
© C
OPYRIG

HT U
PMRELATIONSHIP OF SUSTAINABLE ECONOMIC DEVELOPMENT AND 

ENVIRONMENTAL PERFORMANCE VIA MODERATING EFFECT OF 

GOVERNANCE IN DEVELOPING AND DEVELOPED COUNTRIES 

By 

TAN CHEE LEONG 

Thesis Submitted to the School of Graduate Studies, Universiti Putra Malaysia, in 

Fulfilment of the Requirements for the Degree of Doctor of Philosophy 

June 2022 

   SPE 2022 22



© C
OPYRIG

HT U
PM

All material contained within the thesis, including without limitation text, logo, icons, 

photographs and all other artwork, is copyright material of Universiti Putra Malaysia 

unless otherwise stated. Use may be made of any other material contained within the 

thesis for non-commercial purposes by the copyright holder. Commercial use of the 

material may only be made with the express, prior, written permission of Universiti Putra 

Malaysia.  

 

Copyright © Universiti Putra Malaysia 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



© C
OPYRIG

HT U
PM

DEDICATION 

 

 

TO MY BELOVED FAMILY 

 

Chong Hui Ling 

 

Tan Syuen Yii 

 

Tan Kaay Voon 

 

The late Tan Kim Bee and the late Yap Soo Loo 

 

 

TO MY TREASURED BEST FRIENDS 

 

Liew Yuan Shin 

 

Chew Toong Hoon 

 

 

Thank you for the unconditional love and support. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



© C
OPYRIG

HT U
PM

i 
 

Abstract of thesis presented to the Senate of Universiti Putra Malaysia in fulfilment of 

the requirement for the degree of Doctor of Philosophy 

 

 

RELATIONSHIP OF SUSTAINABLE ECONOMIC DEVELOPMENT AND 

ENVIRONMENTAL PERFORMANCE VIA MODERATING EFFECT OF 

GOVERNANCE IN DEVELOPING AND DEVELOPED COUNTRIES 

 

 

By  

 

 

TAN CHEE LEONG 

 

 

June 2022 

 

 

Chairman: Professor Ong Tze San, PhD 

School: Business and Economics  

 

 

Economic outcomes and expectations may differ between developing and developed 

countries, primarily due to different stages of economic development. Nonetheless, 

governments of developing and developed countries alike are focusing on sustainable 

economic development (SED) to ensure self-sufficiency in food, total employment, and 

financial stability without relying on foreign aid. To achieve these objectives, 

governments continue to exploit natural resources via unsustainable industrialisation, 

causing deforestation and air and water pollution, which ultimately destroys the natural 

ecosystem. Unfortunately, the general perception is that environmental conservation will 

not bring any commercial benefits. Instead, conservation relies on the government’s or 

institution’s budget to maintain the order of ecology and in return minimise 

environmental impacts. 

 

 

Though some empirical studies argue that corporate environmental efforts bring in good 

revenue through tourism spending, environmentally friendly industries, green-label 

industries, and environment-conscious investments, both developing and developed 

countries continue to emphasise economic development rather than environmental 

performance. Therefore, this study aimed to investigate the relationship of sustainable 

economic development (SED) and environmental performance (EP) via moderating 

effect of country governance (CG) in developing and developed countries. The 

underpinning theories adopted in this study were the Environmental Kuznets Curve 

(EKC), Ecological Modernisation Theory (EMT), Neoliberal Environmental 

Governance (NEG), and Great Moderation (GM).  

 

 

Past studies on the nexus between SED, EP, and CG have focused on the company or 

institution level. This study, in contrast, addressed the country level in terms of 

developing and developed countries. Data on SED was obtained from the World Bank 
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and International Monetary Fund (IMF) database, which included Gross Domestic 

Product (GDP), Foreign Direct Investment (FDI), Net Capital Account (NCA), and 

Central Government Debt ratio to GDP (DEBT). EP was represented by the 

Environmental Performance Index (EPI), the data of which was developed by Yale 

University and Columbia University. CG was represented by Worldwide Governance 

Indicators (WGIs), whereby the data was produced by the Natural Resource Governance 

Institute (NRGI) and World Bank Institute. All data was obtained from an even number 

of years from 2006 to 2018. This study also took into consideration the control variables 

of primary school enrolment (SCH) and country population (POP), which may 

potentially influence the outcome of this study. A panel regression analysis based on the 

fixed effect model was performed to examine the nexus of SED, EP, and CG.    

 

 

Overall, the findings contribute to the economic literature by demonstrating the impact 

of the SED on EP in developing and developed countries. This study also confirms the 

effectiveness of CG for EP by preventing environmental degradation and enhancing 

environmental conservation. This study further proves the effectiveness of CG in 

moderating the link between SED and EP for optimised performance. The outcomes of 

this study provide a new perspective and recommend relevant strategies for improving 

the usage of a country's resources to achieve balanced performance among SED, EP, and 

CG. The findings further contribute to governments, institutions, and agencies as inputs 

to improve CG policies. Potential investors or fund managers can also use the findings 

as a guideline for making sound investment decisions. Finally, the study serves as a 

reference for academicians by providing informative knowledge and filling the gap in 

the existing economics and environmental literature.     
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Hasil dan jangkaan ekonomi berbeza di antara negara membangun dan negara maju 

adalah disebabkan oleh peringkat perkembangan ekonomi yang berlainan. Namun 

demikian, negara-negara membangun dan maju tetap menumpu pada pembangunan 

ekonomi lestari (SED) untuk memastikan negara kekal berdikari dari segi makanan, 

penjanaan pekerjaan, dan kestabilan kewangan tanpa mengharapkan bantuan negara 

asing. Untuk mencapai objektif tersebut, kerajaan-kerajaan terus mengeksploitasi 

sumber alam semulajadi melalui perindustrian yang tidak mampan, yang akhirnya 

memusnahkan ekosistem semulajadi. Malangnya, persepsi umum adalah bahawa 

konservasi alam sekitar tidak membawa sebarang faedah komersial. Sebaliknya, 

konservasi bergantung pada bajet kerajaan atau institusi untuk mengekalkan 

ketenteraman ekologi dan justeru mengurangkan impak pada alam sekitar.  

 

 

Walaupun segelintir kajian empirikal berhujah bahawa usaha alam sekitar korporat 

menjana pulangan yang bagus melalui perbelanjaan pelancongan, industri mesra alam, 

industri label hijau, dan pelaburan dengan kesedaran alam sekitar, negara-negara 

membangun dan maju terus mementingkan pembangunan ekonomi daripada prestasi 

alam sekitar (EP). Oleh itu, kajian ini bertujuan untuk menyiasat hubungan 

pembangunan ekonomi lestari (SED) dan prestasi alam sekitar (EP) melalui kesan 

moderasi tadbir urus (CG) di negara-negara membangun dan maju. Teori-teori tunjang 

yang diguna pakai dalam kajian ini ialah Environmental Kuznets Curve (EKC), 

Ecological Modernisation Theory (EMT), Neoliberal Environmental Governance (NEG) 

dan Great Moderation (GM). 

 

 

Kajian lepas mengenai perhubungan antara SED, EP, dan CG bertumpu pada tahap 

syarikat atau institusi. Sebaliknya, kajian ini menangani peringkat negara, iaitu negara 

membangun dan negara maju. Data SED diperoleh daripada pangkalan data Bank Dunia 
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dan International Monetary Fund (IMF), termasuk data Keluaran Dalam Negara Kasar 

(KDNK), Pelaburan Langsung Asing, Akaun Model Bersih, dan nisbah Hutang Kerajaan 

Pusat dari KDNK. Manakala data EP diwakili oleh Environmental Performance Index 

(EPI), yang dicipta oleh Yale University dan Columbia University. Data CG diwakili 

oleh Worldwide Governance Indicators (WGI), yang dikeluarkan oleh Natural Resource 

Governance Institute (NRGI) dan World Bank Institute. Semua data diperoleh untuk 

tahun berangka genap dari 2006 ke 2018. Kajian ini juga mengambil kira pembolehubah 

kawalan iaitu pendaftaran kemasukan sekolah rendah (SCH) dan populasi negara (POP), 

yang mungkin mempengaruhi hasil kajian. Analisis regresi panel berdasarkan model 

kesan tetap digunakan untuk menguji hubungan di antara SED, EP, dan CG. 

 

 

Keseluruhannya, dapatan kajian ini menyumbang kepada literatur ekonomi dengan 

mendemonstrasikan impak SED terhadap EP di negara membangun dan maju. Kajian 

ini juga mengesahkan keberkesanan CG untuk EP dengan mencegah kemerosotan alam 

sekitar sambil meningkatkan konservasi alam sekitar. Kajian ini turun membuktikan 

kegunaan CG dalam menyederhanakan hubungan di antara SED dan EP demi prestasi 

optimum. Hasil kajian ini memberi perspektif baru dan mengesyorkan strategi relevan 

untuk menambah baik penggunaan sumber negara untuk mencapai prestasi seimbang 

antara SED, EP, dan CG. Keputusan kajian seterusnya menyumbang kepada pihak 

kerajaan, institusi, dan agensi sebagai input untuk memperbaiki polisi CG. Bakal pelabur 

atau pengurus dana boleh turut mengaplikasikan hasil kajian ini sebagai panduan dalam 

mengambil keputusan pelaburan yang bernas. Akhir sekali, kajian ini berfungsi sebagai 

rujukan untuk para akademik dengan menyediakan pengetahuan berinformasi dan 

menutup jurang dalam literatur ekonomi dan alam sekitar yang sedia ada.  
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CHAPTER 1 

 

 

INTRODUCTION  

 

 

1.1  Introduction  

 

 

This chapter introduces the background of the study on the concepts of sustainable 

economic development (SED), environmental performance (EP), and country 

governance (CG). Following that, the problem statement discusses the research gaps 

related to the specific interrelationships among these concepts. Next, the research 

questions and objectives, the significance of the study, and definitions of key terms are 

presented.  Finally, the organisation of the thesis is outlined. 

 

1.2 Background of the Study 

 

 

In the modern world, developing and developed countries are increasingly focusing on 

economic achievement to determine their financial strength and economic security. Over 

the years, most of these countries have continued championing SED through the 

implementation of impressive economic policies, improvements in economic efficiency, 

and the stimulation of technological investments (Wilhite and McNeill, 2015). For 

example, mega infrastructure projects, massive manufacturing activities, and aggressive 

promotions of tourism are common activities to promote SED. SED can be defined as 

continual economic development through diversification in various economic segments 

across different stages of a country’s development. SED also seeks to stimulate local 

economies across industries (e.g., agriculture, manufacturing, construction, services, 

tourism, etc.) to achieve continual economic growth (Goulding et al., 2014; Henderson, 

2009). SED activities are anticipated to affect EP, as Burton et al., (2011) stated that 

extensive economic development, with high inputs and high usage of economic factors, 

has resulted in the excessive consumption of natural resources, ecological degradation, 

and environmental pollution.  

 

 

EP is defined as the explicit and implicit cost of environmental protection activities 

meant to promote and encourage environmental conservation. It covers the 

dissemination of conservation information which seeks the highest environmental 

standards in line with national environmental regulations. However, it can be said that 

countries that comply with environmental regulations may also incur opportunity costs, 

which tend to negatively affect profitability, prices, innovation, productivity, and 

investment opportunities (Chen et al., 2018). The increasing impact on EP is conducive 

neither for SED nor local economic development, which has aroused widespread 

concern amongst developing and developed countries. Continual economic development 

inevitably affects the environmental model, making conservation a persistent global 

paradox across some regions. Countries that are highly prosperous and have attained 

significant economic wealth tend to emphasise environmental conservation as a means 

to prevent global warming, encourage marine protection, and enhance biodiversity and 
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ecosystems. These countries mostly fall under the category of developed countries. 

Meanwhile, underprivileged developing countries lack basic needs and face hunger, 

water shortage, inadequate employment opportunities, air pollution, and poor economic 

wealth. 

 

 

As shown in Figure 1.1, the Food and Agriculture Organisation of the United Nations 

reported that 53 countries with an estimated 113 million people faced food insecurity in 

2018. Most of the countries under food crisis are from the Middle East and African 

region, particularly Yemen, the Democratic Republic of Congo, and Afghanistan, each 

of which has a population of more than 10 million facing acute food insecurity with poor 

governance and inefficient economic development. They are followed by Ethiopia, Syria, 

Sudan, and South Sudan, which have more than five million citizens each facing severe 

food crises. The rest of the countries are mainly from the African continent with a one 

million or more population encountering the same food crisis dilemma. According to the 

Integrated Food Security Phase Classification (IPC, 2012), there are multiple causes and 

manifestations of food insecurity including agriculture output, nutritional policies, 

economic scenario, climate conditions, internal or external conflict, livelihoods assets 

and strategies, natural resources availability, governance effectiveness, and risk 

management policies. Acute food crises are further exacerbated by long pending 

problems across political, socioeconomic, civil, institutional, historical, and cultural 

contexts at the macro and micro levels (Cuesta et al, 2014). Given the socio-economic 

paradox in developing countries, and to a lesser extent in developed countries, it has 

become an urgent issue to strengthen SED while simultaneously championing EP 

alongside profit maximisation in developing and developed countries.   
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Figure 1.1: Global Food Crisis Overview 2018  

[Source: Food and Agriculture Organisation of United Nations, 2018] 
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Prioritising economic growth is complicated because it assumes that the power 

associated with economic development can resolve environmental issues. In reality, SED 

influences EP outcomes; for example, increased carbon dioxide (CO2) emissions due to 

rapid economic growth have been a major concern to the environment (Busch and 

Hoffmann, 2011; Rahman, 2017). There is no evidence to state that pollution and the 

depletion of natural resources can be reduced through the expansion of the economy 

(Guillen-Royo, Guardiola, and Garcia-Quero, 2017). From another perspective, CG can 

be viewed as a much better factor to minimise environmental degradation and improving 

environmental conservation. CG is widely defined as actions administered through 

government institutions to mitigate negative impacts (e.g., corruption, pollution, poor 

regulations, etc.) on the efficiency of a country’s means of operations (Oluwatobi et al., 

2015).   

 

 

Prior literature shows that CG leads to better national investment behaviour and drives 

efficient economic growth (Farla, 2014). For instance, Sena et al. (2018) found that a 

government’s effective policy actions promote greater levels of innovation and facilitate 

economic growth. CG research has also demonstrated how higher regulatory quality can 

reduce information asymmetry, increase accountability, and curtail corruption 

(Eckersley, 2015; Fischer and Boer, 2011; Ndjaboué, Brisson and Vézina, 2012). Thiel 

(2017) also mentioned that CG is shaped by policies, authoritative methods, as well as 

institutional and enforcement standards to drive environmental responsibilities while 

championing economic sustainability. Xu and Yano (2017) further claimed that CG has 

many functions and contributions, such as enhancing a country’s investment 

environment, generating economic activities, encouraging innovation, promoting 

economic growth, and harmonising a country’s laws and regulations.  

 

 

Effective governance policies with strong anti-corruption efforts and sound government 

delivery systems do not only attract local and foreign investors’ willingness to contribute 

to private and public investments but also promote conservation as a sustainable 

development option. Since CG acts as a baseline for economic assistance or investment, 

the establishment of good and effective CG practices in developing and developed 

countries is a prerequisite for international agencies, institutions, non-governmental 

organisations (NGOs), sponsor countries, and foreign investors.   

 

 

In fact, from the experience of developed countries such as the United States and the 

European Union, a scientific, systematic, and effective governance system can improve 

societal awareness of environmental sustainability, public perception of total 

conservation, and EP achievement of a country (Kostka and Mol, 2013). On the other 

hand, developing countries (e.g., Brazil, Russia, China, India, and Indonesia) have lower 

environmental standards, which aggravates further activities and leads to local 

environmental pollution; consequently, conservation efforts are hindered due to poor 

governance (Hassaballa, 2015). This may lead to such countries becoming pollution 

destinations as pollution-intensive industries typically move from developed to 

developing countries as a result of the latter’s poor or inefficient governance (Endrikat 

et al., 2014; Hang et al., 2018; Cai et al., 2018). As such, independent agencies closely 

monitor environmental pollution issues caused by foreign investors, whereby various 

anti-dumping acts are in place to prevent the dumping of hazardous materials that cause 
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harm to the host country (Cheng et al., 2017; Cheng et al., 2018; Zheng et al., 2019; Ren 

et al., 2018). Table 1.1 shows a matrix of the threat to governance versus the threat to 

EP, which indicates that low threats to CG and EP are considered a carefree situation. A 

high threat to EP and low threat to CG is considered a calculated risk for the situation, 

while a low threat to EP and high threat to CG is considered collusion wherein a 

government needs to take necessary action to restore order. Finally, high threats to both 

EP and CG call for immediate and close collaboration for sustainability.   

 

 

Table 1.1: Resolving Sustainability Problems 

 

 
                     Threat to Environmental Performance (EP)   

    Low   High 

Carefree 

 

Managing for 

Shareholders 

Calculation 

 

Managing for 

Stakeholder 

 

Collusion  

 

Managing for Industry 

Collaboration 

 

Managing for 

Sustainability 

 

 

 
[Source: Barnett et al., 2018] 

 

 
The world is increasingly recognising CG as an important factor in enhancing EP and 

attracting foreign investors who prioritise conservation efforts alongside profitability. 

Effective CG ensures that taxes or revenues generated from investments are used wisely 

and responsibly to preserve the well-being of the environment. Furthermore, effective 

CG, in the form of stable regulatory standards toward environmental consciousness, 

encourages environmentally sustainable sentiments and minimises corruption or 

mismanagement (Drugov, 2010). This evidence suggests that the quality of CG plays a 

dominant role in altering governments’ behaviour as well as in promoting conservation. 

Therefore, the effectiveness of CG, directly and indirectly, preserves EP. For example, 

effective government delivery systems enable environmental indicators to measure 

resource usage and the effects of economic activities on nature and the environment. 

This includes measures for the forest, water, or land cultivation, environmental 
degradation due to pollution, deforestation, loss of habitat, and even loss of biodiversity. 

Such indicators have shown that growing populations, poor awareness, low literacy rates, 

and the expansion of economies have placed greater demands on land, water, forest, 

mineral, and energy resources, which further exerts pressure on environmental 

conservation efforts. Nonetheless, new technologies and increasing productivity through 
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better CG policies ensure that future development is economically and environmentally 

sustainable (World Bank, 2012).  

 

 

Environmental protection led by effective CG, governments, institutions, agencies, 

NGOs, private entities and the general public forms a bigger governance network that is 

responsible for effective environmental governance and programmes. This is especially 

important for conservation and sustainability as they require total participation and 

mobilisation (Callahan, 2007; Holzer and Kloby, 2005; Sobol, 2008). The role of 

effective CG principles and values also demonstrates that environmental conservation 

requires the total involvement of all parties, especially government institutions in 

developing and developed countries. The meaning and mechanism of governance hand-

in-hand with public participation need to be correctly perceived by relevant sectors 

before engaging the public in establishing effective CG. For example, The European 

Union's member states are currently ratifying the EU Commission's directives on 

economic, environmental, and governance reporting through the introduction of 

intelligent and substantive regulations (Ioannou and Serafeim, 2014). This seeks to 

ensure that CG policies are constantly being reviewed and updated to reflect the current 

scenario.  

 

 

France was the pioneer in CG when it enacted the New Regulations towards 

environmental sustainability in 2001 (Whiteside et al., 2010). In Denmark, 1,100 

institutions and state-owned companies, institutional investors, mutual funds, and listed 

financial businesses are expected to provide sustainable measures for country 

governance, environmental conservation, and socioeconomic equality in their formation 

policies (Camilleri, 2015). Likewise, Sweden’s state-owned companies are required to 

publish environmental sustainability reports with elements of environmental governance 

(Ioannou and Serafeim, 2014). From the examples above, it is clear that economically 

mature developed countries emphasise national governance with the sole objective of 

achieving environmental and economic sustainability. The scenario is rather similar in 

Malaysia, which is listed as a developing country. According to Bin and Yi (2015), 

Malaysian government-linked companies (GLCs) and listed company stock exchange, 

Bursa Malaysia, have always advocated for economic and environmental sustainability 

as the key to the country’s success. These GLC companies include PETRONAS, Felda, 

Maybank, Tenaga National Bhd, and Telekom Malaysia Bhd, which greatly prioritise 

environmental, social, and governance (ESG) measures for the best achievement of SED 

and EP. A holistic approach to business management that incorporates ESG 

considerations alongside financial performance thus needs to be put in place. This is, in 

fact, an example of CG through government institutions’ endeavours to embark on 

environmental governance in developing countries. Other developing countries are 

expected to have similar arrangements led by their respective government institutions.  

 

 

CG is seen to promote SED and minimise environmental degradation, thereby 

preventing aggressive economic development at the expense of EP. Higher-ranked 

developing countries, including those in Southeast Asia, the Middle East and Eastern 

Europe, are moving towards self-sustaining economic development, with the elements 

of environmental conservation embedded in their laws. For example, Malaysia, ranked 

63rd out of 180 countries in the 2016 EPI, compared to 51st in 2014. The drop in this 
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ranking indicates that Malaysia’s environmental performance has downgraded, possibly 

due to the inefficiency of CG. This scenario is supported by Malaysia’s CG ranking on 

the Government Effectiveness (GE) scale, where developing countries in Southeast Asia 

have stood in the medium scoring range for many years due to the lack of focus on CG 

policies (Cai et al., 2018). Nonetheless, as shown in Table 1.2, from 2006 to 2018, 

Malaysia ranked best overall in terms of government effectiveness among the selected 

developing countries in Southeast Asia. 

 

 

Table 1.2: Worldwide Governance Indicators’ Government Effectiveness Scoring  

for Selected Developing Countries from 2006 to 2018 (Aggregate Indicator -2.5 to 

2.5) 

 

Countries 2006 2008 2010 2012 2014 2016 2018 

Indonesia -0.33 -0.24 -0.21 -0.27 -0.04 0.01 0.18 

Malaysia 1.27 1.11 1.12 0.92 1.12 0.87 1.08 

Philippines -0.13 0.02 0 0.11 0.19 -0.01 0.05 

Thailand  0.45 0.22 0.19 0.22 0.34 0.34 0.35 

Vietnam -0.25 -0.21 -0.26 -0.27 -0.07 0.02 0.00 

 

[Source: Worldwide Governance Indicators: Government Effectiveness, the year 2006 

till 2018 (https://info.worldbank.org/governance/wgi/)] 

Aggregate indicator: 2.5 is the highest mark, -2.5 is the lowest mark (negative mean 

performance below average) and 0 is the neutral mark. 

 

 

In contrast, as shown in Table 1.3, developed countries recorded high scores for 

government effectiveness, likely because these countries have always focused on EP, 

such as by preserving biodiversity, natural habitats, and water resources. For example, 

water affordability is considered a non-compromising issue as water is at the core of 

SED goals and is critical for human well-being and economic prosperity (Martins et al., 

2016). Global water resources and sustainability are greatly affected by climate change 

(Armal et al., 2018; Jiang et al., 2015), as the constantly changing topography and 

agricultural land use impact the withdrawal of water from rivers, reservoirs, and the 

ground (Villarini et al., 2009; MacLennan, 2014). Ultimately, countries that champion 

SED contribute to environmental conservation and economic development (Sala et al. 

2016). As such,  there have been several calls for the adoption of conservation practices 

(Godfray and Garnett, 2014). More certainly, it is high time to refocus on CG.  
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Table 1.3: Worldwide Governance Indicators’ Government Effectiveness Scoring  

for Selected Developed Countries from 2006 to 2018 (Aggregate Indicator -2.5 to 

2.5) 

 

Countries 2006 2008 2010 2012 2014 2016 2018 

Denmark  2.23 2.25 2.10 1.98 1.82 1.88 1.87 

France 1.63 1.58 1.43 1.34 1.40 1.41 1.48 

Germany 1.65 1.52 1.57 1.59 1.73 1.73 1.62 

Norway 1.88 1.84 1.88 1.91 1.83 1.87 1.89 

Switzerland 2.08 2.04 1.88 1.89 2.11 2.01 2.04 

 

[Source: Worldwide Governance Indicators’ Government Effectiveness 2006 to 2018 

(https://info.worldbank.org/governance/wgi)] 

Aggregate indicator: 2.5 is the highest mark, -2.5 is the lowest mark (negative mean 

performance below average) and 0 is the neutral mark. 

 

 

Several researchers have proven that excessive economic development causes 

environmental damage. It is also believed that proper CG can maintain SED while 

improving EP. A small environmental imbalance can turn into a bigger crisis without 

proper CG, bringing disaster to public well-being along with economic imbalance, food 

crises, and civil unrest. Therefore, this research’s motivation was to contribute to the 

understanding of the nexus between SED, EP, and CG in developing and developed 

countries, which experience different impacts from tame and wicked environmental 

issues. Table 1.4 explains and defines tame and wicked environmental issues in different 

social contexts, as well as their possible resolutions and examples. For example, tame 

environmental issues cause food pollution; without proper CG, this can lead to climate 

change or poor biodiversity that affects human ecology, the evolution of epidemics, and 

key environmental factors that facilitate disease transmission (Auld and Brand, 2017; 

Van Seventer and Hochberg, 2017). 
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Table 1.4: Tame versus Wicked Environmental Problems 

 
[Source: Barnett et al., 2018] 

 

 
1.3 Problem Statement 

 

 

Over the past few decades, the exploitation of nature and the degradation of the 

environment has increased at an alarming rate (World Bank, 2008). Between 1990 and 

2016, the earth lost 1.3 million square kilometres of forest (an area larger than South 

Africa), with 46% of the trees in these forests being felled by man’s increasing economic 

activities (Khokhar and Tabary, 2016). Dohong et al. (2017) cited that in Southeast Asia, 

illegal logging or hunting destroys the biodiversity and ecology of nature, subsequently 

impacting the indigenous people by shrinking their ancestral land and restricting their 

nomadic life, since they depend on forest resources for their livelihood. Notably, 

developing and developed countries face increasingly different sets of economic and 

environmental issues. The Worldwide Governance Indicator (WGI) and the 

Environmental Performance Index (EPI) note that the bottom scoring nations are from 

lower-ranked developing countries, i.e., African and South-West Asian countries. These 

countries endure a long list of CG issues, with long and troubled legacies of government 
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debts, corruption, poor healthcare systems, ineffective environmental conservation 

programmes, low GDP rates, and poor Human Development Index scores (Bhandari and 

Frankel, 2017). These issues surpass the government’s capability to sustain economic 

growth and preserve EP (Nolan et al., 2018; Ali et al., 2017). Particularly, government 

debts bring direct economic impacts to developing and developed countries as debt is a 

key component of socioeconomic welfare that determines the public healthcare system. 

(Chawla and Uppal, 2012; Dwyer et al., 2011; Drentea and Reynolds, 2012; Sweet et al., 

2013, Perez and Ottonello, 2016). 

 

 

Conventional agricultural and food processing industries contribute to food and nutrition 

security for the general public as well as to economic growth but result in the excessive 

consumption of inputs, the degradation of natural resources, and higher pollution due to 

emissions (Foley et al., 2011), all of which lead to poor EP. As a result of overly focusing 

on economic development, recurring issues of land fertility degradation, escalating costs 

of energy and food, depletion of water resources, indiscriminate use of inorganic 

chemicals, and the effects of climate change have further toughened environmental 

conservation efforts (Okuyama and Santos, 2014). There is no doubt that financial 

achievement is important for economies and that its benefits are tremendous; however, 

governments should not neglect conservation issues as EP has become crucial for social 

and economic sustainability. Gangi and Abdulrazak (2012) stated that EP is a non-

financial achievement that contributes toward SED. Indeed, most developing countries, 

including Malaysia, Thailand, and India, have revised their economic policies and 

focused on non-financial achievements to improve their investment climate and promote 

environmental sustainability. Matzdorf and Meyerl (2014) also cited that developing and 

developed countries prioritise their EP and ecosystem service agenda above economic 

development.  

 

 

Traditionally, SED is measured through financial data, i.e., GDP, Gross National Income 

(GNI), and the Consumer Price Index (CPI). Al-Mulali et al. (2015) mentioned that SED 

conflicts with EP, such that maintaining SED demands institutions to sacrifice EP. For 

example, excessive logging or aquaculture activities may result in environmental 

degradation while fulfilling economic achievement. Therefore, CG is a potential way 

forward to moderate the link between SED and EP, as the World Bank (2017) considers 

inefficient CG as a major deterrent to ending extreme poverty by 2030 and boosting 

shared prosperity for the poorest 40 percent of people in developing countries. 

Environmental performance analyses show that pollution and growing demand for 

scarce natural resources contribute to environmental stress, which can be exacerbated by 

corrupt practices under poor CG and impede economic growth (Erdogan et al., 2020).  

 

 

Major developing cities in the world are facing classical examples of environmental 

stress, which include high CO2 emissions from vehicles or engines that excessively use 

fossil fuel. In addition, factories that discharge smokestack emissions and greenhouse 

gases from the burning of fossil fuels also create air, water, and land pollution (Dong et 

al., 2019). When pollutants enter the atmosphere or water system, it causes acid rain, 

chemical spills, and the accumulation of toxic waste. For example, China is spending 

millions to curb ever-increasing pollution, which is causing billions of dollars of losses 

to the Chinese economy. In September 2016, during the G20 meeting in China’s 
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Hangzhou, the Chinese authorities shut down factories within a 300km radius of 

Hangzhou for 12 days and declared mandatory holidays for workers. One-third of 

Hangzhou's six million residents were requested to leave the city before the G20 summit 

which was held from the 4th to the 5th of September 2016 (The Times of Indian World, 

2016). The objectives were to promote blue skies, clean air, and minimise human and 

traffic congestion to ensure that the visiting dignitaries enjoyed a pollution-free 

conference in Hangzhou. Nonetheless, the factory closures ordered during the G20 

summit affected thousands of manufacturers, construction, heavy industries, and most 

importantly, retailers and business operators, causing millions of dollars in economic 

losses. This is a classic example of economic development affecting EP when there is 

poor execution of CG. Based on the discussion above, this study aimed to investigate the 

relationship between SED and EP via the moderation of CG in developing and developed 

countries. 

 

 

1.4 Research Gap 

 

 

In recent years, SED, EP, and CG have emerged as important dimensions for forming 

sustainable strategies, which affect overall socio-economic stability and sustainable 

development goals (SDG) achievement in developing and developed countries (Eccles 

and Serafeim, 2013). However, the relationships between economic development, 

environmental issues, and institutional governance have been studied extensively at the 

firm level but rarely at the country level, as it has been regarded as irrelevant to economic 

and environmental sustainability (Waddock and Graves, 1997; Surroca et al., 2010). As 

a result, this study adopted a different perspective by investigating the nexus of SED and 

EP via the moderating role of CG at the country level (Martinez-Alier et al., 2010). 

Wilkinson and Pickett (2010) found that prioritising SED over environmental issues has 

proven to be of little or no success in preventing the destruction of ecosystems, 

biodiversity loss, and global warming; rather, it increases the socio-economic 

inequalities within and across developing and developed countries. Continuous 

economic growth only expedites exhaustive energy usage and the degradation of the 

environment (Muhammad and Khan, 2019). Therefore, this study provides empirical 

evidence for economic sustainability in developing and developed countries on how CG 

can strengthen the SDGs and environmental conservation.   

 

 

From another perspective, developing countries are prioritising economic achievement 

and placing less emphasis on environmental conservation, as economic activities 

generate necessities for the population (e.g., food and employment opportunities) that 

improve living standards but hamper environmental achievements. Meanwhile, 

developed countries emphasise fostering economic growth and co-existing with 

environmental conservation to ensure that natural resources continue to provide the 

necessary raw materials on which human beings rely (OECD, 2019). Therefore, 

developing and developed countries have different objectives for SED. It can be widely 

speculated that with the intervention of country governance, developing and developed 

countries would generally score well or at least achieve a balanced performance of SED 

and EP. However, Ortas et al. (2015) stated that research on economic sustainability and 

strategy has focused predominantly on financial aspects rather than EP or CG, even 

though SED depends heavily on government policies for environmental conservation. 
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Since CG influences a country’s overall economic and environmental performance, this 

study examined the moderation of CG between SED and EP in developing and 

developed countries.  

 

 

Further to that, a research gap was also observed at the country level across developing 

and developed countries in terms of the influence of CG on SED and EP. Although some 

initial studies have examined the advantages and disadvantages of seeking sustainability 

in economic and environmental performance, very little research has focused on the 

governing institution’s role as a moderator between economic sustainability and 

environmental management (Barnett et al., 2018; Bhanji and Oxley, 2013). This gap is 

probably more obvious across different stages of national development, i.e., developing 

and developed countries.  Accordingly, this study refocused on and re-examined the 

perception that SED is irrelevant to EP, instead leaving governing institutions to handle 

EP issues. 

 

 

In addition, poorly regulated economic policies have raised numerous impactful issues 

for EP, such as pollution, logging, deforestation, climate change, and loss of biodiversity 

(Durand, 2012; Johnson and Paull, 2011). Therefore, governing institutions have become 

more important than ever to moderate the conflict between SED and EP (Diakaki, 

Grigoroudis and Stabouli, 2006). Certainly, it is time for the government and institutions 

to refocus on SED’s direct and indirect impacts on EP. This starts by identifying an initial 

set of indicators of economic data, such as EPI and WGI, to monitor the progress towards 

the achievement of SDG goals that have been set concerning the progress of 

environmental policies (Van den Bergh and Botzen, 2018). This study thus considered 

the economic gap to no longer be the sole objective of the national development agenda; 

instead, environmental conservation and protection through effective CG should be the 

key focus in the next era of governance, demanding a check and balance across SED, 

CG, and EP. 

 

 

1.5 Research Questions  

 

 

Based on the problem statement and research gaps discussed above, this study sought to 

answer three main research questions, as follows: 

 

i. Is sustainable economic development (SED) significantly related to 

environmental performance (EP) in developing and developed countries? 

 

ii. Is country governance (CG) significantly related to environmental 

performance (EP) in developing and developed countries? 

 

iii. Does country governance (CG) significantly moderate the relationship 

between sustainable economic development (SED) and environmental 

performance (EP) in developing and developed countries? 
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1.6 Research Objectives  

 

 

In line with the research questions, there were three main objectives of the study, as 

follows: 

 

i. To examine the relationship between sustainable economic development 

(SED) and environmental performance (EP) in developing and developed 

countries.  

 

ii. To investigate the relationship between country governance (CG) on 

environmental performance (EP) in developing and developed countries. 

 

iii. To investigate the moderating effect of country governance (CG) on the 

relationship between sustainable economic development (SED) and 

environmental performance (EP) in developing and developed countries.  

 

      
1.7 The Motivation of the Study 

 

 

There were three motivations for conducting this study. The first motivation was to 

establish the impact of SED on EP given the continuous economic growth in developing 

and developed countries. The general belief is that economic development triggers a 

trade-off with environmental degradation in the form of climate change, deforestation, 

natural resource exhaustion, and more. Mirza (2011) stated that there is a price to be paid 

for excessive economic development. This study was thus motivated to discover the 

existence of and reason for this phenomenon. The second motivation was to establish 

the relationship between CG and EP, whereby effective CG is perceived to bring 

significant improvement to environmental conservation and protection in developing 

and developed countries. However, other factors can deviate from the performance of 

CG in a country (e.g., corruption, accountability, policy effectiveness, etc.), meaning that 

countries’ different stages of development may engender different outcomes. The third 

motivation was to evaluate the validity of CG as a moderator between SED and EP. The 

general perception is that efficient CG enhances the effect of SED on EP by maximising 

or at least equalising the achievement of both aspects in developing and developed 

countries. However, CG may face various obstacles in achieving this outcome, including 

socioeconomic issues, environmental policies, and rules and regulations. Therefore, the 

overall motivation of this study was to examine the nexus of SED and EP via the 

moderating effect of CG in developing and developed countries.  

 

   

1.8 Significance of the Study 

 

 

This study contributes to the literature by demonstrating the ability of CG to strengthen 

or weaken the link between SED and EP to varying degrees. CG encompasses the laws, 

rules, and institutional contexts which are relevant to SED and EP. Consequently, 

countries with effective government delivery systems would be able to facilitate the 
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implementation of strong environmental policies and collaborative efforts for 

sustainability initiatives. 

The findings of this study also address the gaps in the available literature by providing 

new empirical evidence on the moderating impact of CG and efficient government 

delivery policies. Although studies examining SED have expanded rapidly in recent 

times, most have examined its technical efficiency, which is typical of financial data or 

micro- and macroeconomic scenarios. On the other hand, this empirical study shows that 

economic development affects EP when CG is applied as a new practice going forward. 

Preliminary findings indicate that countries with higher CG rankings also score well on 

economic indexes as well as EP rankings. This study will prove that CG facilitates the 

implementation of sustainability initiatives for both economic development and 

environmental conservation policies, both in developing and developed countries. In 

summary, this study contributes to the literature by demonstrating that CG plays an 

important moderating role in promoting SED without sacrificing EP. In the absence of 

effective governance, SED will become less meaningful, which will then cause 

environmental degradation.  

 

 

This study confirms the importance of effective CG in enhancing the SED-EP link. 

These findings would encourage policymakers to use CG to introduce new measures and 

practices which promote SED by considering key EP indicators. Particularly, EPI and 

WGI should be the main references in adopting and implementing macroeconomic and 

governance policy practices, as they are among the most reputable indicators to measure 

economic sustainability and environmental governance. The empirical findings on CG 

and EP will also provide useful insights and information to policymakers or investors in 

assessing the performance of developing and developed countries. Governments, 

institutions, agencies, and investors will also be able to predict the future of a country’s 

efficiency if all the potential determinants and the specific dimensions of SED, EP, and 

CG are taken seriously into consideration by policymakers. The empirical results from 

this study might further assist governments or investors to plan and strategize their 

investment portfolio and investment direction in developing and developed countries, 

whilst institutions or authorities would be able to formulate effective governing policies. 

This study’s findings on the nexus between SED, CG, and EP also chart the path for 

future policies on global SDGs as well as green conservation. For example, green 

conservation activities including green building, eco-tourism, environmentally friendly 

technologies, and sustainable resource management are not only associated with EP but 

also uphold SED. All these measurements certainly enhance the socio-economic 

progress of developing and developed countries.   

 

 

To effectively tackle serious economic development issues, it is important to address the 

root of the problem. This includes minimising policy distortions by adopting structural 

reforms in trade, finance, investment, and competitive policies. More importantly, 

governments should look into intangible benefits which are meant to promote and 

encourage the UN’s long-term SDGs via major global policy enhancement (United 

Nations, 2015; Ripple et al., 2017). In this regard, based on the findings of the present 

study, weak economic development and poor EP practices can be upgraded by reforming 

the bureaucracy associated with government systems, such as by increasing capacity, 

improving benefits, adopting performance indicators, streamlining public service 

processes, promoting accountability and transparency, and enforcing ethics, laws, and 
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regulations for all civil servants. Such policies should facilitate the production and 

distribution of basic socioeconomic needs such as food, energy, and other necessities 

through the provision of infrastructure and investment in an enabling environment. 

These measures can create effective governance practices if there is an adequate rule of 

law and strong commitment from senior government leadership in the concerned country 

(Azam and Emirullah, 2014; Azam et al., 2015, Miao et al.,2017). 

 

 

1.9 Definition of Key Terms 

 

 

The definition of the key terms used in this study allows a better understanding of the 

research scope for discussion and direction.  

 

 

1.9.1 Sustainable Economic Development (SED) 

 

 

The World Commission on Environment and Development (WCED) defines SED as 

continual economic growth that meets the needs of the present economic scenario 

without sacrificing and compromising environmental quality and performance. This also 

includes better food security, healthcare services, and education opportunities (WCED, 

1987). WCED calls for equal emphasis on the economy, governing policies, and 

environmental conservation in attaining SED.  

 

 

1.9.2 Environmental Performance (EP) 

 

 

Diakaki, Grigorousdis and Stabouli (2006) define EP as principles of risk assessment for 

environmental degradation and a key technique in the protection and management of the 

environment. Li et al. (2017) and Meng et al. (2014) suggested that EP is part of the 

required information disclosure about environmental or ecological performance for 

conservation and environmental process efficiency. EP also helps alert the public, 

institutions, and investors by playing an important role in determining investment 

strategies, conservation efforts, and financial investment decisions (Cormier, Ledoux 

and Magnan, 2011). When well-constructed, EP may cover all aspects of a country’s 

environmental activities and identify the most significant indicators to be considered for 

EP evaluation. This indicator is called the Environmental Performance Index (EPI).  

 

 

1.9.3 Country Governance (CG) 

 

 

The Worldwide Governance Indicator (2017) defines CG as a set of institutions and 

traditions by which governments in a country can exercise their authority for the 

common good of the people and the nation. CG includes the processes by which 

governments are elected, monitored, and replaced. CG also can effectively formulate and 

implement governing policies, as well as respect the citizens and institutions that govern 

economic and social interactions. 
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1.9.4 Developing Countries 

 

 

Developing countries are collectively defined as countries from the low-income bracket 

and the lower-middle and upper-middle groups that are measured based on the annually 

updated threshold level of the GNI per capita. This group of countries is sometimes also 

defined as the developing world and varies in their development stages. They also 

struggle to meet basic needs while attaining SED. As such, in developing countries, 

economic growth is much more important than environmental conservation efforts.   

 

 

1.9.5 Developed Countries 

 

 

Developed countries are commonly referred to as countries from the high-income group 

based on GNI per capita. This group of countries is also referred to as the developed 

world, which has attained economic maturity and stable development. In developed 

countries, SED and EP are equally important for sustainable development.  

 

 

1.9.6 Sustainable Development Goals (SDG) 

 

 

The UN’s SDGs have led to major global policy changes (United Nations, 2015; Ripple 

et al., 2017). Governments in developing and developed countries have committed to 

protecting ecosystems, enhancing environmental performance, promoting social 

equality, and focusing on SED while simultaneously emphasising the interconnectedness 

of SDGs to achieve human wellbeing, global peace, and total environmental protection. 

Though the fundamental accomplishment of SDGs, this interconnectedness creates 

significant challenges and synergies among SED, EP, and CG as key focus areas for 

governments in developing and developed countries. These synergies are emerging both 

across and within the SDGs, excluding trade-offs and compromises. These trade-offs 

increase the complexity of SDGs and challenge the implementation of coherent 

governance for SED and EP, thereby increasing the risk of balancing the interests and 

priorities of SED, EP, and CG (Scherer et al., 2018; Pham-Truffert et al., 2020). 

 

  

1.10 Organisation of the Thesis 

 

 

This thesis is separated into a total of five chapters. Chapter 1 presents the background 

of the study and introduces SED, EP, and CG in developing and developed countries. It 

also describes the research gaps and research objectives. Chapter 2 provides a literature 

review of the concepts of SED, EP, and CG as well as their interrelationships. The second 

chapter also explicates the use of relevant theories based on past empirical research to 

develop the theoretical framework and hypotheses of the study. Chapter 3 explains the 

research design, research variables, datasets, and variables employed. The dynamic 

model is then constructed to meet the research objectives. Chapter 4 reports the data 
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analysis results of the pooled sample, including descriptive statistics, correlation, multi-

collinearity, and panel regression. It then discusses the findings and makes a comparative 

interpretation across developing and developed countries. Lastly, Chapter 5 summarises 

the findings and states the study’s implications, limitations, and recommendations for 

future research.  

 

 

1.11 Summary of the Chapter 

 

 

This chapter described the background information and the issues that lead to this study. 

The research gap, research questions and research objectives were designed to identify 

the problems that have not been answered by any of the existing studies. Next, 

establishing the motivation and significance of the study and resolving the issues 

subsequently, while defining the key terms allow understanding of the terminologies. 

The sustainable development goals (SDG) conclude the benefits, values and 

contributions of this study.  
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