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Abstract The main challenge of developing countries is to achieve
growth and development. The extant economic growth literature illustrates
that the quality of institutions and social infrastructure are important factors
that influence the economic growth and development. Accordingly, many
analysts believe that regarding such institutional factors, the rule of law is
one of the most prominent aspects necessary for a system to achieve in-
vestment and economic growth. This study aims to investigate the impact
of institutional variables on economic growth in developed and developing
countries for the period 1995-2015. To this end, Panel Smooth Transition
Regression (PSTR) model has been used. The estimation results of model
reject the linearity hypothesis, and estimate a model with two regimes that
proposes a threshold at institutional quality indicators of 0.1627 and 0.625
for the countries under study. It is demonstrated that the factor of rule of law
has a positive impact on economic growth; however, this impact is higher in
the second regime. The results also show that in both regimes, the variables
of institutional quality indices, economic freedom, human capital and other
control variables have a positive effect on economic growth. Moreover, the
intensity of the variables influencing the changes in both groups intensifies
when institutional quality improves.
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