= g\@w .ft,

. MEST Journal &< MEST %

- doi: 10.12709/mest.09.09.02.13

Journal
%@3‘17@ W©E%© A

ELEMENTS AND INDICATORS OF
INCLUSIVE ECONOMIC DEVELOPMENT

Alina Zhukovska

West Ukrainian National University, Ternopil, Ukraine
https://orcid.org/0000-0003-0891-1952

Oleksandr Dluhopolskyi

West Ukrainian National University, Ternopil, Ukraine
https://orcid.org/0000-0002-2040-8762

OMESTE
JEL Category: 114, 138, J11, J21, 015, 038, 043, 044

Abstract

The concept of inclusive economic development and the basic concepts that underlie it are examined
in the scientific paper. The definitions of ‘inclusive growth” offered by the leading international
organizations and scientists are studied. The methods of inclusive economic development assessment
are analyzed: the methodology of the Asian Development Bank, the method of calculating of inclusive
development index offered by the World Economic Forum in Davos (Switzerland) likewise the method
of inclusive rural development assessment is substantiated. Their main advantages and disadvantages
are revealed. The policy of inclusive growth should be based on institutional support and good
governance policy. To determine the level of inclusive economic development the key components
should be considered: political, economic, social, and environmental. The need to improve the existing
methods by including the environmental component and indicators that determine the degree of equal
opportunities for the citizens regardless of their age, gender, physical abilities, religion, nationality, and
place of residence is shown.
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Sustainability», which states that 2.2 billion people
live in poverty (Human Development Report,
2014). Under the World Bank estimates, 12% of
the world’s population lives in poverty; almost 1
billion people live on less than $ 1.25 a day (World

1 INTRODUCTION

The thesis of the insufficiency of economic
development to ensure the full effective economic

growth was firstly voiced during the 2014 UN
report «Ensuring Sustainable Human Progress:
Reducing Vulnerability and Building
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Bank President Outlines Strategy, 2015); more
than a billion people in the world do not have
access to the clean water, 1.6 billion — to electricity
and 5.4 — to the Internet; 2.5 billion people do not
have accounts in the financial institutions. Thus,
with  the dominant model of economic
development, which is practiced by most countries
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of the world, the economic and social inequality
grows, the absolute poverty deepens, and the
significant part of the population does not improve
welfare. The famous American economist T.
Piketty warns that such deepening inequalities
pose a threat not only to innovation but also to the
market democracy, public confidence, and the
free market system of capitalism (Piketty, 2014).

That is why in 2017 at the 48th World Economic
Forum in Davos (Switzerland) it was proposed to
change the priorities of the economic policy, which
should be reoriented on more effective
counteraction to insecurity and inequality that
accompanies the technological change and
globalization. It is the sustainable all-
encompassing progress, accompanied by an
increase of the people’s incomes together with the
simultaneous increase of the economic
opportunities, security, and quality of life that
should be recognized as the main goal of
economic development, rather than GDP growth
as it was previously considered. The analysis of
the main macroeconomic indicators of the country
may show the achievement of a high level of
economic development, but a significant part of
the population will not be “included” in the process
of GDP and, consequently, in the distribution of
public goods. Poverty becomes one of the topical
issues (Zhukovska, 2019; Koziuk, et al., 2021;
Koziuk, et al., 2020).

2 LITERATURE REVIEW

The concept of inclusive economic development is
a new approach to ensure the effective functioning
of the state, which emerged in the XXI century.
The main provisions of this concept were
developed in 2008 by the members of the
Commission for Growth and Development under
the leadership of the Nobel Laureate M. Spence
and published in the work «The Growth Report.
Strategies for Sustained Growth and Inclusive
Development» (The Growth Report, 2008). This
concept was further developed in 2009 in the
paper (lanchovichina, Lundstrom, 2009), in which
the authors studied the conceptual foundations of
inclusive growth and identified the constraints that
can influence sustainable and inclusive growth on
the example of the Zambian economy.

Today, both international organizations and
individual scholars are working on the issues of
ensuring inclusive economic growth. Table 1
provides some definitions of «inclusive growth»
proposed by the leading international
organizations.

Table 1. Definitions of «inclusive growth» offered
by the leading international organizations

International Definition
organization
World Bank Inclusive growth is rapid

sustainable growth, spread to all
sectors of the economy, which
attracts a significant part of the
country's labor resources and is
characterized by equal
opportunities in access to the labor
market and resources

Organization
for Economic
Co-operation

Inclusive growth is stable and
comprehensive growth in terms of
employment opportunities, which

and needs support from public
Development | institutions to solve problems in the

(OECD) labor market
European Inclusive growth is the provision of
Commission | high levels of employment,
investment in education, the fight
against poverty and the
modernization of labor markets,
social protection systems, and the
promotion of greater social

cohesion.

International Inclusive growth is an increase in
Monetary growth by providing a single space
Fund (IMF) for investment and productive

employment
United Nations | Inclusive  development is a

Development
Program

development that complements
human development and includes
a wide range of changes - from
environmental sustainability (ie

climate change, environmental
pollution, energy scarcity) and
natural disasters to the

development of rural communities,
citizens' incomes, health care
costs, education, and recreation.

Along with the international organizations, some
scientists are working on the issues of ensuring
inclusive economic growth. Table 2 lists several
definitions of "inclusive growth" proposed by the
leading researchers.
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Table 2. Definitions of

«inclusive growth»

proposed by the leading researchers

Researchers

Definition

Ifzal Ali, Hyun
Hwa Son (2007)

Inclusive growth is growth that
expands the social opportunities
and depends on two factors: the
average opportunities available to
the population and the way they
are distributed (Ali, Son, 2007).

Cielito F. Habito
(2009)

Inclusive growth is the growth of
gross domestic product (GDP),

which leads to a significant
reduction in poverty (Habito,
2009).

lanchovichina

Inclusive growth is an increase in

Elena, the growth of the economy, as well
Lundstrom as equalization of conditions for
Susanna investment  and productivity

(2009) growth in the employment

opportunities (lanchovichina,
Lundstrom, 2009).

Ganesh Inclusive growth is growth that is
Rauniyarand, accompanied by a reduction in
Ravi Kanbur income inequality so that benefits

(2010) are accrued disproportionately

and primarily to those with lower
incomes (Rauniyarand, Kanbur,
2010).

Terry McKinley
(2010)

Inclusive growth is the
achievement  of  sustainable
growth that creates and expands
the economic opportunities and
provides greater access to them to
all members of society in the form
of participation in the growth and
benefit from it (McKinley, 2010).

Stephan Klasen

Inclusive growth is growth that

(2010) benefits all sections of society,
including the poor, the middle-
income, and even the rich (Klasen,
2010).

Joyeeta Gupta, | Inclusive growth is growth that not
Courtney only creates new economic
Vegelin opportunities but also provides
(2016) equal access to opportunities

created for all segments of society,
especially the poor (Gupta,
Vegelin, 2016)

Zsolt Darvas,
Guntram Wolf
(2016)

Inclusive growth is growth that
goes beyond the one-dimensional
growth of gross domestic product
(GDP) and includes employment
opportunities, access to
education, health care, care for the
environment, active participation
in the economy and society
(Darvas, Wolf, 2016).

Even though the study of the concept of “inclusive
growth” is widely represented in the scientific
literature, the problem of its measurement,
definition of its components, and indicators have
not been examined enough.

3 PROBLEM STATEMENT

The first attempt to measure inclusive economic
growth is the concept of inclusive growth,
developed by the staff of the Asian Development
Bank (ADB) and documented in detail by I. Ali and
J. Zhuang in 2007 and 2010 under the 2020
Strategy (Ali, Zhuang, 2007). It is suggested to
measure inclusive growth under the following
strategies:

1. economic growth and employment
opportunities. Rapid, efficient, sustainable
economic growth and employment

opportunities expand economic opportunities
for all members of society, absorb surplus
labor in highly skilled jobs, create resources
for governments to improve access to
education and health services, infrastructure,
and social protection systems.

2. social inclusion and ensuring equal access to
economic opportunities. Social inclusion
implies that all segments of the population,
including those in difficult life circumstances,
have equal opportunities. Ensuring access to
education, medicine, and infrastructure for all
citizens without exception is a key component
of an inclusive growth strategy.

3. a system of social protection, which is
designed to support the poor and help citizens
in difficult life circumstances. The special role
of the social protection system is to meet the
needs of the poor and those who, due to
circumstances beyond their control, are
unable to take advantage of available
opportunities.

The policy of inclusive growth is offered to be
based on the institutional support and good
governance that promotes inclusive growth, in
which all members of society can benefit and
promote growth (fig. 1).

The system of inclusive growth indicators
developed by the staff of the Asian Development
Bank (ADB) includes 35 indicators that
characterize: 1) poverty and inequality (income
and lack of income); 2) economic growth and
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employment; 3) accessibility to key infrastructure
facilities; 4) access to education and health care;
5) access to infrastructure and utilities; 6) equality

and opportunities regardless of gender; 7) social
protection system; 8) proper public administration.

»

Inclusive Growth

il

High, efficient,

opportunity

Social inclusion to ensure
equal access to economic

and sustained opportunity
growth « Investing in education, health, to protect the
to create and other social services chronically
productive to expand human capacity _poor and to
jobs and « Eliminating market and mitigate the risks
economic institutional failures and of transitory

social exclusion to level
the playing field

Social safety nets

livelihood shocks

A { ? A

Governance and Institutions

Fig. 1 Policy pillar of inclusive growth

The presented approach to measuring inclusive
growth, although quite thorough, is somewhat
limited. Thus, the sixth group of measurement
indicators includes indicators that characterize the
degree of equal opportunities for citizens
regardless of their gender. But you can limit
opportunities not only by gender, but also by age,
physical ability, religion, nationality, place of
residence, and so on. Also, the mentioned system
of indicators does not consider the environmental
component, which is extremely important for
ensuring inclusive economic development and the
formation of an inclusive society.

The next attempt to measure the inclusive growth
was made at the World Economic Forum in Davos
(Switzerland), where the Inclusive Development
Index (IDI) (The Inclusive Development Index,
2018), developed by four economists: R. Semans,
M. Hanus, G. Corrigan, and M. Berk was
presented. The authors developed this index as
an alternative to the gross domestic product
(GDP) — the main economic indicator that
determines the country's position in the world.
According to the developers, even though GDP
correlates well with the level of employment, it “is
not able to reflect the expansion of the digital and
globalized economy. In an environment where
there is a great variety of goods and services when
a significant number of companies operate
abroad, it is difficult to correctly determine the

Source: (Ali, Zhuang, 2007)

amount of the value-added. The growth of the
sharing economy increases the number of types
of economic activity that are not subject to
accounting” (The Inclusive Growth and
Development Report, 2017). The authors also
emphasize that it is important to consider how
GDP is distributed among this population, whether
it has a middle class, how freedom of speech is
developed, what is the level of education, what is
the education system, life expectancy, what is the
health care system, dynamics of the country's
development and so on. It should be noted that the
developers of the inclusive development index do
not level the value of GDP but use it as one of the
indicators that determine the index of inclusive
development of the country.

In addition to GDP estimating, this index measures
11 additional parameters. IDI consists of 12
indicators, which are divided into 3 major groups:
1) growth and development (GDP per capita in US
dollars, productivity, healthy life expectancy,
employment); 2) inclusiveness (income inequality,
poverty level, wealth inequality, median dollar
income per day (at purchasing power parity) per
capita); 3) equality between generations and
sustainability (net savings, CO2 emissions per unit
of GDP, public debt, the ratio of the working-age
to the working-age population). First, group
indices are calculated, and the final is calculated
as the arithmetic mean. Thus, an indicator that
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shows not only the level of production in the
country but also the prospects and quality of life is
calculated. lIR clearly illustrates how deceptive

success can be, measured only by the production
capacity (Fig. 2).

Fig. 2 The concept of inclusive growth and development
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This system of measuring inclusive economic
growth, like the previous one, does not consider
the environmental component and the fact that
discrimination and disability can occur not only
based on gender and age but also based on
religion, nationality, place of residence, and
physical capabilities.

Ukrainian researchers also have some experience
in inclusive growth estimating. Thus, S.V. Kyryziuk

Source: (The Inclusive Development Index, 2018)

in (Kyryziuk, 2020), developed the consolidated
indicators of sectoral and component inclusion,
which allow the assessment of integrated
indicators of inclusive rural development (fig. 3).

The advantage of this system of indicators is that
it includes three types of inclusion — political,
economic, and social. However, the ecological
component was passed over the researcher's
attention.

Types of inequality
Access Quality Divide
to goods of goods of goods
iy i ; : Political
= Political Indicators Indicators Indicators 5 " w»n
o inclusion &
= -
s =
- =
= o =
= . . ] ; Social =
= Social Indicators Indicators Indicators 2 . =
= inclusion 2
- —_
z g
g Economic g
v Economic Indicators Indicators Indicators > A =
inclusion
Total access | Total quality | Total divide
to goods of goods of goods
Component inclusion

Fig. 3 Conceptual framework for measuring the inclusiveness of the rural development

Source: (Kyryziuk, 2020)
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Thus, the analysis of the existing methods has
shown that none of them provides a
comprehensive, unified, and integrated approach
to inclusive economic development estimating. To
determine the level of inclusive economic
development, four main components should be
considered: political, economic, social, and
environmental. Also, the method of determining
the level of inclusive economic development
should consider not only the degree of equal
opportunities for citizens regardless of their age
and gender but also the physical capabilities,
religion, nationality, and place of residence.

4 CONCLUSIONS

In recent years, the inclusive economy and
inclusive sustainable growth have become one of
the topical issues in the documents of the leading
international organizations, as well as in the
research of scientists. World practice has
developed several methods for inclusive
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