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ABSTRACT

This paper shows the relationship between
variables; economic growth, human development
and inequality, based on the principle that
increased production does not automatically
generate an increase in welfare by itself. Its
distribution is necessary, so human development,
rather than depending on income, is a functigngof
its distribution. For this reason, goVernments
should place greater emphasis on the redistributive
mechanisms of wealth. For the study, three, groups
of countries were chosen and the simple linear
regression between HDI and real GDP and
between the HDI and the Gini coefficient was
calculated, managing to corroborate the
hypothesis.

Keywords: Welfare, Real GDP, HDI, Gini
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1. INTRODUCTION

Today we ask ourselves, what is the objective of
the economy, what do we intend when we seek
greater economic growth, the answers can be
diverse, and all be valid at the same time. However,
for us, the economy must have as a fundamental
purpose, which is to raise the levels of welfare and
human development; ensure that each human being
has a dignified life, without deficiencies or
limitations and full of opportunities. Economic
history shows us the heterogeneity of development

in which countries and regions operate, it also
shows Ms that the market inherently accentuates
margipalization and exclusion. It is then, that we
askpourselves, how to achieve economic growth
that,accrues welfare.

The answer is not easy, it is not unique and there
are many theories, but if there is a certain level of
consensus, it is that the mechanisms for growth
must first be sought, once this is achieved, the
government must implement the instruments for
collecting the income and subsequently distribute
it. In this article, a quantitative analysis was carried
out that shows the relationship of the variables
indicated at the beginning, in order to demonstrate
that the increase in income does not spontaneously
generate welfare, so its distribution is essential to
be able to raise the level of human development.

In the first part, the theoretical development on
economic growth, human development and
inequality is exposed, then there is the discussion
on the relationship between these three variables,
later the materials, methods and results obtained
are described and finally there are the conclusions.

2. THEORETICAL FRAMEWORK
2.1. Economic growth

Until the end of the 19th century, it was believed
that the economy showed harmonious growth since
an invisible hand guided market forces (supply and
demand) towards their natural equilibrium.
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However, a great crisis - the largest in
contemporary economic history, which occurred in
the 20th century; the famous crash of 29 (October
1929) - shows the fallacy of market equilibrium. It
is then that economists of that time, concerned
about events, look for explanations: contributions
such as John Maynard Keynes (English Economist
1883-1946) become relevant.

The Great Depression and the contributions of
economists of that time, reveal, fundamentally,
three important aspects: one is that; the market is
not harmonious, supply and demand do not reach
equilibrium naturally, two; economic phenomena
require a vision of greater magnitude, it is not
longer enough to analyze these processes only from
the perspective of economic units (companies and
families), it is also necessary to study their impacts
on all national economic events, so the
macroeconomy it enters the scene as one of the
major areas of modern economic science. And
three; When the ineffectiveness of the free market
is revealed, the intervention of a force majeure
becomes evident that manages to regulate its basic
forces, evidencing the direct participation of the
State in the economy: the market by itself is
inefficient, particularly if wealth distribution is all
about.

Macroeconomics studies the large aggregates stieh
as Production, Employment, Inflation, Exports, etc.
Being the main macroeconomic aggregate: "The
production of a country” this is the main and most
important indicator of economic growth, its
behavior manifests itself, the evolution of other
variables such as investment, interest rate,
exchange rate, among others. .

In the post-Keynesian and neo-Keynesian
approaches, countries have unstable economies due
to imbalances in effective demand and excess
supply, which can be corrected with the active
participation of the State; increasing public
spending and regulating the power of large
companies and the financial sector. Economists
such as Kaldon, Pasinetti, Kalecki, Domar, Solow,
Rommer, Schumpeter and many more, make great
contributions that helps to defining how the
participation of the Government in the Economy
should be. From the Latin American perspective
there are also the contributions of the structuralist-
Cepal economists such as Raul Prebsich, Celso

Monteiro Furtado, etc. For authors such as Leon
Diaz [1] and Enriquez [2], the collaborations of
various economists of the time are debated between
dynamic equilibrium, uncertainty and production,
focusing the discussion on defining, of what
magnitude should be the intervention of the State
and particularly the government in the Economy.

As for the issue of economic growth, the
fundamental variable to measure this is, as already
mentioned, GDP, and in particular GDP per capita;
“It is proposed that economic growth is the
increase in income and the value of the final goods
and services produced in the economic system —be
it regional, national or international- during a
certain period of time-, normally one year, and it is
measured through the growth rate of the Gross
Domestic Product”[2]. However, when talking
about welfare, the situation is complicated, since
this concept, by itself, has a multidimensional
nature, considering subjective aspects that are
difficult*to quantify or measure and, above all;
which,are not necessarily associated with monetary
aspects.yFhe main limitation when using GDP as a
measure of welfare is trying to equate the latter
with measurable factors only in monetary terms

[3].

For Nolte [4], the fall in GDP indicates that there
has been a decrease in investment and therefore
employment, that is, higher unemployment, which
leads to less income and therefore greater poverty:
less money to buy food, clothing, housing,
recreation, health, etc., which ends in a decrease in
the levels of welfare and human development. In
this same situation, Govea [5] affirms that GDP is
an instrument to measure market-oriented
activities, but not as an indicator of welfare.
According to Bancaja and lvie [3], GDP... ”it does
not count the contribution of some productive
activities essential for welfare, such as domestic
work or caring for children and the elderly at
home... it does not count the value of the stock of
assets of an economy, ignoring the cost of
consumption or the degradation of natural
resources” [3:3]

2.2. Human development

The contributions of Amartya Sen, -a Hindu
economist and philosopher, who received the
Nobel Prize in Economics in 1998 for his
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contributions to the research of economic welfare,
where freedom is fundamental[6] political,
economic, social freedom, of transparency and of
networks of security-, have contributed greatly to
the current concept of human development. The
basis for this change in focus was the concept of
human development, defined as a process aimed at
increasing opportunities for men and women,
allowing them to stimulate their potential to the
maximum, according to their preferences, needs or
interests [4]. Under this vision, the expansion of
opportunities is the main means of development

[7]1.

Considering this approach, it is recognized that
there is not automatic and direct link between the
increase in the average income of a society and
human development, so it is necessary to analyze it
from a more holistic perspective, in which “true
development is to offer all people the maximum
opportunities in this direction”[7:29]. It is in this
sense that authors such as Amartya Sen [6] affirm
that development demands to break down the
barriers that prevent individuals from achieving
their freedom, such as: poverty, the tyranny of
governments, scarce economic opportunities and
systematic social deprivation, lack of public
services, intolerance and the performance_ of
repressive states, among other aspects.

Based on Sen's approaches, since thea90s, the
United Nations (UN) through the United Nations
Development Program (UNDP) designed the
Human Development Index (HDI), establishing
three  components to measure development:
Longevity, in which life expectancy (life
expectancy at birth) is measured, education; that
reflects access to knowledge which is necessary to
lead a productive life in the new social order:
knowing how to read and write is essential for the
acquisition of knowledge (average years of
schooling and expected years of schooling) and
finally, the third component of the Human
Development index, this has to do with income
levels; decent housing, a well-paid job and social
benefits, which is measured by gross national
income per capita.

These variables are transformed into indicators and
aggregated among themselves through an
arithmetic  mean  obtaining the  Human
Development Index, which takes values ranging

from zero to one [3]. With regard to health, it
should be mentioned that, although this has
developed significantly in recent decades, the
current global pandemic (COVID-19) has exposed
the enormous deficiencies that exist around the
world on this issue, particularly, the little attention
that governments have paid to it, leaving it at the
mercy of the free market, which has caused that
only a few can access it, generated even more
poverty, marginalization and exclusion of all those
who cannot pay for medical care (the poor are not
market subjects). In this sense, the current crisis
shows the wurgent need for investment by
governments in universal public health.

2.3. Inequality

Economic and social inequality is a phenomenon
derived from the poor distribution of income and
wealth that a society generates, for this reason the
Human Development Report [8] presented by the
UNDP indicates that when talking about inequality
we ‘must_refer to the income and wealth of a
countrypyHowever, inequality occurs, not only in
ecanomic aspects but in various facets of human
life? health, education, housing, public services,
freedom, human dignity, among others.

The most widely used indicator to measure income
distribution is the Gini Coefficient or Gini Index,
which shows the degree of concentration of
income, takes values between zero and one (or one
hundred), the closer to zero the greater it will be the
distribution of income, that is, less inequality in the
distribution of income. The closer a country
approaches one hundred, the greater its degree of
inequality [8]. Another very common index is the
one that uses in its measurement the share of
national income that is received by the poorest
population, the intermediate one, and the share of
national income that is received by the 20% of the
richest population. In this index, Piketty [10]
divides society into three groups: the popular class
defined as the lowest 50%, the middle class, the
middle 40%, and the upper class, which is 10%.
higher. Countries such as Norway, Sweden,
Germany, among others, are some of the nations
with the lowest level of inequality in the world, the
countries of Africa and Latin America have the
highest levels, with a Gini coefficient higher than
0.5 [11].
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3. DISCUSSION
Traditionally, economic growth was understood as

synonymous with economic development, in such a
way that governments focused their public policies
only on encouraging those variables that alluded to
growth, such as production, forgetting aspects that
have little or nothing to do with the welfare of the
population, as is the identity of the peoples, their
culture, their traditions, the capacities, abilities and
talents of individuals, their human and institutional
rights, human  dignity, freedom, creed,
sustainability, etc. It was not until the 1990s that
the vision of development began to have a more
comprehensive approach, in which social,
institutional, political, economic, cultural, etc.
aspects were already considered. This is how the
contributions of philosophers and economists such
as Sen, Nussbaum, among others, lay the
foundations for designing a multidimensional
human development approach.

However, it is not enough to recognize that
economic growth alone does not generate welfare
and of the importance of a holistic vision of human
development, it is necessary to identify the factors
that prevent countries from raising their levels of
development. Unfortunately, we observe a very.
heterogeneous behavior in the evolution of theSe
variables in different countries, somed,show a
positive relationship between theif production
growth rates and the human developmentindex, as
well as in the decrease in inequality levels,’such is
the case of the Scandinavian countries and the
Netherlands. Others, like the United States, have a
very acceptable human development, but very high
levels of inequality.

Stiglitz [11], affirms that the inequality that exists
in most of the world, is the result of the distortions
and inefficiency generated by free market
economies, since these, by themselves, exclude all
those lacking individuals of economic income. For
him, the only Entity capable of reversing this
inefficiency is the State, particularly governments
with public policy instruments and specifically
with an Expansive Fiscal Policy. Authors such as
Jiménez [12] agree with Stigliz, pointing out that
with higher public spending on education and
health, human capacities and skills are enhanced,
facilitating future insertion in the job market and
therefore higher income in the population. In the
same situation we find Burgos and Belén [13] for

whom the distribution of income is the key element
for individuals to achieve higher levels of welfare.
For their part, Bancaja a lvie [3] also acknowledge
that, although GDP per capita is an indicator of
economic development, it is inefficient when
comparing countries, especially when it comes to
nations with low human development, where
characteristics and levels of welfare are very
heterogeneous. ... when measuring average per
capita income, it does not report on the degree of
inequality in income distribution” [3:3].

Recognizing that without growth of the Gross
Domestic Product, the government does not have
income to collect, and therefore money to
distribute, it will be necessary to ensure that the
resource that it intends to exercise is in the
channels and mechanisms that truly impact human
development. It is not that governments should not
care about economic growth, but rather that they
prioritize the need that "...this growth should be
evaluatett based on whether or not it enables people
to perform)better and better" [14:1]. Economic
gfowth is'a means to achieve the end that is human
development and the welfare of the peoples, the
problem is that many governments lose themselves
in the means and forget the goals or confuse means
with goals. It is true that human development, from
the perspective of economic theory, is associated
with progress, with economic growth and with
wealth, which are measured with the Gross
Domestic Product [1], but it must be distributed so
that they rise levels of human development.

The UN indicates, through the United Nations
Development Program [8], that inequality in the
field of human development is alarming and
heterogeneous, finding countries where GDP
growth is relatively high and levels of inequality
are also very high, such as the United States, even
worse when we talk about indicators of welfare, as
is the case of health and education services, which
can only be accessed by people who are on the
cusp of high incomes, since they are services
provided mainly by the private sector, which leaves
most of the population of that country out of the
market. High inequality can have adverse
consequences for social cohesion and the quality of
institutions and policies, which in turn can slow
down progress in human development [4].
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In a study carried out by Esquivel, Lopez y Velez
[16], in which they quantitatively analyze the
relationship between the HDI and GDP, it was
found that these two variables have a positive
correlation, in such a way that regions with higher
levels of GDP per capita tend to accumulate
physical capital and human development faster and
grow faster through an endogenous process [17].
Then, the reflection that jumps out is the following,
if we recognize that GDP is only a monetary
variable, which is not a synonym or indicator of
welfare, but that, nevertheless, is required to
finance the expenses that human development
implies: more schools, hospitals, roads, etc. The
following question arises: What is required for
GDP growth to translate into greater welfare and
human development? For the increases in the Gross
Domestic Product of a country to be reflected in
higher levels of welfare of the population, it is
required that this (GDP) be distributed among the
population through tax collection first and then
with the public services that the government
provides. So, does GDP growth and the decrease in
inequality have some kind of relationship? Not
necessarily, if there are not adequate income
distribution mechanisms in a country, these
variables will be completely unrelated.

The variables that do maintain a close relationship
are human development and inequality, since the
former implies greater social spendingy by’ the
government; education, health, housing, per capita
income, etc., and to achieve these, the government
must spend more of their income, which they
obtain (to a large extent) from taxes: it takes away
those who have more to give to those who have
little, redistributes income.

4. MATERIALS, METHODS AND
RESULTS

This is a mixed research of exploratory, descriptive
correlational scope, in which the relationship
between the variable’s inequality, human
development and economic growth is shown,
measured through the Gini Coefficient, the Human
Development Index and the real Gross Domestic
Product, respectively. The central hypothesis is
that, -although inequality and human development
require GDP growth to be financed-, economic
growth does not automatically generate a higher
human development index, much less does it
translate into lower levels of social inequality. The

analysis of the relationship between HDI and real
GDP was synchronous: a single year, 2018. While
the relationship between HDI and inequality was
diachronic, it was necessary to observe its behavior
over time (1990-2018).

4.1. Linear Regression between HDI
and real GDP

With data from the Human Development Index
published by the United Nations [15,18] and with
mega data from the World Bank [19], a group of 20
countries with the highest human development for
2018 was chosen, which are ranked in the
following order: Norway, Switzerland, Ireland,
Germany, Hong Kong, Australia, Iceland, Sweden,
Singapore, Netherlands, Denmark, Finland,
Canada, New Zealand, United States, Belgium,
Liechtenstein, Japan and Austria, with their
respective real GDP for that same year [20].

From thé-study carried out by Ortiz, Hernandez and
Martinez [21] the dispersion graphs for both groups
of Geuntyies were obtained.

GRAPH. 1. COUNTRIES WHIT HIGHEST HDI
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In the graph we can see the poor relationship
between HDI and GDP. In addition, due to their
slope, we can affirm that they maintain a negative
relationship [21].

Another group, also of 20, with the lowest
development, starting with the one with the lowest
HDI in the world and are the following: Niger,
Central African Republic, Chad, South Sudan,
Burundi, Mali, Eritrea, Burkina Faso , Sierra
Leone, Mozambique, Democratic Republic of the
Congo, Bissau Guinea, Yemen, Liberia, Guinea,
Gambia, Ethiopia, Malawi, Malawi, Djibouti and

12.000
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Afghanistan. Likewise, with their respective HDI
and real GDP for 2018.

GRAPH 2, COUNTRIES WITH THE LOWESNT
HDI (2018)
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In this graph, like the previous one, the relationship
between the two variables is almost nil, however,
in this case, such relationship is positive: HDI and
GDP move in the same direction.

Based on the data from each country, the
relationship between the HDI and GDP was
quantified through simple linear regression por
Ortiz, Hernandez and Martinez [21]. Which,
according to Schimidt [22] indicates whether two
variables maintain a relationship and the degree of
dependence between them, the estimated
mathematical equation was posed as follows:

HDI = By + B1GDPeq + €

The results obtained gave us an r close to 0, (r —0)
and the mathematical equations for each group are
shown below:

For Developed countries:

HDI ges) = 0.932-7.167 x 10 CIGDP oy +

A

€
For Non-developing countries:

HD I (ot ges) = 0.442 + 1.963 x 10°® GDP

real T €

The mathematical equations obtained lead us to
affirm that changes in production do not have an
impact on the Human Development Index [21] or
that such impact is negligible. From what we can
affirm that there is no relationship between these
two variables. However, it should be noted that the
negligible relationship is positive in the case of less
developed countries.

‘‘‘‘‘‘

4.2. Linear Regression between Gini
Coefficient and HDI

For the analysis of the relationship between human
development and inequality, the HDI and the Gini
Coefficient for two years were considered; 1990
and 2018 [20], from a group of countries with
different levels of economic development and are
the following: Germany, Switzerland, Denmark,
Belgium, Canada, United States, Netherlands,
Norway, Sweden, Finland, Mexico, Brazil, Chile,
Colombia, Paraguay, Argentina, Uruguay, Egypt,
India and China.

The research carried out by Ortiz, Hernandez and
Martinez [23] shows us a scatter plot for each year
and they are as follows.

GRAPH 3. HDI AND GINI COEFFICIENT (1990)
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PS
&

C. GINI
Almost 30 years later, the graph is as follows:

GRAPH &£ HDI AND GINICOEFFICIENT (2018)

;

The dispersion graphs between HDI and Gini
coefficient show a significant relationship between
both variables. Which is inverse, if one increases
the other decreases.

After obtaining the data, the simple linear
relationship between the Index and the Coefficient
was calculated, for each of the two years, the
equation to be estimated was [23]:

70
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Which shows to what extent human development
(HDI) is determined by income distribution (C.
Gini). For both cases, a positive result was obtained
in r, being higher in 2018 (r =803). The
mathematical equations obtained from the simple
linear regression for each of the two years were the
following:

For the year 1990:

HDl 990 = 0.876-.004C.Gini + "
For the year 2018:

HDl,p8 = 1.177-.009C.Gini + ¢”

According to both equations, a decrease in the Gini
value (greater distribution of income) brings with it
an increase in the Human Development Index and,
on the contrary, a lower distribution of income
reduces human development. Therefore, to raise
the HDI, governments must not only put the accent
on encouraging economic growth. They must also
implement a series of public policy mechanisms to
distribute production (income).

5. CONCLUSIONS

Recognizing that GDP is an indicator that shows
the degree of growth of investment, employment
and therefore of national income, part4ef which
goes to the hands of the government,®whichyis the
designer and implementer of public policies aimed
at providing health, housing, public security, etc.,
therefore; growth if necessary to achieve increased
human development. But, despite knowing that
GDRP is the fundamental variable when it comes to
talking about economic growth, it is not when we
talk about welfare and inequality. Nations with
high economic growth do not necessarily have
greater welfare: better education, better health
services, better income, etc. Not much less does it
tell us in whose hands the income derived from
increased production is. In this way, the results
obtained clearly show three fundamental aspects:

1) Economic growth is important, since the
increase in GDP brings with it more investment,
more jobs, more income and therefore higher tax
collection (increase in budget income), which is
necessary to finance public spending policy.

2) However, even if there is economic growth and
government revenues increase, there is not

guarantee that these will later translate into higher
public spending. Therefore, the relationship
between Economic Growth (GDP) and Human
Development (HDI) is not automatic. Production
can grow and deficiencies in health, education,
housing, income, etc., be increased.

3) So, for economic growth to translate into
welfare, there must also be an efficient distribution
of wealth. That is, reduce inequality.

Thus, it is clear that the government has a
preponderant place when it comes to talking about
human development and social inequality, since it
is the active agent of change, it is up to him to
create the legal-institutional and economic
mechanisms that enable efficient distribution and
equitable income, which can be done through a
redistributive fiscal policy coupled with a social
spending policy.
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