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INTRODUCTION

Introduction.
The last several years saw an increasing demand for a more socially-inclusive
approach regarding economic growth as an outcome of inclusive institutions with
the aim to provide more economic opportunities.
The aim of this paper is to investigate different types of institutions, their main
characteristics and how they reflect on a country’s development and its inclusive
growth.
There are several reasons why a nation decides to undertake a path of development
instead of another, which can lead to success and therefore to economic and
cultural enrichment, or to stagnation or retrocession.
One of inclusive institutions’ main characteristics, market competitiveness, has
been taken as independent variable for the data panel regression carried out in this
paper. The trajectory of the indicator for the degree of market competitiveness,
the PMR, has been compared to the trajectories of institutional and noninstitutional variables.
Pro-competition regulation in product markets would help improving living
standards. In fact, studies have shown that competition can increase the output per
capita by increasing investment and employment while encouraging companies
to be more innovative and efficient, and thus increase productivity.
In business theory, the top-line of growth concerns economic performance of the
nations. In this scenery, inclusive growth, driven by inclusive institutions, can be
seen as an approach to extend the influence of top-line economy on the bottomline one, which regards the chances of progress in living standards. However,
since economy is not a business, inclusive growth cannot be limited to this
comparison: literature shows that a national economy is prone to a feedback loop
between the bottom- and top-lines, either in a positive or negative direction. A
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positive feedback of this kind is produced not only by education and
redistribution, which are two of the most likely areas to appear in a discussion on
inequality, but rather it is more influenced by a mix of effective economic
institutions and policy incentives in many areas that have as a result a more
economically stable middle class and a sensible reduction of poverty and social
marginalization.
I have considered the institutional and non-institutional variables as inclusive
institutions’ indicators and what these institutions are building towards to.
Results per each data panel are shown and commented in chapter 4.
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1

Faber est suae quisque fortunae (Sallustio).

In Why Nations Fail, The Origins of Power, Prosperity and Poverty1, its authors
Daron Acemoglu2 and James A. Robinson3 have proposed a theory which states
that at the origin and diffusion of prosperity and poverty there are those economic
and political institutions that nations decide to have, and which quality determines
their capability to proceed in the geography of inequalities.
There are several reasons why a nation decides to undertake a path of development
instead of another, which can lead to success and therefore to economic and
cultural enrichment, or to stagnation or retrocession.
For the purposes of this paper it is very important and interesting to underline how
the foundation of success or failure of a nation is the creation of different political
and economic institutions which will mirror the economic growth of a nation and
influence its future.

1

Why Nations Fail, The Origins of Power, Prosperity and Poverty, first published in 2012, is a
non-fiction book written by the economist Daron Acemoglu and the political scientist James A.
Robinson. It applies insights from institutional economics, development economics and
economic history to understand why nations develop differently, with some succeeding in the
accumulation of power and prosperity and others failing, via a wide range of historical case
studies.
2
Daron Kamer Acemoğlu (September 3, 1967), is an Armenian-American economist and
Killian Professor of Economics at MIT, winner of the 2005 John Bates Clark Medal. He is
among the ten most cited economists in the world.
3
James Alan Robinson, (1960), is the David Florence Professor of Government at Harvard
University. A political scientist and economist, conducted influential research in the field of
political and economic development and the factors that are the root causes of conflict. He is
also known as an expert on Latin America and Africa.
10
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1.1

How institutions shape nations’ future.

An explanatory example of the previous assumption is the city of Nogales (city
between US and Mexico), which is cut in half by a fence. The northern part with
respect to the fence is Nogales, Arizona (US); in the southern part, located just
few feet away, there is Nogales, Sonora (Mexico).

Figure 1: Nogales Arizona and Nogales Sonora divided by a fence - aerial image from web.

While the division between North and South of the fence may not be
geographically significant, the social contrast is stark; in Nogales, Arizona:
a) the average house-hold yearly income is roughly $30,000 and most of the
adult population has gained a least high-school level education, and a
majority percentile scholastic education amongst youths;
b) with respect to global standards, the population enjoys a high life
expectancy and a low incidence of various pathologies;
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c) public services, such as communication utilities, sewage systems, public
health, road networks, and public order and safety are guaranteed by
appropriate Government agencies. The belief in the safeguard of life and
property are well established concepts within Arizonan society;
d) democracy is well established, and citizens take an active and participatory
role in the political life of their community.
On the other hand, in Nogales, Sonora, the economic and social hardships are
evident:
1. household income is approximately a third to that of their neighbours to the
North. Scholarly education is discontinuous and oftentimes inadequate;
2. health care is rudimentary and severely underfunded, with high rates of
infant mortality;
3. infrastructure is underdeveloped and security services lacking: high crime
rates are rife and corruption plagues businesses and entrepreneurs;
4. democracy is in its infancy; until the year 2000, Nogales was administrated
by the Institutional Revolutionary Party.
It would appear, according to the authors, that the gulf in economic prosperity is
caused by these incentives. Businesses, individuals, and politicians are
incentivised, in large part, by economic and political policies put forward by the
appropriate US government institutions, which shape and formulate the nature
and impact of these incentives. That is, economic institutions give rise to
economic incentives; they incentivise to pursue education, fiscal responsibility
and capital growth, innovation and adoption of new technologies, and so on.
Political institutions define the power entrusted into the hands of ordinary citizens,
through rights and principles codified within constitutional law. The society is
democratic in nature, and its citizens are entrusted with the right to keep
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politicians in check, and influence how they behave; politicians are servants of
the State, they are held accountable to the will of the People. This is the yardstick
against which politicians are judged; whether they act in the interest of society
and its citizens, or whether they abuse their power and pursue personal gain.
Political institutions include, but are not limited to, written constitutions and to
whether the society is a democracy. They include the power and capacity of the
state to regulate and govern society, how the power is distributed within the
society, particularly the ability of different groups to act collectively to pursue
their objectives or to stop others from pursuing theirs.
<<

As institutions influence the behaviour and incentives in real life, they forge the

success or failure of nations. Individual talent matters at every level of society,
but even that needs an institutional framework to transform into a positive force>>.
[Daron Acemoglu and James A. Robinson, Why Nations Fail, 2012].
Steve Jobs, Jeff Bezos and Bill Gates are evident examples of men with immense
talent and ambition and who ultimately were able to capitalise on these incentives.
The American education system enabled them to develop the necessary skills to
complement and express their talent.
The economic institutions in the US enabled them to set-up companies with ease,
without the hindrance of red-tape, bureaucratic or otherwise. Those institutions
also made the financing of their projects feasible. The highly-skilled work force
enabled them to hire qualified personnel, and the relatively competitive market
environment aided the expansion of their companies, and to market their products.
These entrepreneurs operated with the confidence that their projects could, one
day, materialise. They placed their trust in the institutions and their ramifications:
the rule of law, to guarantee the regulation of business practices, a healthy
economic fabric in which to thrive, the political institutions ensured stability and
continuity, ensuring the continuation of a stable and democratic climate
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extirpating the risk of a dictatorship expropriating their wealth, threatening their
lives and livelihoods, and also ensured that no particular interest in the society
could tempt the government in an economically disastrous direction, by limiting
political power and by distributing it sufficiently broadly such that a set of the
very same economic institutions which created the incentives for prosperity, could
emerge.
Acemoglu’s and Robinson’s theory for world inequality shows how different
parts of the world ended up having these precise institutions and why, and how
poverty and prosperity are the results of the interactions between political and
economic institutions.
The global situation we have today finds its roots in the past and how institutions
have been developed in time. It has been ascertained that once populations are
organised within societal constructs, these institutions tend to persist, maintained
and progressed by its citizens.
The rules societies establish are determined through political avenues: who is
given power and how this power can be exercised.

1.2

Other theories: assumptions and doubts.

Several other theories claim to be the answer to nations’ disparities.
The most accredited ones are the geographical hypothesis, cultural hypothesis and
ignorance hypothesis.
Each of them, however, have arguments that can be rejected and confuted,
reinforcing this way institutions’ central roles.
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• Geographical hypothesis.
One of the hypothesis most widely accepted is the one stating that that behind
world inequality lies the geographical position of different states. Particularly, it
seems that those in temperate climates are advantaged with respect to tropical and
semitropical areas.
Multiple experts are proponents of these ideas. Among them the economist Jeffrey
Sachs4 (Geography and Economic Development, 1998)5 suggests that not only the
climatic conditions affect work ethics, but also tropical diseases and soils which
hinder productive and economically viable agriculture.
However, history has shown that this is not so straightforward; the Tropics, for
example, have never been subject to endemic poverty as they are today.
Also, at the time of the discovery of America by Columbus, the greatest
civilizations were living where today Mexico, Central America, Peru and Bolivia
are while United States, Canada, Argentina, and Chile were mostly inhabited.
Taking in consideration the example mentioned in the previous paragraph, the
geographical hypothesis cannot explain either the case of Nogales, Arizona and
Nogales, Sonora, which are divided only by a fence and lie in the same area.
The difference, again, lies in the economic and political institutions which
characterize that particular country.

4

Jeffrey David Sachs (November 5, 1954), is an American economist, public policy analyst,
and former director of the Earth Institute at Columbia University. He is known as one of the
world's leading experts on economic development and the fight against poverty.
5
Geography and Economic Development, 1998, by Jeffrey D. Sachs, John Luke Gallup,
Andrew D. Mellinger, is a paper which addresses the relationship between geography and
macroeconomic growth. Investigates the ways in which geography may matter directly for
growth, controlling for economic policies and institutions, as well as the effects of geography
on policy choices and institutions.
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Another vision of the geography hypothesis is given by the ecologist and
evolutionary biologist Jared Diamond6 (Evolution, consequences and future of
plant and animal domestication, 2002)7. According to him the origins of
intercontinental inequality at the beginning of the modern period (five hundred
years ago) is the different historical endowment of plants and animal species
influencing the agricultural productivity. He makes a distinction between animals
domesticated by humans (i.e. in the Fertile Crescent) and those who were not (i.e.
America). It is demonstrated that in those areas where many species were more
easily domesticated the society adopted more quickly a wealthy farming lifestyle,
with specialization of labor, trade, urbanization and political development. In such
an environment, technological innovation took place much more rapidly than in
other parts of the world, leading to different paths of technological change and
prosperity across different continents.
Unfortunately, this fails to explain modern inequality: Diamond argues that the
Spanish were able to dominate the civilizations of the Americas because they were
more familiar with faming and superior technology. But at that time, the income
of Spanish and Americans was not so different.
In addition, Diamond’s thesis also implies that once the Incas had been exposed
to all the species and resulting technologies they had not been able to develop
themselves and so they had to attain Spanish standards. This is not what happened.
Nowadays the gap in income between Spain and Peru derives from the uneven
dissemination of modern industrial technologies, which has little to do with

6

Jared Mason Diamond (September 10, 1937), is an American geographer, historian, author
and professor of geography at UCLA. Is known for drawing from a variety of fields, including
anthropology, ecology, geography and evolutionary biology. In 2005 was ranked ninth on a
poll by Prospect and Foreign Policy of the world's top 100 public intellectuals.
7
Evolution, consequences and future of plant and animal domestication, 2002, by Jared
Diamond, answers to questions regarding animal domestication, determined the remaking of
the modern world, as farmers spread at the expense of hunter-gatherers and of other farmers.
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animals and agricultures. The main difference was that Spain was able to adopt
new technologies such as steam power, railroads, electricity, mechanization and
factory production, at a faster rate than Peru’s, creating a technology gap that
persists also today on a bigger scale, as new technologies, in particular those
related to information technology, are constantly developing.

• Cultural hypothesis.
The culture hypothesis links prosperity to culture.
This is not totally false if we consider “culture” as all the ethical norms which
sometimes can be hard to change and can support institutional differences. Studies
have shown that if with “culture” are meant religion, national ethics, then these
are not that relevant in describing why the inequalities in the world persist.
The extent to which people trust each other or are able to cooperate is important
but this is mostly an outcome that can be seen related to institutions. This ideology
finds support, for example, in Mexicans’ lack of trust in their government due to
their impossibility to eliminate drug cartels or provide a functioning unbiased
legal system.
A similar situation can be found between South and North Korea: the first one,
one of the richest countries in the world, the second, on the other hand deals with
periodic famine and poverty. Even though their culture is very different today,
they share a long period of common history: this is why the cultural hypothesis is
not contemplated, rather the differences between the two countries are a
consequence of the different institutions and institutional histories established
within the countries.
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• Ignorance hypothesis.
Another hypothesis to explain why some nations are poor and others are rich is
the ignorance hypothesis which argues that some rulers are not capable to make a
country richer because they are not knowledgeable enough.
This hypothesis follows the study made by the English economist Lionel Robbins8
(1935, p. 16)9 in which he stated

<<

Economics is a science which studies human

behaviour as a relationship between ends and scarce means which have
alternative users >>.
As a theoretical result from the idea to focus economics on the best use of scarce
means to satisfy social ends is the First Welfare Theorem.

1.2.1 First Welfare Theorem digression.
The First Welfare Theorem states that a market will tend toward a
competitive equilibrium - Pareto optimal - when the market respects the
following attributes:
1.

complete markets: no transaction costs and perfect information;

2.

price taking behaviour: no monopolists and easy entry and exit
from the market;

which take to:

8

Lionel Charles Robbins, Baron Robbins, (November 1898 - May 1984), was a British
economist and member of the economics department at the LSE. He is known for his leadership
at LSE, his proposed definition of economics, and for his instrumental efforts in shifting AngloSaxon economics from its Marshallian direction. He is famous for the quote, "Humans want
what they can't have."
9
Robbins L. (1935). An Essay on the Nature and Significance of Economic Science.
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• basic exchange economy – lots of consumption goods, lots of
individuals endowed with some of each good;
• money is a means of exchange, but has no consumption value and
nobody’s endowed with it, it just facilitates trade;
• firms are technologies for turning some goods into some other goods;
• each good has a “market price”.
We’re thinking about general equilibrium, or competitive equilibrium,
which is when market prices equate supply and demand for each good
– given market prices, individuals demand the best consumption bundle
they can afford
– given market prices, firms choose production to maximize profit (and
pay that profit out to their shareholders);
– markets are clear.
For the equilibrium to be fully Pareto optimal, should respect also a third
condition:
3.

local nonsatiation of preferences: for any original bundle of

goods there is another bundle of goods arbitrarily close to the original
bundle, but that is preferred.

Going back to the ignorance hypothesis, from a social point of view, the allocation
of resources in a “market economy” is desirable so that all individuals and firms
can freely produce, buy and sell any products or services they wish.
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When these circumstances are not present there is a “market failure”, and these
failures if not addressed, according to the ignorance hypothesis, become the basis
for world inequality.
The ignorance hypothesis can explain only a small fraction of world inequalities.
Of course a lot of counties may fail because of inefficiencies caused by ignorant
rulers, but considering for example the divergent paths of the US and Mexico,
there weren’t differences in knowledge or intentions between their rulers during
the colonial period, nor differences in knowledge during the 19th and 20th century
between later US presidents such as Roosevelt and Wilson, and Díaz that made
Mexico chose enriching elites economic institutions at the expenses of the rest of
the society, while Roosevelt and Wilson did the opposite.
Rather it was the differences between institutional constraints.
One of the clearest statements made by Acemoglu and Robinson is that poor
countries are poor because those who have political power make choices that
create poverty, not by mistake or ignorance, but on purpose. China, for example,
switched from economic policies causing poverty to those implementing
economic growth. This didn’t happen because the Chinese Communist Party
understood that the collective ownership of agricultural land and industry created
huge disincentives, but Deng Xiaoping and his allies who were not less selfinterested than their rivals but had different objectives, made economic reforms
creating market incentives in agriculture and then in industry. It was not a matter
of better advices or understanding, but it was they different politics.
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1.3

The key role of institutions.

So far, we have seen and considered both how economic institutions can
determine whether a country is poor or not, and how a country’s economic
institutions are determined and maintained by the political institutions.
It is important to understand how institutions are structured and the way they
operate because within these distinctions lies the type of institution itself.
There are inclusive and extractive institutions.
Inclusive institutions, in order to stimulate economic growth:
1. encourage participation of citizens in economic activities giving them the
possibility do develop their skills and enable them to make their own
choices;
2. provide secure private property;
3. assure an equal and reliable system of law and order;
4. provide public services such as roads and transport network, public
infrastructure;
5. permit the entry of new businesses and allow people to choose their
carriers;
6. establish regulations to prevent fraud.
In order to provide these services, inclusive economic institutions need the
support (and backing) of the State.
Inclusive institutions also provide the opportunities to young and early stage
entrepreneurs to start their own businesses. In this way workers would tend to
increase their productivity and firms would become more efficient.
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This would affect every sphere of life, from science to entrepreneurship.
Education, skills and a skilled work-force are deeply intertwined to technology
and its developments, all elements which stand at the root of progress.
The process of innovation is sustained by economic institutions which stimulate
a favourable and fertile working environment, encourage private property
ownership rights, uphold contracts, create a level playing field and encourage and
allow the entry of new businesses to bring new technology to life.
To technology are linked education, skills, competencies and workers’ knowhow. The education and skills of the workforce generate the scientific knowledge
through which progress is built and that enable the adoption of technologies in
different businesses.
On the other hand, economic and political institutions which do not incentivize
education, end in failure. In this way, potential nascent talents are impeded from
pursuing their interests and studies.
Political institutions are a key determinant for the society; they determine how the
government is chosen and what are their duties, who has power in society and
how this power can be used.
Acemoglu and Robinson, based on their studies, refer to political institutions that
are sufficiently centralized and pluralistic as inclusive political institutions,
opposite to extractive political institutions.
There is a strong synergy between economic and political institutions.
Extractive political institutions concentrate power in the hands of narrow élite and
place only few constraints on the exercise of this power.
Economic institutions are then often structured by this élite to extract resources
from the rest of the society.
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Extractive economic institutions naturally stand besides extractive political
institutions.
Inclusive political institutions would uproot economic institutions which
expropriate the resources of the many, erect entry barriers and suppress the
functioning of markets so that only a few benefits.
<<

The synergistic relationship between extractive institutions end up in a loop:

political institutions enable the elites controlling political power to choose
economic institutions with few constraints or opposing forces. They also enable
the elites to structure future political institutions and their evolution. Extractive
economic institutions, in turn, enrich the same elites and their economic wealth
and power help consolidate their political dominance

>>.

[Daron Acemoglu and

James A. Robinson, Why Nations Fail, 2012].
This explains why both extractive political and economic institutions support each
other and tend to persist.
Inclusive economic institutions are formed on the basis of inclusive political
institutions that make widespread power in society and limits its arbitrary
activities.
Extractive economic institutions run by inclusive political institutions would not
survive because they would be transformed and formed into extractive institutions
by the ruling elite at the expense of society and for the benefit of the political élite:
economic institutions would never coexist with extractive political institutions.
Nations fail when they have extractive economic institutions supported by
extractive political institutions which impede economic growth.
The most obvious choice then would be to establish inclusive institutions that
foster economic growth, bringing prosperity.
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Economic institutions that create incentives for economic progress may
redistribute income and power opposite to the elite.

1.4

Inclusive institutions generate inclusive growth.

Different institutions have different consequences for the prosperity of a nation,
how the prosperity is distributed and who has power. The economic growth which
can be induced by institutions creates both winners and losers.
In England, the Industrial Revolution established the foundations of today’s
world’s wealth distribution. The focus was on revolutionary technological
changes in steam production, transportation and textile production. Although
mechanization increased all incomes and became the basis of a modern industrial
society, many were against it.
According to Acemoglu and Robinson, this opposition has its logic.
Economic growth and technological change are accompanied by what the
economist Joseph Schumpeter10 called creative destruction: replacement of the
old with the new.

1.4.1 Schumpeter and creative destruction digression.
Schumpeter's key argument is that pursuing prosperity and the prize that
it implies, ensures that entrepreneurs and their financiers use most of
their work, time, skill, commitment, attention and money into new and
risky businesses. The high benefits for entrepreneurship are important
not only for business, but for the whole community since

10

Joseph Alois Schumpeter (February 1883 - January 1950), Moravian-born American
economist and sociologist known for his theories of capitalist development and business cycles.
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entrepreneurship and the creation of new businesses increase
employment.
Schumpeter states that the history of entrepreneurship illustrates an
important trend that affects those families who constantly seek and reach
to the top, subsequently losing their position. Schumpeter didn’t oppose
the economic intervention but argued that eventually the State must
remember that growth will not happen without entrepreneurship.
Schumpeter says that all strong companies were also entrepreneurs first,
but some companies can be more entrepreneurial in one moment and less
in others.
<<

A company starts to die when its innovation decrease

.

>>

[McCraw, 2007]11.
Creative Destruction and Obsolescence Creative destruction are
compared to the cycles of death and birth in nature.
A business, a product, or a technology is creatively destroyed because
some other innovation is being used and which eliminates the previous,
making the previous product, technology, and business obsolete.
Even businessmen can be creatively destroyed by other businessmen that
possess greater innovations. According to Joseph Schumpeter, creative
destruction is when capitalism reaches its ‘purest’ form.
In the United States this happened from about 1850 to 1914. During this
period a man was said to be an innovator if he practiced a ‘novel method

11

Thomas Kincaid McCraw (September 1940 - November 2012) from his book “Prophet of
Innovation: Joseph Schumpeter and Creative Destruction”, 2007.
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of production.’ Schumpeter thought of innovations as new and less costly
methods to produce older goods [Strassmann, 1959]12.
The first stage the economy faces is destruction, composed by three
effects: losses, disturbances and unemployment.
During the 19th century entrepreneurs were investing knowing that
changes could take place at any time, with the subsequent creation of
new goods and technologies. During that time, the losses due to
unforeseen events weren’t taken into account, but when they did arise it
usually involved specialized devices. The overall process of innovation
led to the loss of activities tied to old products or methods.
The process of innovation may have a qualitative meaning according to
which a product or service could be replaced. An innovation that has the
capability to cause a product or service to become obsolete cannot be the
same as the product that is becoming obsolete. The rate of growth usually
decreases quickly for new products compared to older ones. This is due
to the fact that they are new, innovations start with a rate of expansion so
high, that they cannot be maintained. Furthermore, innovations in
methods of production always involve qualitative change, which
occasionally means that the destruction is not just a partial destruction of
an older industry or sector. What often happens is that innovations end
up reducing the rate of growth in sectors that are said to be obsolete.
Indeed, qualitative differences were the key to surpassing competitive
similarities [Strassman, 1959].

12

Wolfgang Paul Strassmann (July 1926) from “Creative Destruction and Partial Obsolescence
in American Economic Development”, article in The Journal of Economic History, September
1959.
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Schumpeter was undoubtedly the leading economic theoretician working
on business cycles. Business cycles would predict the arrival of new,
meticulous business history.
He tries to fit business growth and collapse into foreseeable wave periods
of regular duration. He says that it ‘is indeed difficult to see’ why these
phenomenon of growth and collapse might happen at certain gaps.
The nature of economic cycles is its enormous information on the
prosperity of the corporate structure in the United Kingdom, Germany
and above all in the United States. He draws attention to companies
working in five mostly developing areas: cotton fabrics, railways, steel,
cars and electricity. He also underlines three governmental innovations
which determine the growth of capitalism: the factory, the corporation
and the financial structure. First it starts with the general theory of
capitalist development.
In this model, the words ‘new men’, ‘entrepreneurs’ and ‘new firms’ are
recurring throughout the theory, describing them as the key drivers of
innovation.
All companies eventually react to these situations, but the preliminary
feedback comes from entrepreneurs with innovative abilities. These
innovations are subject to different schemes: for example, "new goods",
"new forms of organization, such as mergers" and "opening new
markets". Innovative companies do not develop in the same way
throughout the economy. Developing companies are companies that
create a new organizational or technological structure in a given sector,
in the same company or in other related companies. At the same time,
the company is a powerful element that really contradicts the desired
innovations because they usually pay for existing orders.
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As a result, the history of capitalism expands from violent explosions and
disasters.
Adaptation is not a regular process, but something "more like a series of
explosions”. Innovation is perceived as a double-edged sword, because
there are both costs and benefits. There is a domino effect, which is the
case of innovations in which the new ones destroy the older ones.
“Needs” can be considered the mother of inventions, but it does not mean
that innovation will inevitably be created. Schumpeter brings as example
of ‘new men’ and ‘new firms’ referring to the US railroad industry. In
the 1830’s entrepreneurs started the construction of a new railway line
for the transportation of raw materials from land to sea ports. When
steam engines improved and become stronger and coal mines began to
develop, railroads replaced almost every canal and highway. By the
1890’s an efficient and large railroad system connected all the territories
of the United States at a low price and faster: manufacturers, wholesale
sellers and dealers could send or receive goods very quickly. They were
a part of the general business of the ‘organism’. It was a symbol of the
evolution of capital. In 1873, when the worldwide depression started,
there were many ups and downs of railroading. "Liquidation, absorption,
adaptation" processes which accompany innovations, were extremely
long and painful. Schumpeter saw the development of big businesses,
along with the fusion activity, having a large innovation in finance and
management – realized by ‘new men’ and ‘new firms, which led to new
units of control, new management rules, new research possibilities and
industrial equipment. While recognizing that some were destructive
abuse with big businesses, Schumpeter writes in Business Cycles that the
pattern of the movement was a key and logical phase for the consequent
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growth of industrial economies. But what he saw was that start-ups
always arose and grew uninterruptedly side by side with big businesses.
If the change does not occur, ‘capitalist society cannot exist’. If the
capitalist motor stops, the economic system will sink. Innovation plays a
key role in starting the engine and maintaining it working. Capitalism
can endure only if there is industrial progress [McCraw, 2009].

The conclusion that arises from Schumpeter and creative destruction digression
is that economic growth process and inclusive institutions on which the economic
market is based create losers as well as winners.
The fear of creative destruction is often a response to inclusive economic and
political institutions.
The history of Europe is a living example of the consequences of creative
destruction. They were the most important sources of income for the UK for the
18th century. The government of most European countries were controlled by
elites whose major source of income was landholding or from trading privileges
they enjoyed thanks to monopolies. According to the creative destruction idea,
the spread of industry, factories and cities, resources away from the land, reduced
land rents and increased the wages the landowners had to pay to their workers.
These elites have also noticed the appearance of new businessmen and traders
who have lowered their trade privileges. So, with the spread of Industrial
Revolution the aristocracies were economic and political losers and formed
opposition against industrialization.
People who were threaten that industrialization could take their job place too gave
the name to the resistance to technological change (the Luddies).
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In England, industrialization marched on despite Luddies’ opposition, because the
aristocracy opposition was muted.
Powerful groups often stand against economic development and wealth engines.
Economic growth is not just a process of more and better machines, and more
educated people, but also a transformative and destabilizing process associated
with widespread creative destruction [Acemoglu and Robinson, Why Nations
Fail, 2012].
Growth will then be possible only if it isn’t stopped by the economic losers who
fear that their economic privileges and strength would disappear.
When a conflict arises, the desires of all parties are not met. Someone will be the
winner, someone will lose. The winners of this conflict influence the trajectory of
the national economy. If the group standing against growth are the winners, it can
effectively block the growth of the economy.
It is not necessary a certain logic of power to create economic institutions that
favour economic progress, it only facilitates the choice of political institutions.
Political society and the strength of society in the society. The only way to change
these political institutions is to force the elites to create more pluralistic
institutions.
Likewise, there is no reason why political institutions automatically become
pluralistic, there is no natural tendency to political centralization.

1.5

Why it’s not simple as it might seem.

The main obstacle to political centralization is the fear of change: whoever has
tried to centralize power in the country will also consolidate the power in hands.
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The lack of political centralization is not only the lack of public order, but also
actors with sufficient powers to block or hinder the activities fear violent
opposition reactions and are often discourages to take action.
A sort of growth under extractive political institutions may arise when the
institution permits the development of a kind of inclusive economic institution
(such as the Soviet Union). Many societies with extractive political institutions
are fleeing accidental economic institutions because of the fear of natural
destruction. But the extent to which the elite monopolizes power is different
between societies. In some cases, the position of the elites can be secure enough
to allow some of the moves toward inclusive economic institutions integration
when they are sure that it will not threaten their political power. Or, the historical
situation could be such as to endow an extractive political regime with rather
inclusive economic institutions, which they decide not to block (e.g. the rapid
industrialization of South Korea in the framework of the General Park).
This is why the big gap between extractive political institutions is their degree of
political centralization.
Although extractive institutions can generate some growth, they usually do not
generate sustainable growth, and this is not a type of economic growth that leads
to creative destruction.
When political and economic institutions are both extractive, there are no
incentives to create destruction and technological change. For a while, the state
could rapidly generate economic growth, but this process would be inherently
limited.
Moreover, agreements to support economic growth in the context of extractive
political institutions are inherently weak, can be eradicated or easily destroyed
through conflicts within extractive institutions themselves. If another group can

31

CHAPTER 1

conquer this élite and win it and take control, it would have the new wealth and
power.
Finally, there is also the risk that extractive economic institutions with some
aspects of inclusiveness could become more extractive and stop economic growth.
Those who dominate political power will eventually find it more advantageous to
use their power to limit competition, increase their market share and promote
economic progress.
The distribution and ability to exercise power will ultimately undermine the very
foundations of economic prosperity, unless political institutions are transformed
from extractive to inclusive [Acemoglu and Robinson, Why Nations Fail].
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2

Socially-inclusive economic growth.

Chapter 1 explains how institutions, according to their inclusive or extractive
nature, can shape the future of its nation
The last several years saw an increasing demand for a more socially-inclusive
approach regarding economic growth as an outcome of inclusive institutions with
the aim to provide more economic opportunities. This topic is extremely complex,
which is the reason why no actual systemic framework has been found yet to
direct inclusive growth as for policy and practice.
In business theory, the top-line of growth concerns economic performance of the
nations. In this scenery, inclusive growth, driven by inclusive institutions, can be
seen as an approach to extend the influence of top-line economy on the bottomline one, which regards the chances of progress in living standards. However,
since economy is not a business, inclusive growth cannot be limited to this
comparison: literature shows that a national economy is prone to a feedback loop
between the bottom- and top-lines, either in a positive or negative direction. A
positive feedback of this kind is produced not only by education and
redistribution, which are two of the most likely areas to appear in a discussion on
inequality, but rather it is more influenced by a mix of effective economic
institutions and policy incentives in many areas that have as a result a more
economically stable middle class and a sensible reduction of poverty and social
marginalization. Such policies do not prevent pursuing sound macroeconomic
policies and long-term efficiency-enhancing reforms.
Chapter 2 will address the current structural policy incentives and indicators for
inclusive growth. Through the analysis of indicators such us National KPI,
Inclusive Development Index (IDI) which provides and alternative ranking of
countries’ levels of development and recent progress, and Policy and Institutional
Indicators (PIIs) which illustrate relative institutional strength and policy effort,
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will be possible to explore incentives and structural policy institution ecosystem,
how it works today and actions to be done for the future.
In particular, Chapter 2 is structured as follows:
- paragraph 2.1: inclusive growth structural policy incentives;
- paragraph 2.2: national economic performance;
- paragraph 2.3: today’s picture;
- paragraph 2.4: incentives and structural policy institution ecosystem;
- paragraph 2.5: Inclusive Development Index;
- paragraph 2.6: from Framework to action;
- paragraph 2.7: what needs to be corrected;

2.1

Inclusive growth structural policy incentives.

The Framework developed in The Inclusive Growth and Development Report
2017 (Word Economic Forum, 2017)13 is focused on household income,
opportunity, economic security, and quality of life as results of structural policy
incentives and institutions that contribute to a growth process from which broadbased benefits are spread. This kind of ecosystem represents an ideal selfsupporting cycle underpinning modern market economies; however, it has proven
to be inappropriate in many advanced countries, since it does not properly take
into consideration the forces of secular dispersion, such as an increase of
immigration, or the fast improvements of modern technologies, and so forth.

13

The Inclusive Growth and Development Report 2017 (Word Economic Forum, 2017) by
Richard Samans, Jennifer Blanke Gemma Corrigan, Margareta Drzeniek Hanouz, covers 109
economies and seeks to improve our understanding of how countries can use a diverse spectrum
of policy incentives and institutional mechanisms to make economic growth more socially
inclusive without dampening incentives to work, save and invest.
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Pillar 1

Pillar 2

Pillar 3

Education and
Skills

Basic Services and
Infrastructure

Corruption and
Rents

Access

Basic and
Digital
Infrastructure

Business and
Political Ethics

Quality

Health-Related
Services and
Infrastructure

Concentration
of Rents

Pillar 4
Financial
Intermediation of
Real Economy
Investment

Pillar 5

Pillar 6

Pillar 7

Asset Building &
Entrepreneurship

Employment and
Labor
Compensation

Fiscal Transfers

Financial
System
Inclusion

Small Business
Ownership

Productive
Employment

Tax Code

Intermediation
of Business
Investment

Home and
Financial Asset
Ownership

Wage and
Non-Wage
Compansation

Social
Protection

Equity

Table 1: elaboration of The Inclusive Growth and Developement Framework from The Inclusive Growth and Development
Report 2017

The Framework and the corresponding set of environmental indicators and
conditions in 7 main areas (pillars) and 15 subdomains (sub-pillars) consider the
policy’s areas and the institutional force that have a particularly strong impact on
social participation in the process (for example, productive employment) and the
results (for example, average family income) of economic growth.
The report shows data that can lead to a comparison of the pillar, sub-pillar, and
individual indicator level for the 109 countries that have proven to be relevant,
among the 140 countries that are included in the statistical indicators database.
The 7 pillars refer to the macro areas which influence the economic growth. In
particular, we can distinguish:
1. pillar 1: Education and Skills
2. pillar 2: Basic Services and Infrastructure
3. pillar 3: Corruption and Rents
4. pillar 4: Financial Intermediation of Real Economy Investment
5. pillar 5: Asset Building & Entrepreneurship
6. pillar 6: Employment and Labor Compensation
7. pillar 7: Fiscal Transfers
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It should help to give an understanding of strengths and weaknesses within the
scheme by governments and stakeholders.

2.2

National economic performance.

In The Inclusive Growth and Development Record 2017, it is also shown the
national economic performance (compared to the GDP14 alone), as the aim of the
study is to understand a sustainable development solution, together with broadbased improvement of living standards.
National Key Performance Indicators (KPIs), a set of performance metrics, are
presented for each country.
It includes GDP and the “best available cross-country measures of other important
facets of sustained, broad-based progress in living standards”. Indeed, the four
indicators have been chosen from the pillars: growth and development, inclusion,
and integrational equity and sustainability.
a. Growth and Development:
Growth and Development is made of:
1. GDP per capita;
2. labor productivity, support wages which in turn represent the
overwhelming majority of household income;
3. employment, a mirror for economic opportunity and family security;
4. healthy-life expectancy, which reflects the quality of life.

Gross domestic product (GDP) is the monetary value of all the finished goods and services
produced within a country's borders in a specific time period.
14
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National Key Performance Indicators

Growth and Development

Intergenerational Equity and
Sustainability

Inclusion

GDP
GDP
(per capita)
(per capita)

Labor Productivity
Labor Productivity

Median
Median
Household Income
Household Income

Income
Income
GINI
GINI

Adjusted Net
Savings

Dependency Ratio

Employment

Healty Life
Expectancy

Poverty Rate

Wealth
GINI

Public Debt
(as share of GDP)

Carbon Instensity
of GDP

Table 2: elaboration of The Inclusive Growth and Developement Key Performance Indicatots from The Inclusive Growth and
Development Report 2017

b. Inclusion:
Inclusion is based on measures of social inclusion:
5. median household income, which reflects the progress in living standards;
6. poverty rate;
7. income Gini, the standard international measure of inequality;
8. wealth Gini, the standard international measure of wealth concentration.
c. Intergenerational Equity and Sustainability:
Integrational Equity and Sustainability express that progress in living standards is
not completely socially-inclusive if it’s generated excessively and unbearably
burdens on younger and future generations.
We talk about:
9. adjusted net saving, measure of the net rate of saving in an economy taking
into consideration investments in human capital, depletion of natural
resources, and damage caused by pollution;
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10.public indebtedness as a share of GDP, which illustrates the scale of
borrowing by the current generation against the capacities of future ones;
11.the dependency ratio or proportion of retirees and youth (under 15 years of
age) to the working-age population, which is also an indicator of future
pressure on a nation’s finances;
12.carbon intensity of economic output, a country’s relative performance on
climate change.

In the Appendix at page 120 is it possible to see the National KPIs Dashboards
per each country.

2.3

Today’s picture.

“The world economy is at a crossroads”. (The Inclusive Growth and
Development Record 2017, World Economic Forum, 2017).
A secular stagnation is a concrete threat to these economies, since it seems that
investment and output have a disposition to grow slowly due to a stash in debt
and concrete changes in demographics. This eventuality is even more alarming
considering that many countries have been in this condition before. An increase
of immigration, the fast improvements of modern technologies, a growing global
integration and domestic deregulation contribute together in making major
changes in labor markets, especially in more advanced countries. The effects on
these countries is not only a positive enhancement in efficiency and national
income, but also a negative increase of dislocation, fiscal pressure on middle-class
and insecurity: it means that there was a difficulty in spreading benefits as quickly
as the growth developed. Therefore, both in rich and poor countries, social
inclusion is still an important political matter. The improvement in technology
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may threaten many intermediary job categories and shape different kinds of
industries.
The recent Brexit results and the US presidential campaign show that stagnation
is not socially well tolerated in advanced countries. The growth of political parties
that do not sympathize with the fundamental perception of the post-war
international economic order that includes trade liberalization, supranational
governance and labor mobility, is the result of a frustration that generates from
the demand for more widely-shared economic opportunity and prosperity.
The beginning of 2017 saw leaders of governments and stakeholder institutions
facing the following challenging and urgent issues:
● understand the actual economic phase;
● understand the role of liberal international economic order;
● understand how to exploit the Fourth Industrial Revolution: reorganize
societies and create new potential employment is a must, but also develop
market mechanisms so that social participation in the creation of new of
economic value rather than a mere expansion of transfer payments.
Considering all these issues, national leaders need to decide whether a secular
correction of the current economic model is needed, therefore changing the
mindset regarding the achievement of high national economic performance.
Another goal is to find, if possible, a strategy to fight slow growth and inequality,
starting thus a virtuous cycle of social inclusion and sustainable growth.
The last several years saw an increasing demand for a more socially-inclusive
approach regarding of economic growth; an approach that should not forget the
milestones of allocative efficiency of markets, macroeconomic stability, and
positive-sum game benefits of international specialization and exchange, while
aiming a more socially inclusive process of growth and a more equal distribution
of its benefits.
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The sum of all these characteristics makes the demand particularly challenging:
as for now, inclusive growth is still in the discussion topic.
We have already seen a different point of view on structural economic reform and
how it is involved in the development process. Structural reforms such as refining
market circumstances and improving the health of public finances are often
associated to the progress of economic efficiency and macroeconomic stability,
usually as an answer to balance of payments or fiscal crisis squeezing short-term
living standards. But the systematic and continuous efforts to strengthen
institutions and policy incentives within the 15 sub-domains of the Framework or
address specific deficiencies identified in it, represents also structural reforms,
even if the combination demand- and supply-side measures for the purpose of
boosting broad living standards while reinforcing the rate and resilience of
growth. The balance and the expanded concept of structural reforms are best
suited as a long-term strategy, which is an integral part of the development
process, and not to prevent or recover from crisis.
If a society is looking for a model of more inclusive growth, the growth strategy
should be based on economic, proactive and progressive growth in the
institutional strength, which make up the system of income distribution. The
model of the inclusiveness of a society’s growth is the extent to which it produces
broad gains in living standards before fiscal transfers. Therefore, six main pillars
of the Framework’s seven concern the structural policy and institutional factors
that influence the composition of the private sector and the spread on the market
itself. The ultimate goal of national economic performance is the broad and
sustained progress of living standards, including both wage and non-wage income
(e.g. pensions or care for children), economic opportunities and quality of life.
This is the basis on which the company assesses the economic strength of its
country's leadership. Strong economic growth is a condition to improve living
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standards and growth creates the possibility of playing a positive sum for society,
even if it does not guarantee it. Inclusive growth can be considered as a strategy
to expand economic opportunities and well-being on a large scale.
Alternatively, the dispersion and loss of living standards can create within an
economy a pernicious cycles of slow consumer demand, poor businesses and
investor

confidence,

weak

investment,

rising

unemployment

or

underemployment, stagnant wages and the growth therefore is even slower.
There is a growing evidence that inequality has a statistically significant negative
impact on growth as what we would have been expected after the discussion in
Chapter 1.
According to a research conducted by the IMF15, for example, if the income share
increases of 20%, GDP growth will decrease over the medium term. One
explanation is that richer families spend less than their income, which can reduce
aggregate demand and weaken growth. On the contrary, the GDP growths with
an increase in the share of income of the bottom 20%.
If the income of the rich has increased by 1%, GDP growth will decrease by 0.08%
points.
If the share of income of the poor and the middle class will increase by 1%, GDP
will increase by 0.38% in over 5 years.

The International Monetary Fund (IMF) is an international organization headquartered in
Washington, D.C., consisting of 189 countries working to foster global monetary cooperation,
secure financial stability, facilitate international trade, promote high employment and
sustainable economic growth, and reduce poverty around the world.
15
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Accordingly, the OECD16 research shows that the increase in inequality of 3
Gini17 points is associated to a decrease in economic growth of 0, 35% per year
for 25 years – which results in a cumulative loss of 8.5%.
This is mainly because higher level of inequality is associated with poorest
families who are struggling with the possibility of investing in health and
education, lowering this way the accumulation of human capital and social
mobility chances.
The threat of economic income disparities for the prosperity of the nation is
especially the large, lower segment of society not advancing. In response to these
results, the OECD is working on a new indicator of multidimensional life
standards to better capture business wealth. Thanks to the Human-Based Index,
the World Bank is another big organization that increasingly focuses on what is
needed to reduce poverty and increase the sharing of prosperity.
The degree to which economic growth extends economic opportunities and
improvements of living standards is influenced by a heterogeneous mix of
structural and institutional aspects of economic policy, and not only education and
redistribution. Institutions play a key role: legal and public institutions that
manage rules and incentives, in particular, have expanded in recent decades,
supported by a collection of accumulated research and practical evidence.

The Organisation for Economic Co-operation and Development (OECD) is an
intergovernmental economic organisation with 36-member countries founded in 1961 to
stimulate economic progress and world trade. It is a forum of countries describing themselves
as committed to democracy and the market economy, providing a platform to compare policy
experiences, seeking answers to common problems, identify good practices and coordinate
domestic and international policies of its members.
17
In economics, the Gini coefficient, sometimes called Gini index or Gini ratio, is a measure
of statistical dispersion intended to represent the income or wealth distribution of a nation's
residents and is the most commonly used measurement of inequality. It was developed by the
Italian statistician and sociologist Corrado Gini and published in his 1912 paper Variability and
Mutability.
16
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We can cite Nobel laureate Douglass North18, who examined the important role
of institutions in creating an incentive structure in the economy, shaping the
direction of change and impact on productivity. Since then, other scholars have
these observations, also documenting a significant empirical link between
institutional development and economic performance.
The construction of economic institutions is an important part of the development
path of each country that has industrialized and obtained high living standards.
Since development is a complex and multidisciplinary process, a lot of conditions
must be met for poverty to be replaced by the growing prosperity of the middle
class and the process of institutional deepening takes place in a wide range of
sectors. However, the process is not automatic.
Although the increase in national income generates additional resources and
political space to effectively establish and implement institutional mechanisms
such as public education systems, independent judicial systems, labor protection,
social security systems, competition, investment climate, laws and control anticorruption and basic and digital infrastructure, it is not guaranteed.
The rhythm and the construction model of economic institutions are a choice, a
function of policy decisions and of public-private cooperation.
The national growth model is shaped by the dominant political economy and is
largely endogenous to the development process. As this political choice, the
amount of profit from economic growth to broad socio-economic progress is also
significant. Indeed, the importance of building economic institutions for
sustainable and inclusive growth was the main lesson of the economic and
Douglass Cecil North (November 1920 - November 2015) was an American economist
known for his work in economic history. He was the co-recipient (with Robert William Fogel)
of the 1993 Nobel Memorial Prize in Economic Sciences. In the words of the Nobel Committee,
North and Fogel “renewed research in economic history by applying economic theory and
quantitative methods to explain economic and institutional change”.
18
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financial crisis of the 20th century. Most of today's developed and industrialized
countries have undergone a lasting process of institutional deepening in order to
broaden the base and strengthen the capacity to rebuild their economies. Work,
financial, social security, competition and other reforms focused on creating a
more integrated and sustainable growth model. They played a key role in
supporting the middleclass expansion, the eradication of poverty and the
reduction of economic uncertainty in these societies in the second half of the
century.
Macroeconomic, finance and commercial control policies remain extremely
important as they set the conditions necessary to improve productivity,
contributing to economic growth.

2.4

Incentives and structural policy institutions ecosystem.

Societies that have been particularly successful in building a solid middle class
and reducing poverty and social exclusion have sought to create effective
economic institutions and policy incentives while supporting growth through
sound macroeconomic policies and efficiency-enhancing reforms. These are the
ones that we described in Chapter 1 as inclusive institutions.
The pillars and sub-pillars discussed above describe modern economy’s structural
factors which, in particular, affect the scope of improvement of living conditions.
The policy and institutional sectors represented constitute an ecosystem of
incentives and structural policy institutions that together, as part of the growth
process, help to spread the benefits of a developing economy to a large extent in
terms of family income, opportunities, safety and quality of life. This ecosystem
is a system of distribution of implicit income based on modern market economies.
When it works properly, it tends to operate in a self-driving cycle in which the
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increase in economic production and social integration feed each other. Proper
and efficient taxation as well as basic social protection characterize the beginning
and the end of a continuous cycle in the development process. They are important
not only in combating excessive inequalities resulting from market performance,
but also in mobilizing resources to support key public services, such as education
and physical infrastructure, effectively direct savings to create jobs and support
key public services, improve investments opportunities in the real economy and
support consumer demand and small entrepreneurship through broad access to
financial services, which are necessary to create economic opportunities, market
functioning and, therefore, inception and continuous stimulation growth process.
Solid, legal, inclusive and competitive institutions support effective allocation of
resources and equal opportunities, prevent corruption, excessively high barriers
to entry and concentration of rents through a regulatory resolution.
The investment climate, incentives and institutional capacity principles are
important to allow investors to benefit from equal opportunities through a strong
legal framework and competition.
Basic labor standards, employee protection and benefits result in an increase in
wages and household incomes approximately in line with labor productivity,
supporting domestic consumption and aggregate demand.
They can also strengthen growth by supporting labor mobility, adaptation and
skills acquisition. Policies supporting broad access to loans for small businesses,
financing housing, retirement savings and property rights of employees help
democratization generate wealth and share profits from income from technical
progress of the economy and its accumulated capital. The accompanying wealth
effect stimulates consumption and domestic demand in the same way.
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Figure 2- elaboration of The Virtuous Circle of Inclusive Growth and Development from The Inclusive Growth and
Development Report 2017

If these key factors are present, a strong entrepreneurial and investment culture
consolidates, promoting competitive industries and high-quality employment
opportunities which will support domestic demand. Strong domestic demand
stimulates further investments and economic growth thanks to an efficient and
fair taxation system, which generates additional public resources needed to
increase investment in the quality of basic services in the country, infrastructure
and social security - even greater opportunities for development and production
economy.
Each pillar created a database of transnational statistical indicators that allow
comparison with the pillar, sub-pillar, and the level of the peer group. These
Political and Institutional Indicators (PIIs) provide a clear profile of the
institutional strength of each country and the use of the political space in relation
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to its peers. These national benchmarking profiles mirror the structural policy of
each country and led to a favourable institutional environment, because they relate
to their ability to capture synergies between growth and social integration. They
show the distance from the best practices. The results were presented in four
groups of countries based on the level of economic development measured by
national income.
The tables 18, 19, 20, 21, 22, 23, 24 and 25 in the Appendix show the four groups
of countries (advances economies, upper middle-income economies, lower
middle-income economies, low income economies), comparing the results of the
pillar and sub-pillar with each country by means of a traffic light shading system
that classifies countries in relation to their group. Red corresponds to the lowest
relative performance in the group, yellow to median and dark green for best
performance.
Economic dynamism and growth promotion must be central argument while
talking about inclusive growth and development and so must be reflected on the
specific benchmarking indicators and on the set of policies and institutions.
An inclusive growth strategy can only be effective if it reinforces, or at least does
not undermine, incentives to work, save, and invest.
While talking about inclusive growth there is not just one ideal policy mix, but
it’s most important to look at the Framework as an integrated system which has
to be developed and improved in order to adjust any weaknesses.
As results of Policy and Institutional Indicator data highlighted are:
• larger fiscal transfers are sometimes compatible with long-term growth and
competitiveness, but they also not the first or most effective viable solution for
broadening socioeconomic inclusion;
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• there is no such incident trade-off in economic policymaking between the
promotion of social inclusion and that of long-term economic growth and
competitiveness;
• high-income countries’ policies and institutions are not the only ones supporting
social inclusion;
• from a practical and data-driven point of view, the current debate on inequality
and social inclusion is overly tense and unnecessarily polemized. It is also
possible to be pro-business and to support the strengthening of both social
inclusion and market efficiency, attracting more attention to the institutions.
Other actions that are not traditionally considered for business investment and
entrepreneurship in the real economy may be just as important for a country's
success in expanding employment, increasing wages and increasing the
accountability of resources that are the key to improving living standards.
The effects of reduction and levelling of technologies increase performance and
innovation. But while digitization in particular will continue to create enormous
challenges for many industries and countries, it will also be able to create diverse
opportunities for new business and small business transactions by reducing
barriers to entry and transaction costs as well as disintermediating and unbundling
existing activities performed by larger organizations, including international
trade.
Moreover, with manufacturing productivity improvements of productive
productivity and the aging society, the market for services will expand generating
opportunities for small-business ownership and asset building. Improving the
regulatory and financial environment for management and investment in a small
business can help a larger proportion of the working population to capture a larger
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share of these gains through profits and equity appreciation that can drive
ownership of businesses.
Likewise, in the current more competitive and technologically dynamic
international environment, the effectiveness of private investment in the real
economy is a determining factor in a country's ability to sustain productive
industrial employment. We talk about the cost, patience and range of risk capital
available for long-term investments in terms of production capacity and
productivity improvements.
Other critical determinants of the number and quality of job opportunities include
the quality and cost of basic infrastructure and services which connects goods to
markets and provide jobs to people, as well as the extent of deadweight losses for
economic efficiency and innovation in the form of corruption and rents.
Improving a favourable environment in these areas must be seen as an integral
part of building a more inclusive model of economic growth as an effort to
improve skills or fiscal transfers.

2.5

Inclusive Development Index.

Until now we have seen how economic growth and social inclusion combined can
gain a bigger synergy due to a net of structural policies and institutions.
Policy and Institutional Indicators (PIIs), included in The Inclusive Growth and
Development Report 2017, describes the extent of institutional strength or policy
space utilization in this regard relative to peers.
When GDP is not involved in the measuring of national economic performance
then new expanded performance metrics needs to be developed.

49

CHAPTER 2

In addition to the National KPI described on page 37, a composite index has been
calculated ranking countries based on their combined scores: Inclusive
Development Index (IDI).
The IDI offers mixed and international rankings both in terms of absolute
performance and the latest five-year trend. Countries are divided into two
different datasets, advanced economies and emerging economies. The outcome is
an index which represents a clearer picture of the relative economic development
level with respect to the one involving only GDP, especially if it is to serve the
ultimate goal of sustained development, broad-based advancement of living
standards rather than just the trend in the production of goods and services.
If the absolute IDI ranking of a given country shows its level (or cumulative
result) of inclusive development, its trend ranking provides a window on recent
results (typically the average rate for the last five years). This is the most useful
indicator for governments and stakeholders who wish to assess the impact of
changes in the medium-term policy, that is to say for a typical political cycle.
The results of the IDI ranking are what is closest to the key performance indicators
that companies and other organizations usually check to track how much the
implementation of the strategy is effective.
Tables 26, 27, 28, 29 and 30 in the Appendix present IDI country ranking and
highlights the differences between this new composite indicator and the
traditional ranking of countries by GDP per capita.
By data analysis, the following remarks emerged:
• there is no receipt for a single ideal policy mix to pursue inclusive growth,
since national economy is extremely complex and it shapes the country in
a peculiar, non-comparable way. it is more useful to look at this framework
as a basic structure that needs to be fed both with the growth and
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development process and with constant updates that need to highlight the
weaknesses that have emerged;
• socioeconomic inclusion does not necessarily benefit from lager migrations
in a long-term aim for growth and competitiveness, but at the same time
these fiscal transfers do not have a negative impact on the previously
mentioned goals. An example are those competitive countries in which
social protection (and therefore the weight of tax on the citizen) is
particularly high; moreover, the reason why many countries have low Gini
ratios is to be found in their pre-transfer levels of inequality, rather than in
the post-transfer ones;
• absolute scores of three among the four income groups of countries
(advanced economies, upper middle income, lower middle income, low
income) are overlapping, which means that not only high-income countries
can afford policies of social inclusion; to bear in mind that these groups
have been examined taking into consideration the sub-pillars of Business
and Political Ethics, Tax Code, Financial System Inclusion, Intermediation
of Business Investment, Productive Employment, Concentration of Rents,
and Educational Quality and Equity;
• up-skilling of labor and redistribution may be valuable solutions in order to
increase dispersion of incomes for many countries, but a long-term
planning of inclusive growth enhances both labor and business and
therefore could be critical in pursuing an increase in employment, wages
and asset ownership as an improvement in broad living standards.

2.6

From Framework to action.

Policy and Institutional Indicators (PIIs, policy framework and metrics) together
with the National KPI Dashboard and the Inclusive Development Index (IDI,
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performance metrics) aims to provide instruments that can help countries make of
inclusive growth a measurable action plan.
Clearly, these parameters have their limits and the decisions on which elements
are more important than others have remained to the user (the tables showed
consider each indicator in an equivalent way).
But at the same time, they reflect a more integrated and complete picture than the
per capita conventional GDP metrics, especially if the main objective has been so
often said by different stakeholders during last years: to achieve a more sociallyinclusive model of economic growth and development.
If major economies would reflect and take actions out of its beforementioned
indicators would open the way to the global economy which currently is in slow
growth, with an in-country inequality, and eroding public support for international
integration.
Many countries have considerable untapped potential to increase economic
growth and social equality. However, the most effective activation of a virtuous
circle of inclusive growth requires:
1) re-conceptualization of domestic structural reform as a continuous systemic
process that involves a multidisciplinary set of supply and demand factors that
which support economic opportunities spread and national income, thus
deepening the foundations and expanding the basis for growth;
2) underlining the construction of this broader structural policy and an
institutional ecosystem, as usually is done in the case of macroeconomic, financial
and commercial supervision policies, which mainly concern the efficiency and
economic activity level.
Reformulating political priorities in this way would mean a deep change for many
countries and even for the growth model that has been introduced to the generation
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by most political economic institutions, including large international
organizations.
A broad ecosystem of structural policies and institutional capabilities supports the
ability of modern market economies to spread the benefits of national income
growth within the society in the form of broad-progress in living standards. It is
the "income-distribution system" of a modern, large-scale market economy. Its
strength determines how effective the government is in shaping the inclusiveness
of growth. Tax transfers and higher education are important, but they are only two
much broader ranges of policy levers. Over the last two decades, this situation
deteriorated or has been flat in different developing countries, since the forces that
promote intensified secular dispersion, such as technological change, global
integration, national deregulation and increased immigration, have strengthened.
Many developing countries lagged behind in building their basic elements when
they began to industrialize and integrate with the global economy, losing the
ability to include more of their people in the growth process and its benefits.
Efficient markets and macroeconomic stability are essential to economic growth.
Thus, the society benefits from growth in the extend of it follows:
- rules’ frameworks, incentives, and institutional capabilities that shape the
formation of human’s capital quality and equity;
- the level and patience of real economy investment;
- the pace and breadth of innovation;
- the effectiveness and flexibility of worker protections;
- the coverage and adequacy of social insurance systems;
- the quality and breadth of access to infrastructure and basic services;
- the probity of business and political ethics;
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- the breadth and depth of the household.
In order to take counteractions against deceleration growth and rising inequality,
governments must recognize and then rebalance policy priorities.
Is implicit in terms of underdevelopment, but this is more a lack of attention rather
than an iron law of capitalism.
Inequality is more an endogenous challenge and not exogenous to policymakers
and must be considered and prioritized in order to maintain public confidence in
the capacity for technological progress and international economic integration,
with the goal to sustain rising living standards tenor of life for everyone. For many
countries, the process of structural reforms aimed at broadening the basis and
benefits of growth may also be the most suited way to accelerate their pace in
such context. For example, in developed countries with decreasing returns
resulting from extraordinary monetary policy measures, limited fiscal space and
unfavourable demographic trends (for example in Japan, the United States and the
EU at various levels), the combination of structural reforms of supply and demand
can stimulate the consumption and job creation in the short term, while increasing
long-term growth potential of the economy through constant improvement in
labor productivity, household finances, investment in the real economy and
innovation.
In conclusion, strengthening the inclusive institutional policy and the inclusive
institutional ecosystem which support inclusive growth must be a priority as a
political direction for countries, no matter is they are facing a slow growth,
inequality, or both, if they also want to survive the fourth industrial revolution.
The debate on how countries can prevent further job losses and the concentration
of wealth that could otherwise accompany the spread the most advanced
technologies had quickly assimilated the idea of a universal basic income.
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Some versions of universal basic income can be part of an appropriate policy
response. It is unlikely to make it effective or feasible due to the taxation that can
result from, or aspects of social inclusion which cannot be fully taken into
account, such as a sense of dignity and satisfaction that come from being a part of
the growth process by having a good job or the opportunity to start a business.
Once again, a systematic approach can be more effective. In particular, five
dimensions of workforce development and security deserve special attention in
the industrialized countries that are trying to keep up with the labor market
challenges which come with the fourth industrial revolution.
Policy and Institutional Indicator (PII) data suggest that few countries, if any, are
performing well across all five indicators, which can be summarized in:
1. active labor-market policies;
2. equity of access to quality basic education;
3. gender parity;
4. non-standard work benefits and protections;
5. school-to-work transition.
A universal basic income cannot replace these five key institutional pillars of a
well-functioning labor market. At some point it could be a useful complement,
but the countries that are trying to skill their employees for the fourth industrial
revolution should consider investing entirely the environment. Countries which
are behind in most of these sectors should establish national target and publicprivate implementation and also increase investment in their populations.
Increased infrastructure investments have also proved to be an important policy
option to respond to slow growth and increasing inequality. But it can’t be
enough: countries in various stages of development have long underestimated the
infrastructures. Especially in developed countries, the main motivation for
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reversing this trend is the macroeconomic situation: providing a short-term
incentive to create jobs and aggregate demand.
While this may be useful to increase infrastructure investments in some countries,
in general should be a secondary logic. A well-organized and sustainable
infrastructure investment program is based on increasing the potential growth and
quality of life in the economy. It increases economic efficiency, deadweight losses
in terms of productivity and overall improves people's well-being over time. It
can also create short-term macroeconomic benefits or risks depending on the
conditions of the economy.
Extractive institutions, as seen in chapter 1, are not favourable upon investment
in broad areas.
Above all, however, infrastructure investment must be seen as a structural element
of a strategy to achieve a sustainable improvement of the standards of economic
efficiency and of life in general over time, and not a simple tactic that will boost
the economy and accelerate the production in the short-term period, as aimed by
inclusive institutions.
Thinking about an internal structural reform as a continuous systemic process that
involves a wider range of factors in the demand-supply side affecting the growth
model and diffusion of benefits would result in a deep change of the growth model
of most of the that shapes the way of acting of economic-policy establishments,
as well as large international organizations. According to The Inclusive Growth
and Development Report 2017, “This revision of structural economic policy is
the key to translating inclusive growth from global aspirations to global action”.
As such, international cooperation can help individual countries and the global
economy to reach this result.
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Firstly, more economies would concert efforts to promote global growth by
identifying and implementing the more urgent structural reforms in order to relish
inclusive growth in their economies built on inclusive institutions.
Secondly, international organizations and governments should follow the main
movement aiming to promote social integration of growth across the world, to
accept this change and redefining structural economic policies in their public
stands, councils and development cooperation programs.
Thirdly, significant improvements would be necessary in three specific areas of
international economic cooperation, so that inclusive growth includes would scale
the whole global economy:
1. increase the absolute and relative amount of development aid which helps
countries to implement structural and institutional improvements on the demand
and supply side, which in result would increase public participation in the process
and the benefits of growth;
2. shift the emphasis of development finance institutions from direct lending to
catalyzing much larger amounts of blended, public-private financing for
development, particularly for sustainable infrastructure;
3. rethink international trade and investment cooperation priorities.
Promising opportunities in this area have been carried out through a broad multistakeholder strategic review on trade policy and institutional solutions coorganized by the Forum and the International Center for Trade and Sustainable
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Development, E15 Project19 started in 2011. In its January’s volume the report
highlights four sets of recommendations which are crucial for inclusive growth:
a) significantly increase trade and employment in the trade through small
businesses;
b) facilitate not only the reduction of barriers to trade in services (which often
require a lot of work), but also increase investment in industrial value chains (in
which relatively few developing countries participate to a large extent);
c) support the equalization of social and environmental practices in these
international production networks, in order to maximize the benefits of
sustainable and inclusive growth in developing countries and minimize concerns
in developed countries of a global race to the bottom in social protections;
d) modernize and harmonize international investment and regional trade
agreements to enhance their contribution to sustainable development, simplify
commercial activities in different jurisdictions and reduce discrimination against
small countries, especially those that are not part of the main regional agreement.

2.7

What needs to be corrected.

Rebalance old structured growth models, promote a renewed assessment of the
key role of a broad ecosystem of structural policies and institutions, both in terms
of supply and demand, diffuse opportunities, income, security and quality of life
while strengthening its persistence and growth rates are more systematic approach
against inequality which needs a new growth strategy and a wider set of
The International Centre for Trade and Sustainable Development (ICTSD) is an independent
think-and-do-tank, engaged in the provision of information, research and analysis, and policy
and multi-stakeholder dialogue, as a not-for-profit organisation based in Geneva, Switzerland.
Established in 1996, ICTSD’s mission is to ensure that trade and investment policy and
frameworks advance sustainable development in the global economy.
19
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parameters that reflect the bottom-line of national economic policy: sustainable
and broad progress in living standards.
This new growth and development program requires involvement in activities at
national and international levels. Governments, with international organizations’
and other stakeholders’ support, should use this new framework and parameters
to develop national programs to eliminate identified shortcomings in particular
regarding large investments in productivity, wages and security.
The international community should strengthen these efforts at national level by
funding a significant increase in institutional assistance for developing countries
in relevant policy areas. It should also reform the financial institutions for
development to support the redefinition of joint public-private funding for
sustainable infrastructures in order to promote the overall implementation of the
Paris Agreement and progress towards the implementation of the SDGs. The
international community should reset the priorities of trade investment
cooperation that would increase global economic growth and social justice.
A global initiative coordinated in this direction is needed to transform inclusive
growth from aspiration to action - in a program that places people and living
standards at the heart of national economic policy and international economic
integration, and this effort to change the assumptions and priorities of how
modern market economies are organized to generate socio-economic progress can
be achieved only through the involvement of all stakeholders. This requires a
collective effort for faster response and responsibility in economic leadership by
the government and business leaders.

59

CHAPTER 3

3

Product Market Regulation.

In Chapter 1, economic and political institutions were described as the pillars for
inclusive and sustainable growth, which has been subsequently dealt in Chapter
2.
Another fundamental aspect when talking about inclusive institutions is their procompetition extent and vision of the economy
Pro-competition regulation in product markets would help improving living
standards. In fact, studies have shown that competition can increase the output per
capita by increasing investment and employment while encouraging companies
to be more innovative and efficient, and thus increase productivity.
During the last decades, countries have gradually removed poorly designed
regulations on product markets, reducing state involvement in economic sectors,
helping entrepreneurs to create businesses, expanding and facilitating the entry of
foreign products and companies.
In order to measure a country’s regulatory stance and track reform progress, the
OECD established in 1998 the so called Product Market Regulation (PMR)
indicator, which has been updated in 2003, 2008 and 2013.
The economy-wide Product Market Regulation indicator is complemented by a
set of indicators that measure regulation at the sector level. These indicators of
Non-Manufacturing Regulation (NMR) cover seven network sectors and five
services sectors.
This argument will be carried out in Chapter 3 as follows:
13.paragraph 3.1: the PMR indicator;
14.paragraph 3.2: the NMR indicators;
15.paragraph 3.3: comments on results;
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16.paragraph 3.4: PMR and recent reforms;
17.paragrapgh 3.5: PMR reforms and the future.

3.1

The PMR indicator.

The OECD’s PMR database contains a large amount of information on regulatory
structures and policies that are collected through a questionnaire sent to
governments in OECD and non-OECD countries.
The 2013 questionnaire contains around 1400 questions on economy-wide or
industry-specific regulatory provisions.
A bit more than 700 of the questions are used to compute the economy-wide PMR
indicator and the NMR indicators on sector regulation.
Questions are all in a closed form that can be answered with numerical values or
by selecting an answer from a pre-defined list.
The qualitative information is transformed into quantitative information by
assigning a numerical value to each possible response to a given question.
Then, the coded information is normalised over a 0-6 scale, where a lower value
reflects a more competition-friendly regulatory stance.
The values that are missing are compiled with 2008 data but when this is not
possible the question is skipped during the calculation of the indicators and
aggregation is performed in all available data points. Because too many missing
values distort the image, the indicators are calculated only if the overall coverage
rate is at least two thirds.
The PMR indicator is built by using a bottom-up method.

61

CHAPTER 3

In the first phase, the numerical values assigned to each question are summarized
in 18 low-level indicators. These low-level indicators are then aggregated into
seven medium-level indicators, which in turn are aggregated into three high-level
indicators.
At each aggregation phase, complex indicators are calculated as weighted
averages of their components. The aggregate PMR indicator is a simple average
between three high-level indicators of state control, barriers to entrepreneurship
and barriers to trade and investment.
The 18 low-level indicators are the following:
1. scope of state-owned enterprises (SOEs): ubiquity of state properties in 30
sectors measured as the share of sectors in which the state controls at least
one company;
2. government involvement in network sectors (electricity, gas, rail transport,
air transport, postal services and telecommunication);
3. direct control over business enterprises: government involvement in
privately-owned firms with special voting rights and constraints to the sale
of government stakes in publicly-controlled firms (based on 30 business
sectors);
4. governance of state-owned enterprises: degree of insulation of state-owned
enterprises (SOEs) from market discipline and degree of political
interference in the management of SOEs;
5. price controls: air transport, road freight transport, retail distribution,
telecommunication, electricity, gas, water, professional services sectors
involved;
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6. command and control regulation: how the government uses coercive
regulation;
7. licenses and permits system;
8. communication and simplification of rules and procedures: the
government’s communication strategy and efforts to reduce and simplify
bureaucracy;
9. administrative burdens for corporations;
10. administrative burdens for sole proprietor firms;
11. barriers in services sectors: presence of entry barriers in professional,
transport and retail distribution services;
12. legal barriers to entry: presence of barriers to entry in 30 business sectors
in which there are explicit legal limitations on the number of competitors;
13. antitrust exemptions: scope of exemptions from competition law for public
enterprises;
14. barriers in network sectors: entry barriers in 8 network sectors (gas,
electricity, water, rail transport, air transport, road freight transport, postal
services and telecommunication) and degree of vertical separation in 3
network sectors (gas, electricity and rail transport);
15. barriers to FDI20;
16. tariff barriers: simple cross-product average of effectively applied tariffs;

20

FDI, Foreign Direct Investment.
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Product Market Regulation

State Control

Barriers to Entrepreneurship

Barriers to Trade and
Investment

Public
Ownership

Involvement
in Business
Operations

Complexity
of Regulatory
Procedures

Administrative Burdens
on Start-ups

Regulatory
Protection of
Incumbents

Explicit
Barriers to
Trade and
Investment

Other
Barriers to
Trade and
Investment

Scope of
SOEs

Price
Controls

Licenses and
permits
system

Admin.
burdens for
corporations

Legal barriers
to entry

Barriers to
FDI

Gov t
involvment in
network
sectors

Command
and control
regulation

Tariff barriers

Communicati
on and
simplification
of rules and
procedures

Admin.
burdens for
sole
proprietor
firms

Antitrust
exemptions

Differential
treatment of
foreign
suppliers

Direct control
over
entreprises

Governance
of SOEs

Barriers in
network
sectors

Barriers to
trade
facilitation

Barriers in
service
sectors

Table 3: elaboration of Tree structure of the economy-wide PMR indicator from The 2013 Update of the OECD's Database
on Product Market Regulation

17. differential treatment of foreign suppliers: discrimination of foreign firms
with respect to taxes and subsidies, public procurement, entry regulation
and appeal and procedures;
18. barriers to trade facilitation: recognition of foreign regulations, use of
international standards and international transparency of domestic
regulation.
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The NMR indicators.
Indicators on the electricity, gas, rail transport, post and telecom sectors, are not
part of the economy-wide PMR indicator since the latter focus solely on policy
settings. The 7 indicators of regulation in network sectors are aggregated into one
indicator of energy, transport and communications regulation (ETCR).

ETCR

Energy

Transport

Communication

Electricity

Gas

Air

Rail

Road

Post

Telecom

Entry
regulation

Entry
regulation

Entry
regulation

Entry
regulation

Entry
regulation

Entry
regulation

Entry
regulation

Public
ownership

Public
ownership

Public
ownership

Public
ownership

Price controls

Public
ownership

Public
ownership

Vertical
integration

Vertical
integration

Vertical
integration

Market
structure

Market
structure

Market
structure

Market
structure

Market
structure

Table 4: elaboration of Tree structure of the NMR indicators - ETCR (energy, transport and communication sectors) - from
The 2013 Update of the OECD's Database on Product Market Regulation

The 4 indicators of regulation in accounting, legal, engineering and architectural
services are aggregated into one indicator of regulation in professional services.
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Professional services

Legal

Accounting

Engineering

Architecture

Entry
regulation

Conduct
regulation

Entry
regulation

Conduct
regulation

Entry
regulation

Conduct
regulation

Entry
regulation

Conduct
regulation

(Shared)
exclusive
rights

Prices and
fees

(Shared)
exclusive
rights

Prices and
fees

(Shared)
exclusive
rights

Prices and
fees

(Shared)
exclusive
rights

Prices and
fees

Education
requirements
Compulsory
chamber
membership

Quotas

Marketing/
sdvertising
Form of
business
Interprofessional
cooperation

Education
requirements
Compulsory
chamber
membership

Quotas

Marketing/
sdvertising
Form of
business
Interprofessional
cooperation

Education
requirements
Compulsory
chamber
membership

Quotas

Marketing/
sdvertising
Form of
business
Interprofessional
cooperation

Education
requirements
Compulsory
chamber
membership

Quotas

Marketing/
sdvertising
Form of
business
Interprofessional
cooperation

Table 5: elaboration of Tree structure of the NMR indicators - Professional services sectors - from The 2013 Update of the
OECD's Database on Product Market Regulation

Retail distribution

Registration and licensing
Special regulation of large outlets
Protection of existing firms
Regulation of shop opening hours
Price controls
Promotions/discounts

Table 6: elaboration of Tree structure of the NMR indicators - Retail distribution sector - from The 2013 Update of the
OECD's Database on Product Market Regulation
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Comments on results.
In the figures below are shown the results for individual countries from the
compilation of the 2013 of the overall PMR indicator and for high-level indicators
of state control, barriers to entrepreneurship and barriers to trade and investment.

Figure 3: Economy-wide PMR score in 2013 - Source: The 2013 update of the OECD's database on product market
regulation

Figure 4: State control in 2013 - Source: The 2013 update of the OECD's database on product market regulation
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Figure 5: Barriers to entrepreneurship in 2013 - Source: The 2013 update of the OECD's database on product market
regulation

Figure 6: Barriers to trade and investment in 2013 - Source: The 2013 update of the OECD's database on product market
regulation

Considering the uncertainty associated with the choice of the weighing scheme,
the results indicate a similar general regulatory position in most countries.
However, based on the values of the indicators, countries can be divided into three
large groups: those with a value below the transnational average, those that cannot
be significantly differentiated from the mean and those above the average.
PMR is much more competitive than the average OECD country in Netherlands
and UK, while in Poland, Greece, Korea, Mexico, Israel and Turkey are much
less competitive.
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The remaining group of OECD countries has a regulatory position close to the
OECD average, albeit to a different extent based on certain estimates.
The breakdown of the overall PMR indicator in the three high-level areas suggests
that regulations hostile to competition higher in the areas of state control and
obstacles to entrepreneurship than in the case of barriers to trade and investment.
The OECD average is equal to respectively 2.2 and 1.7 for the former two
components, while it is equal to 0.5 for the latter component. Within the state
control component high scores are primarily driven by public ownership of firms
in business sectors (in particular in network sectors) and the poor governance of
these firms. To sum up, a suggestion should be made regarding all elements that
are intended to streamline and simplify the decision-making process in relation to
services and services, and to facilitate and improve data registration.
The position of the countries varies among the three main indicators. For example,
UK, Netherlands and Estonia have a lower level of state control than other OECD
countries, while Slovak Republic, New Zealand, Netherlands, Italy and Denmark
have the lowest barriers to entrepreneurship.
Barriers to foreign trade and investment are low in many countries especially in
the Netherlands, Belgium, Australia and UK.
Among the network sectors, electric, gas and rail transport values have an average
between 2.5 and 4. However, in the telecommunications, road and air sectors,
regulations are more favourable to competition. For these three sectors, the
national average is maximum 2.
The OECD countries with the lowest average score in the seven network sectors
are UK, Germany and Australia, while Slovenia, Mexico and Turkey have the
highest score.
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Indicators for professional services include accounting, legal services,
engineering and architecture. Of these four professions, accounting and legal
professions are the most regulated in OECD countries with an average result of
2.3 and 3.0, respectively, and 1.3 and 1.6 for engineering and architecture. For
retail trade the average score across countries amounts to 2.0 for the OECD group.

3.2

PMR and recent reforms.

In the last 15 years, OECD countries have significantly liberalized their product
markets. The reforms have been greater in the initial period. In 1998-2003, the
average PMR decreased by 0.43, down from the 0.19 between 2003 and 2008,
and only 0.12 from 2008 to 2013. The slowdown in the pace of reforms may be
due to the fact that countries have known that best practice and further
liberalisation has become harder over time. However, it may also be a sign that
countries have moved away from market-friendly regulations and practices.
The detailed results of the countries show how different OECD countries have
implemented important reforms over the past 5 years, often as an answer to
economic crisis. Countries with major PMR results are Greece (-0.47), Portugal
and Poland (-0.40) and Slovak Republic (-0.33). In Italy and Spain, which have
been under strong pressure in the structural reforms market since 2011, progress
has been more modest and were by 0.22 and 0.15 respectively.
In the meantime, other countries have introduced laws that could impede
competition. In the years 2008-2013, the overall result of the PMR increased in
almost a tenth of all OECD countries.
However, the increase in the total result of the PMR is mostly small, below 0.15.
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Table 7: elaboration of the overall PMR indicator, from 1998 to 2013, index scale 0 to 6 from least to most restrictive - from
The 2013 Update of the OECD's Database on Product Market Regulation

The reforms over the last 5 years have affected the three main regulatory areas
covered by the indicators.
OECD countries have eased restrictions on trade and investment (as removing
barriers to foreign direct investment and gradually eliminating the differentiated
treatment of foreign suppliers). They have also eliminated barriers to
entrepreneurship and 25 countries have reduced state control (in particular, by
removing special voting and legal or constitutional restrictions on the sale of
government actions and / or removing price controls or improving their design.
Advances in the transport, energy and telecommunications services sectors have
slowed down. In the retail sector, last 5 years’ reform pace has been very similar
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to the one between 2003-2008, and even slightly accelerated in the postal sector
and professional services. Accelerating the reform of the postal sector mainly
reflects the implementation of the EU Postal Directive.

3.3

PMR reforms and the future.

Although the OECD countries have introduced regulations on the market for
products that are much more competitive than they have been in the last 15 years,
there is still room for further improvements, particularly with state control and
barriers to entrepreneurship.
Low-level indicators and detailed PMR data make it possible to assign regulatory
domains in which reforms are the most urgent.
The average results in OECD countries for what concerns state control are still
relatively high in relation to SOE components, government involvement in
network sectors and enterprise property management. The first two components
include public ownership as number of sectors in which governments control at
least one company, and government participation in the largest enterprise in this
sector.
While it may be prudent for the government to maintain a certain level of
participation in specific sectors, they can reduce public ownership for example in
wholesale and retail trade or the manufacture of petroleum products. Moreover,
the management of state-owned enterprises can be also improved in many
countries including them in joint-stock companies and reducing the government's
commitment to making strategic decisions.
Talking about barriers to entrepreneurship, results are still relatively high
compared to the barrier component in the service and in network industries
sectors. To reduce administrative burdens and facilitate entry on the market in
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terms of networks and services, countries can, for example, the licensing
requirements in road freight transport and retail distribution sectors, control thirdparty access to gas networks (in the case of power grids is not the norm), ensure
that rights to the extraction of water are transferable or at least transmit them
through a competitive process, allow greater competition in rail transport, abolish
the requirements of chamber membership in professional services and reduce the
number of exclusive professions.
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4

PMR and inclusive growth indicators analysys: data panel
regression.

In Chapter 1 is it possible to understand the difference between institutios, read
how inclusive institutions are connected to inclusive growth (Chapter 2) and are
pro-competition economy (Chapter 3). There are also other aspects which
inclusive institutions carry about and have been as well already described in
Chapter 1.
These aspects can be translated into variables. In particular, institutional variables
and non-instituional variables.
Among the institutional variables we can distinguish some from the Worldwide
Governance Indicators:
18.and economic efficiency (checks and balances, government effectiveness,
business freedom, starting a business, property rights, regulatory quality,
tax burden),
19.accountability (control of corruption, voice and accountability, government
spending, political stability/no violence),
20.rule of law (police, law and criminality, impartial courts, government
integrity, political rights, integrity of the legal system, property rights
protection),
21.trade (freedom to trade internationally, export rate, import rate).
For the non-institutional variables we can recognize:
22.quality of life (poverty, prevalence of undernourishment, mortality),
23.employment (decent work and employment ratios),
24.education (participation in education).
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More an institution is inclusive the more it will tend to maximize government’s
and economic’s efficiency, to be accountable, respect the rule of law and open to
trade. Moreover, it would reduce poverty, undernourishment and mortality rates,
it will create solutions for higher employment levels and would provide education
for its citizens.
For the purpose of this paper, in Chapter 4 PMR indicators have been analyzed
and computed in an edited way with data collected from The World Bank Data,
The Fraser Institute and The Heritage Foundation. There has been processed
around 6000 data.
Results show how PMR and the above mentioned indicators affect and follow the
same trajectory.
In particular, Chapter 4 is structured as follows:
25.paragraph 4.1: the methodology;
26.paragraph 4.2: models and variables;
27.paragraph 4.3: results.
Paragraph 4.3 has been divided in sub-paragraphs. Hence, the sub-paragraphs are
the following ones:
28.sub-paragraph 4.3.1: PMR data panel regression with institutional
variables,
29.sub-paragraph 4.3.2: PMR data panel regression with non-institutional
variables.
The sub-paragraphs have been further diversified in order to avoid loss of data
due to the big data sample considered for the macro level data panel regression.
Each micro set of data: government and economic efficiency, accountability, rule
of law and trade for institutional variables and life quality, employment and
education for the non-institutional variables, has been computed.
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The structure is the following:
30.sub-paragraph 4.3.1.1: institutional variables macro level data panel
regression;
31.sub-paragraph 4.3.1.2: micro level set: government and economic efficiency
data panel regression;
32.sub-paragraph 4.3.1.3: micro level set: accountability data panel
regression;
33.sub-paragraph 4.3.1.4: micro level set: rule of law data panel regression;
34.sub-paragraph 4.3.1.5: micro level set: trade data panel regression;
35.sub-paragraph 4.3.2.1: non-institutional variables macro level data panel
regression;
36.sub-paragraph 4.3.2.1: micro level set: life quality data panel regression;
37.sub-paragraph 4.3.2.2: micro level set: employment data panel regression;
38.sub-paragraph 4.3.2.3: micro level set: education data panel regression;

4.1

The methodology.

In the literature, the econometric analysis has been divided into two main areas:
the study of macroeconomic models based on temporal series of aggregated data
on the one hand, and the modelling of microeconomic phenomena based on crosssection surveys on the other. Later, methodologies were developed to combine
the two different approaches, with the aim of identifying the differences between
the estimates obtained from cross-section analyses and time series on the same
data. At a general level, data of type pooled or combined are defined for which
the cross-section aspect is combined with that of the time series; in particular,
when information is obtained on the same statistical units i = 1, ..., N the so-called
panel data are defined for a given number of time instants t = 1, ..., T. A panel
contains observations on multiple units, be they individuals, enterprises or states,
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in which each entity is observed in two or more different time-frames. The
advantage of the panel data is that it allows checking for variables that cannot be
observed or measured, or for variables that vary between units but remain constant
over time. The software used to perform the analysis is Stata.
The regression of the data panel differs from the traditional regression due to the
double longitudinal and transversal dimension of the data, characterized both by
the individual i and by the temporal instant t:
𝑌𝑖,𝑡 = 𝛽0 + 𝛽1 𝑋𝑖,𝑡 + 𝑢𝑖,𝑡
For more details and references regarding regression analysis with panel data:
“Introductory Econometrics: a modern approach” di J.M. Wooldridge (2012).
To overcome the problems of heteroskedasticity and autocorrelation of the panel
data, which risk violating the statistical assumptions necessary for the realization
of a reliable inference, robust standard errors have been used to heteroscedasticity.

4.2

Models and variables.

The regression analysed with institutional variables is structured as follows:
𝐶𝑜𝑟𝑟𝑖,𝑡 = 𝛽0 + 𝛽1 𝑃𝑀𝑅𝑖,𝑡 + 𝛽2 𝐶ℎ𝑒𝑐𝑘𝐵𝑎𝑙𝑎𝑛𝑐𝑒𝑠𝑖,𝑡 + 𝛽3 𝐺𝑜𝑣_𝑒𝑓𝑓𝑒𝑐𝑡𝑖,𝑡
+ 𝛽4 𝐵𝑢𝑠𝑖𝑛𝑒𝑠𝑠_𝑓𝑟𝑒𝑒𝑑𝑜𝑚𝑖,𝑡 + 𝛽5 𝑆𝑡𝑎𝑟𝑡𝑖𝑛𝑔_𝑏𝑢𝑠𝑖𝑛𝑒𝑠𝑠𝑖,𝑡
+ 𝛽6 𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑖,𝑡 + 𝛽7 𝑅𝑒𝑔_𝑞𝑙𝑡𝑦𝑖,𝑡 + 𝛽8 𝑇𝑎𝑥_𝑏𝑢𝑟𝑑𝑒𝑛𝑖,𝑡
+ 𝛽9 𝐶𝑜𝑟𝑟_𝑐𝑡𝑟𝑙𝑖,𝑡 + 𝛽10 𝑉𝑜𝑖𝑐𝑒_𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑖,𝑡 + 𝛽11 𝐺𝑜𝑣_𝑠𝑝𝑒𝑛𝑑𝑖𝑛𝑔𝑖,𝑡
+ 𝛽12 𝑃𝑜𝑙_𝑠𝑡𝑎𝑏𝑉𝑖𝑜𝑙_𝑎𝑏𝑠𝑖,𝑡 + 𝛽13 𝑃𝑜𝑙𝑖𝑐𝑒_𝑙𝑎𝑤_𝑐𝑟𝑖𝑚𝑖,𝑡
+ 𝛽14 𝐼𝑚𝑝𝑎𝑟𝑡𝑖𝑎𝑙_𝑐𝑜𝑢𝑟𝑡𝑠𝑖,𝑡 + 𝛽15 𝐺𝑜𝑣_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡
+ 𝛽16 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙_𝑟𝑖𝑔ℎ𝑡𝑠𝑖,𝑡 + 𝛽17 𝐿𝑒𝑔𝑎𝑙𝑠𝑦𝑠_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡
+ 𝛽18 𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑃𝑟𝑜𝑡𝑒𝑐𝑡𝑖,𝑡 + 𝛽19 𝐹𝑟𝑒𝑒𝑑𝑜𝑚_𝑖𝑛𝑡𝑒𝑟𝑡𝑟𝑎𝑑𝑒𝑖,𝑡
+ 𝛽20 𝐸𝑥𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡 + 𝛽21 𝐼𝑚𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡

77

CHAPTER 4

The regression analysed with institutional variables is structured as follows:
𝐶𝑜𝑟𝑟𝑖,𝑡 = 𝛽0 + 𝛽1 𝑃𝑀𝑅𝑖,𝑡 + 𝛽2 𝑃𝑜𝑣_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽3 𝐸𝑚𝑝𝑙_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡
+ 𝛽4 𝑈𝑛𝑑𝑛𝑜𝑢𝑟_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 + 𝛽5 𝑃𝑟𝑜𝑑_𝑒𝑚𝑝𝑙1524𝑖,𝑡 + 𝛽6 𝑃𝑟𝑜𝑑_𝑒𝑚𝑝𝑙15𝑖,𝑡
+ 𝛽7 𝐿𝑎𝑏_𝑝𝑟𝑜𝑑𝑖,𝑡 + 𝛽8 𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝐹𝑖,𝑡 + 𝛽9 𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝑀𝑖,𝑡
+ 𝛽10 𝑀𝑜𝑟_𝑟𝑎𝑡𝑒5𝑖,𝑡 + 𝛽11 𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝐹𝑖,𝑡
+ 𝛽12 𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝑀𝑖,𝑡 + 𝛽13 𝐿𝑖𝑓𝑒_𝑒𝑥𝑝𝐹𝑖,𝑡 + 𝛽14 𝐿𝑖𝑓𝑒_𝑒𝑥𝑝𝑀𝑖,𝑡
+ 𝛽15 𝑀𝑜𝑟_𝑛𝑒𝑜𝑖,𝑡 + 𝛽16 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑒𝑖,𝑡 + 𝛽17 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝑖,𝑡
+ 𝛽18 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑖,𝑡 + 𝛽19 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑇𝑒𝑟𝑖,𝑡 + 𝛽20 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝑁𝑒𝑡𝑖,𝑡
+ 𝛽21 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑁𝑒𝑡𝑖,𝑡 + 𝛽22 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝐴𝑑𝑗𝐹𝑖,𝑡
+ 𝛽23 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝐴𝑑𝑗𝑀𝑖,𝑡 + 𝛽24 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝐴𝑑𝑜𝑙𝑖,𝑡

Variable refers to nation i in time t.
The countries studied are the ones which belong to the OECD list:
OECD Countries
Australia

Hungary

Norway

Austria

Iceland

Poland

Belgium

Ireland

Portugal

Canada

Italy

Slovak Republic

Czech Republic

Japan

Spain

Denmark

Korea, Rep.

Sweden

Finland

Luxembourg

Switzerland

France

Mexico

Turkey

Germany

Netherlands

United Kingdom

Greece

New Zealand

United States

Table 8: list of OECD countries examined for the purpose of this analysis

Some nations have been omitted in the study for lack of data21.

21

Out of the 36 OECD member countries, due to the lack of data and the consequent impossibility to compute
them for the PMR data panel regression, 6 countries have not been included in the study. Those are: Chile, Estonia,
Israel, Latvia, Lithuania, Slovenia.
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Below it’s possible to find the list of variables studied and their meaning:
𝑃𝑀𝑅𝑖,𝑡 : PMR for nation i in time t
𝐶ℎ𝑒𝑐𝑘𝐵𝑎𝑙𝑎𝑛𝑐𝑒𝑠𝑖,𝑡 : check and balances for nation i in time t
𝐺𝑜𝑣_𝑒𝑓𝑓𝑒𝑐𝑡𝑖,𝑡 : estimate of government effectiveness for nation i in time t
𝐵𝑢𝑠𝑖𝑛𝑒𝑠𝑠_𝑓𝑟𝑒𝑒𝑑𝑜𝑚𝑖,𝑡 : score of business freedom for nation i in time t
𝑆𝑡𝑎𝑟𝑡𝑖𝑛𝑔_𝑏𝑢𝑠𝑖𝑛𝑒𝑠𝑠𝑖,𝑡 : starting a business rank for nation i in time t
𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑖,𝑡 : protection of rights to private property for nation i in time t
𝑅𝑒𝑔_𝑞𝑙𝑡𝑦𝑖,𝑡 : estimate of regulatory quality for nation i in time t
𝑇𝑎𝑥_𝑏𝑢𝑟𝑑𝑒𝑛𝑖,𝑡 : score of tax burden for nation i in time t
𝐶𝑜𝑟𝑟_𝑐𝑡𝑟𝑙𝑖,𝑡 : control of corruption for nation i in time t
𝑉𝑜𝑖𝑐𝑒_𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑖,𝑡 : estimate of voice and accountability for nation i in time t
𝐺𝑜𝑣_𝑠𝑝𝑒𝑛𝑑𝑖𝑛𝑔𝑖,𝑡 : score of government spending for nation i in time t
𝑃𝑜𝑙_𝑠𝑡𝑎𝑏𝑉𝑖𝑜𝑙_𝑎𝑏𝑠𝑖,𝑡 :

estimate

of

political

stability

and

absence

of

violence/terrorism for nation i in time t
𝑃𝑜𝑙𝑖𝑐𝑒_𝑙𝑎𝑤_𝑐𝑟𝑖𝑚𝑖,𝑡 : rule of law indicator for nation i in time t
𝐼𝑚𝑝𝑎𝑟𝑡𝑖𝑎𝑙_𝑐𝑜𝑢𝑟𝑡𝑠𝑖,𝑡 : score of impartiality of a court for nation i in time t
𝐺𝑜𝑣_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡 : score of government integrity for nation i in time t
𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙_𝑟𝑖𝑔ℎ𝑡𝑠𝑖,𝑡 : political rights index for nation i in time t
𝐿𝑒𝑔𝑎𝑙𝑠𝑦𝑠_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡 : integrity of the legal system index for nation i in time t
𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑃𝑟𝑜𝑡𝑒𝑐𝑡𝑖,𝑡 : degree of protection of property rights for nation i in
time t
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𝐹𝑟𝑒𝑒𝑑𝑜𝑚_𝑖𝑛𝑡𝑒𝑟𝑡𝑟𝑎𝑑𝑒𝑖,𝑡 : score of freedom to trade internationally for nation i in
time t
𝐸𝑥𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡 : exports of goods and services (annual % growth) for nation i in time
t
𝐼𝑚𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡 : imports of goods and services (annual % growth) for nation i in time
t
𝑃𝑜𝑣_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 : poverty headcount ratio at $1.90 a day (2011 PPP) (% of
population) for nation i in time t
𝐸𝑚𝑝𝑙_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 : employment to population ratio, 15+, total (%) (modeled ILO
estimate) for nation i in time t
𝑈𝑛𝑑𝑛𝑜𝑢𝑟_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 : prevalence of undernourishment (% of population) for nation
i in time t
𝑃𝑟𝑜𝑑_𝑒𝑚𝑝𝑙1524𝑖,𝑡 : decent work and productive employment - Employment to
population ratio (ILO estimates); % ages 15 - 24 (youth) for nation i in time t
𝑃𝑟𝑜𝑑_𝑒𝑚𝑝𝑙15𝑖,𝑡 : decent work and productive employment - Employment to
population ratio (ILO estimates); % ages 15 + (total) for nation i in time t
𝐿𝑎𝑏_𝑝𝑟𝑜𝑑𝑖,𝑡 : decent work and productive employment - Labor productivity;
GDP per person employed (% growth) for nation i in time t
𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝐹𝑖,𝑡 : decent work and productive employment - Vulnerable
employment; % of female employment for nation i in time t
𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝑀𝑖,𝑡 : decent work and productive employment - Vulnerable
employment; % of male employment for nation i in time t
𝑀𝑜𝑟_𝑟𝑎𝑡𝑒5𝑖,𝑡 : mortality - 5 mortality rate (per 1,000 live births); Total norm for
nation i in time t
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𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝐹𝑖,𝑡 : mortality - Adult mortality rate (per 1,000 adults); Female
norm for nation i in time t
𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝑀𝑖,𝑡 : mortality - Adult mortality rate (per 1,000 adults); Male
norm for nation i in time t
𝐿𝑖𝑓𝑒_𝑒𝑥𝑝𝐹𝑖,𝑡 : mortality - Life expectancy at birth (years); Female norm for nation
i in time t
𝐿𝑖𝑓𝑒_𝑒𝑥𝑝𝑀𝑖,𝑡 : mortality - Life expectancy at birth (years); Male norm for nation
i in time t
𝑀𝑜𝑟_𝑛𝑒𝑜𝑖,𝑡 : mortality - Neonatal mortality rate (per 1,000 live births); Total
norm for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑒𝑖,𝑡 : participation in education - Gross enrolment ratio (% of relevant
age group); Preprimary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝑖,𝑡 : participation in education - Gross enrolment ratio (% of relevant
age group); Primary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑖,𝑡 : participation in education - Gross enrolment ratio (% of relevant
age group); Secondary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑇𝑒𝑟𝑖,𝑡 : participation in education - Gross enrolment ratio (% of relevant
age group); Tertiary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝑁𝑒𝑡𝑖,𝑡 : participation in education - Net enrolment rate (% of
relevant age group); Primary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑁𝑒𝑡𝑖,𝑡 : participation in education - Net enrolment rate (% of
relevant age group); Secondary for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝐴𝑑𝑗𝐹𝑖,𝑡 : participation in education - Adjusted net enrolment rate,
primary (% of primary school-age children); Female for nation i in time t
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𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑖𝐴𝑑𝑗𝑀𝑖,𝑡 : participation in education - Adjusted net enrolment rate,
primary (% of primary school-age children); Male for nation i in time t
𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝐴𝑑𝑜𝑙𝑖,𝑡 : participation in education - Adolescent out of school (% of
lower secondary school age) for nation i in time t

The data above have been extrapolated from The World Bank Data22, The Fraser
Institute23 and The Heritage Foundation24 and it hasn’t been a random choice.
For the purpose of this paper, it is important to point out the main institutional
variables areas that has been studied:
• government and economic efficiency, captures perceptions of the quality of
public services, the quality of the civil service and the degree of its independence
from political pressures, the quality of policy formulation and implementation,
and the credibility of the government's commitment to such policies. When a wellfunctioning, perfectly competitive market is permitted to reach its equilibrium,
the outcome is efficient. There are several indicators that ensure government and
economic efficiency and government effectiveness, such as checks and balances
which are various procedures set in place to reduce mistakes, prevent improper
behaviour or decrease the risk of centralization of power. Checks and balances
usually ensure that no one has absolute control over decisions, clearly define the
assigned duties, and force cooperation in completing tasks. Moreover, a
competitive market gives the chance to start businesses more easily;
22

The World Bank collects and processes large amounts of data and generates them on the basis of economic
models.
23
The Fraser Institute is a Canadian think tank. It has been described as politically conservative and rightlibertarian. Its stated mission is "to measure, study, and communicate the impact of competitive markets and
government intervention on the welfare of individuals."
24
Founded in 1973, The Heritage Foundation is a right-wing think tank. Its stated mission is to formulate and
promote public policies based on the principles of "free enterprise, limited government, individual freedom,
traditional American values, and a strong national defence”. It is widely considered one of the world's most
influential public policy research institutes.
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• accountability, is acknowledged as an important element in good governance in
the public sector. It covers many aspects including: the move from accounting to
accountability; the need to increase transparency; the importance of the political
interface; the distinction between internal and external accountability; the use of
accountability information; the interaction of accountability systems with other
systems to affect programme results; and more. In this paper we have included
under the accountability voice the control of corruption, voice and accountability,
government spending and political stability and absence of violence/terrorism;
• rule of law, captures perceptions of the extent to which agents have confidence
in and abide by the rules of society, and in particular the quality of contract
enforcement, property rights, the police, and the courts, as well as the likelihood
of crime and violence;
Most of the data belong to the collection of World Development Indicators,
collected and stored by The World Bank Data and includes data spanning from
1960 to 2016.
In particular, all the World Development Indicators can be grouped as follows:
• poverty and shared prosperity, which presents indicators that measure progress
toward the World Bank Group’s twin goals of ending extreme poverty by 2030
and promoting shared prosperity in every country;
• people, which showcases indicators covering education, health, jobs, social
protection, and gender and provides a portrait of societal progress across the
world;
• environment, which presents indicators on the use of natural resources, such as
water and energy, and various measures of environmental degradation, including
pollution, deforestation, and loss of habitat, all of which must be considered in
shaping development strategies;
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• economy, which provides a window on the global economy through indicators
that describe the economic activity of the more than 200 countries and territories
that produce, trade, and consume the world’s output;
• states and markets, which encompasses indicators on private investment and
performance, financial system development, quality and availability of
infrastructure, and the role of the public sector in nurturing investment and
growth;
• trade/global links, which presents indicators on the size and direction of the
flows and links that enable economies to grow, including measures of trade,
remittances, equity, and debt, as well as tourism and migration;
For each of these groups the relative indicators have been decomposed into their
components, and the most relevant components for the purpose of this paper have
been analysed and included in the data panel modelling.

In order to understand the significance and impact of the indicators, the data panel
modelling has been done either at a macro level, including all the data listed in
the data panel regression, either at a micro level for each set mentioned above.
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4.3

Results.
4.3.1 PMR data panel regression with institutional variables.

4.3.1.1

Institutional variables macro level data panel regression.

The results of the institutional variables regression with panel data at a macro
level, presented in the table below, show a particular statistical significance of the
institutional

variables

𝐶𝑜𝑟𝑟_𝑐𝑡𝑟𝑙𝑖,𝑡 ,

𝑉𝑜𝑖𝑐𝑒_𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑖,𝑡 ,

𝐺𝑜𝑣_𝑒𝑓𝑓𝑒𝑐𝑡𝑖,𝑡 ,

𝑆𝑡𝑎𝑟𝑡𝑖𝑛𝑔_𝑏𝑢𝑠𝑖𝑛𝑒𝑠𝑠𝑖,𝑡 ,

𝑃𝑜𝑙_𝑠𝑡𝑎𝑏𝑉𝑖𝑜𝑙_𝑎𝑏𝑠𝑖,𝑡 ,

𝑅𝑒𝑔_𝑞𝑙𝑡𝑦𝑖,𝑡 ,

𝐼𝑚𝑝𝑎𝑟𝑡𝑖𝑎𝑙_𝑐𝑜𝑢𝑟𝑡𝑠𝑖,𝑡 ,

𝐿𝑒𝑔𝑎𝑙𝑠𝑦𝑠_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡 , 𝐼𝑚𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 9: Source: Stata - Institutional variables, macro level data panel regression
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This means that:
a) government effectiveness, which from what emerges from our analysis has a
positive impact on the PRM and, according to Acemoglu et al. 2001,
Acemoglu and Robinson, 2010; Barro, 1998; Knack and Keefer, 1995,
Kaufmann and Kraay 2002, Kaufmann et al. 2008, stimulates market
openness. Government effectiveness captures perceptions of the quality of
public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and
implementation, and the credibility of the government's commitment to such
policies. Countries with more effective governments tend to achieve higher
levels of economic growth by obtaining better credit ratings and attracting
more investment, offering higher quality public services and encouraging
higher levels of human capital accumulation, putting foreign aid resources to
better use, accelerating technological innovation, and increasing the
productivity of government spending. Efficiency in the delivery of public
services also has a direct impact on poverty. On average, countries with more
effective governments have better educational systems and more efficient
health care.
In the analysis, its output has a negative sign, but the variable indicates that
the lower is the value, the more the government is effective, which leads to a
more open market, so the overall effect is positive;
b) starting a business, which indicates how easy is it to start a business in a
particular economy, the more it’s easy the more the market is pro-competitive.
MIT economist David Birch published claims that small firms had accounted
for 80% of all new employment opportunities between 1968 and 1976.
Innovative offerings in the form of new goods and services, can produce a
cascading effect by stimulating related businesses or sectors supporting the
new venture, furthering economic development and market competitiveness.
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New and improved products, services or technology from entrepreneurs enable
new markets to be developed and new wealth to be created. Additionally,
increased employment and higher earnings contribute to better national
income in the form of higher tax revenue and higher government spending.
This revenue can be used by the government to invest in other, struggling
sectors and human capital.
In the analysis, its output has a negative sign, but the variable indicates that
the lower is the value, higher is the chance to start new businesses, which leads
to a more open market, so the overall effect is positive;
c) regulatory quality, which has a positive impact in our analysis meaning that
the ability of the government to formulate and implement sound policies and
regulations that permit and promote private sector development is recognized.
Improved regulatory quality can promote economic growth by creating
effective and efficient incentives for the private sector. Conversely,
burdensome regulations have a negative impact on economic performance
through economic waste and decreased productivity. Researchers at the
International Finance Corporation25 argue that <<improving from the worst …
to the best … quartile of business regulations implies a 2.3 percentage point
increase in average annual growth>>. Good regulatory policies help the poor by
creating opportunities for entrepreneurship, reducing opportunities for
corruption, increasing the quality of public services, and improving the
functioning of the housing, service, and labor markets on which they rely.
In the analysis, its output has a negative sign, but the variable indicates that
the lower is the value, the more the government is well regulated, which leads
to a more open market, so the overall effect is positive;

25

The International Finance Corporation (IFC), Word Bank Group, is an international financial institution that
offers investment, advisory, and asset-management services to encourage private-sector development in
developing countries.
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d) control of corruption, which captures perceptions of the extent to which public
power is exercised for private gain, including both petty and grand forms of
corruption, as well as "capture" of the state by elites and private interests. In
this analysis has a positive impact and follows the same PMR trajectory, elites
and private interests are less exercised, as inclusive institutions tend to achieve.
Corruption negatively affects the stock of international investment in the host
country and causes uncertainty. Bribes, unlike taxes, involve unpredictable
distortion in the discretionary and uncertain use of the government power. This
results in additional costs to businesses and alongside with resources allocated
to unproductive activities impose an extra burden on the economy. The lack of
corruption is found to have a positive and statistically significant effect on the
growth rate of real per capital GDP and increased the investment ratio. Hence,
the empirical results suggest that corruption directly hinders economic growth
by hampering investment.
In the analysis, its output has a positive sign, it means that the more the
corruption is controlled, the more economy growths, which leads to a more
open market;
e) voice and accountability, another indicator for inclusive institutions, captures
perceptions of the extent to which a country's citizens are able to participate in
selecting their government, as well as freedom of expression, freedom of
association, and a free media. In this study follows the same PMR trajectory
and its positive results mirror citizen’s welfare and freedom, one of inclusive
institutions’ goals.
In the analysis, its output has a negative sign, but the variable indicates that
the lower is the value the higher is citizens’ welfare and freedom, which leads
to a more open market, so the overall effect is positive;
f) political stability and absence of violence/terrorism, measures perceptions of
the likelihood that the government will be destabilized or overthrown by
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unconstitutional or violent means, including politically-motivated violence
and terrorism.
In the results of the study has a positive sign and shows the extent to which the
government will be able to damage control and reduce destabilization and
make their citizens feel safe. This certainty leads toward a more open market;
g) impartiality of a court, has a positive sign in this study and follows the same
PMR trajectory, decisions are based on objective criteria, rather than on the
basis of prejudice, or preferring the benefit to one person over another for
improper reasons, as inclusive institutions seek. This influences the market and
he more its value is high the more citizens rely on their institutions and
supported. This certainty leads toward a more open market;
h) integrity of the legal system, means a higher commitment to the values of
honesty and totality or wholeness of the justice system in achieving its goals
as well as the consistency of the system to uphold the basic values of the
system. In the analysis, its output has a negative sign, but the variable indicates
that the lower is the value, the more the legal system is fair, and citizens feel
protected. This leads to a more open market, so the overall effect is positive;
i) imports of goods and services (annual % growth), allows to expand markets
for both goods and services that otherwise may not have been available, and
countries to use their resources. In the analysis the output has a positive sign
and the more the value is high the more economic growth is stimulated, which
results to a more open market.
The institutional variables above have a strong impact on the overall macro scene
and are more in compliance with the PMR indicators overall.
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4.3.1.2

Micro level set: government and economic efficiency data panel
regression.

The results of the regression with panel data at a micro level considering the
government and economic efficiency set, presented in the table below, show a
particular

statistical

significance

of

the

institutional

variables

𝐵𝑢𝑠𝑖𝑛𝑒𝑠𝑠_𝑓𝑟𝑒𝑒𝑑𝑜𝑚𝑖,𝑡 , 𝑆𝑡𝑎𝑟𝑡𝑖𝑛𝑔_𝑏𝑢𝑠𝑖𝑛𝑒𝑠𝑠𝑖,𝑡 , 𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑖,𝑡 , 𝑅𝑒𝑔_𝑞𝑙𝑡𝑦𝑖,𝑡 ,
𝑇𝑎𝑥_𝑏𝑢𝑟𝑑𝑒𝑛𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 10: Source: Stata - Institutional variables, micro level government and economic efficiency data panel regression

Given the results above, it means that:
a) business freedom,
b) starting a business,
c) protection of rights to private property,
d) regulatory quality,
e) tax burden,
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show and increase in the quality of public and civil services, and the degree of its
independence from political pressures, the quality of policy formulation and
implementation, and the credibility of the government's commitment to such
policies. When a well-functioning, perfectly competitive market is permitted to
reach its equilibrium, the outcome would be efficient.
As described in the macro level data panel regression starting a business and
regulation quality have their impact on the degree of market openness:
a) starting a business output has a negative sign, but the variable indicates that
the lower is the value, higher is the chance to start new businesses, which
leads to a more open market, so the overall effect is positive;
d) regulatory quality output has a negative sign, but the variable indicates that
the lower is the value, the more the government is well regulated, which
leads to a more open market, so the overall effect is positive;
In details:
a) business freedom: nations with higher degrees of economic freedom
prosper because their governments rely on systems of free markets to
regulate economic activity for a more open market;
c) protection of property rights to private property: market economies rely on
the creation and enforcement of property rights. Economies of nations that
protect property rights grow more rapidly than those of nations that do not
or poorly protect property rights and the nature of political regime
influences economic growth indirectly through its commitment to property
rights. Inclusive institutions promote the protection of property rights to
private property. In this analysis the output has a positive sign, which means
that the more the protection of property rights to private property is
exercised, the more the institutions are inclusive, which leads to more open
markets;
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e) tax burden: in general, lower tax burden results in economic growth and
development. the output of the analysis has a positive sign which means
that the tax burden is lowered and it reflects to a higher economic growth
and degree of market openness.
The institutional indicators above have a strong impact on the micro scene of
government and economic efficiency set and are more in compliance with the
PMR indicators overall.
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4.3.1.3

Micro level set: accountability data panel regression.

The results of the regression with panel data at a micro level considering the
accountability set, presented in the table below, show a particular statistical
significance

of

the

institutional

variables

𝑉𝑜𝑖𝑐𝑒_𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑖,𝑡 ,

𝑃𝑜𝑙_𝑠𝑡𝑎𝑏𝑉𝑖𝑜𝑙_𝑎𝑏𝑠𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 11: Source: Stata - Institutional variables, micro level accountability data panel regression

This means that:
e) voice and accountability,
f) political stability and absence of violence/terrorism,
have a strong impact on the micro scene of accountability set and are more in
compliance with the PMR indicators overall.
Voice and Accountability has a negative sign output, but the variable indicates
that the lower is the value, the more the market is open, so the overall effect is
positive.
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Development and improved governance have tended to go hand in hand. But,
contrary to popular belief, there is little evidence that success in implementing
governance reforms leads to more rapid and inclusive economic and social
development.
Studies showed how stressing too much good government, can allow international
institutions to avoid acknowledging the shortcomings of the new development
orthodoxy of the last two decades of the 20th century, or tend to distract from more
effective development efforts.
According to the World Economic Forum article “Does good governance always
boost development?”26 the conclusion is that the development agenda should not
be overloaded with governance reform. As Harvard’s Merilee Grindle has put it,
we should be aiming for “good enough” governance, selecting a few imperatives
from a long list of possibilities.
Although, this paper shows how voice and accountability, and political stability
and absence of violence/terrorism, which are just two of the good governance
indicators, have a positive impact on market openness and have the same PMR
trajectory.

26

Author: Jomo Kwame Sundaram is Coordinator for Economic and Social Development at the Food and
Agriculture Organization of the United Nations. Michael T. Clark is Special Adviser on International Governance
at the Food and Agriculture Organization of the United Nations.
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4.3.1.4

Micro level set: rule of law data panel regression.

The results of the regression with panel data at a micro level considering the rule
of law set, presented in the table below, show a particular statistical significance
of

the

institutional

variables

𝐼𝑚𝑝𝑎𝑟𝑡𝑖𝑎𝑙_𝑐𝑜𝑢𝑟𝑡𝑠𝑖,𝑡 ,

𝐺𝑜𝑣_𝑖𝑛𝑡𝑒𝑔𝑟𝑖𝑡𝑦𝑖,𝑡 ,

𝑃𝑟𝑜𝑝_𝑟𝑖𝑔ℎ𝑡𝑠𝑃𝑟𝑜𝑡𝑒𝑐𝑡𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 12: Source: Stata - Institutional variables, micro level rule of law data panel regression

This means that:
a) impartial courts,
b) government integrity,
c) protection of property rights,
have a strong impact on the micro scene of rule of law set and are more in
compliance with the PMR indicators overall.
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In the Declaration of the High-level Meeting on the Rule of Law27, UN Member
States noted that the rule of law and development are strongly interrelated and
mutually reinforcing, that the advancement of the rule of law at the national and
international levels is essential for sustained and inclusive economic growth,
sustainable development, the eradication of poverty and hunger and the full
realization of all human rights and fundamental freedoms, including the right to
development, all of which in turn reinforce the rule of law. At the national level,
the rule of law is necessary to create an environment for providing sustainable
livelihoods and eradicating poverty. Poverty often stems from disempowerment,
exclusion and discrimination. The rule of law fosters development through
strengthening the voices of individuals and communities, by providing access to
justice, ensuring due process and establishing remedies for the violation of rights.
Security of livelihoods, shelter, tenure and contracts can enable and empower the
poor to defend themselves against violations of their rights. Legal empowerment
goes beyond the provision of legal remedies and supports better economic
opportunities.
In order for the rule of law to further sustainable development outcomes, it must
ensure protection for all human rights, including economic, social and cultural
rights and the right to development.
Government integrity and Protection of property rights outputs have a negative
sign, but the variables indicate that the lower is the value the more the Government
is honest and property rights are protected, the more the economy develops and
the market is open, so the overall effect is positive.

27

United Nations, General Assembly - Distr.: General 30 November 2012 - Sixty-seventh session. Agenda item
83 12-47866 *1247866* - Resolution adopted by the General Assembly.
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In this analysis, rule of law’s indicators have a positive sign and follow the same
PMR’s trajectory, which can be seen as a positive impact of a country’s
development and market’s openness.
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4.3.1.5

Micro level set: trade data panel regression.

The results of the regression with panel data at a micro level considering the trade
set, presented in the table below, show a particular statistical significance of the
institutional variables 𝐹𝑟𝑒𝑒𝑑𝑜𝑚_𝑖𝑛𝑡𝑒𝑟𝑡𝑟𝑎𝑑𝑒𝑖,𝑡 , 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑖,𝑡 , 𝐸𝑥𝑝_𝑟𝑎𝑡𝑒𝑖,𝑡 ,
revealing their impact on the PMR indicator.

Table 13: Source: Stata - Institutional variables, micro level trade data panel regression

This means that:
d) freedom to trade internationally,
e) exports of goods and services (annual % growth),
have a strong impact on the micro scene of education set and are more in
compliance with the PMR indicators overall.
Trade can be a key factor in economic development and market openness. The
prudent use of trade can boost a country's development and create absolute gains
for the trading partners involved.
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4.3.2 PMR data panel regression with non-institutional variables.
4.3.2.1

Non-institutional variables macro level data panel regression.

The results of the non-institutional variables regression with panel data at a macro
level, presented in the table below, show a particular statistical significance of the
non-institutional variables 𝑃𝑜𝑣_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 , 𝑃𝑟𝑜𝑑_𝑒𝑚𝑝𝑙1524𝑖,𝑡 , 𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝐹𝑖,𝑡 ,
𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝐹𝑖,𝑡 , 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑇𝑒𝑟𝑖,𝑡 , 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝐴𝑑𝑜𝑙𝑖,𝑡 , revealing their impact
on the PMR indicator.

Table 14: Source: Stata - Non-institutional variables, macro level data panel regression
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This means that:
f) poverty headcount ratio,
g) decent work and productive employment - employment to population ratio
(ILO estimates); % ages 15 - 24 (youth),
h) decent work and productive employment - vulnerable employment; % of
female employment,
i) adult mortality rate (per 1,000 adults); female,
j) participation in education - gross enrolment ratio (% of relevant age group);
tertiary,
k) participation in education - Adolescent out of school (% of lower secondary
school age)
have a strong impact on the overall macro scene and are more in compliance with
the PMR indicators overall.
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4.3.2.2

Micro level set: life quality data panel regression.

The results of the regression with panel data at a micro level considering the life
quality set, presented in the table below, show a particular statistical significance
of

the

non-institutional

variables

𝑃𝑜𝑣_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 ,

𝑀𝑜𝑟_𝑟𝑎𝑡𝑒𝐴𝑑𝑢𝑙𝑡𝐹𝑖,𝑡 ,

𝐿𝑖𝑓𝑒_𝑒𝑥𝑝𝑀𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 15: Source: Stata - Non-institutional variables, micro level life quality data panel regression

This means that:
l) poverty headcount ratio,
m) adult mortality rate (per 1,000 adults); female,
n) life expectancy at birth (years); male norm,
have a strong impact on the micro scene of life quality set and are more in
compliance with the PMR indicators overall.
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4.3.2.3

Micro level set: employment data panel regression.

The results of the regression with panel data at a micro level considering the
employment set, presented in the table below, show a particular statistical
significance of the non-institutional variables 𝐸𝑚𝑝𝑙_𝑟𝑎𝑡𝑖𝑜𝑖,𝑡 , 𝐿𝑎𝑏_𝑝𝑟𝑜𝑑𝑖,𝑡 ,
𝑉𝑢𝑙𝑛_𝑒𝑚𝑝𝑙𝐹𝑖,𝑡 , revealing their impact on the PMR indicator.

Table 16: Source: Stata - Non-institutional variables, micro level employment data panel regression

This means that:
o) employment to population ratio, 15+, total (%),
p) decent work and productive employment - labor productivity; GDP per
person employed (% growth),
q) decent work and productive employment - vulnerable employment; % of
female employment,
have a strong impact on the micro scene of employment set and are more in
compliance with the PMR indicators overall.
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4.3.2.4

Micro level set: education data panel regression.

The results of the regression with panel data at a micro level considering the
education set, presented in the table below, show a particular statistical
significance of the variables 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑃𝑟𝑒𝑖,𝑡 , 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑆𝑒𝑐𝑖,𝑡 , 𝑃𝑎𝑟𝑡_𝑒𝑑𝑢𝑇𝑒𝑟𝑖,𝑡 ,
revealing their impact on the PMR indicator.

Table 17: Source: Stata - Non-institutional variables, micro level education data panel regression

This means that:
r) participation in education - gross enrolment ratio (% of relevant age group);
preprimary,
s) participation in education - gross enrolment ratio (% of relevant age group);
secondary,
t) participation in education - gross enrolment ratio (% of relevant age group);
tertiary
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have a strong impact on the micro scene of education set and are more in
compliance with the PMR indicators overall.
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5

Goals for inclusive growth stimulation.

The Atlas of Sustainable Development Goals, From World Development
Indicators 2018 (World Bank Group, 2018) presents maps, charts, and stories
related to the 17 Sustainable Development Goals drafted in order to overcome
world’s problems and stimulate inclusive growth by 2030.
It discusses trends, comparisons, and measurement issues using accessible and
shareable data visualizations. The data draw on the World Development
Indicators the World Bank's compilation of internationally comparable statistics
about global development and the quality of people's lives. For each of the SDGs,
relevant indicators have been chosen to illustrate important ideas.
Below there will be the SDG’s more connected to the purpose of this paper.
According to the Atlas, between 1990 and 2013 nearly one billion people were
raised out of extreme poverty, in contrast to the elite ruling and exploiting nations’
welfare. Through sustained growth and reduced inequality, the elimination of the
extreme poverty is a realistic prospect in the agenda.
Extreme poverty is not the only problem still affecting our societies.
Although there are still areas which need improvements, some steps forward have
been made. This is the picture the Atlas of Sustainable World Developement
highlights:
- malnutrition and stunting have almost halved since 1990, despite rising
food prices, while the burden of infectious diseases has decreased;
- the availability of water has increased, but progress in terms of sanitation
has been slower;
- the availability of health and education still depends on personal finances;
- environmental costs have been high, but greenhouse gas emissions are at
record levels, renewable energy sources;
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- physical infrastructure continues to evolve, as do the population, so urban
cities and road access to roads still face challenges, especially in subSaharan Africa. Meanwhile, the institutional development infrastructure
will be strengthened through more reliable government budgets and foreign
direct investment from the financial crisis. But official development aid is
not yet at the target level.

5.1

No poverty: Goal 1

“An estimated 766 million people, or 10.7 percent of the world’s population, lived
in extreme poverty in 2013. In 2012 the extreme poverty rate stood at 12.4%
globally, and over the year the number of people living below the international
poverty line of $1.90 a day fell by 114 million. Goal 1 aims to end poverty in all
its forms by 2030. It also seeks to ensure social protection for poor and vulnerable
people, to increase access to basic services, and to support those harmed by
conflict and climate-related disasters”. (The Atlas of Sustainable Development
Goals 2018).
The goal of eradicating extreme poverty by 2030 uses a comparable poverty line
throughout the world as a reference point. Goal 1 also aims to reduce half of the
percentage of people living in poverty, as defined by national authorities.
National poverty lines typically reflect a threshold below which a person’s
minimum nutrition, clothing, and shelter needs cannot be met, in line with the
country's economic and social conditions. Yet, as we have seen for extractive
institutions, richer countries tend to have higher poverty lines than poorer ones
and, in some cases, richer country may have a higher rate of national poverty than
the poorest ones.
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In general, countries continue to maintain the same national poverty lines over
time, adjusting them to keep inflation stable. Some countries - including Bhutan,
Bolivia, Colombia, Costa Rica, El Salvador and Mexico - have taken measures to
capture the multidimensional nature of poverty, assess how families are deprived
of education, health, housing and labor market opportunities.
In order to end poverty and ensure a more adequate protection by redistributing
incomes to promote a more equitable society and reducing perceived risks, thus
contributing to the accumulation of human capital and investment opportunities,
are considered very important social protection programs that can increase the
resilience and opportunities offered to vulnerable people (target 1.3). These
programs include:
- social assistance (e.g. cash and in-kind transfers)
- social security (such as pensions and unemployment insurance)
- active labor market programs (e.g. skills training and wage subsidies)
However, still too many poor people in low-income countries are not eligible to
receive social assistance.
Securing land rights.
Tenure security is crucial for encouraging productive investment, sustainable land
management, and access to finance (target 1.4). Precise land rights help to reduce
conflicts, increase transparency and generate revenue for public services through
real estate taxes. Recognition of rights is important for indigenous communities
and women, strengthening their bargaining power, family well-being and equal
opportunities through ownership.
As written in the document, a functional land registration system tends to be
strongly linked to women’s rights to land and to policies supporting women’s
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rights; for example, it prevents the loss of these rights from being lost, through
inheritance or divorce.

5.2

Zero hunger: Goal 2.

Undernourishment declined globally from 19% to 11% in the past quarter
century, while child stunting fell from 40% to 23%. But populations and food
demand continue to grow, especially in South Asia and Sub-Saharan Africa.
Ending hunger and all forms of malnutrition by 2030 requires faster downward
trends. Goal 2 also addresses poverty and food insecurity through enhancing
agricultural productivity and sustainability. (The Atlas of Sustainable
Development Goals 2018).
The end of hunger is the end of chronic undernourishment, when the daily
minimum dietary energy requirement over a year is not met. Between 1991 and
2015 the prevalence of malnutrition decreased worldwide by 8%, leaving about
793 million people affected. More than a third of these disadvantaged people live
in South Asia, while South Africa, East Asia and Pacific are responsible for about
a quarter.
Expectations for further progress are sadly very low: the trend in Middle East and
North Africa has stagnated in recent years.
Targets set to ending the hunger by 2030 requires accelerated efforts to achieve
faster global declines (target 2.1). Malnutrition refers to both undernutrition and
overnutrition.
The occurrence of malnutrition provides only a partial overview of the situation
regarding food security topic. For a more complete assessment of the many
dimensions and manifestations of food insecurity, the Food and Agriculture
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Organization has developed an initial set of food security indicators available in
most countries and years.
Population growth and the growing demand for food, together with the expected
negative impacts of climate change on agriculture in countries underdeveloped
countries, will increase the challenge of maintaining and accelerating the progress
of all regions.
Improving agricultural productivity is in the fight against poverty and food in rural
areas, since most of the poor are working in agriculture.

5.3

Good health and well-being: Goal 3.

In 2015, 303,000 mothers died from complications in pregnancy or childbirth—
216 per 100,000 live births. In Sub-Saharan Africa the rate was more than twice
that. Both there and in South Asia only half of births are attended by skilled staff,
and the number of newborn deaths in the first month is also high, at around 30
per 1,000 births. Goal 3 addresses these and other causes of premature death and
seeks universal health coverage, so that people can obtain health care without
great financial penalty. (The Atlas of Sustainable Development Goals 2018).
Because infectious diseases, such as malaria and tuberculosis, the percentage of
deaths from infectious diseases increases. In the years 2000-2015, premature
death (before the age of 70) of four of the major infectious diseases
(cardiovascular diseases, cancer, diabetes and chronic respiratory diseases)
decreased by 16%. In order to reduce it by one third in 2030, the current trend
must be accelerated (target 3.4).
Universal health coverage has to be addressed to all people, not only to the ones
with a stable financial situation. As highlighted by the Atlas, <<achieving it would
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prevent people from falling into poverty due to illness and give people the
opportunity to lead healthier and more productive lives (target 3.8)>>.
Many low- and middle-income countries still have high costs of financing health
care. Universal coverage should protect everyone.

5.4

Quality education: Goal 4.

The ratio of students completing lower secondary school increased in
SubSaharan Africa from 23% in 1990 to 42% in 2014 but remains low compared
with a global ratio of 75%. Increased enrollment at school leads to an empowered
citizenry and a more productive labor force. Goal 4 aims to make learning
opportunities accessible to all. It also examines the quality of education, which
plays a large role in sustainable development and poverty alleviation. Investment
in human capital at various ages accelerates improvement in other areas. (The
Atlas of Sustainable Development Goals 2018).
In 2014, 90% of children got access to primary education all over the world, but
just 75% of it went on to finish lower-secondary education. Access to education
for all has been one of the main objectives of the global development plan for over
25 years and remains a priority (target 4.5).
Children in low and middle-income countries are less likely to register in school
as they grow up. This trend is evident between rich and poor families, but this
difference is significant. In many countries, there is also inequality in the
education of rural and urban children; in both cases, girls are disadvantaged.

110

CHAPTER 5

5.5

Decent work and economic growth: Goal 8.

Young people ages 15–24—who make up 22% of the world’s adult population—
often face great challenges in finding employment. And even after they find work,
they are disproportionately engaged in low-productivity and low-quality jobs,
with few opportunities. In addition to sustained job creation, Goal 8 recognizes
that decoupling economic growth from environmental degradation is
fundamental to sustainable development.
Getting people into jobs Goal 8 aims at full employment for all age groups and
identifies work, education, and training for young people as part of that aim
(targets 8.5 and 8.6). 42% of world’s population is under the age of 25. In 2015,
South Asia and sub-Saharan Africa were counting 525 million people aged
between 15 and 24, which is almost half of the world's young population.
Jobs for younger people are an important tool for social, economic and political
integration. At the contrary, its lack, can lead to dissatisfaction and unrest amongst
disaffected young people.
The 60% of people aged between 15 and 24 do not have a job. Meanwhile, less
than a quarter of young people in the Middle East and North Africa and the third
largest in Europe and Central Asia - far below the percentage of adults - is
working.
Because young people often participate in education and trainings, they have a
greater labor. However, these gaps also reflect the fact that the youth
unemployment rate is higher than the total unemployment rate of each area. In
many middle-income countries, there are no significant jobs, education or training
for young people, representing a lost opportunity.
Young women are much more likely than men to fall into this group, and a gender
gap persists in countries at all incomes. The low activity of women is the result of
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several factors, including their primary role in households and families as well as
societal norms that limit their participation in working life.
Young people in low-income countries have a better chance of finding a job than
young people in middle and high-income countries. Many families, including
many who leave school prematurely, find themselves in a precarious situation,
with low productivity and just few opportunities to uprise. They are often
disproportionately in agricultural activities, which tend to have lower labor
productivity and offer lower earnings and profits than do industry and services.
In many countries work is unpaid.
Economic growth drives development by providing more resources for better
education. As a result of more productivity, the economies grow.
Target 8 requires the decoupling of the environmental degradation from growth
(target 8.4). One way to measure separation is to demonstrate the rate of
environmental degradation and the growth of economic growth. Degradation
includes the costs of greenhouse gas emissions from fossil fuels, agriculture,
forestry, and land use change; the harvest of forest timber resources beyond
sustainable rates; and reduced labor output due to premature mortality caused by
exposure to environmental risk factors such as air pollution, unsafe water and
sanitation, and harmful substances in the workplace.
In the event of a strong decoupling, the deterioration of the state of the
environment will decrease while the economy continues to grow. With weak
decoupling, degradation may decline, but at a slower rate than economic growth.
About 80% of low-income countries appear to have weak decoupling, mainly due
to domestic air pollution unsafe water and sanitation. With intensified coupling,
degradation increases at an even faster rate than economic growth. Intensified
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coupling is present in almost 40% of middle-income countries and 70% of highincome countries.
Financial services allow to manage and increase income, assets and investments
(goal 8.10).

5.6

Industry, innovation, and infrastructure: Goal 9.

Just over half the rural population in Nepal live within 2 km of a road in good or
fair condition, leaving around 10.3 million people without easy access. And
around 15 million rural residents lack good road access in Mozambique. Yet
reliable roads and other decent infrastructure are essential for lifting rural
communities out of poverty. Goal 9 explores not only opportunities to improve
transport but also those in industry, innovation, and other types of infrastructure.
(The Atlas of Sustainable Development Goals 2018).
Goal 9 promotes inclusive and sustainable industrialization (target 9.2).
Manufacturing value added (MVA) is an indicator for the evaluation of the
industrialization of a nation, and the MVA’s share in the.GDP measures
manufacturing in the economy.
Investment in reliable, sustainable, and resilient infrastructure can provide remote
populations with access to services (target 9.1). Thanks to better roads, farmers
can market their products more easily, have a facilitated access to hospitals,
schools and other services. It also helps agricultural productivity, business
profitability and employment.
Goal 9 aims to improve an efficient use of resources and to promote the use of
clean and environmentally friendly technologies and industrial processes (target
9.4).
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By investing in R&D and thus facilitating innovation in science and technology
the competitiveness of developing countries should be enhanced (target 9.5).
Expenditure on research and development is a share of the GDP and the share of
people involved in R&D are estimated to be highest in high-income economies.
Access to financial services allows companies to easily handle their cash flows,
increase resources, make productive investments and use resources more
efficiently (target 9.3). But many small businesses worldwide do not have the
necessary funding. Business studies in East Asia and the Pacific in 2015 and 2016.
shown that the 10 economies surveyed, small and medium-sized enterprises are
limited to loans.

5.7

Reduced inequalities: Goal 10.

The income and consumption of the poorest 40% of the population (the “bottom
40”) grew faster than the national average in 49 of 83 countries between 2008
and 2013. By providing a platform for sustained income growth among the poorer
segments of society, Goal 10 aims to reduce inequalities between a country’s
citizens and to promote shared prosperity and gains in wealth for all. (The Atlas
of Sustainable Development Goals 2018).

5.8

Peace, justice, and strong institutions: Goal 16.

Nearly one in three firms in countries surveyed in East Asia and Pacific encounter
at least one bribe payment request, the most of any region. Businesses in poorer
countries are more likely to encounter bribery than those in richer ones, impeding
sustainable development. Goal 16 promotes just, transparent, and accountable
governance, together with inclusive frameworks and peaceful societies. (The
Atlas of Sustainable Development Goals 2018).
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Promote peaceful and inclusive societies for sustainable development, provide
access to justice for all, and build effective, accountable, and inclusive institutions
at all levels.
Good governance in regulation, business licensing, taxation and accessibility to
public services are crucial for a sustainable business environment. Inefficient
policies and procedures increase the possibilities for bribes or unofficial
payments.
In one-forth of the companies in low-income and middlelow-income countries it’s
easy to find requests for bribes and informal payments from officials, while one
in five are expected to offer gifts to tax officials. Bribes often happen in
transactions crucial for private firms to survive: tax payments; obtain a license
and get an electrical or water connection.
These requests also hinder the creation and development of businesses.
Between 2012 and 2014, the overall global international homicide rate fell from
6 per 100,000 to 5, indicating progress towards goal 16, which significantly aims
to reduce violence and conflict-related deaths (target 16.1).
To ensure a stable basis for development, government budgets should be
complete, transparent and realistic (objective 16.6). The Public Expenditure and
Financial Accountability (PEFA) Program shows how governments implement
their budgets based on measures approved at the beginning of each year. Since
2005, 147 countries and 178 regional governments have carried out PEFA
assessments and public expenditure was to be considered as international
expenditure.
Civil registration systems should record the most important live events, such as
births, marriages and deaths of all citizens (target 16.9).
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5.9

Partnership for global development: Goal 17.

Personal remittances received from across borders and foreign direct investment
(FDI) reached $2.7 trillion in 2015, representing 3.6 percent of global GDP.
These transfers and official aid enable the poorest countries to lay the foundations
for viable long-term development. Funding, capacity building, knowledge
sharing, international outreach, debt sustainability, trade facilitation, domestic
resource mobilization, effective public–private partnerships, and access to tools
and technologies form the basis of Goal 17, which seeks to strengthen global
partnerships to support sustainable development. (The Atlas of Sustainable
Development Goals 2018).
Strengthen the means of implementation and revitalize the global partnership for
sustainable development.
In 2015, Development Assistance Committee (DAC) of the Organisation for
Economic Co-operation and Development (OECD) Development Assistance
(DAC) members paid $ 131.6 billion in official development assistance. After
inflation and exchange rates valuations adjustments, this represented a real
increase of 6.9% compared to 2014 and 83% compared to 2000. But ODA still
accounts for a small share of donors’ gross national income (GNI), averaging 0.3
percent. Just six DAC countries exceeded the UN benchmark for ODA
contributions of at least 0.7 percent of GNI (target 17.2). The three largest donors
by volume countries (the United States, the United Kingdom and Germany)
accounted for more than half of the public aid for the development of DAC ODA.
Bilateral aid to the poorest countries by 4% in 2015, reflecting DAC's
commitment to providing direct assistance when it is most needed. However, a
significant part of the increase in flows resulted from the increase in humanitarian
aid, not from the increase of projects and development programs.
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The flow of direct investment to low and middle-income countries (FDI) has
grown considerably over the last decade. These flows are attractive because they
are largely equity investments and therefore do not constitute indebtedness. They
bring benefits, such as skills and technology transfers for domestic-owned
enterprises and their employees, as well as increased productivity and improved
access to domestic and export markets.
Public–private partnerships (PPPs) can be crucial contributing to the delivery of
efficient public services (target 17.17).
Goal 17 recognizes that communications technology and information in the
poorest countries such as South Asia and sub-Saharan Africa would booster
research, innovation and technological development. Target 17.8 aims to increase
access for people in the 48 Least Developed Countries, where on average, fewer
than 13% of people have access to the Internet.
Facilitating trade.
Trade is paramount to sustaining development and advancing economic growth,
and inclusive trade facilitation is a powerful tool to foster global competitiveness
(targets 17.10, 17.11, and 17.12). Effective and efficient customs processes are
fundamental to good trade practices: delays in clearing customs for exports and
imports increase costs to firms, interrupt production, interfere with sales, and may
result in damaged supplies or merchandise. Clearing customs tends to take longer
for imports than exports across most regions, with the longest delays in SubSaharan Africa. Easing the flow of imports into a country helps local
manufacturers and businesses obtain component parts of better quality or at lower
cost. Enhancing customs capacity to clear exports and imports enables firms to
benefit from a whole spectrum of productivity gains from trade. In addition to
burdensome customs clearance, obtaining necessary documents can be timeconsuming and costly for some exports. Within agriculture, cereal exports are
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subject to more documentation requirements and longer phytosanitary
certification than are other product categories, taking on average five days to be
processed, compared with just over two days for vegetables. Additionally, the
documents necessary to export cash crops tend to be costly. Traders spend less
time on customs clearance in countries with fully operational electronic systems
that allow customs declarations to be submitted and processed online. Around 70
percent of countries have fully or partially implemented electronic data
interchange systems.
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Conclusion.
In the paper has been highlighted how inclusive institutions forge inclusive
growth.
Most of the inclusive institutions’ indicators and goals are in compliance with the
PMR, which is another indicator sustained by inclusive institutions.
The fact that government and economic efficiency, accountability, rule of law and
trade as well as life quality, employment and education have a positive impact
and follow the same PMR’s path and are improving in the last years, is a sign how
most of the OECD’s Countries are working in order to build inclusive growth and
have inclusive institutions.
As a proof of how nations are taking seriously the inclusive growth and
development topic, the World Bank Group in 2018 developed The Atlas of
Sustainable Development Goals, From World Development Indicators 2018,
which presents maps, charts, and stories related to the 17 Sustainable
Development Goals drafted in order to overcome world’s problems and stimulate
inclusive growth by 2030.
It discusses trends, comparisons, and measurement issues using accessible and
shareable data visualizations. The data draw on the World Development
Indicators the World Bank's compilation of internationally comparable statistics
about global development and the quality of people's lives. For each of the SDGs,
relevant indicators have been chosen to illustrate important ideas.
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Appendix.
National KPIs Dashboard.
Advanced Economies

Table 18: National KPIs Dashboard, Advanced Economies: Level
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Advanced Economies

Table 19: National KPIs Dashboard, Advanced Economies: 5 year trend
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Developing economies

Table 20: National KPIs Dashboard, Developing Economies: Level
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Developing economies

Table 21: National KPIs Dashboard, Developing Economies: 5 year trend
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Policy and Institutional Indicators (PIIs)
Advanced Economies
Table 22: Policy and Institutional Indicators, Advanced Economies
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Upper Middle-Income Economies

Table 23: Policy and Institutional Indicators, Upper Middle-Income Economie
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Lower Middle-Income Economies

Table 24: Policy and Institutional Indicators, Lower Middle-Income Economiess
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Low Income Economies
Table 25: Policy and Institutional Indicators, Low Income Economies
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Inclusive Development Index

Table 26: Inclusive Development Index, Ranking 2017
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Advanced Economies

Table 27: Inclusive Development Index, Advanced Economies: Level
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Advanced Economies

Table 28: Inclusive Development Index, Advanced Economies: Trend
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Developing Economies

Table 29: Inclusive Development Index, Developing Economies: Level
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Developing Economies

Table 30: Inclusive Development Index, Developing Economies: Trend
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