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1. Motivation

• Large successes in global development:
– Inequality between countries decreasing
– Over 1 bill. People lifted out of extreme poverty (Chen, Ravallion, 2013)

• New problems in global development:
– Inequality within countries rising (until 2005)
– Deindustrialization and economic stagnation in the “West“
– Environmental degradation
– Structural fiscal challenges (especially after the 2008/09 world financial crisis)
– Disruption of global supply chains as results of the Covid crisis

• Consequences: 
– Increasing skepticism with regards to international division of labour
– Aversion from the multilateral order
– Anti-globalization sentiments
– Populism on the rise
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1. Motivation

• Necessary policy response:
– New development concepts and models

• Increasing Number of Political Announcements on Inclusive Development
– SDG #16 „Promote peaceful and inclusive societies […] build effective, accountable and inclusive 

institutions at all levels“
– 2016 „G20 Action Plan on the 2030 Agenda for Sustainable Development“: 1st sentence: „The G20 is 

committed to […] build an inclusive and sustainable future for all“. 
– 2017 Hamburg Update calls for „inclusive growth“ (7x), „inclusive business“, „open and inclusive 

multilateral trading-system with the WTO at its core”

• Inclusive development is on the official agenda, but:
– What does that mean?
– How do we measure it?
– How do we achieve it? 
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index (MDI)

Defining inclusive development:

“Societal progress (development) that incorporates participatory empowerment of citizens and 
promotes well-being related outcomes in accordance with sustainability of societal foundations 
(institutions and environment).“

Dörffel, Schuhmann (2022): “What is Inclusive Development? Introducing the Multidimensional Inclusiveness 
Index.” Published in Social Indicator Research.
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index (MDI)

• Selection of Indicators inspired by the Inclusive Development Index (WEF, 2017, 2018)
• Conceptual approach based on Anand et al. (2013), Dreher (2006), Gwartney and Lawson (2006), 

Gygli et al. (2019) as well as Nardo et al. (2005)
• MDI is calculated yearly for up to 171 countries for the time frame 1960 -2018

MDI basic version:

𝑀𝐷𝐼 = 𝐼𝐸 × 𝐼𝐴 = 𝐺𝑖𝑛𝑖𝑖𝑛𝑐𝑜𝑚𝑒 ×

𝐺𝐷𝑃 𝑝. 𝑐.
𝑆𝑎𝑣𝑖𝑛𝑔𝑠/𝐺𝐷𝑃

𝐿𝑖𝑓𝑒 𝐸𝑥𝑝𝑒𝑐𝑡𝑎𝑛𝑐𝑦 𝑎𝑡 𝐵𝑖𝑟𝑡ℎ
𝐻𝑢𝑚𝑎𝑛 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝐼𝑛𝑑𝑒𝑥



7

2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index (MDI)

MDI achievements+ version:

𝑀𝐷𝐼𝐴+ = 𝐼𝐸 × 𝐼𝐴+ = 𝐺𝑖𝑛𝑖𝑖𝑛𝑐𝑜𝑚𝑒 ×

𝐺𝐷𝑃 𝑝. 𝑐.
𝑆𝑎𝑣𝑖𝑛𝑔𝑠/𝐺𝐷𝑃

𝐿𝑖𝑓𝑒 𝐸𝑥𝑝𝑒𝑐𝑡𝑎𝑛𝑐𝑦 𝑎𝑡 𝐵𝑖𝑟𝑡ℎ
𝐻𝑢𝑚𝑎𝑛 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝐼𝑛𝑑𝑒𝑥
𝐿𝑎𝑏𝑜𝑟 𝑃𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑣𝑖𝑡𝑦
𝐸𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜

𝐴𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑛𝑒𝑡 𝑆𝑎𝑣𝑖𝑛𝑔𝑠/𝐺𝑁𝐼
𝐷𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑦 𝑅𝑎𝑡𝑖𝑜

𝐶𝑎𝑟𝑏𝑜𝑛 𝐼𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦/𝐺𝐷𝑃
𝑛𝑎𝑡. 𝑟𝑒𝑠. 𝑑𝑒𝑝𝑙𝑒𝑡𝑖𝑜𝑛/𝐺𝑁𝐼

MDI equity+ version:

𝑀𝐷𝐼𝐸+ = 𝐼𝐸+ × 𝐼𝐴 =

𝐺𝑖𝑛𝑖𝑖𝑛𝑐𝑜𝑚𝑒

𝐺𝑖𝑛𝑖𝑤𝑒𝑎𝑙𝑡ℎ
𝐴𝑡𝑘𝑖𝑛𝑠𝑜𝑛𝑒𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛
𝐴𝑡𝑘𝑖𝑛𝑠𝑜𝑛ℎ𝑒𝑎𝑙𝑡ℎ

×

𝐺𝐷𝑃 𝑝. 𝑐.
𝑆𝑎𝑣𝑖𝑛𝑔𝑠/𝐺𝐷𝑃

𝐿𝑖𝑓𝑒 𝐸𝑥𝑝𝑒𝑐𝑡𝑎𝑛𝑐𝑦 𝑎𝑡 𝐵𝑖𝑟𝑡ℎ
𝐻𝑢𝑚𝑎𝑛 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝐼𝑛𝑑𝑒𝑥



2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Index Composition and 
Variable Weights



2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Correlation coefficients with alternative development indices
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

The Development of the 
MDI Basic Index Scores 
by Continent Averages
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

The Development of the 
MDI Basic Index Scores 
by Continent Averages
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Index scores:
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3. Drivers of Inclusive Development

It is important to appreciate that there are manifold determinants of inclusive development. 

For identifying main drivers of inclusive development, we conduct a qualitative review of growth 
literature and identify the most frequently used variables:

• Economic Development → investment/GDP, trade/GDP, credits/GDP, ICT density index (WDI 
database), bank deposits/GDP (Global Financial Development database)

• Social and Political Stability → Coups (Bjornskov, Rode, 2019), Historical Index of Ethnic 
Fractionalization (Drazanova, 2019)

• Institutional Quality →Support Vector Machines Democracy Index (Gruendler, Krieger, 2016)

• Economic Policies → Inflation, Government Consumption (WDI database)

• Regional heterogeneity → Africa dummy, Latin America dummy

• Structural Change →1-year absolute changes in sector employment (WDI database)
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3. Drivers of Inclusive Development

Investment/GDP → positive impact on inclusive development

Trade/GDP → no impact/slightly positive impact

Credit/GDP → no impact/slightly negative impact

Bank deposit/GDP → positive impact

ICT density → no impact/slightly positive impact

Coups → negative impact

Ethnic Fractionalization → negative impact

Inflation → negative impact

Government Consumption → no impact

Institutional Quality → positive impact

Structural Change → positive impact
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4. Empirical Analysis

• Restricted time frame: 1980-2018

• Looking at different policy response time-frames (5 and 10-year averages)

𝑀𝐷𝐼𝑖,𝑡 = 𝛾𝑀𝐷𝐼𝑖,𝑡−𝑘 + 𝑋′𝑖,𝑡−1𝛽𝑘 + 𝜗𝑖 + η𝑡 + 𝜀𝑖

(1) Two-way fixed effects model

(2) System and Difference GMM model



4. Empirical Analysis

TWFE
(5-year averages)



4. Empirical Analysis

System GMM
(5-year averages)



4. Empirical Analysis

TWFE
(10-year averages)



4. Empirical Analysis

Difference GMM
(10-year averages)
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5. Policy Conclusions

• Inclusive Development seems to be subject to path dependencies
→ governments should make sure to be on a

• Domestic inflation rates are significant 
→ governments need to provide macroeconomic stability 

• Financial depth proxies (credit/GDP, bank deposits/GDP) are 
significant but have different signs; net effect hard to predict

• Government consumption is significant in TWFE in the short-run
→ public sector spendings seem to benefit inclusive development

• Trade is significant only when looking at longer time-frames
→ benefits may come with delay

• Domestic policy responses include targeted social policy, trade, 
inflation, financial sector development
→ confirms some of the core policy fields of Washington Consensus.
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Open Questions/Future Research

1. Establishing causality in empirical analysis

2. Looking closer at the relation between the MDI score and certain political 
outcomes

3. Analyzing the impact of the Covid19 crisis on inclusive development

4. Looking at subnational levels
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Thank you very much for your
attention!
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Index ranking:
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Index ranking:
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Scores in 
Achievements Index Basic 
and Equity Index Plus 
for 2018:
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2. Measurement of Inclusive Development: 
Multidimensional Inclusiveness Index

Data coverage MDI basic:



3. Drivers of Inclusive Development

Papers used
for 
development
literature
review
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Descriptive Statistics
MDI (1980 – 2018)

4. Empirical Analysis



4. Empirical Analysis

Difference GMM
(5-year averages)



4. Empirical Analysis

System GMM
(10-year averages)



4. Empirical Analysis

TWFE for 
MDI achievements plus 
And MDI equity plus
(5-year averages)



4. Empirical Analysis

TWFE for MDI subindices (5-year averages)



4. Empirical Analysis

Robustness Check:
Trade Channels



4. Empirical Analysis

Robustness Check:
Globalization



4. Empirical Analysis

Robustness Check:
Fertility rate and 
population growth
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