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Introduction

Economic welfare is one of the main criteria for evaluating the economic and social performance of
countries and, in modern approaches, is no longer limited to income or output growth; it also
encompasses health, education, economic security, quality of life, and macroeconomic stability. The
present study focuses on selected developing countries. It measures economic welfare using the Human
Development Index, showing that differences in welfare levels across countries cannot be explained
solely by income-based variables. Within this framework, good governance and economic corruption,
as two important institutional dimensions, can affect welfare through government efficiency, regulatory
quality, rule of law, public trust, resource allocation, and transaction costs. In addition, factors such as
education, life expectancy, population growth, communication development, unemployment, and
inflation are included in the analysis to control human, technological, social, and macroeconomic
dimensions.

A review of domestic and international studies indicates that governance quality, corruption control,
human capital, communication technology, and macroeconomic stability are among the key
determinants of economic welfare. However, a substantial body of previous research has examined the
relationship between institutions and welfare within a linear framework. It has paid less attention to the
possibility that the effects of economic and social variables may vary at different levels of corruption or
institutional quality. The main innovation of this paper is the examination of the nonlinear and threshold
relationship between good governance, economic corruption, and economic welfare using the Panel
Smooth Transition Regression model. This approach allows for the identification of different regimes,
the determination of the transition variable, and the investigation of changes in the intensity of variable
effects on welfare.

Methodology

This study aims to examine the impact of good governance and economic corruption on economic
welfare in 18 selected developing countries over the period 2000 to 2022. The dependent variable is
economic welfare, measured by the Human Development Index. Good governance represents formal
institutional quality, while the Corruption Perceptions Index represents informal institutional quality.
The variables education, life expectancy, population growth rate, mobile phone subscription,
unemployment rate, and inflation rate are also included as control variables. For estimation, the Panel
Smooth Transition Regression model is used. First, panel unit root tests are applied, followed by linearity
tests and goodness-of-fit criteria to determine the optimal model.

Results and Discussion

The stationarity test results indicate that all study variables become stationary after first differencing.
The linearity test showed that when good governance is chosen as the transition variable, there is
insufficient evidence to reject the linear relationship. However, when economic corruption is selected,
the relationship between the variables and economic welfare is nonlinear and threshold-based. Model
selection criteria identified a two-regime specification with economic corruption as the transition
variable as the optimal model. The estimation results show that in the high regime, education has a
positive and significant effect, while inflation has a negative and significant effect on economic welfare.
Therefore, reducing corruption, improving institutional quality, strengthening human capital, and
controlling inflation are among the main pathways to enhancing welfare in developing countries.
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