What is the Recipe for Good Government?

by Arnold Kling

Recently, some prominent individuals have complained about the poor functioning of the U.S. government.  Steven M. Teles called it a “kludgeocracy.”  Francis Fukuyama called it the Decay of American Political Institutions.  In an interview, President Obama noted that “we have these big agencies, some of which are outdated, some of which are not designed properly.”

What is the solution?  Re-organization of the executive branch might help. Others have proposed campaign finance reform, less gerrymandering of Congressional districts, or adopting a parliamentary system as an alternative to divided government.  However, none of these offers a proven remedy.

Rather than look at government reform in terms of theory, I propose that we look at works in practice.  If we compare countries around the world, what factors are generally associated with good governance, and what factors are associated with bad governance?

It turns out that a country's size, in terms of population, is an important negative factor.  Large countries are less likely to be well-governed than are small countries.

I used the Fraser Institute's Economic Freedom of the World Index to measure the quality of government.  The 2013 values of the index ranged from a high of 8.97 for number-one ranked Hong Kong to 3.93 for Venezuela, country number 152 on the list.  Although the index measures economic freedom, the top countries on the list also have robust welfare states.  In that sense, the index seems highly correlated with what many people would agree represents quality in government.  I certainly would be willing to consider alternative measures of government quality.

There are 118 countries with a population of at least 5 million, but 17 are not included in the Fraser Institute rankings.
  That leaves 101 countries.  Consider the smallest of these countries and the largest.

The 23 countries with population between 5 and 9 million are:

	Country
	Population
	Economic Freedom Index
	Economic Freedom Rank (out of 152)

	Hong Kong
	7 million
	8.97
	1

	Singapore
	5 million
	8.73
	2

	Switzerland
	8 million
	8.3
	4

	United Arab Emirates
	8 million
	8.07
	5

	Finland
	5 million
	7.98
	7

	Jordan
	7 million
	7.81
	13

	Denmark
	6 million
	7.78
	14

	Austria
	9 million
	7.59
	27

	Norway
	5 million
	7.56
	31

	Slovak Republic
	5 million
	7.46
	36

	Bulgaria
	7 million
	7.26
	49

	Israel
	8 million
	7.26
	49

	Nicaragua
	6 million
	7.23
	54

	Honduras
	9 million
	7.21
	56

	Dominican Republic
	9 million
	7.13
	61

	El Salvador
	6 million
	7.03
	73

	Papua New Guinea
	7 million
	6.96
	77

	Paraguay
	7 million
	6.78
	89

	Kyrgyzstan
	6 million
	6.51
	102

	Sierra Leone
	6 million
	6.32
	115

	Azerbaijan
	9 million
	6.3
	117

	Tajikistan
	8 million
	6.01
	128

	Togo
	6 million
	5.57
	141


The median Fraser index for the small countries is 7.26.  Ten of these countries are among the thirty-nine most free, and only four are amonth the thirty-seven least free.

Next, look at all 18 countries with populations of 76 million or more:

	Country
	Population
	Economic Freedom Index
	Economic Freedom Rank (out of 152)

	United States
	317 million
	7.73
	17

	Germany
	81 million
	7.68
	19

	Japan
	127 million
	7.5
	33

	Phillipines
	99 million
	7.21
	56

	Turkey
	76 million
	7.06
	68

	Indonesia
	238 million
	6.9
	80

	Mexico
	118 million
	6.64
	94

	Russia
	144 million
	6.55
	101

	Brazil
	201 million
	6.51
	102

	Egypt
	84 million
	6.36
	108

	India
	1238 million
	6.34
	111

	Pakistan
	185 million
	6.34
	111

	Bangladesh
	153 million
	6.33
	114

	China
	1362 million
	6.22
	123

	Vietnam
	90 million
	6.23
	122

	Nigeria
	174 million
	6.21
	124

	Iran
	77 million
	6.05
	127

	Ethiopia
	86 million
	5.47
	142


The median Fraser index among these countries is just 6.44.  Just three of the largest countries are in the top thirty-nine, and five are in the bottom thirty-six.

Relative to this peer group of high-population countries, the United States is still the best governed, if we use the index of economic freedom.  Perhaps we should be grateful that our government is not worse than it is.

Here is a breakdown of all 101 countries in the Fraser index with a population of at least 5 million.

	Population/Fraser Index
	7.40 or higher
	6.98-7.39
	6.32-6.97
	6.31 or fewer

	5 to 9 million
	10
	6
	3
	4

	10 to 75 million
	12
	12
	15
	21

	76 million or more
	3
	2
	8
	5


Overall, 43 percent of the small nations are in the highest group for economic freedom.  Only 20 percent of the middle-sized nations are in that group.  And just 17 percent of large nations have high levels of economic freedom.

As I read these data, the lesson for the United States and Europe is that the central governments in Washington and Brussels face a structural impediment to success, due to their large populations.  The  population size between 5 and 9 million people seems to be more conducive to good government.  

If the optimum population is somewhere between 5 and 9 million people, then the United States and Europe are “too big to govern.”  In fact, even if the U.S. and the European Union were broken up, many of the countries within Europe and several of the largest states in the United States, would be more effectively governed if they were further divided.

There are many proponents of Federalism who base their arguments on theory or on what they regard as the original intent of the Constitution.  My point here is that the case for Federalism can be made empirically. Good government is going to be more prevalent in polities with populations between 5 and 9 million than in much larger jurisdictions.

This suggests that welfare-state responsibilities should be handled at the state level, not the Federal level. Could we turn back to the states the existing trust funds, taxing authority, and responsibility for social welfare?   If Sweden, Singapore, Switzerland, and Denmark can provide for health coverage and other elements of a social safety net, then so can Vermont or Arkansas.  The challenge is to get the national government out of the way. 

Appendix:  Adding the LV Index to the recipe

Richard Lynn and Tatu Vanhanen have developed a controversial measure of national average IQ.  It relies a great deal on extrapolations based on the ethnic mix of national populations and the presumed average IQ of different ethnic groups.   I think it is fair to question whether their numbers actually measure actual average national IQ.   Here, I just refer to the numbers that they report as the LV index, and one can be agnostic as to what it measures.  Regardless of what it measures, it helps a great deal in predicting where countries will fall in the index of economic freedom.  Combining the LV index with population can yield a particularly powerful predictor.

I divided countries into 5 groups according to the LV index.  Group 1 has an index of 99 or higher.  Group 2 has an index of 93-98.  Group 3 has an index of 85-92.  Group 4 has an index of 77-84.  Group 5 has an index of 73 or lower.

Here is how those groups break down in terms of economic freedom.  The entries in the table are the number of countries that fall into each category.

	LV Group/Fraser Index
	7.40 or higher
	6.98-7.39
	6.32-6.97
	6.31 or fewer

	1 (99 or higher)
	13
	2
	1
	1

	2 (93-98)
	8
	6
	3
	3

	3 (85-92)
	2
	4
	9
	4

	4 (77-84)
	1
	7
	8
	5

	5 (76 or less)
	1
	1
	5
	17


Note particularly the extreme top-left and bottom-right entries in the table.  There are 13 countries that have a high LV index and high levels of economic freedom, and there are 17 countries that have the opposite.  The only low-LV country with a high Fraser score is Rwanda (population 11 million), with an LV index of only 70 but a Fraser index of 7.46.  The only high-LV country with a low Fraser score is China, with an LV index of 100 and a Fraser index of only 6.22.

The next table, which is admittedly very hard to read, looks at the Fraser index by population, further broken down by LV index group.  

	Population/Fraser Index
	7.40 or higher
	6.98-7.39
	6.32-6.97
	6.31 or fewer

	5 to 9 million
	4 4 1 1 0
	0 2 0 4 0
	0 0 2 1 0
	0 0 2 0 2

	10 – 75 million
	7 3 1 0 1
	2 4 2 3 1
	1 2 4 3 5
	0 2 2 4 13

	0ver 75 million
	2 1 0 0 0
	0 0 2 0 0
	0 1 3 4 0
	1 1 0 1 2


What the upper-left entry says is that among the countries with populations of 5 to 9 million that have economic freedom indexes of 7.40 or higher, 4 are in group 1 of the LV index, 4 are in group 2 of the LV index, 1 is in group 3 of the LV index, 1 is in group 4 of the LV index, and 0 are in group 5 of the LV index.

Only four countries combine low population with a high LV index: Hong Kong, Singapore, Switzerland, and Austria.  All four show up in the top left quadrant, meaning that all of them have high economic freedom scores:  8.97, 8.73, 8.30, and 7.59, respectively.

There are 31 countries that have low or medium population and that have an LV index of 93 or higher, meaning that they are in one of the top two LV groups.  18 out of those 31 countries fall into the top bracket of economic freedom, with Fraser indexes of 7.40 or higher.  Only 7 of the remaining 70 countries have such high economic freedom.  

At the opposite end, there are 37 countries that have medium or high population and that have an LV index of 84 or lower, meaning that they are in the bottom two LV groups.  Of those 37 countries, 20 have Fraser indexes of 6.31 or lower, putting them in the lowest group.  Only 10 of the remaining 70 countries have such low economic freedom.

�	The excluded countries generally are war zones, such as Syria.





