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Abstract

This paper aims to compare living standards in Asia and in Europe with respect to
several cultural dimensions to which the research on economic prosperity has paid
attention. Some studies pool countries in multiple regions to identify cultural effects
on economic prosperity, and this paper argues that such regional differences in
culture must be considered. In addition to empirically distinguishing Asia and Europe
in terms of living standards with respect to selected cultural dimensions, this study
also distinguishes and investigates regions within Europe. A theoretical argument
explains each region’s dominant cultural dimension, thereby hypothesizing regionally
distinct effects of culture on living standards. A quadruple model is developed, and
different samples are used to test the reliability and validity of the theoretical
proposition. Two cultural dimensions, individualism and power distance, are
identified as hallmarks of the divergence of living standards between Asia and
Europe. Individualism has a significantly positive effect in Europe but insignificant in
Asia, whereas the findings are opposite for power distance. The results remain robust
even after controlling for confounders. The findings suggest potential barriers to
maximizing the effectiveness of economic policies because a development approach
adopted from Europe could be less effective in Asia, and vice versa, owing to a
different dominant culture.

Keywords: Asia, Cultural dimension, Economic divergence, Europe, Modern
economic growth, Standard of living, Western Europe

Introduction
How do geographical regions of countries affect their living standards? Despite the in-
fluences of ever-widening gaps in trade, human development, and technological pro-
gress on income inequalities across regions, this paper argues that regional differences
in real living standards are rooted deeply in some heritage factors. The implication of
this hypothesis is economically huge, as Mann and Riley (2007) also show evidence of
lesser intra-regional income inequalities than those of inter-regional income in the past
few decades (1950-2000).

The realization of income inequality, an economic egalitarian outcome, has been
studied from two perspectives, namely, economic development and heritage. This
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categorization is based on Rodrik’s (2003) taxonomy of determinants of economic
growth, namely geography, institution, and integration. Income per capita, likewise
one popular indicator of living standards in macroeconomics, is particularly im-
portant for studying economic divergence before the human development index
(HDI) and life expectation (Snowdon and Vane 2005, 580-583). As one of the two
headings mentioned above, economic development is described as determined by a
society’s political and economic institutions (North 1991). Institutional development
plays the central role in the economic integration a country could achieve inter-
nationally or regionally (Lindberg 1963; Rodrik 2000). Based on a study pertaining
to North Korea and South Korea between 1950 and 2000, Acemoglu (2003) identi-
fies culture as the fundamental factor that led the political leaders of the two pol-
ities to choose different policies, resulting in diverse outcomes of economic
development. As the study notes, before the separation, people of the two Korean
regions shared the same ethnolinguistic and economic characteristics, suggesting
the outcome of similar cultural behaviors. Thus, this paper attributes the effect of
geographical regions (as Rodrik suggests) on living standards to regionally based
cultural heritage vested in ancestors. In this paper, the term “cultural heritage” im-
plies an intellectual tradition that drives the development of new knowledge, as
shown in the series of experiments demonstrated by Mokyr (1990, 2002, 2005a).

As a slow-moving phenomenon, culture has its role in economic growth through
collectively directing a population’s degree of willingness to advance knowledge,
such as industrial evolution. This conjecture stands on the concept of collective
mental programming, articulated by Hofstede’s cultural dimensions theory (e.g.,
Hofstede 1980, 1993, 1994, 1999, 2001; Hofstede and Bond 1988; Hofstede et al.
2010). For instance, Hofstede (1980) defines culture as “not a characteristic of indi-
viduals; it encompasses a number of people who were conditioned by the same
education and life experience.” Because knowledge is the engine of economic
growth (Romer 1986, 1990), the implication of collective behaviors, as the enormous
cross-country income inequalities implicitly indicate, represent different degrees of know-
ledge advancement. Past economic studies—e.g., in the series of studies by Spolaore and
Wacziarg (2009, 2013a, 2013b)—affirm the essence of culture in its identity as a determin-
ant of technological progress. Spolaore and Wacziarg’s studies propose using the approach
of genetic distance to investigate effects of cultural differences between two populations
separated genetically as far back as the 1500s. However, as they clarify, the measure of
genetic distance does not pinpoint specific genetic effects. Williams and McGuire (2010)
specifically demonstrate the culturally driven development of knowledge, based on
Hofstede’s cultural-dimensions theory and revealing that individualism drives eco-
nomic creativity in a cross-country sample. Subsequently, individualism is deter-
mined empirically and interpreted by Gorodnichenko and Roland (2011, 2017) as a
driver of economic growth, because this cultural dimension urges people of a
country to pursue innovation in exchange for social-status rewards. The literature
review on culture and economic prosperity in this paper leads to a research ques-
tion: How can differences in living standards between two regions be characterized
by regionally cultural disparity? Based on this paper’s theoretical proposition, Asia
and Europe are characterized by different dominant cultures, hypothesizing the
root of living-standard divergence.
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Past studies have not addressed in particular the research inquiry mentioned above
with respect to the two continents of Asia and Europe. Generally, the closest example
of this research could be Spolaore and Wacziarg’s (2009) as they explored barriers to
entry into technological progress, discerning significant effects of cultural traits associ-
ated with genetic distances among human populations of different regions and coun-
tries. Economic divergence between the two continents has dated as far back as the
1800s (Broadberry and Gupta 2005), suggesting the era of “modern economic growth”
articulated by Kuznets (1966). Britain pioneered this influential era starting approxi-
mately in the 1750s, before spreading to Western Europe and subsequently to other
parts of the world (Landes 1998, 2003; Snowdon and Vane 2005, 382—589), signaling
the widening era of economic divergence characterized by Kuznets (1973) as six non-
cultural characteristics. Thus, this paper’s objective includes exploring the role of cul-
ture in relation to these characteristics of economic divergence, thereby suggesting a
model to capture the intellectual problems associated with different development ap-
proaches applied to the two regions.

This paper proposes a research idea in a diagrammatic presentation, with respect
to the relations between two cultural dimensions, namely individualism and power
distance," with the six Kuznets’s economic divergence characteristics (KEDCs). In
comparison with the theoretical proposition, statistical scrutiny is implemented to
realistically identify cultural features common to the two regions.” The modeling
approach comprising quadruple aspects of analysis is based on the theoretical
proposition supported by the preliminarily statistical analysis. The main hypothesis
is that causal effects from culture to standard of living are hypothesized to be dif-
ferent cultural dimensions of the two regions, suggesting the possibility of differ-
ences in coefficient signs and statistical significance for the cultural effects. By
linking each cultural dimension with each of the six KEDCs, this paper illustrates
how effectiveness of development approaches could be rooted in cultural effects,
thereby suggesting the divergence of living standards between the two regions.

The remaining sections are as follows. Section 2 (Asian—European economic diver-
gence and cultural dimensions) presents an empirically blended theoretical proposition.
Section 3 shows the analytical framework including the model, data, and estimator.
Section 4 reveals the cause-effect regression results, followed by discussions regarding
development approaches amid economic policies. Section 5 concludes with remarks on

this paper’s originality and value.

Asian-European economic divergence and cultural dimensions

Great Britain, led by England, is considered the leader of modern economic growth
since the eighteenth century. No evidence indicates that this was the result of political
stability. Rather, strong investment in new technology and a period of rapid techno-
logical progress is asserted as the cause of this development of prosperity (Clark 1996).
This phenomenon was started in Britain; however, it is not a revolution that is particu-
lar to Britain, and is generally recognized as a Western phenomenon (Mokyr 2005b). In
Mokyr’s perspective, technological progress led economic growth in most Western
economies because of the doctrine of economic reasonableness and its significant influ-
ence on the tenets of policy makers. Mokyr also pinpoints debatable evidence regarding
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technological progress as the backbone of the industrial revolution, in that the nine-
teenth century saw more rapid technological development than any previous. Mokyr’s
understanding implies that Britain could be the leader of modern economic growth due
to a common factor shared by the Western economies. According to Mokyr:

Britain’s position as the lead car in the Occident Express that gathered speed in the
nineteenth century and drove away from the rest of the world is of tremendous
interest, but it does not tell us much about the source of power. Was Britain the
engine that pulled the other European cars behind it, or was the Western world like
an electric train deriving its motive power from a shared source of energy? If so what
was this source? (Mokyr 2005b, 288)

As Western Europe became the region leading modern economic growth, it sparked
economic divergence in some parts of the world. Kuznets (1973) explained that most
countries found that adopting modern technology to follow the process of modern eco-
nomic growth that Europe pioneered was not feasible, thereby suggesting six character-
istics of economic divergence (Fig. 1), or Kuznets’s economic divergence characteristics
(KEDC:s).

As stated in Mokyr’s questions above, this paper attributes the “shared source of en-
ergy” to a common personality—a source of long-term, near-constant, and regionally
distinct mental regulation that distinguishes the development processes of each of the
two regions. Using Hofstede’s cultural-dimensions theory, this source is recognized as
collective mental programming. Importantly, Hofstede’s (1980) study implies that hu-
man development within a nation is conditional on similar educational and life experi-
ence in a culture that differs from other nations. One cultural dimension that seems to
have differentiated Asia from Western Europe is individualism. An essential behavior of
an individualistic culture is the emphasis on individual achievement and leadership.
Furthermore, Hofstede (1999) also determines the relationship between individualism
and economic affluence, revealing that wealthier countries are typically strong in this
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cultural dimension, while developing countries (e.g., Japan, South Korea, and Thailand)
were found to have increased this cultural trait as the countries became wealthier, al-
though more evidence is required to shed light on this aspect. Nevertheless, what could
be the connection among Britain, individualism, and leadership? Was Britain ever a
world leader in terms of economic development? According to an interview by Brian
Snowdon and Howard R. Vane with Milton Friedman (Snowdon and Vane 2005, 212),
Britain did show leadership with respect to macroeconomic research during the 1930s,
signaling a transfer of macroeconomic knowledge from Britain to the United States.
However, Friedman’s observation was that Britain’s leadership diminished significantly
as orthodox opinion appeared to contradict Britain’s leadership, owing to influences of
the two World Wars. As mentioned above, what drove Britain’s leadership seems to
have been its individualistic culture. What seems normal in this leadership meltdown is
that countries that raised the orthodox opinion also strongly feature this cultural di-
mension, particularly the United States and some other European countries, favoring
Mokyr’s conjecture of the shared source of energy that fueled modern economic
growth.

In Fig. 1, the six Arabic sequences indicate the six KEDCs. Label 1 indicates the out-
come of prosperous conditions in Britain. The eventual result is shown by Label 6, indi-
cating enormous cross-country and regional inequalities in income per capita or living
standards. This paper assumes that Labels 2-5 are the internal processes that created
the gap between Labels 1 and 6. These are the four KEDCs emphasized in the following
discussions.

This paper’s concept (Fig. 2) pinpoints how the Asian—European economic diver-
gence was brought about by two cultural dimensions, namely individualism and
power distance. According to Hofstede (1980), individualism is generally defined as
a loosely knit social framework, indicating a cultural drive that leads people to take
care of themselves and their immediate families. This is opposite to a collectivist
culture, in which a tight social framework emphasizing in-group loyalty (e.g., clan,

relatives, and organizations) is important. In contrast, power distance generally
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indicates a society’s degree of acceptance of unequal distributions of power in orga-
nizations (e.g., government departments, private organizations, and universities).
The two cultural dimensions can be briefly and accurately described for distin-
guishing the two regions in terms of economic performance. According to Hof-
stede’s (1999) finding mentioned above, individualism could be endogenous, as it is
positively influenced by an increase in a country’s wealth. This paper also cannot
preclude the possibility of an opposite result from the degree of power distance
that is typically strong among Asian countries, suggesting that an increase in per
capita income would reduce power distance and increase individualism. However,
because culture is repeatedly coined as a slow-changing phenomenon in Hofstede’s
research, individualism could also have been historically high in Britain and West-
ern Europe, and historically low among Asian countries, as it is an ancestral inher-
itance, with minor influences from the high rates of per capita income during
modern economic growth since 1750. The evidence is that if there is an immense
effect from per capita wealth on individualism; then why are some of the rich
Asian countries (e.g., Singapore, Japan, South Korea) experiencing an enormous in-
crease in income per capita, when during the past few decades of modern eco-
nomic growth this trait of national culture remains low? As the figure shows,
individualism is a dominant culture in Western Europe, whereas power distance
culturally dominates Asia. The essential orientations of this cultural dimension in
Fig. 2 follow Hofstede (1980) and are deemed the intrinsic qualities that either
directly influence income per capita or do so indirectly through the four KEDCs
(Fig. 1: Labels 2-5). The four KEDCs—economic transformation, international ex-
pansion, productivity, and social structure and ideology—occupy the same develop-
mental space as the five forms of entrepreneurial development identified by
Schumpeter (1934): new products or improved quality of goods; new production
strategies; new markets; new sources of raw materials; and new industrial
organization. First, conduciveness of social structure and ideology is an essential
condition of an entrepreneurial process, transforming a population’s understanding
that economic growth is an outcome of entrepreneurship (Korsgaard and Anderson
2011). Geographic concentration represents one example of social structure influ-
encing entrepreneurial opportunities (Sorenson and Audia 2000). Another such
structure is social network, particularly as a channel of information, a source of re-
ward, and a platform of trust that determines economic outcomes (Granovetter
2005). Second, international expansion is the channel for many profit-maximizing
organizations, whereas the talent of entrepreneurs (e.g., good understanding of sup-
port services) is essential to identify genuine opportunities in the international
market (Santos-Alvarez and Garcia-Merino 2010). Third, enhancing productivity
implies a firm’s craftmanship of competition, particularly through advanced tech-
nology or production strategies, to create a barrier to entry or to survive the threat
of new entry of technologically advanced firms (Aghion et al. 2001, 2009). Last but
not least, entrepreneurial activities are also an important factor of economic trans-
formation because entrepreneurs pursue innovation, build intermediate inputs, and
raise employment opportunities and productivity (Gries and Naudé 2010).
Conversely, particularly in Britain, economic transformation had played a great role
in entrepreneurial development. Acemoglu et al. (2005) study the colonial Atlantic
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economies since 1500, and assert that the commercial bourgeoisie triggered
changes in institutions, thereby leading to greater protection of property rights.
The strong hold of property rights provided a great sense of security to innovation
and entrepreneurship in Britain (North and Weingast 1989).

Connection between individualism and power distance

Why is individualism hypothesized to be essential to excellence in the four KEDCs (Fig. 1:
Labels 2-5)? First of all, a country associated with a more highly individualistic national
culture tends to favor and value innovative behaviors (Steenkamp et al. 1999). Further-
more, it is known to directly increase standards of living because individuals (depending
on specific skills) tend to contribute to different areas of innovation in order to be recog-
nized and rewarded socially—as Gorodnichenko and Roland (2011, 2017) contend,
innovation is the social-status reward of individualism. The hypothesis that individualism
promotes innovation, and economic creativity specifically, has been proved by Williams
and McGuire’s (2010) study using international data for more than 60 countries. An im-
provement to the four KEDCs and hence the overall living standards requires a construct-
ive degree of freedom, because development of innovative ideas would not be significantly
considered without the freedom of creative willpower. This is supported by a theory that
creative practices require freedom and an individualistic culture has this essential feature
(Shane 1992), suggesting outward-looking values in drafting and implementing develop-
ment approaches amid economic policies. This also emphasizes the freedom of
decentralization of decision making embedded in this culture (Eckstein 1958). The next
essential reason is that having the freedom to realize creativity in development could turn
out to be chaotic without proper management. According to van Hoorn (2014), a stronger
individualistic culture promotes sophisticated management, as this culture favors
formalization of labor relations. Last but not least, a general perspective of macroeconom-
ics is that poor economic performance is due to excessive corruption (Aidt 2003). An in-
dividualistic culture, however, is associated with a lower degree of corrupt behaviors in a
cross-country investigation (e.g., Jha and Panda 2017).

Because of its individualistic orientations, Western Europe has the advantage to excel
in the four KEDCs linked deeply with the progress of innovation and entrepreneurship;
whereas, the dominant culture (power distance) in Asia serves its economic prosperity
unfavorably, particularly with respect to the four KEDCs. According to one proposition,
low power distance signals a society’s eagerness to establish an institution that favors
protection against government abuse and bureaucratic power (Klasing 2013). Import-
antly, Klasing’s study also reveals that in a case study including more than 30 countries,
only power distance and individualism are found to have robust effects on institutional
quality. Mihet (2013) argues that because a society instilled to a significant degree with
a power-distance culture is embedded with a high authoritarian orientation, the society
does not strongly emphasize an innovative ethos, which could result in poorer eco-
nomic performance in the long run. In particular, Mihet’s study suggests that because a
high power-distance culture induces a lower level of trust among people, domestic
firms in the society tend to be weak in their willingness to take risks. Furthermore, such
a limited risk-taking attitude quite opposes an individualistic culture. In a high
power-distance culture, high-ranking authorities could be mismatched with work
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experience. In a case study of four countries with over a thousand asset managers,
heads, and chief executive officers as respondents, survey evidence reveals that high
power-distance societies have the common tendency to elect senior individuals to serve
in upper hierarchical positions, despite having less experience (Beckmann et al. 2008).
The economic barrier owing to power distance can also impact a country internation-
ally. For example, China is considered a high power-distance society with a score of 80/
100 and individualism as low as 20/100 (Hofstede 2001; Hofstede et al. 2010). The cul-
tural scores are standardized indices on a 0—100 scale, where the higher the score the
stronger the cultural dimension. The cultural differences with other economies account
for part of the reduced inflow of foreign direct investment into China (Liu et al. 1997).
The possibility that cultural differences between the host country (China) and home
countries trigger difficulty in management adhering to the local culture justifies this
finding. Another disadvantageous effect of power distance seems to be on human
development. Because the quality of governmental practices is rooted in the degree of
power distance, high power distance negatively affects human development (Gaygisiz
2013). These reasons remove any surprise that the dominant effect of power distance
in Asia on economic prosperity is distinct from that of Western European
individualism.

Asia and Europe in economic prosperity

The multipolar world economy is fueled by two major economic events taking
place in Asia and Europe respectively, encouraging research on an optimal frame-
work in international economics (Dutta 1992). This paper argues that individualism
is dominant in Europe, which as a result seems to have a more successful history
of economic integration in the region, in contrast to Asian economies. Evidence
shows that successful economic integration in Europe has brought about conver-
gence in per capita income, whereas such an outcome does not characterize coun-
tries belonging to the Association of Southeast Asian Nations (Karras 1997).
Capannelli and Filippini (2010) highlight several obstacles to economic integration
facing the two regions: East Asia (regional network of production, trade patterns,
and financial cooperation) and Europe (institutionalization, monetary union, and
policy structure). Notwithstanding this paper’s proposition of economic divergence
between Asia and Europe with respect to the two cultural dimensions, the Tiger
economies should be recognized as a miracle despite the fact that these Asian eco-
nomic powerhouses have a low degree of individualism. Past research also recog-
nizes the Tiger economies’ outstanding economic performances as a miracle of
factor accumulation (Snowdon and Vane 2005, 614; Young 1992, 1994, 1995). The
Tiger economies are alternatively known as the Asian Five Dragons in Geert
Hofstede’s research, adding Japan to the list. Hofstede and Bond (1988) suggest
that the secret of the Asian Five outperformance of all other Asian economies is
their feasibility of accepting technologies from some Western economies. Nonethe-
less, although individualism is low overall in Asia, based on this paper’s theoretical
proposition, it is not the dominant culture in the region, hence the low degree of
individualism is not expected to generate any adverse impact on the Asian eco-
nomic prosperity; in contrast, the cultural dominance of power distance is expected
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to be a significant barrier to advancing economic prosperity in Asia, putting a gap
between Asia and Europe in terms of living standards.

Analytical framework

A preliminary analytic

This paper’s intention is to perform a quadruple modeling based on regional differences
between Asia and Europe. A further distinction is made between Western Europe and
other European countries. The four equations share the same model specification esti-
mated respectively, using panel data on four Eurasian groups: Eurasia, Europe, Asia,
and Western Europe. This empirical design highlights the significance of regional de-
velopment approaches, amid economic policies described in this paper, particularly
when the objective is to determine the relationship between cultural dimensions and
economic prosperity. A preliminary inspection reveals how Asia and Europe differ in
four cultural dimensions, namely power distance, individualism, masculinity, and un-
certainty avoidance (Fig. 3). Twenty-six countries, 13 Asian and 13 European (including
three Western European countries) were drawn randomly from each region (selecting a
larger number of countries was restricted due to data limitations). The medians of a
pair of boxplots under each cultural dimension reveal differences between the two
regions, which are vastly visible across the four cultural dimensions. This graphical
plot of statistical scores favors the theoretical framework of dominant culture
shown in Fig. 2. In addition to power distance and individualism discussed in the
previous section, two other cultural dimensions (masculinity and uncertainty avoid-
ance) are also used. These supplementary dimensions are usually tested in the lit-
erature along with individualism and power distance, including some of the studies
mentioned previously. The latter dimensions are also added based on observed cor-
relations with the two primary dimensions. Table 1 shows the descriptive statistics
of all variables. No high correlations are observed, whereas medium-level
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Fig. 3 Regional differences in four cultural dimensions. Notes: The figure is created by the author using the
cultural-dimension data provided by the Hofstede Insights website (main references: Hofstede 2001;
Hofstede et al. 2010)
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Table 1 Descriptive and correlation statistics

Panel A: Descriptive statistics (panel dataset)

Mean (Standard deviation)

Observation Asia and Europe Asia Europe
HDI 104 0.765 0.683 0.830
(0.138) (0.149) (0.069)
Power distance 104 62.5 71.308 53.692
(20.510) (13.926) (22.304)
Individualism 104 445 27.231 61.769
(22.369) (11.210) (16.635)
Masculinity 104 475 52923 42077
(22.179) (25.331) (26.428)
Uncertainty avoidance 104 57.038 49615 64.462
(22.584) (22.932) (19.794)
Real per capita gross domestic product 104 22,692.92 (21,518.39) 12,894.69 32,491.15
(15,814.85) (22,119.59)
Panel B: Correlation statistics (panel dataset combining Asia and Europe)
HDI Power distance Individualism  Masculinity
Power distance —-0.381
Individualism 0526 -0.598
Masculinity —0.066 0487 -0.147
Uncertainty avoidance 0.146 —-0.087 0.140 0.062
Panel C: List of countries
Asia Europe
China Nepal Belgium Latvia
Hong Kong Pakistan Croatia Norway
India Philippines Czech Republic Serbia
Indonesia Singapore Estonia Slovakia
Iran South Korea  Finland Sweden
Japan Thailand France United Kingdom
Malaysia Germany

Panel D: List of Western-Europe countries (including two southwestern countries)
Belgium Netherlands  Ireland Spain

France Portugal Luxembourg United Kingdom

correlations exist (Table 1: Panel B). For the models discussed in the following sec-
tion, the first three model equations are based on the same number of countries
for Asia and Europe (Table 1: Panel C). The fourth model equation is based on a
purely Western-European sample that has eight countries, including five countries
not included in the sample of 13 random European countries mentioned above
(Table 1: Panel D).

Modeling

The data analysis includes performing a quadruple modeling with respect to the four
groups of the Eurasian region: Eurasia, Europe, Asia, and Western Europe. Similarly,
four equations are specified and expected to differ empirically by region. This modeling
conveys an important value, as it focuses on the economic prosperity of one region and
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compares subregions within it, particularly as a sociological approach recognizes that
culture shapes progress in economic growth and development (Grief 2003; Harrison
2000; Huntington 1996; Landes 1998). For example, Harrison (2000) contends, “The
crucial element that has been largely ignored is the cultural: that is to say, values and
attitudes that stand in the way of progress.” (55). Although economists have now popu-
larized the study of culture in understanding economic development, as described in
the theoretical proposition above, crucial findings have not been revealed. Twenty-six
countries, evenly divided between Asia and Europe, are randomly selected (data limita-
tion prohibited selecting a larger number of countries). The pure Western-Europe sam-

ple has eight countries, as presented in Table 1. The model is presented as:

3
InYS =a+ ¢, Ti+ B HDy + ByPOW; + B3IND; + B,MAS; + BsUNC; + py,.
i=1
(1)

In Eq. (1), the dependent variable (Y%), indicates living standards measured by real
income per capita (e.g., Snowdon and Vane 2005, 580—583). The regional index distin-
guishes the four groups of Eurasia (R=Eurasia, Europe, Asia, and Western Europe).
Data on the dependent variable are in panel form, where i subscript is a cross-sectional
unit and ¢ subscript is a time-series unit. The four cultural dimensions are abbreviated
as POW; (power distance), IND; (individualism), MAS; (masculinity), and UNC; (uncer-
tainty avoidance). Based on the literature review above, this model is controlled with
the degree of human development, education (also a proxy for technological progress),
and income per capita. These possible confounders are measured by the human
development index (HD;,), where ) indicates 4 years (1990, 2000, 2010, and 2015).
The living standards variable (dependent variable) is measured as a five-year aver-
age (1998-2002, 2003-2007, 2008-2012, and 2013-2017). In addition, the model is
also controlled with time-specific effects, as indicated by the summation term for
Ty, for the four periods mentioned above.

Method and procedure of estimation

The baseline method is a pooled ordinary least squares (OLS), and this method offers
the simplicity to implement specification tests such as heteroskedasticity and linearity.
This paper uses the method developed by Breusch and Pagan (1979) and Cook and
Weisberg (1983), where the null hypothesis assumes a constant variance. The linearity
test uses the Ramsey Regression Equation Specification Error Test (RESET) statistic; as
Wooldridge (2010) explains, “It can only test whether the expected value of y given the
variables actually in the regression is linear in those variables.” (125), where y in the
statement is the dependent variable.

A random-effect panel-data method is the main estimator. The generalized least
squares (GLS) method is used, thereby controlling for random effects from unobserved
heterogeneity uncorrelated with the independent variables. Supplementary statistics
such as R squared and random-effect test are obtained. Random effects that are signifi-
cant indicate that OLS is less consistent than a random-effect GLS. This paper’s final
estimator is the maximum likelihood estimator (MLE), believed to be more efficient
than other estimators including GLS (Wooldridge 2010, 385). Nevertheless, this paper
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uses GLS for simplicity to implement the random-effect Lagrange multiplier test intro-
duced by Breusch and Pagan (1980), thereby testing the null hypothesis that the vari-
ance of random effects is zero. Information criteria such as the Akaike information
criterion (AIC) and Bayesian information criterion (BIC) are obtained from the MLE
regressions (Akaike 1973, 1974; Schwarz 1978). MLE is to be used primarily for all
equations mentioned previously, whereas diagnostic tests from OLS and GLS are used
to establish the specification validity for MLE based on the baseline sample (Eurasia).
For other samples (Asia, Europe, and Western Europe), OLS and GLS are not to be
repeated.

In terms of modeling setting, OLS is usually the default setting for regression ana-
lysis. When random effects are deemed present, a random-effect GLS or MLE is the
option, where the study prefers to implement both methods because the calculation of
some statistics (e.g., R squared and random-effect test) are more feasible with GLS than
MLE. On the other hand, MLE is regarded to be more efficient than GLS according to
Wooldridge’s (2010) textbook econometrics due to its efficiency properties, while MLE
can also yield a consistent estimation given that the model is correctly specified. First,
this study verifies the linear functional form using the Ramsey RESET test. Second, this
study verifies the validity of random-effect specification using the Breusch—Pagan test.
Third, this paper assumes a normal distribution for the errors and verifies that the er-
rors follow a normal distribution using the Jarque—Bera test of normality (Jarque and
Bera 1987). In the normality test, the null hypothesis is that the regression errors meet
the condition of the normal distribution. MLE can be even more efficient than
three-stage least squares and generalized method of moments if the normal distribution
of errors is satisfied (Amemiya 1977; Wooldridge 2010). The remaining issue could be
correlations between the errors and independent variables, the possibility of which the
study addresses by controlling for the confounding factors as previously explained. This
paper does not implement a fixed-effect model because the cultural variables are mea-
sured in cross-sectional unit without time-series dimension. Thus, it is implausible to
estimate a fixed-effect model and therefore a comparison with the random-effect model
is not implemented. Overall, this setting of empirical modeling is developed with the
notion of obtaining efficient and consistent regression results. As found in the follow-
ing results, matching the theoretical predictions of this paper gives rise to another
sense to believe that such a modeling setting is accurate. For instance, power distance
is also found to have a negative effect on economic performance in opposition to the
positive effect of individualism, which is not only consistent with the theoretical prop-
osition but also (both directly and indirectly) consistent with the empirical evidence
shown by the past studies mentioned in Section 2 (Asian—European economic diver-
gence and cultural dimensions). In addition to being consistent theoretically and empir-
ically with the literature, this modeling setting is deemed an advantage over past
studies as this paper argues that regional differences in culture must be considered,
which contributes to the accuracy of the modeling setting. The study does not provide
the technical details of the three methods because these estimators are commonly
known and applied in social science research. The study uses Stata (version 14) statis-
tical software package to estimate all OLS, GLS, and MLE regressions. EViews (version
8) is used as a supplementary software package, particularly for confirming certain
diagnostic-test results obtained by Stata.
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Data on cultural dimensions for the 26 countries are sourced from the Hofstede In-
sights 2018 website (main references: Hofstede 2001; Hofstede et al. 2010). The HDI data
for the four periods mentioned previously are provided by the Human Development Report
of the United Nations Development Programme (Human Development Data 1997-2017).
The HDI data comprise the values of three essential aspects: income per capita, education,
and life expectancy. The values of HDI are generally later than the periods for the
dependent variable (living standards). The data on the dependent variable, measured as con-
temporary real gross domestic product (GDP) per capita (constant 2010 United
States dollar (US$)) in five-year averages from 1998 to 2017, are obtained from the
World Development Indicators of the World Bank (World Bank DataBank 2018).

Results

Validity and reliability of model specification

The first set of results (Table 2) is based on the sample consisting of both Asian and
European countries. The OLS regression rejects the possibility of heteroskedasticity

Table 2 Pooled versus random-effect regressions, Eurasia region

Dependent variable: Real GDP per capita (log) Pooled

Random-effect

Random-effect

OLS GLS MLE
Independent variables:
Human development 10.246 {1.016} 6.947 {0.689} 4.154 {0412}
(0.288)*** (0.539)*** (0.636)***
Power distance —0.007 {-0.108} —0.010 {-0.148} —0.013 {-0.192}
(0.002)*** (0.005)** (0.009)
Individualism —0.0001 {~0.002} 0.009 {0.145} 0.016 {0.258}
(0.0019) (0.005)* (0.008)**
Masculinity 0.002 {0.031} 0.003 {0.048} 0.004 {0.064}
(0.002) (0.004) (0.007)
Uncertainty avoidance —0.003 {~0.045} —0.001 {-=0.017} —0.0002 {~0.003}
(0.007)*** (0.003) (0.006)
Time-specific effect 2003-2007 —0.455 {~0.143} —-0.247 {-0.077} —-0.070 {~0.022}
(0.085)*** (0.053)*** (0.049)
Time-specific effect 2008-2012 —0914 {-0.287} —0.520 {-0.163} —0.186 {—0.058}
(0.090)*** (0.076)*** (0.081)**
Time-specific effect 2013-2017 —1.009 {-0.316} —0.550 {-0.173} —0.161 {-0.050}
(0.092)*** (0.085)*** (0.093)*
Intercept 2.721 4612 6.213
(0.251)*** (0.558)*** (0.902)***
Observations 104 104 106
Countries 26 26 26
Adjusted R squared 0.954
R squared 0922
Heteroskedasticity test 0.04 [0.840]
Linearity test 1.81 [0.152]
Random-effect test 55.27 [0.000]
Normality test (residuals) 1.722 [0423]
AIC/BIC —21.774/7.314

Notes: Estimates for each independent variable are as original coefficient {standardized coefficients} (standard errors).
Values in square brackets are probability values. The symbols ***, **, and * denote significance at the 1%, 5%, and 10%

levels, respectively



Yong Asian Journal of German and European Studies (2019) 41 Page 14 of 21

and nonlinearity. Nevertheless, the random-effect GLS regression rejects the possibility
that OLS is more consistent than a random-effect regression. Multicollinearity is pre-
cluded as a result of weak correlations among the independent variables, as discussed
previously. The predictability of living standards using Eq. (1) is above 92%. What does
the 0.92 R squared imply? Since this model focuses primarily on the set of cultural di-
mensions, the high R squared does not mean that unincluded variables such as human
capital, physical capital, and stock of knowledge are unimportant (as primary variables
in the endogenous growth theory). Implicitly, these essential economic factors are sub-
sumed under the cultural dimensions. This assumption is also made by some of the
studies (related to cultural dimensions) mentioned previously. With respect to endo-
geneity or confounding issues, this paper has controlled for three possible confounders:
lagged values of income per capita, education level, and life expectancy, suppressed into
one variable (HDI in A years). On the other hand, the reliability of the model is judged
in terms of theoretical consistency, as discussed with the three figures. Furthermore,
the robustness of findings is evaluated based on different sub-samples: Asia, Europe,
and Western Europe. Last but not least, the Jarque—Bera test on the MLE regressions
confirms that the errors (residuals) follow a normal distribution, which is an essential
condition for consistent estimation.

The Asia-Europe regression results

Assuming that individualism and power distance have the same effects for Asia and
Europe could produce weak evidence of the relationship between culture and living
standards. The results in Table 2 justify this argument. First, from the random-effect
MLE regression results, the merely significant effect among the four cultural dimen-
sions is found to be individualism. This appears to be consistent with the finding of
Gorodnichenko and Roland (2011, 2017), as they adhere to a sensible justification men-
tioned previously, suggesting that the only significant cultural dimension in Table 2
(column 4) seems to have its own merit. However, this paper argues that this finding is
rationally weak, in the sense that we strictly assume Asia and Europe incur the same
cultural effects on economic prosperity. For example, this finding tells policy makers to
be committed to an individualistic culture, including individual achievement, individual
initiative, and universal value standards (Fig. 2), which motivate individual participation
in entrepreneurship. As a result, policy makers hope the development of entrepreneur-
ship could bring about higher rates of employment and innovation, improving the over-
all living standards. However, this single cultural dimension does not strongly merit an
interpretation of similar economic consequences from a regional perspective. This
paper interprets that a one-standard-deviation increase in individualistic score leads to
a 0.258 standard-deviation increase in living standards, which is acceptable but ration-
ally weak because the differences between Asian and European cultures have not been
considered. In order to prove this argument, this paper separates the estimation by re-
gion, as follows.

The Asia, Europe, and Western Europe regression results
In Table 3 (columns 2 and 3), the four cultural dimensions show apparently different
effects on living standards in Asia and in Europe. The effect of individualism on the
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Table 3 Random-effect maximum likelihood regressions, comparing Asia, Europe, and Western

Europe

Dependent variable: Asia Europe Western Europe

Real GDP per capita (log)

Independent variables:

Human development 9.251 {0.966} 0.916 {0.079} 2220 {0.293}
(0.736)*** (1.018) (3.127)

Power distance -0.014 {-0.136} —0.009 {-0.251} —0.064 {-2.231}
(0.006)*** (0.012) (0.019)***

Individualism —0.008 {-0.063} 0.026 {0.540} 0.018 {0.776}
(0.006) (0.012)** (0.009)**

Masculinity 0.010 {0.107} 0.0004 {0.013} 0.005 {0.199}
(0.005)** (0.007) (0.005)

Uncertainty avoidance —0.006 {—0.096} 0.001 {0.025} 0.041 {2.358}
(0.003)* (0.008) (0.013)***

Time-specific effect 2003-2007 —0.454 {-0.139} 0.137 {0.075} —0.063 {~0.065}
(0.076)*** (0.067)** (0.244)

Time-specific effect 2008-2012 —0.932 {-0.285} 0.163 {0.089} —0.136 {—0.140}
(0.117)%** (0.106) (0.350)

Time-specific effect 2013-2017 —0.994 {-0.304} 0.206 {0.112} —0.120 {0.124}
(0.133)*** 0.121)* (0.390)

Intercept 3.855 8.058 7.686
(0.662)*** (1.348)** (2.234)**

Observations 52 52 32

Countries 13 13 8

Normality test (residuals) 1.148 [0.563] 3.078 [0.215] 4,026 [0.134]
AIC/BIC —4.778/16.685 —19.085/2.379 —10.391/4.266

Notes: Estimates for each explanatory variable are as original coefficient {standardized coefficients} (standard errors).
Values in square brackets are probability values. The symbols ***, ** and * denote significance at the 1%, 5%, and 10%
levels, respectively

regression for Europe appears to be much more economically significant compared to
that in Table 2, indicating that the lower effect found in Table 2 (column 4) is a result
of being pulled downward by the low degree of individualism among the Asian coun-
tries. In contrast, the absence of high individualism in Asia renders an insignificant ef-
fect on living standards (Table 3: column 2). As theoretically predicted by this paper,
power distance has a negative impact on living standards, suggesting the adverse effects
brought about by the three orientations shown in Fig. 2. This vyields 0.136
standard-deviation lower living standards for a one-standard-deviation increase in power
distance (Table 3: column 2). In addition, uncertainty avoidance also negatively affects liv-
ing standards, as it discourages change in status quo in exchange for certainty, thereby re-
ducing living standards as the world economy becomes more competitive. Nevertheless,
living standards in the Asian region seem to be supported by its intermediate-level mascu-
line culture, which crowds out a big portion of the negative influences due to the region’s
strong power distance. The role of individualism increases further as the estimation on
the Western Europe region shows (Table 3: column 4). Great Britain is the leader of indi-
vidualism in the world, while Western Europe has an overall strong degree of individual-
ism. Thus, a one-standard-deviation increase in this cultural dimension yields
approximately 0.236 standard-deviation higher living standards than that entailing the 13
European countries. Western Europe also shows additional effects of culture. Particularly,
the results show a significantly positive effect of uncertainty avoidance. In contrast to
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Asia, Europe’s uncertainty avoidance emphasizes the need to strengthen living standards,
which stems from the fact that many European countries are developed economies and
eager to maintain this status as competition in the world economy increases. The opposite
effects of uncertainty avoidance between the two regions suggest one essential idea,
namely the preference to preserve the status quo. Nevertheless, this conclusion requires
further research to confirm, which is beyond the scope of this paper.

Discussion: impacts on economic policies

The success of macroeconomic management relies on the economic policies most
likely to achieve high rates of growth and employment with low inflation. Countries in
Asia and Europe may use the same development approaches; however, practices could
be different due to different cultures and lead to differences in economic outcomes.
The high level of individualism in Europe could be the reason why the region success-
fully establishes unified economic policies, particularly the European Union, and hence
attains much stronger economic success than its Asian counterparts. In contrast, the
Asian countries could face a barrier to advanced regional unification of economic pol-
icies due to the strength of their power-distance culture. Nevertheless, the reality shows
that this region has made good progress in fine-tuning its regional economic cooper-
ation, signaling the positive effect of its intermediate-level masculine culture. Another
aspect of that culture is the relatively higher degree of uncertainty avoidance among
the Western European countries, which produces a positive effect in opposition to the
negative effect in Asia. As a result, Western Europe has the grim determination to
strengthen living standards, apparently much stronger than that of the Asian countries.
Although the degree of uncertainty avoidance is not statistically significant in the over-
all Europe sample, it does show a positive coefficient.

While the findings show that Asia’s power distance is a barrier to achieving better liv-
ing standards, its innovation rates (from some countries) are rapidly formed and con-
tribute to living standards. The intermediate level of a masculine culture seems to be
the driving force behind Asia’s burgeoning innovative activities. As stated by Hofstede
(1999), one essential characteristic of masculinity is that people in the society
emphasize a competitive performance, assertiveness, and material success. The paper’s
theoretical proposition and findings imply that if Asian countries could lower the de-
gree of power distance collectively, the region as a whole can boost its performance of
innovation (economic development), thereby bringing about even more prosperity and
improved living standards. Despite Asian countries’ fast technological progress, most of
the countries are still lagging behind the European countries in terms of per capita in-
come, suggesting a gap in living standards due to different cultural effects that past
studies have not explored. For example, the average growth rate of China’s patent appli-
cations by residents from 1990 to 2016 is 23.7% and Vietnam shows 12.2%, whereas
Germany shows a much smaller average growth rate of 1.8% and the United Kingdom
experienced a negative growth rate of 1.2%. In terms of living standards, China experi-
enced an average growth of real income per capita of 9% in the period 1990-2016 and
Vietnam shows 5.5%, whereas Germany and the United Kingdom each experienced a
smaller average growth of 1.4% and 1.5%, respectively. Notwithstanding the tremendous
innovation rates of China and Vietnam, the two Asian countries are still behind
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Germany and the United Kingdom in terms of living standards. For example, the gap
in real income per capita between Germany and China was US$31606.33 in 1990, the
gap became US$39028.54 in 2016, showing a US$7422.21 increase in the difference in
living standards. The gap is even more apparent with Vietnam, Germany was far ahead
of Vietnam in 2016 with a US$44187.72 higher in real income per capita compared
with US$31905.22 in 1990. The statistical evidence is calculated using data provided by
the World Development Indicators, patents are measured as the number of patent ap-
plications by residents and the real income per capita is as described previously. This
statistical evidence pinpoints differences in living standards that are not reduced by the
faster pace of innovation in Asia than Europe for nearly three decades, thereby signal-
ing the possible effects of cultural differences proposed by this paper. This statistical
evidence is generalizable to many other Asian countries. Furthermore, including the
few Asian countries that show the miracle of outstanding improvements in living stan-
dards in the regressions does not eliminate the significant effects of culture shown by
this paper. For example, Singapore is considered outstanding in terms of real income
per capita, whereas it is still lagging behind Norway. This explanation also suggests a
significant social value from recognizing cultural influences on the economic develop-
ment in the two regions.

Conclusions

This paper highlights the importance of culture to economic prosperity, comparing
Asia and Europe, and suggesting that living standards are higher in Europe than in Asia
because of two polarized cultural dimensions. The theory pinpoints the polarization be-
tween individualistic and power-distance cultures, thereby attributing to each region a
dominant cultural dimension. This theory explains economic divergence between the
regions, with the consequence of a lower living standard in one region.

This paper illustrates a policy implication of culture for economic prosperity by dis-
tinguishing the cultural effects on Asia and Europe respectively. An individualistic cul-
ture is identified to favor Europe’s economic prosperity while the power-distance
culture is found to be a barrier to development in Asia. This shows a potentially de-
structive effect if a successful development approach in Europe was assumed ipso facto
to work similarly effectively in Asia. For instance, economic integration in Europe uni-
fies economic policies, whereas the world has witnessed that such economic integration
in Asia does not work as effectively as in Europe. This paper shows that this discrep-
ancy in economic outcomes is due to Asia’s high degree of power distance. Neverthe-
less, the intermediate-level masculine culture in Asia, characterized by assertiveness,
independence, and material rewards, entails a cultural advantage that is not found sig-
nificantly in Europe.

As more studies have shown the economic significance of cultural dimensions, this
paper contributes a unique finding by vigilantly hypothesizing how Asia’s and Europe’s
economic prosperity can be distinguished by culture. The social value of culture in an
economy is identified empirically and the findings suggest that policy makers should
take regional differences in culture into account as they adopt development approaches
from other regions. A vigilant modification of the development approaches to maximize
the values of existing economic policies may be needed. If the government realizes the
economic effects of culture and is willing to modify development approaches, this
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paper’s findings suggest that there would be a marginal gain toward a better standard
of living. One limitation facing this paper is the barrier to concluding how variation of

culture over time could influence the development values of economic policies.

Endnotes

"The concepts of individualism and power distance were introduced by Geert
Hofstede, who specializes in social psychology. As explained by Hofstede (1980), indi-
vidualism is a collective mental programming inherited by people within a country.
People of an individualistic society do not view close individual relationships as import-
ant (e.g., emotional dependence is weak), whereas people of this culture emphasize
emotional independence, individual initiative, and achievement. In contrast, the oppos-
ite culture to individualism is collectivism in which in-group emotional dependence is
emphasized. On a 0-100 scale, a society with an individualism score higher than 50
can be considered an individualistic society. For example, a society with an individualis-
tic score of 51, such as Spain, is found to be oriented by individualism (Hofstede 2001;
Hofstede et al. 2010). A score of 50 suggests an equal orientation between individual-
ism and collectivism. Hofstede (1980) defines power distance to be an unequal favorit-
ism of power in institutions and organizations. In a society oriented by power distance,
superiors in institutions and organization are entitled to privileges. Similarly, based on
Hofstede (2001) and Hofstede et al. (2010), societies with a score higher than 50 (e.g.,
Japan is given a score of 54) can be described as power-distance oriented

*Europe and Asia are each a regional collection of countries known to be separated
by common geographical landmarks, namely the Black Sea with its outlets, Bosporus,
Caucasus Mountains, Caspian Sea, Dardanelles, Ural Mountains, and Ural River
(National Geographic Society 1999). In this paper, because of data limitation, it is im-
plausible to consider all countries of the two regions. Nevertheless, countries exhibit a
strong culture marking the cultural differences between Asia and Europe, so it is im-
portant properly to represent each region and these countries are in the samples.
According to this paper’s theoretical proposition and empirical observation, European
countries can be considered generally as an individualism-oriented region, whereas
Asian countries can be considered generally as a power-distance oriented region.
Therefore, excluding some of the countries (e.g., Italy, Poland, Turkey, and Vietnam)
from each region is not deemed significantly to contradict the theoretical proposition
introduced by the study.
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