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Equity and efficiency: factors of interdependence in modern
social and economic dynamics

Prateep Wajeetongratana Faculty of Managemen: Sciences
Suan Sunandha Rajabhar University,
Bangkok, Thailand

Abstract

Social faimess and economic efficiency are two most competing vectors in implementation of any

national development strategy. In this article the authors are using statistical analysis to explain the

correlation between the natjonal system of welfare distribution and the conditions for economic activities

in the light of economic policy implementation by governments. The authors also attempt to verify which

priority forms the basis for national Progress management - social or economic one,

I(W-Wlll‘ﬂs Social Fairness; Material Wealth Distribution;
Economic Effect; Economic Management
Regime

Theoretical background

Levels of material welfare in contemporary states is determined operating not only
merely economic criteria, such as GDP level per capita or economic growth rates, but
also taking into account the indicators of welfare, social faimess in incomes distribution,
adequacy of pay to productivity, personal and collective contributions to
production/performance, level of entrepreneurship risks etc,

Under globalization, national systems of welfare distribution which have been
developing for decades as some sort of legal, economic and public infrastructure, today
Serve as an important factor of natjonal economies’ external competitiveness. This is
because today the national system of material wealth distribution is able to determine the
rate of country’s economic progress in both short term (manifested as country’s
attractiveness for foreign workers, external capital, innovations and for business overall)
and also in longer term (manifested through formarjon of a national innovation system,
qualitative growth of national consumer demand etc.),

The interdependence of economic development and social justice (revealed through
material wealth distribution and fair pay for executed labor) is not a pew scientific
problem, it has been studied for decades by now, and however, this issue still remains
topical for many countries, especially for those struggling to define the necessary vector
in their national strategies of economic regulation, The problem of vector choice here
lays within the coordinate system of economic efficiency/liberalism and sacial
fairness/socialism.

Back in 1955 Simon Kuznets posed a hypothesis about the relationship between the
degree of personal income inequality within a country and the level of country’s
economic  development. This hypothesis suggests that with economic growth,
interpersonal income inequality first increases but after a certain point starts to decline
(the so-called U hypothesis). Later in 1965, J.G. Williamson (1965) applied this inverted
U hypothesis to the widely observed pattern of infra-country regional inequality with

and it has been broadly accepted that economic growth does not automatically translate
into well-being. K. Mazumdar (Mazumdar, 2000) extended the application of the
inverted U hypothesis to explain the relationship between inter-country mequality in
terms of social indicators of development and economic growth,

Quite a wide range of truly interesting studies has been carried out to explain the
mutual dependence between economic growth dynamics and faimess/justice in marerial
wealth distribution, and also in relation 1o state provision of legal social lifts (education
subsidies, crediting of small business etc.) or to informal/shadow social lifts (e.g, via
corruption acts). For example, Eicher, T, et al. (2009) examined how interaction of
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education and corTuption affects mstitutiona] reform and economic development and
found that while corruption reduces average income and education, education increases
not only output and hence potential corruption rents, but also produces more informed

that economies with intermediate levels of education remain in g poverty trap since the
level of skills creates sufficient corruption rents but not enough monitoring at the same
time. Economies with low or high levels of education can escape the poverty trap, ang
inequality Plays the key role in determining whether this occurs through a change in
institutions or expansion of educatiop,

Additionally to that, stimulation of economic  growth through human capital
development has beeq considered in great dea] of detail by John Joshua (2000),

Despite rather wide and detailed research coverage of the relations between social
faimess and economic efficiency for many contemporary €conomies, certain aspects
remain understudied, namely, social/economic priorities in this mutual determinism,
conditions and correlations related to this interdependence, also, theoretica] assumptions

- faimess in materia] wealth distribution, being an important component of social
stability and 2 meaningful precondition for national nnovation potential formation and
development, directly impacts the atlractiveness of an economic system for business;

- faimess in material wealth distribution and €conomic growth dynamics are in the
telations of direct interdependence, that is, a socioeconomic System which already
achieved a certain high level of social fairness, is supposed to get more additional
Opportunities for further economic progress;

- social fairness has the determining role for economic growth, however, the rate of
this determination would differ depending on materia] welfare indicators in a country.

Research structure and methodology

The three hypotheses posed above have predetermined the methodology of our research as well as the very
structure of the study carrjed out,

Table 1. Countries - leaders by the Ginj index and according to the global ranking “Doing Business
2015 (authors® selection from the DB data)

Gini index Doing Business data
Slovenia 23,7 New Zealand 1
Hungary 247 Singapore 2
Denmark 248 Denmark 3
Czech Republic 24,9 South Korea 5
Sweden 249 Norway 6
Netherlands 25,1 United Kingdom 7
Slovak Republic 253 United States 8
Belgium 259 Sweden 9
Austria 263 Estonia 12
Finland 26,8 Finland 13

At the first stage of our research we have evaluated the correlation between the indicators of material wealth
distribution fairness and the rank of business attractiveness of the selected national economic systems. As the
indicators to be tested we have opted to Operate the well known Ginj index along with the business climate
ranking according to the internationally acknowledged “Doing Business” (see Table | above), While testing our
third hypothesis we have also classified the selected countries according the achieved level of socjal fairness in
them and the dynamics of economic growth inside the selected groups. Overall, we haye analyzed and
compared the data on the 70 largest countries in the world. Only the 2015 statistics have been ysed (which
might be the key limitation in our results, actually).
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Conclusions
The carried out analysis of the correlation between Gini index for the selected countries of the world and the
level of their business attractiveness clearly demonstrates there is no obvious dependence between these two
indicators (as we expected). Table 2 presents our analysis by the decile groups (for both Gini index and in
Doing Business ranking). In it, we can see that in all the decile groups the number of the same countries in the
same decile group ranks in hoth rankings is no more than three.

Table 2. Countries with the same decile ranks in both rankings
(Gini index and Doing Business — 2015) (authors’ compilation)

Decile groups
1-10 11-20 2130 31-40 41-30 51-60 61-70
Finland Germany Spain Israel Morocco Argentina Brazil
Sweden Iceland Thailand Philippines

Denmark Australia

Therefore, our first hypothesis — regarding the interrelation between social fairness in material wealth
distribution inside a country and this country’s attractiveness for business - is not confirmed due to lack of
empirical evidence. Despite the abvious influence of a national system of material wealth distribution on the
quality of population life inside a country, and also on the growth of internal consumption and innovation
potential of a local community — today national business prefers more efficient systems of public administration
and more helpful and proactive protection of their private property rights (all of which may be also indirectly
manifested through efficient taxation, external trade, labour protection codes and other elements taken into
account, inter alia, in Doing Business rankings).

Consequently, the statistical analysis proves the sad truth: socially fair and just system of material wealth
distribution is simply not within the area of business interests (despite the growing popularity today of the so-
called corporate business responsibility concept and socially responsible business trend). Thus, socially fair
distribution of wealth s solely a public function. Moreover, for business itself formation of an advanced and
most fair system of material wealth distribution (inter alia, through progressive taxation, state subsidies and
state support for crediting, development of social lifis system etc.) would never have any positive effect. To
prove this, we can tum again to global rankings in which the leading positions i terms of business
attractiveness are occupied by Singapore, South Korea and the USA, and the same countries in terms of Gini
index always go below the level of much less developed countries of Latin America or Africa. At the same
time, we cannot really state that there exists some sort of negative correlation either (growth of social fairness in
the society does not necessarily mean fall in business attractiveness).

Three Scandinavian countries demonstrate that efficient combination of economic efficiency and social faimess
is quite possible. Noteworthy here, at the maximum liberalism in their external national economic policies,
these states have rather strang and maximally efficient internal policies.

Table 3. Correlation between material wealth distribution fairness and economic growth dynamics,
data as 0 2015, by groups of countries (compiled by the authors)

Groups of Criteria of country's belonging to Number of Correlation level
countries this particular group countries ina
group
1 Hardcore GDP per capita — lower than 5000 20 0,03
poverty UsD
countries
2 Poor countries GDP per capita - 5001-10000 USD 12 0,34
3 Average income GDP per capita - 10001 — 20000 12 0,62
countries uUsb
4 Well-to-do GDP per capita - 20001 — 50000 19 0,57
countries UsD
5 Rich countries GDP per capita - over 50001 USD 7 0,72
World average in the sample: 70 0,47
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In its external national economic policies (e.g,, the country s actively protecting
its national producers from foreign competitors; the state not only protects but alsg severely controls the
hydrocarbon exports; and overall, the country is using Tmany means to keep some sort of distance from the EU
other markets), and the level of social fairness in this country js significantly lower (the Gin; index is around
44). This means Scandinavian experience (apart from Norway) proves the success of their doctrine: strong and
efficient state which s active inside a country (inter alja, guaranteeing social faimess) and which js at the same
time inactive and/or not that successful in its external policies (that i, guarantees its national businesses only
fair competitive positions, without overprotection),

Brazil, Argentina and the Philippines demonstrate the opposite, actually: if a state js inefficient in its internal
policies - it is also not capable to implement its external policy. At the same time, South Africa, Namibia or
Georgia managed to reach rather high levels of international business attractiveness, having at the same time (or
maybe partially because of this) inefficient or even inexistent internal social policy.

After the careful analysis of the correlation between social faimess in material wealth distribution and economic
growth dynamics for the selected countries (see Table 3) we got the data which confirms, on the one hand, the
absence of obvious interdependence between these two indicators for 70 countries in the world (the coefficient

Obviously, with the growth of countries’ welfare the rate of positive correlation between social fairness and
economic attractiveness is also growing!

This correlation reaches its maximum in the most wealthy countries of the world in which fairness in material
wealth distribution has found a Way lo convert into the drivers of economic growth. As mechanisms involved in
this conversion we can consider the mentioned aboye innovation potential, opportunities to attract highly
qualified labour force, high-capacity consumer demand, business infrastructure development, presence of
transnational business branches in 2 country etc,

In poor countries there js hardly any correlation between cconomic growth dynamics and social faimess in
material wealth distribution, Thus, we can make a rather obvious conclusion that even the most efficient system
of material wealth distribution between the members of the same society would have little sense if the volume
of this material wealth to be distributed is rather limited. Also, this means that economic growth in poor and
hardcore poor countries (even if the growth is high in its relative terms) is guaranteed and supported not by the
social systems performance and not due to the well performed social role of the state, but thanks to totally
different factors (which would be mostly of economic nature, €.g., availability of resources, Cheap labour force,
Presence of transnationa] carporate branches in a country etc.).

Table 4. Groups’ average indicators (calculated and compiled by the authors)

Groups of countries Average indicator in the group
GDP per capita Gini index Economic growth
1 Hardcore poverty countries 2082 40,74 5
2 Poor countries 7100 47,75 2,69
3 Average income countries 14300 39 3,06
4 Well-to-do countries 37300 31,61 0,16
5 Rich countries 65550 371 2,63

Analysis of average indicators of GDP per capita, Gini index and economic growth leads Us to quite a curious
conclusion: the most wealthy countries of the world are obviously not the most economically dynamic ones and
(what is more interesting) definitely not the most socially fair, As we already noted above, high correlation
between social faimess and economic growth in the group of rich countries enables them to maintain some sort
of “happy medium” level, at which wealth is still distributed in quite a socially unfair manner, but the dynamics
of economic growth s reasonable enough to balance/compensate for that. Thus, social stability is maintained
through extended enmployment and growth of labour productivity, same applies to investment attractiveness
which is maintained via consumption growth and low inflation rates.

Noteworthy, well-to-do countries in this regard find themselves i the most complicated situation,
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Their potential for further economic growth (which they had due to production development and mass
consumption) is quickly exhausting, and at the same time the results of social fajmess policy in the field of

background of very active (and generous) social programs (which often do lack financial grounding) stimulates
only capital outflow from a country, which, as a result, is losing its international business attractiveness.
Therefore, quite a large share of once well-to-do countries eventually find themselves in the group of average
income countries.

The carried out here research on the macroeconomic indicators of the selected countries has been aimed to
reveal the correlation between the national system of material wealth distribution (and its faimess) on one side
and economic efficiency/performance of a country on the other. Our results as well as methodology have quite
wide capacities for further application, both for forecasting purposes and also in terms of policy development
(namely, in planning of national economic regulation measures, in assessments of national economic policy for
its further changes etc.). However, while using all of this further one would need to take into account the
following limitations:

First of all, in this study we used the data on quite a limited number of countries, and a range of intemationally
important actors have been statistically disregarded (including, inter alia, China, Russian Federation and
Nigeria, all three were excluded due to lack of full data on them), Secondly, a serious limitation is that we have
been operating data for one year only - 2015, And finally, the study is limited by the number of the indicators in
question, we have been operating only Gini index and economic growth dynamics.

To overcome these and other potential limitations, we see the following prospects for further research in the
same direction. First of all, more countries worldwide should be taken into account, same applies to the time
framework. Other indicators could/should be taken into account in further research, including the indicator of
fair labour pay, fair distribution of property and assets in a country (this could be especially important for the
countries of the former socialistic camp which have undergone privatization relatively recently) etc,
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