one another. 

For example, for most of the people in the contemporary world, selecting a career may be 

largely a secular individual choice that has little to do with religious rules. Acting ethically is an 

important religious matter that has important positive societal implications for efficient 

economic transactions, insofar as it reduces the demand for costly law enforcement (for 
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example, Guiso, Sapienza and Zingales (2003) find that religious people trust others more, 

trust the government more and are less willing to break the law). By contrast, in any country, 

the decision of a large number of religiously devout workers to dedicate an overwhelming 

amount of their time to religious activities would leave the country with a labor supply shortage. 

Moreover, excessive asceticism could have negative effects on work efforts. Sometimes, 

however, it is difficult to distinguish religious rules and their secular adaptations or distortions. 

For example, some scholars note that despite a longstanding conventional interpretation with 

huge (negative) public policy implications for women, Confucian strictures do not promote male 

orientation (e.g., Koh 2008). Similarly, interpretations of Islamic teachings on the education of 

women vary. 

Current interpretations of Buddhism, Hinduism and Islam do not deny the negative 

developmental effects of their asceticism, emphasis on the afterlife, or promotion of spiritual 

rather than material pursuits. Aspects such as the Hindu caste system or the Islamic zero-

interest rule are recognized as not conducive to the development of efficient labor and capital 

markets. However, these current interpretations also highlight the compatibility of these 

religions’ teachings with contemporary market societies. For example, all religions demand 

that humans be compassionate and charitable. This principle is an important foundation for 

market societies insofar as it helps promote growth without unsustainable income inequality. 

Moreover, some societies have sought to overcome the adverse implications of religious 

strictures. For example, the predominantly Hindu India has been using public policy tools to 

mitigate the traditional caste system’s negative effects on the socially and economically 

disadvantaged. Islamic societies have been trying both analytically and practically to overcome 

the negative effects of the zero-interest rule on financial transactions by developing different 

kinds of profit-sharing arrangements (Mirakhor 2007).  

It remains to be seen, however, whether religions nurture particular value orientations or 

constellations (collectivism, large power distances and strong uncertainty avoidance, for 

example, rather than individualism, small power distances and weak uncertainty avoidance)? 

Other than noting that the Reformation greatly encouraged the development of individualism, 

it is not easy to reach clear-cut conclusions on this issue in the absence of statistical data. For 

example, consider the question of whether religions nurture a long-term orientation among the 

faithful. On the one hand, one may argue that the emphasis on an afterlife is likely to nurture 

such values in a religious person. On the other, however, religious economic agents may 

attribute one discount rate to material gains during a lifetime, and another for eternal spiritual 

gains. A devout Catholic may have a lower discount rate for future spiritual gains than does a 

less devout believer, but her discount rate for future material gains may not be as low. Moreover, 

a person may conduct these two types of calculations on two different mental planes. 
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The data compiled in this paper, however, suggest that different religions may nurture different 

value orientations within a Hofstede framework. For example, Protestant countries tend to 

have higher IDV and lower PDI scores than do Catholic or Confucian countries. The former 

also have lower UAI scores than the latter. LTO scores for countries marked by Confucianism, 

which focuses on secular ethical principles, tend to be higher than those for Islamic or Christian 

countries. The rest of this section builds on these findings to examine the role that value 

orientations play for sustainable development and governance within the eight Asian countries.  

4.3 Asian countries 

4.3.1 Growth and development 

With a wide range of per capita GDP levels, the eight Asian countries are clearly in different 

stages of development. Japan opened its economy in the late 19th century and achieved high 

levels of growth particularly in the 1950s and subsequent decades. However, it is today a 

mature, low-growth country suffering from a large public debt burden and population aging, 

among other problems. While still enjoying an extraordinarily high per capita income, Japan 

has allowed Singapore to overshadow its economic performance in per capita GDP terms. 

Korea and Singapore achieved high growth in the 1960s and subsequent decades. However, 

their growth rates have slowed in the past decade. Moreover, the two countries’ growth 

performances have diverged in recent years. Singapore now enjoys a per capita income of 

nearly $50,000, while Korea’s per capita GDP is less than half that. The Chinese economy 

took off in the 1980s, and maintained an extraordinarily high growth through 2012. 

While some have been more successful than the others, these four countries as a whole have 

maintained a prolonged annual average growth rate of around 7 percent, a level that allows a 

country to double its per capita GDP every 10 years. Their growth performances have been 

spectacular (Table 16). The remaining four Asian countries examined here have also 

accelerated their growth in recent decades, but their growth performances have to date been 

less spectacular. India’s growth rate accelerated only in the past six years. The other three 

(Indonesia, Malaysia, and Vietnam) also achieved notably high growth in some of the past 40 

years. None of these four countries, however, have maintained an average per capita growth 

rate above or near 7 percent per year over the course of decades. Singapore, Japan and Korea 

each had achieved a per capita GDP in excess of $20,000 by 2011. The five other Asian 

countries’ per capita GDPs remain far below this level, varying widely between $1,000 and 

$8,000. 
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4.3.2 Values and sustainability 

Table 17 compares Asian countries’ value orientations and SGI scores with those of non-Asian 

countries. In the table, the two Asian countries included in the Bertelsmann Stiftung’s SGI 2011 

study (Japan and Korea) are included with the eight Asian countries that are the focus of the 

SGI 2012 study, available in Bertelsmann Stiftung (2013). 

The eight countries fall into two groups: 1) unmistakably collectivist countries, including China, 

Indonesia, Korea, Malaysia, Singapore and Vietnam, with IDV scores of less than 30; and 2) 

two halfway countries – India and Japan – with IDV scores ranging between 40 and 50. None 

of these countries is as individualist as Western countries (which have IDV scores of more than 

60). Virtually all of these Asian countries, each with a PDI score of 60 or higher, are vertically 

oriented. The only exception is again Japan, with a PDI score of 54. Overall, these countries 

may be characterized as largely vertically oriented collectivist societies, in contrast to Western 

countries, which tend to be largely horizontally oriented individualist societies. 

While being largely collectivist, Asian countries are not as homogeneous with respect to their 

uncertainty avoidance. UAI scores in Japan and Korea exceed 80, but those of China, Malaysia, 

Singapore and Vietnam are lower than 40. The scores for India and Indonesia are in the range 

of 40 to 50. LTO measures for these countries are not complete, but six have LTO scores in 

excess of 60, and may be characterized as largely long-term oriented, by comparison with 

Western OECD countries. Data for the Islamic countries are not available.  

The six non-OECD countries’ low IDV scores and low UAI scores by comparison with the 
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Western OECD countries predict mixed effects on institutions (negative effects associated with 

low IDV scores, and positive effects associated with low UAIs). Having been unable to 

accumulate the necessary array of legal and other institutions, however, the developing Asian 

countries may as yet fall short of their institutional potential as predicted solely by value 

orientation. While not available for all eight countries, GCI and GCI-S scores broadly tend to 

confirm this prediction. Of the eight countries, Japan, Korea and Singapore each have a GCI 

score in excess of 5, comparable with those of the Protestant countries, but China, India, 

Indonesia and Vietnam show lower scores. Malaysia has caught up with the developed Asian 

countries from an institutional perspective. 
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GCI-S scores for India, Indonesia and Korea – the three Asian countries for which GCI and 

GCI-S measures are available – are lower than GCI scores. This contrasts with the Western 

OECD countries, where GCI-S scores tend on average to be higher than GCI scores. This 

means that social and environmental problems are likely to undermine these three countries’ 

competiveness in the absence of relevant policy changes. 

SGI scores for the six non-OECD Asian countries are not fully available for comparison with 

those of OECD countries. But the available data may be organized as in Table 18, enabling a 

broad, if qualified, picture to be drawn: 

1) For the eight Asian countries, referred to hereafter as the “Asian-8,” only a limited number 

of the SGI-S components are available as 2012 estimates, while the full range of the SGI-

M components are available. 

2) The SGI 2012 scores are calibrated on the Asian-8 scale, and are not directly comparable 

with the SGI 2011 scores for the OECD sample for this and two additional reasons. First, 

the SGI scores available for the OECD countries are based on 2011 assessments, while 

those for the Asian-8 are 2012 assessments. This means the timing of data compilation 

and expert assessment for the Asian-8 countries was about a year later than that for the 

OECD countries. Second, in the case of the Asian-8 countries, scores are not available for 

all SGI-S components contained in the 2011 report.  

3) Table 18 reports the averages of two sets of two SGI-S components each: (a) QD-2A, 

which uses the average of rule of law and control of corruption as a proxy for quality of 

democracy (QD); and (b) PP-2A, which uses the average of gender equality and social and 

policy participation as a proxy for policy performance (PP). The first set largely indicates 

the extent to which governance is rules-based and predictable. This is truly important, but 

represents only a portion of the full SGI-S quality of democracy components; it does not 

indicate, for example, whether the process of rulemaking is proper. The second set, while 

lacking many policy performance indicators, indicates the extent to which governance 

ensures adequate popular participation in economic, social and political processes, and 

provides some remedy for the first set’s inadequacy in measuring the appropriateness of 

rule-making processes as a proxy for the quality of democracy.  

4) The table reports SGI-M and its two components: SGI scores for “executive capacity” (EC) 

and “executive accountability” (EA). These estimates are comparable with those of the 

OECD countries in terms of coverage. However, as noted above, they are calibrated on a 

different scale, referencing the Asian-8 countries rather than the OECD sample, and the 

timing of data compilation is different. 
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5) The table also reports the average of the four SGI-S components (SGI-S4A), or the 

average of the two sets. This may be used as a proxy for SGI-S, but one which largely 

indicates the quality of rule enforcement and the extent of popular participation in 

governance processes. SGI-S4A does not fully measure the democratic nature of the rule-

making processes or actual policy performance in such areas as income distribution, 

environmental protection or fiscal policies. This will be the topic of subsequent discussion 

in this paper. 
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6) While direct comparison of the OECD and Asian-8 data sets may not be appropriate, they 

are useful in making a variety of observations, as outlined below. 

SGI scores for Japan and Korea in 2011 fall short of the OECD averages, whereas those for 

2012 exceed the Asian-8 averages. This suggests that SGI scores (SGI-S4A, QD-2A, PP-2A, 

SGI-MA, EC-A and EA-A) for the Asian-8 are likely to be lower if recalibrated on the OECD 

scale. This means that governance institutions in Asian countries face a substantial catching-

up task ahead. The data also suggest that the Asian-8 have more catching up to do in the SGI-

S areas than in SGI-M areas. This is particularly true for the non-OECD Asian countries. 

Among the Asian-8, the two OECD members (Japan and Korea) are relatively strong in terms 

of SGI-S scores, while the other countries are relatively strong in SGI-M scores. This said, in 

absolute terms the two Asian OECD members are strong even in the SGI-M areas by 

comparison with the non-OECD Asian countries. 

Among the six non-OECD Asian countries, SGI scores for Singapore exceed those for the rest, 

particularly in the areas of the rule of law and management. However, it falls short even of 

Asian norms in the area of participation. This shortfall should be a concern for Singaporean 

policymakers, since inadequate participation may pose a threat to the sustainability of its 

governance processes. 

Other notable SGI shortfalls are in QD-2A (rule of law and the control of corruption) for China, 

Indonesia and Vietnam and in EA-A (executive accountability) for China. These shortfalls could 

also pose risks of setbacks in terms of sustainable governance. 

The econometric results discussed earlier suggest that inadequacies in terms of rules-oriented 

governance and accountability may be at least partly attributable to collectivist values and large 

power distances. Weak uncertainty avoidance, particularly for Singapore, may have 

contributed to its outstanding QD-2A results, as rules-oriented governance with minimal 

discretion helps a country control corruption. 

The fact that many of the Asian countries are relatively stronger in SGI-M, as compared with 

SGI-S scores, may suggest that values play a relatively large role in shaping a country’s 

governance status as compared with its governance management. Status scores may depend 

substantially on values, while management scores rely largely on knowledge. Schooling and 

training may promote improvement in the management aspects of governance, but may not 

be capable of promoting improvements in the status aspects. This is because governance 

status depends more than management on democratic processes, which in turn depend 

substantially on horizontally oriented individualist values, which cannot be easily instilled in 

collectivist minds simply through schooling and training (see Notes on Methodology for 
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additional details). In this regard, India serves as an interesting case in point. India has a wealth 

of democratic political institutions, but is a society with vertically oriented values which may not 

be conducive to improving its SGI-S sub-indices.  

Table 19 compares four selected sustainable development indicators (SDIs) with SGI-O scores 

and other sustainability indicators for the 29 OECD countries and the eight Asian countries. Of 

the sustainable development indicators, Gini indices and decile ratios measure social 

sustainability; the urban pollution index measures environmental sustainability; and the general 

government debt to GDP ratios measure macroeconomic sustainability (see Notes on 

Methodology for additional details). 

Both the sustainable development indicators (SDIs) and the sustainable governance and 

sustainable competitiveness indicators (SGIs and GCI-Ss) are the outcomes of countries’ 

cumulative efforts. The SDIs reflect the SGIs, which depend in part on these efforts and values. 

Thus, the data in the table suggest that recent growth rates among the CG1 nations are on 

average more socially and environmentally sustainable, but less macro-economically 

sustainable, than growth among the CG2 countries. As in other developing or emerging market 

economies, relatively low levels of general government indebtedness in some of the CG2 

countries may be due not only to their fiscal discipline, but also to their limited access to 

financial markets. Among the CG1 countries, the NE countries show higher SDI scores than 

do the SE countries, with the CE countries and the ES countries falling largely between these 

two country groups. The data also suggest that the NE countries, which on average have 

higher IDV scores than their SE counterparts, also have higher SGI-O scores. 

The data for the individual Asian countries offer a more complex picture. SDI figures suggest 

that the Asian countries as a group are in a position comparable with that of the Western OECD 

group socially and macroeconomically, but are notably less sustainable from an environmental 

perspective. However, positions of some of the individual Asian countries deviate substantially 

from these average tendencies. SDI scores indicate specific weaknesses for the various Asian 

countries: Japan has an unusually high level of public debt; Singapore has unusually high 

levels of income inequality and public debt; and China has unusually high levels of income 

inequality and urban pollution (for discussions of China’s growing environmental and 

distributional problems, the consequences of fiscal problems for poverty in Japan, and 

uncertainties related to the international financial crisis, household debt levels and real estate 

markets in Korea, see Bertelsmann Stiftung 2013; for a discussion of gross government debt, 

see Notes on Methodology). Malaysia has high levels of income inequality, while India and 

Indonesia show high levels of urban pollution. 

The relationship between per capita GDP and income-adjusted HDI scores shows that 
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countries with similar value orientations can have different degrees of social cohesion. 

Indonesia and Vietnam have similar value orientations to China on the Hofstede scale. Despite 

much lower per capita GDP levels, the two Southeast Asian countries have achieved income-

adjusted HDI levels nearly comparable with that of China, and their development is more 

socially sustainable than that of China.  

In their institution-building efforts, Japan and India have benefited and will continue to benefit 
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from their comparatively less collectivist value orientations; China, Singapore and Vietnam, by 

contrast, have been well served by their relatively weak uncertainty avoidance (see Tables 17 

and 18). Japan and Korea suffer from strong uncertainty avoidance, which will continue to be 

an obstacle to their institution-building efforts. 

Finally, China and India face a particular sustainable development challenge that affects not 

just the two economies, but also the world economy at large. These two economies have 

respectively been growing at annual rates in excess of 9 percent and 6 percent in per capita 

terms. The discussion of growth models above suggests that China’s economic growth is likely 

to slow down over time, but it is not easy to predict how soon or to what level. Moreover, the 

paths taken by other high-growth Asian economies suggest that successful institution-building 

efforts would reward India with a further acceleration in growth before a slowdown arrives.  

High levels of growth within these two economies with exceptionally large populations of more 

than 1 billion each, particularly when the mature advanced economies (those of the European 

Union, Japan and the United States) begin to recover from their recent setbacks, would put, 

over the medium term, a historically unprecedented strain on world resource reserves, 

including global environmental resources. Global resource constraints would in this case 

produce an acute need for global governance institutions aimed at promoting sustainable and 

equitable global development. Nations must fulfill not only their individual needs for effective 

national governance, but also collective needs for effective global governance. However, 

clashing values orientations between countries will pose a difficult challenge for a world 

community of increasingly interdependent nations as they strive to strengthen and transform 

today’s global governance institutions in pursuit of effective global balancing acts. 

 

5 Summary and Conclusions  

A country’s sustainable development is the outcome of individual and collective actions aimed 

not only at promoting development, but also at avoiding slowdowns and unsustainable 

accelerations. Slowdowns in development may arise over time through at least five channels: 

growth without innovation, population aging, stock-flow inconsistencies, high levels of 

inequality and governance failures. To avoid or arrest these slowdowns, it is essential to 

construct an effective system of governance institutions that promote societal members’ efforts 

to balance competition and cooperation, short-term and long-term objectives, and individual 

and group interests, as well as support their ability to engage in creative pursuits in an open, 

participatory and nondiscretionary manner. 

Social psychology research shows that different societies have built up different systems of 
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values, which have major implications for societal members’ behavioral norms and patterns, 

as well as for the types of formal institutions they develop. These norms and institutions have 

important consequences for their ability to engage in balancing acts and creative pursuits, as 

well as the types of governance institutions they construct. The main contrasting value systems 

relevant to this paper are collectivist vs. individualist orientations, vertical vs. horizontal power 

distance structures, strong vs. weak uncertainty avoidance patterns, and long-term vs. short-

term orientations.  

Collectivism is effective in achieving cooperation among group members, while individualist 

value are effective in achieving vigorous competition, often stifled in collectivist societies in 

which rival groups tend to maintain cohesive intragroup personal ties but conflictive intergroup 

relations, both of which undermine efficient, open competition. Collectivist societies tend to 

have discretionary institutions, while individualist societies tend to have nondiscretionary, 

rules-oriented institutions. A vertical orientation tends to promote distributional inequality, while 

a horizontal orientation tends to promote distributional equality. Strong uncertainty avoidance 

tends not only to reinforce collectivist inclinations toward intergroup conflicts, but also to lead 

to institutional complexity, reducing the efficiency of governance institutions among others. 

Long-term orientation restrains present gratification in favor of future enjoyment, promoting 

savings and investment activities, including in human capital. 

The empirical analyses reported in this paper show that a significant part of the cross-country 

variations in sustainable governance assessments may be accounted for by variations in the 

degree to which countries express collectivism-individualism and strong or weak uncertainty 

avoidance values orientations. The analyses suggest that the Northern European country 

group’s comparatively higher levels of individualism and weaker uncertainty avoidance 

patterns, as compared with the Southern European country group, are significant contributors 

to the first group’s comparatively higher SGI scores. The data also show that the Catholic 

country group (e.g., the Southern European group) tends to have a lower average 

individualism index score (IDV) and a higher average uncertainty avoidance index score (UAI) 

than the Protestant country group (e.g., the Northern European group), and thus lower SGI 

scores than the latter. 

Many of the Western OECD countries have proven records of scientific discovery and 

technological innovation, paving the way to a sustained path of development. Their individualist 

values have provided fertile environments for competitive, creative pursuits as well as efficient 

rules governing open competition. However, it is also true that excessive individualism may 

undermine social cohesion and the promotion of community interests.   

The most successful Asian countries (i.e., Japan, Korea and Singapore), having relied more 
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on technological imitation than on innovation for their growth in recent decades, are now 

achieving growth increasingly driven by their own innovation. Some others (e.g., China, 

Indonesia, and Malaysia) are also relying on imitation today, but are making efforts to promote 

domestic innovation. The World Economic Forum considers India and Vietnam to be at an 

earlier developmental stage, in which the main source of growth is factor accumulation. 

By comparison with the Western OECD countries, all of these Asian countries face difficult 

tasks in terms of promoting creative efforts and establishing rules-based governance and other 

institutions. Many of them face challenges related to rising income and wealth inequality, 

population aging, and environmental problems. Income inequality has increased notably in 

some (e.g., China and Singapore), while others have unusually high levels of government 

indebtedness (e.g., Japan and Singapore). 

The eight Asian countries studied in this paper are at different stages of development, and are 

influenced by different historical legacies. By comparison with the Western OECD countries, 

they are broadly collectivist and vertically oriented. These value orientations have produced 

tendencies for governance institutions to be discretionary and hierarchical. These institutional 

features have negative effects on the sustainability of their governance systems. Of these 

countries, India and Japan are the least collectivist countries.  

By comparison with the Western OECD countries, six of the eight Asian countries (China, India, 

Indonesia, Malaysia, Singapore, and Vietnam) tend to show weak uncertainty avoidance 

orientations. These tendencies have positive implications for their ability to create efficient, 

nondiscretionary governance institutions. By contrast, Japan and Korea have exceptionally 

strong uncertainty avoidance orientations, with negative consequences for the sustainability of 

governance. Six of the eight Asian countries, in particular the East Asian Confucian countries 

for which data are available, show long-term orientations. 

This long-term orientation has clearly helped these countries achieve sustained levels of 

capital formation and growth. However, the econometric results in this paper demonstrate that 

the Western OECD countries do not show large cross-country variation within long-term 

orientation index scores (LTOs), and do not find robust empirical support for the effects of long-

term orientation on cross-country variation in governance institutions. 

These analyses show how social psychology research may shed new light on the nature of 

sustainable development. They allow a country’s policymakers to determine quantitatively the 

extent to which any deviation in their governance institutions’ effectiveness from an 

international norm may be due to societal value orientations, and how much may be 

attributable to other factors such as national institution-building efforts.  
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The analyses imply that policy prescriptions drawn from national experiences in a culture with 

one set of value orientations may not be readily transplantable to countries in another culture, 

where a different set of value orientations holds sway. Western formal institutions (e.g., political 

checks and balances based on a separation of powers) that have been instrumental for good 

governance in the individualist world may not be readily transplantable to a country with 

collectivist values. For example, personal ties among informal group members in different 

government branches in a collectivist society may lead to a breakdown in a formal system of 

checks and balances. The design of institutions within a collectivist country requires special 

attention to the way in which formal institutions that thrive in an individualist land can be 

adapted to collectivist soil. Understanding and accounting for the role of values in shaping 

governance institutions will allow policymakers to design a realistic plan to improve institutions. 

The results reported in this paper represent a small step toward a better understanding of the 

role of societal value orientations in producing sustainable governance institutions and 

sustained development. More research is needed. To this end, it would be useful to explore 

more deeply the nature of value systems in different societies, the way in which individual value 

orientations (e.g., collectivism, large power distances, strong uncertainty avoidance and long-

term orientation) interact in such a system of values, and the implications they have for 

sustainable governance and development. 

It would also be useful to explore how these values evolve over time. For example, it would be 

useful to explore the extent to which Asian societies remain collectivist over time; the reasons 

why some of them (e.g. Japan and India) are less so today than others; why some (e.g., China, 

Singapore) have weak uncertainty avoidance orientations as compared with others (e.g., 

Korea, Japan); and how some of these countries have developed a long-term orientation. To 

this end, it would be useful to expand the collection of statistical data on value orientations and 

their change over time (e.g., decadal). Such data would establish a useful basis for researchers’ 

analytical studies of the role of values, their interactions and their economic effects. 
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6 Notes on Methodology 

In order to preserve the flow of the main text, these notes provide additional detail on a number 

of theoretical or methodological issues. 

 

Section 2.2.2 

Notations: The discussion of growth models are based on the following notations: 

1) aggregate quantities: Q = output, N = population, L = labor input, K = physical capital, H = 

human capital, S = savings, I = investments;  

2) per capita quantities: qN = Q/N = per capita output, θ = L/N = labor-population ratio; 

3) per worker quantities: q = Q/L = output per worker, h = H/L = human capital per worker, k 

= K/L = physical capital per worker;  

4) technology: A = total factor productivity; 

5) production function: q = f(k, Ah);  

6) ratio to aggregate output: s = S/Q = saving rate; z = I/Q = investment rate; 

7) changes and rates of change: dx = change in x, dx/x = rate of change in x; and 

8) a variable x as a function of time t: x(t).  

Note that the simple picture of a logistic curve is applicable only to those countries that have 

established an institutional foundation for sustained growth. Annual, or even decadal cross-

country growth data for all countries may be contaminated by numerous large and small shocks 

and other factors lacking regularity. Even countries that have successfully taken off may 

experience setbacks: For example, the Asian Tigers suffered from a severe financial crisis in 

1997-1998. Some of the mature developed economies are now going through major difficulties 

related to the financial or debt crises. 

Dynamic optimization growth models: For a discussion of a dynamically optimal balanced-

growth path, see a growth economics textbook (e.g., Barro and Xala-i-Martin 1995). The two 

equations that determine kA* and qA* are: f’(kA) = δ+ρ+εx and cA = f(kA)-(x+n+δ)kA, here x = 

dA/A, ε = elasticity of marginal utility, ρ = discount rate of future utility.  

Stock-flow relationships and debt: A steady-state debt-to-GDP ratio (b) may be expressed 

as b = [(1+g)/(g-i)]c, where g = GDP growth rate, i = interest rate for the debt, and c = primary 

deficit-to-GDP ratio.   
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Section 3.4.1 

Prisoners’ dilemma games between collectivist groups: Assume an infinitely repeated 

symmetric prisoner’s dilemma game between two players, without third-party coordination and 

with both players using a trigger strategy. The two players are mutually altruistic (e.g., each 

player calculates her own perceived payoff as the weighted average of both players’ material 

payoffs, with α and (1-α), respectively, as the weights). The condition for mutual cooperation 

may therefore be stated as α < (a-b)/(c-b)+[(b+c)–2d ]/(c-b)ρ, where material payoffs are 

denoted by a = for mutual cooperation, b = for unreciprocated cooperation, c = for unilateral 

defection, and d = for mutual defection, and the discount rate = ρ. For given material payoffs, 

a lower α (i.e., a stronger sense of altruism) and a lower ρ (long-term orientation) will increase 

chances of mutual cooperation.  

 

Section 3.4.2 

Cross-country regression results, GCI-4 and value orientations: The equation estimated 

here may be considered a reduced form (for institutions as the dependent variable) derived 

from a simple system of structural equations jointly determining institutions, per capita output, 

and some other variables. One of the structural equations in such a system may have 

institutions as the dependent variable and IDV, UAI, and per capita output as the explanatory 

variables, with per capita output as the proxy variable for available resources to support 

institutions. The reduced form for institutions will not have any endogenous variables such as 

per capita output on the right-hand side. A more elaborate system would include structural 

equations with distributed lags of some of the endogenous variables (e.g., per capita output) 

as the predetermined explanatory variables. 

 

Sections 3.4.2 and 4.3.2 

Explanatory power of values orientations IDV and UAI for GCI-4 and SGI-O: Note the 

following differences in coefficient estimates, with t-ratios in parentheses, in the equations for 

GCI-4 and SGI-O (see the regression results on the following page.) 

In the equations for GCI-4, all in logarithm, IDV is a highly significant explanatory variable for 

a sample of 67 OECD and developing countries (B section), but less so for a sample of 30 

OECD countries (A section). For the sample of 30 OECD countries, IDV, with t-ratios less 2, 

performs similarly weakly in the equations for GCI-4 and SGI-O (A and C sections). The sample 

of 30 OECD countries includes a large number of Western individualist countries, where IDV 

measures show a relatively small cross-country variation. By contrast, the cross-country   
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     Sample of   Sample of  

     30 OECD    67 OECD and developing  

     countries  countries 

   ------------------------------------------------------------------------------------------- 

     A section  B section (Table 15)  

Equation for GCI-4 Constant 2.133 (4.16)  1.183 (4.96)   

   IDV  0.087 (1.27)  0.224 (6.59) 

   UAI  -0.189 (-2.58)  -0.108 (-2.30) 

Adjusted R-squared, sample size  0.347, 30  0.434, 67 

 

     C section (Table 19) D section 

Equation for SGI-O Constant    2.368 (5.35)  

   IDV  0.092 (1.57)  

   UAI  -0.204 (-3.21)  

Adjusted R-squared, sample size 0.462, 30 

 

variation of IDV measures across OECD and developing countries is large. SGI-O data are not 

yet available for most developing countries in Section D, but consider whether SGI scores 

available for the non-OECD “Asian-6” countries, if combined with the SGI-O estimates for the 

OECD countries, might improve the regression results. 

To this end, consider SGI-S4A (see Table 18) estimates for the Asian-6 as proxies for SGI-S 

scores and calculate SGI-O proxy estimates, SGI-OAP, for the Asian-6 as the averages of SGI-

S4A and SGI-MA. SGI-OAP scores thus calculated for the Asian-6 are not strictly comparable 

with SGI-O scores for OECD countries, not only because they are proxies, but also because 

they are 2012 estimates whereas the SGI-O scores are 2011 estimates. We combine SGI-

OAP (2012) scores for the Asian-6 countries with the SGI-O (2011) scores for the OECD 

countries and denote the combined cross-country estimates as SGI-OP. A double-log 

regression of SGI-OP on IDV and UAI, with a dummy variable (to account for the different basis 

on which the data have been compiled) for the Asian-6 countries yields the following results: 
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SGI-OP   =   2.528 + 0.086 IDV – 0.236 UAI – 0.491 D 

         (7.18)  (1.64)      (-4.69)     (-5.39) 

Adjusted R-squared = 0.710 Sample size = 36      

 

In the above regression, the dummy variable assumes 1 for a country that belongs to the Asian-

6 country group and 0 for an OECD country. The results demonstrated here show the equation 

to hold improved explanatory power, with a slightly elevated statistical significance for IDV, by 

comparison with the results of the equation (C section in the table above) estimated on the 

basis of data for the 31 OECD countries. 

 

Section 4.3.2 

Sustainable Development Indicators: The SDIs cited here are not adequate measures of 

the sustainability of development in several respects, and should be interpreted with caution. 

For example, different countries may have different preferences for equality. Some (e.g., the 

United States) have long tolerated a disposable-income Gini coefficient of around 0.35, while 

others (e.g., Germany, Norway, Sweden) have not. Moreover, income inequality is only one of 

many possible measures of economic inequality. Wealth inequality is likely to be higher than 

income inequality in all these countries, with higher levels in some than in others. The adverse 

effects of high levels of income inequality on fairness may be mitigated to some extent by a 

progressively designed public education and health care system. Some countries also show 

conflicting Gini estimates. In Korea, the National Statistical Office (NSO)’s Gini estimate of 

about 0.33 in 2005 differs substantially from a Gini estimate of about 0.42 based on Korea 

Labor Institute Panel Study data (Kim, 2011). Urban pollution here is a rather narrow measure 

of environmental sustainability, which ideally should be indicated by a set of sustainability 

measures addressing environmental resources in a broad sense. General government (GG) 

debt data also may not be adequate as indicators of public-sector sustainability. The IMF 

definition of GG debt, in principle includes central and local government debt and government-

guaranteed debt, but does not include liabilities held by public enterprises. 

Gross government debt: In some countries (e.g., China and Korea), public enterprises have 

considerable amounts of debt, not all of which is guaranteed explicitly by the government. A 

fiscal system in a vertically oriented society that is not adequately transparent may give rise to 

a situation in which government may have to take over public enterprise debt, even if not 
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explicitly guaranteed, particularly if the government has mandated public enterprises to 

undertake public investment projects. 

Moreover, GG debt data here are gross debt data. Net GG debt (gross GG debt net of GG 

financial assets) figures may be significantly lower in some countries. For example, the net 

debt charts provided by Brookings (2012) indicate the GG-debt-to-GDP ratios for Japan and 

Singapore to be somewhat higher than 80 percent. Moreover, high public-debt levels in Japan 

and Singapore have some special features. Japan’s government bonds are held largely by 

Japanese households and firms. Thus, Japan’s public debt is matched by private-sector assets, 

and Japan is not a net debtor vis-à-vis the rest of the world. Societal values may have played 

a role in this process, encouraging the Japanese to keep purchasing Japanese government 

bonds, thus keeping their prices high and interest rates low. It is nevertheless true that, for both 

government and country, the excessively large public debt matched by assets creates fiscal 

risks, which depend on the quality of the assets government holds. 

Singapore’s government bonds are largely held by the Central Provident Fund (CPF), the 

national pension fund, and Singapore too is not a net debtor vis-à-vis the rest of the world. The 

government of Singapore has used borrowings from CPF to finance housing construction 

through the Housing and Development Board (HDB), a government agency which builds, sells 

and rents houses to the public. Thus, in Singapore, government liabilities are matched by its 

financial and real assets, including those relating to housing. CPF’s assets are matched by its 

future pension payment obligations. Thus, Singapore’s consolidated public sector, including 

CPF and HDB, may have no net liabilities vis-à-vis the private sector. The financial 

sustainability of Singapore’s public sector depends on how well the real and financial assets it 

holds perform in the future. Good governance aimed at effective risk management is crucial 

for sound management of assets. Singapore has also allowed future pensioners to borrow 

from the CPF to purchase their houses. This policy has tended to alter the composition of 

pensioners’ assets by replacing their pension rights with home ownership (see Bertelsmann 

Stiftung 2013). Their financial sustainability now depends substantially on future housing prices. 
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