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Abstract
The available literature shows that there is a questionable direction of correlation between 
income inequality, redistribution policies, and economic prosperity. Meanwhile, there is 
also a striking claim that rising economic inequality is an immense concern. This paper, 
therefore, aims to summarize the antagonistic thoughts. Moreover, it presents a conceptual 
model and empirically measures the nexus of income inequality and social protection pol-
icy with inclusive development. The fixed effects regression of the panel dataset from 34 
African countries reveals that income inequality is a negative driver but social redistribu-
tion policies are positive drivers of inclusive development in the long run. The control vari-
ables such as inflation, population growth rate, and carbon dioxide emissions stand against 
inclusion. However, the labour force participation rate, freedom score, life expectancy at 
birth, enrolment rate in secondary school and share of employment in industry show a pos-
itive correlation with inclusion.

Keywords  Social security · Exclusion · Social justice · Equity · Inclusive · Ethical 
development

JEL Classification  B55 · H50 · H55

Introduction

Rising economic inequality is a major source of concern in Africa and elsewhere (Stiglitz 
2012; Acemoglu and Robinson 2012; United Nations 2016; WEF 2017; UNDP 2018). 
Thus, social protection schemes are often taken as remedies to redress the externalities of 
inequality. The protection schemes are policies and programs that are intended to reduce 
the vulnerability of the poor to hazards while also empowering them. Hence, the protective, 
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promotive, and transformative roles of social protection have recently attracted the height-
ened consideration of governments and international civil societies (OECD 2019). The pro-
tection schemes have primarily three policy instruments: (1) labour market interventions to 
promote employment and the efficient functioning of labour markets; (2) social insurance 
or contributory schemes to mitigate risks associated with ill-health, disability, unemploy-
ment, and old age; and (3) social assistance, which incorporates government transfers to 
eligible deprived people. The second and third schemes are called "passive social spend-
ing," whereas the first is active (ibid.).

However, the in-depth nexus between inequality, social protection, and economic pros-
perity is complicated, indeterminate, and misleading (Arjona, et  al. 2002). For instance, 
the OECD (2019) report underscores the value of comprehending social protection as an 
"engine of inclusive growth" from "inclusive development lens" (p. 3). The organization 
also claims "the economic impact of social protection investments remains overall poorly 
documented" and there is "complexity of measurement" (p. 21). True, a linear and sim-
plistic relationship between social protection and equity, thereby inclusive development, 
is theoretically and practically inexistent (Rawls 1973; Feldstein and Poterba 1984; Young 
1990; Midgley and Piachaud 2015; Barrientos 2013).

Apart from the mixed and inconclusive hitherto inferences, the main gap in the available 
literature is that most of the inferences are based on purely economic terms (particularly 
growth) and they do not show the whole picture of society and development. The inclusive 
development approach, however, captures not only economic but also social and political 
dimensions (Woldegiorgis 2020a). The other misapprehension in the existing literature is 
that most of the inferences claim that access to social protection in developing countries is 
limited due to the "unaffordability" of social programmes. Nevertheless, there are econom-
ically poor countries, including in Africa, where a significant portion of their population 
has access to social protection. This leads to the fundamental issue of policy choice and 
structural and institutional arrangements. The above premises are the motivation behind 
the current paper. Hence, the objectives of the current paper are the following:

1.	 To recapitulate germane theories and empirics, thereby sketching a conceptual frame-
work which illustrates the transmission segments of social protection into inclusive 
development.

2.	 To identify the principal institutional and structural hurdles and empirically measure 
their role in the inclusive development of Africa.

The research questions are (1) What is the nexus of income inequality and social protection 
with an inclusive development? (2) Is income inequality a statistically significant hurdle for 
inclusive development? (3) Are social protection policies significant drivers of inclusion?

In fact, time-series data for social protection coverage and tax as a percentage of GDP 
is rarely accessible for the selected African countries. Thus, the effect of the variables is 
not controlled in the long-run empirical analysis. However, the African Development Bank 
reports the country policy and institutional assessment (CPIA) index for the social protec-
tion. Therefore, in the paper, the index is used as an alternative proxy for social protection 
in the long-run empirical analysis.

Given its limitations, the exclusive significance of this paper is that it adds to the global 
debate on social protection in three imperative ways. First, it summarizes the theoretical 
and empirical studies. Second, it encompasses a conceptual framework in different con-
texts which shows the transmission mechanism of social protection towards an inclusive 
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development. Third, it provides new empirical evidence on the impact of income inequality 
and social protection policies as drivers of inclusion. In this fashion, the paper promotes 
the notion of an egalitarian, cohesive, and inclusive society. Hence, it may help develop-
ment policymakers and practitioners recognize the emerging issues in development such as 
equity, inclusion, and the role of social protection in their endeavours.

Hence, the remainder of this paper is ordered as follows. “Literature” section compiles 
conceptually pertinent theories and empirical literature about the effects of distributive 
social protection and heightened economic inequality on inclusive development. “Empiri-
cal model and data” section discusses data sources and methodology. Section four presents 
the empirical analysis. The last section concludes with policy implications and wraps up.

Literature

Competing theories of inequality, social policy and inclusion

The effect of greater inequality on economic growth is theoretically indeterminate and 
there are antagonistic arguments. One line of argument claims that inequality does not 
harm economic growth and might even promote it; therefore, social protection spending 
might daunt economic growth (Mirrlees 1971; Ajona et al. 2002, p. 8). The specific argu-
ments are presented as follows. The rich have a higher "savings ratio" than the poor. There-
fore, social redistribution programs retard lending and investment (Saint-Paul and Verdier 
1993; Galor and Zeira 1993; Perotti 1994). Hence, economic growth might be hurt due 
to the subsequent jeopardy in the capital markets (Stiglitz 1969 as cited in Ajona et  al. 
2002). The other justification is that social protection benefits may hurt the economy if 
they discourage people from working and saving and raise unemployment wages (Feldstein 
and Poterba 1984). Social protection may also increase tax burdens that may reduce not 
only economic growth but also innovation (Mirrlees 1971). Moreover, voters and politi-
cians might also politicize social protection programs without proper attention to economic 
activities (Lindbeck 1975, as cited in Ajona et al. 2002).

The second faction claims that inequality hurts economic growth and social protection 
heals it. For instance, Stiglitz (2012) already came clean that he was "mistaken" in his 
earlier publication. His later argument claims that inequality has earth-shattering "prices" 
that cause exclusions, political instabilities, and slow economic growth, even in advanced 
economies like the USA and Western Europe. According to the second faction, investors 
may not collect their mortgages because high inequality deteriorates the purchasing and 
pay-back capabilities of the poor, as poor families have no collateral assets, witnessed dur-
ing the recent economic crisis. Accordingly, the heightened inequality may trigger political 
unrest, which may follow a radical shift in government policy and/or government per se.1 
Persson and Tabellini (1994) underscore that inequality hurts economic growth in such a 

1  According to Ajona et  al. (2002, p. 9), rising income inequality may cause social and political unrest, 
which in turn adversely affects incentives for economic activity such as investment, and hence slows eco-
nomic growth. The inequality may trigger a radical shift in government policy and even the hostile transi-
tion in the entire government. The consequences may also include confiscatory policies, such as uncom-
pensated land reform. Inequality can also lead to tolerance of socially disruptive behaviour like corruption, 
looting, crime, strikes, riots, insurgency, separatist movements, and other moral hazards, as has recently 
happened, inter alia, in South Africa.
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way that "[i]n a society where distributional conflict is more important, political decisions 
are likely to result in policies that allow less private appropriation and therefore less accu-
mulation and less growth" (p. 600). A social protection policy and diligent implementa-
tion are therefore accommodating to manage sickness and unemployment as an insurance 
afforded by social protection, which fosters economic growth (Ahmad et al. 1991). Like-
wise, to harness the second demographic dividend, social protection as a policy instrument 
has been given greater attention in recent demographic studies (Mason et al. 2017). To put 
it in a nutshell, the literature in this line of thought claims that social protection plays a sig-
nificant protective, promotive, and transformative role (OECD 2019).

The third group claims that social protection comprises both active and passive pro-
grams. As pinpointed above, the active programs are mainly labour market innervations to 
promote economic growth, whereas the passive social protections are mainly government 
transfers to vulnerable people. The third faction claims that social protection instruments 
may not directly hurt economic growth, but they may increase the tax burden on inves-
tors and discourage saving and employment, which may ultimately jeopardize economic 
growth to a greater extent (Ajona et al. 2002; OECD 2019).

Even though, in relative terms, the third argument looks the most plausible, the main 
deficiency of all of the factions is that the core of analysis is gross domestic product (GDP). 
Evaluating the success or failure of social protection policy instruments using solely traded 
goods and services is often claimed to be misleading because there are non-traded trans-
formative effects of social protection policies such as social cohesion, business confidence, 
social justice, peace dividend, development sustainability, political stability, and govern-
ance quality that are central to just society and inclusive development. In this aspect, the 
following elucidation helps capture the pertinent dimensions:

Roles of economic redistribution in inclusion

Let alone the earliest philosophical foundations, in the post-war period, the relevance of 
economic equity and social protection has been well explained, especially since the 1970s, 
for instance, inter alia, in Rawls (1973), Miller (1977), Sen (1981), Young (1990) and Gou-
let (1996). It is also worthwhile to note that economic equity and social justice are situated 
at the heart of the inclusive development approach (Empter and Shupe 2012; Acemoglu 
and Robinson 2012; United Nations 2016; WEF 2017; UNDP 2018; Dörffel and Schuh-
mann 2022; Woldegiorgis 2020a, b). In the past, the protective roles of social protection 
and economic distribution were considered mostly from a moral philosophy point of view 
(Rawls 1973; Miller 1977; Sen 1981; Young 1990). This is because protective social 
spending is used to morally reach out exclusively to the marginalized groups within a soci-
ety against economic shocks and poverty.

However, there is now a shift in perspective in recent literature, even if it is less 
branded. According to the new perspective, social protection plays a promotive role too, 
which is against those who refute social protection and income distribution as an engine 
of economic growth. Regarding the promotive role, the proponents justify their argu-
ment that social protection policies in action promote, inter alia, education, health, labour 
productivity at the workplace, income to the poor, and aggregate demand (inclusive eco-
nomic growth) in the long term (Lindert 2004; Cherrier et al. 2013; Alderman and Yem-
tsov 2013). In its transformative role, through economic redistribution, social protection 
redresses, among others, social injustice, exclusion, and structural inequalities (Rawls 
1973; Miller 1977; Sen 1981; Young 1990; Acemoglu and Robinson 2012; OECD 2019). 
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The last two roles of social protection, namely the promotive and transformative roles, are 
now widely advocated by international civil society organizations such as UNDP, ILO, and 
UN.

As unjust social structures and unfair wealth distribution are often caused by institu-
tional and structural motives, inequality should be treated with moral institutions (Rawls 
1973; Miller 1977; Sen 1981; Young 1990; Acemoglu and Robinson 2012). Welfare is 
the subject that is integrated into economics to address morality because, in the sub-
ject, individual and social welfare are addressed (Sen 1981). A close investigation of 
the following theories helps comprehend the conceptual linkage of inequality and social 
protection with inclusion and their counterparts (inequality, social vulnerability, and 
exclusion).

Inclusion and the Rawls theory of justice as fairness

Rawls (1973, p. 4) uses the terms "theory of justice" and "justice as fairness" interchangea-
bly, in that he has a conviction that a set of principles of justice and inclusion are needed in 
development endeavours. Furthermore, to be and not to be just manifests itself not only in 
laws, institutions, and social systems but also in people’s attitudes and dispositions. These 
principles define the appropriate distribution of the benefits and burdens of social coopera-
tion and assign rights and duties. Accordingly, Rawls’ theory of justice has two fundamen-
tal principles of justice (Table 1).

In the table, the first principle stands for justice at an individual level, whereas the sec-
ond is justice at a collective or social level. The first principle underscores that a person in 
a society should have an equal right to the most extensive scheme of equal basic liberties 
compatible with a similar scheme of liberties for others. The second principle underscores 
that the prevailing social and economic inequalities are to be arranged so that they are both 
(a) reasonably expected to be to everyone’s advantage, and (b) attached to positions and 
offices open to all (Rawls 1973, p. 53). The first one is also called "the principle of greatest 
equal liberty." The second principle of justice per se has two principles: "the principle of 
(fair) equality of opportunity" and "the difference principle". The principles are the foun-
dational philosophies of inclusion (UN 2016). They are conceptually linked to the famous 
slogan of the German economist Ludwig Erhard, which claims ‘prosperity for all," laying 
the foundations of the social market economy in Germany and Western Europe (Wold-
egiorgis 2020b).

Fair economic opportunity or equity is literally the economic dimension of inclusion, 
whereas the efficient allocation of social services to "everyone’s advantage" is appar-
ently a social dimension of inclusion. Similarly, democratic equality is a political dimen-
sion of inclusion. Together, economic, social, and political inclusion make up an inclusive 

Table 1   First and second principles of Rawlsian social justice theory

First principle of justice Second principle of justice

“Equally open” “Everyone’s advantage”
Principle of efficiency Difference principle

Equality as careers open to talents/
equality as equality of fair oppor-
tunity

System of natural, lib-
erty, liberal equality

Natural aristocracy, democratic equality
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development. This is in fact in line with the ethical development approach of, inter alia, 
Goulet (1971).

According to Goulet, sustenance, self-esteem, and freedom are the three basic values of 
development that must be considered as morally right. Rawls underscores that an inclusive 
welfare state encourages the principle of "leaving nobody behind." In his own words.

“[N]one should fall below a decent standard of life, and that all should receive cer-
tain protections against accident and misfortune—for example, unemployment com-
pensation and medical care” (p. xv).

He stresses that the "redistribution of income serves this purpose" because redistribu-
tion policies in turn allow one to redress inheritable inequities of wealth incompatible with 
the fair value of political liberties and large disparities of income. In practice, however, the 
endeavour to ensure equality of opportunity is either insufficient or ineffective. Similarly, 
Rawls underlines that in a "just" or "inclusive" and "human" society, (1) everyone accepts 
and knows that the others accept the same principles of justice, and (2) the basic social 
institutions generally satisfy and they are generally known to satisfy these principles (ibid. 
pp. 4–5). In the meantime, if there is a serious violation of justice due to extractive institu-
tions and misbehaviours, Rawls vigilantly justifies the significance of civil disobedience 
(pp. 319–335).

The entitlement or capability theory of justice

According to the Oxford English Dictionary, "entitlement" is defined as the endorsed right 
to have or to pursue something and the acceptance that someone is intrinsically deserv-
ing of freedoms and privileges or special treatment. Equally, Amartya Sen’s entitlement 
approach in development (EAD) claims that every person is naturally advantaged and 
has the right to choose and relish their entitlements and that every person deserves privi-
leges and special handling. Any form of deficiency and exclusion is due to the inability 
to exchange one’s natural privilege (Sen 1981). Likewise, according to the World Bank 
(1991), the universal entitlements of human beings are shared standards of dignity, justice, 
and safety that all people should expect from their governments and societies.2 Accord-
ingly, social protection could be envisaged from this (welfare economics) point of view.

Just like Rawls and Young, Sen underscores the significance of ethical or moral evalu-
ation of social settings, an individual’s effective freedom (’capability’), and equity, or 
fair distribution of opportunities. According to him, the universal rights (entitlements) of 
human beings are shared standards of social dignity, democratic justice, and economic 
equity that all people should expect from states in terms of "being and doing" a natural 
entitlement.3 Sen also claims that moral standards such as “principles of fairness” and 
2  “A person’s capability to live a good life is a natural entitlement manifested in ‘beings and doings’ like 
“being” accepted, educated, employed, healthy, empowered or “doing” like doing well, in good work 
atmosphere, leadership etc. Accordingly, everybody is entitled to social protection.” (See https://​iep.​utm.​
edu/​sen-​cap/. Accessed 26 June 2021).
3  The capability approach of Amartya Sen is in line with the ethical virtues of, inter alia, Martha Nussbaum 
and John Rawls. For further information visit https://​iep.​utm.​edu/​sen-​cap/ and https://​iep.​utm.​edu/​ge-​capab/ 
(Accessed 13 August 2021). According to the philosophy of consequentialism, actions should be assessed 
only in terms of the goodness or badness of their consequences (ibid.). Accordingly, he favours "compre-
hensive consequentialism," which integrates the moral significance of both consequences and principles in 
the process. Consequentialism, ethics, and welfarism claim that all actions, policies, and all forms of institu-
tions should be appraised based on their significant consequences for all humans. In particular, welfarism 
is the economic conception of welfare, and welfare is conceived as utility functions at an individual level, 
whereas social welfare is an aggregation of individual utilities.

https://iep.utm.edu/sen-cap/
https://iep.utm.edu/sen-cap/
https://iep.utm.edu/sen-cap/
https://iep.utm.edu/ge-capab/
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“individual agency” should be introduced to the concept of consequentialism and any pro-
cess to include the interests of those who are adversely affected by the action.

Empirics about the nexus of inequality, social policy and inclusion

Just like the theories discussed above, the empirical studies show an inconclusive, inde-
terminate, and mixed link between inequality, social policy, and inclusion. Terasawa and 
Gates (1998) claim that government transfer payments and social welfare programs are 
likely to reduce economic growth for both developed and developing countries. Their main 
argument is that the welfare programs reduce work incentives and encourage tax avoid-
ance activities. To summarize, the line of literature claims that work disincentives and tax 
avoidances reduce economic growth. For instance, based on the claims of Gwartney et al. 
(1998), Hansson and Henrekson (1994), Nördstrom (1992), Perotti (1996), and Weede 
(1986). Ajona et al. (2002, pp. 32–39) came to the conclusion that public transfers have a 
robust negative impact on economic growth.

Similarly, after the empirical analysis of a large sample of unemployed individuals in 
the United States in 1976, Feldstein and Poterba (1984) also concluded that the upsurge in 
social protection, in the form of unemployment insurance, raises the reservation wages of 
the unemployed. Conversely, dipping into the net unemployment welfare benefits by low-
ering gross benefits or by taxing the benefits can meaningfully lower the average duration 
of unemployment. Conversely, Kula (2018) analysed the data between 1996 and 2015 for 
the USA. Kula indirectly contradicts Feldstein and Poterba by claiming that higher unem-
ployment insurance improves health insurance coverage and health utilization, especially 
during recessions. Accordingly, the increase in social protection helps mitigate some of the 
negative health effects of job loss. On the other hand, Keefer and Knack (1995a) argue that 
social protection transfers have no significant effect on economic growth.

There are other empirical studies that justify the negative impact of inequality and 
the positive impact of social protection-related public transfers, especially on productive 
activities such as health, education, and employment, which have a direct role in economic 
growth (Alesina and Rodrik 1994; Persson and Tabellini 1994; Cashin 1994; Castles and 
Dowrick 1990; Keefer and Knack 1995b; Korpi 1985; Kristov et al. 1992; Landau 1985; 
Lindert 1996; McCallum and Blais 1987; Perotti 1994; as cited in Ajona et al. 2002, pp. 
32–39).

Apart from the controversial findings above, the literature is confined to mainly 
advanced countries. Therefore, the validity of the claims might not always be justified, 
especially in developing countries like Africa. The reason is that if social protection 
programs are well designed, they can even reduce poverty, promote employment, invest-
ment, economic growth, wealth and income inequality. For instance, Omilola and Kan-
iki (2014) claim in black and white that social protection discourages unemployment 
in countries selected for their research in Africa in such a way that, for example, the 
productive safety net programme (PSNP) is the flagship social transfer programme in 
Ethiopia. It provides public works for adults with labour capacity and free direct trans-
fers for those who are unable to perform physical labour due to illness, disability, age, 
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maternity, children, and the elderly. As a result, the PSNP is one of Ethiopia’s exem-
plary social protection systems, with a proven track record of reducing poverty and ine-
quality while fostering economic growth. Correspondingly, most of the social protection 
programs in other African countries are implemented by governments and international 
development partners that together provide nutrition, ensure access to education and 
health, and promote employment, gender inclusion, etc.

Furthermore, social protection programs are included in the constitutions of most 
African countries. For example, the Kenyan constitution in Article 43 guarantees all 
Kenyans their economic, social, and cultural rights, including rights to health, educa-
tion, food, and decent livelihoods. The right to social security is explicitly stated, bind-
ing the state to "provide appropriate social security to persons who are unable to sup-
port themselves and their dependents." Article 41 of the Ethiopian constitution declares 
the right to social protection. Likewise, Sect. 27 (1) (c) of South Africa has a similar 
declaration (Goldblatt 2014). The same is true for the other African countries, including 
Lesotho, Mozambique, Namibia, Rwanda, etc. (Omilola and Kaniki 2014).

However, the social protection programs in African countries are neither the same 
nor equally effective (ibid.). In most countries, the percentage of social insurance cover-
age is minimal, not only due to a lack of capacity but also because of misguided poli-
cies and governance inefficiencies (ibid.). In most African countries, the direct social 
protection programmes encompass conditional and unconditional cash transfers, school 
feeding programmes, food aid, productivity-enhancing programmes (work programmes, 
subsidies targeting the most vulnerable groups). Public works programmes, subsidized 
microfinance and financial services, fee waivers, subsidies, and allowances have shown 
growth-promoting and poverty-reducing effects. The main challenge of African social 
protection programs is not the robustness of their poverty reduction and growth promo-
tion effects, but rather their inadequacy, inconsistency, and administrative inefficiency 
(pp. 26–27).

In summary, the potential reasons for the conflicting empirical results are types of gov-
ernment transfers (Alesina and Rodrik 1994). Moreover, the available empirical studies are 
dominated by the nexus between economic growth, income inequality, and social protec-
tion. Meanwhile, economic growth, equity, and social protection are all important pillars of 
inclusive development (WEF 2017; Woldegiorgis 2020a, b; Dörffel and Schuhmann 2022). 
In this regard; however, there is very limited literature. Therefore, the exclusive merit of 
the current paper is that it summarizes the previous discourses, simulates them in a figura-
tive conceptual framework, and extends the discourses, particularly to inclusiveness, by 
empirically attesting to social protection and equity as the core drivers of inclusion.

Conceptual frameworks

Due to their conceptual significance, the economic, social, and overall effects of active and 
passive social protection (policies) are deliberately presented in separate frameworks.

Figure 1 shows the mixed net economic dividend due to the potential negative effect 
of passive and the positive effect of active social expenditures. In line with this, Yue and 
Tianzhu (2012) argue that there is a need for an optimal balance between productive and 
non-productive public transfers so as to foster long-term economic growth.

However, Fig.  2 demonstrates the overall positive effect of both passive and active 
social expenditures on inclusive development.
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As it is self-explanatory, Fig.  3 shows the significance of economic stability, eco-
nomic redistribution (equity), (social) policies and structures, human capital, political 
freedom, and demographic change as the major drivers of inclusive development.

(↑) Ac�ve Social 
Expenditure

(↑) 
Employment, 
investment  

(↑) Economic 
Growth

(↑) Inclusive
Development

      (↑) Passive 
Social      
Expenditure

(↑)   Tax
(↑)  unemploy‘t

(↓) Economic 
Growth

(↓) Inclusive
Economic 
development

(-) (+) Net 
economic 
dividend 

Fig. 1   Net economic dividend or social welfare. Note: ↑ (increase) ↓ (decrease). Source: plotted by the 
author based on the literature discussed above

(↑) Ac�ve Social 
Expenditure

(↑) social 
investment   

(↑) Economic 
Growth

(↑) Inclusive
Development

      (↑) Passive 
Social      
Expenditure

     (↑) 
Sustainability
Peace & stability

(↑) Business 
confidence  
Economic 
Growth

(↑) Inclusive
Economic 
development

(+) Net 
social
dividend 

Fig. 2   Net economic dividend or social welfare. Source: plotted by the author based on the literature dis-
cussed above

Economic 
Stability and 
Equity

Social 
Policies & 
structures

Inclusive 
Development

Human 
Capital

Poli�cal 
Freedom

Demogra
phic 
change

Fig. 3   Drivers of inclusive development based on the “politico-economic equilibrium”. Source: plotted by 
the author based on Persson and Tabellini (1994)



250	 Journal of Social and Economic Development (2022) 24:241–265

1 3

Empirical model and data

The model

The empirical analysis is based on the overlapping-generations model of economic growth 
articulated by Persson and Tabellini, which they call the "politico-economic equilibrium" 
model. In order to comply with the plagiarism policy and ethical standards, all the steps are 
not portrayed in this paper. Readers are therefore strongly encouraged to refer to Persson 
and Tabellini (1991) and Persson and Tabellini (1994, pp. 602–605) for the detailed steps 
of the model. In a bird’s eye view, in the model construction, it is assumed non-altruistic 
(as opposed to egoistic) individuals live for two periods, which is in contrast to the Ram-
sey–Cass–Koopmans neoclassical growth model, in which individuals are infinitely-lived. 
Non-altruistic individual behaviour is crucial to bringing social protection policies into 
effect. In equilibrium, every individual is assumed to have the same preferences. The ith 
person is born in the t − 1 period and lives until t. In both young and old age, economic 
well-being is represented by a utility function that is constrained by prospective budget 
constraints. The utility function is given by:

where Ct−1
i is the consumption of an individual during t − 1 age, i.e., a young age, whereas 

dt − 1 represents the consumption during old age. The budget constraint is represented

by: where yi is the ith individual’s income during young age, ki
t is the average accumula-

tion of asset of the individual, r is the exogenous rate of return on that asset, and θ is a 
redistributive policy variable in that it takes from those who have invested more than the 
average and gives to those who have invested less than the average. The policy variable θ 
would be interpreted as a proportional capital income tax, which is used to afford equal 
lump-sum transfers (social protection) to every old citizen. θ could also represent the regu-
latory policy such as "patent legislation" or "protection of property rights". It is assumed 
that the average national income is a linear function of the asset already accumulated, 
(w + r)k, where wk and rk represent the average wage to the young and profit to the old, 
respectively. From (10) and the properties of the G(w, r, θ*(w, r, em) and θ*(w, r, em))func-
tions derived above, we obtain some clear-cut and testable ceteris paribus implications:

(1)Ui
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, di
t
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(4)di
t
=

rD(r, �t)(1 − �t)yit − 1 + �tkt

D(r, �t) + r(1 − �t)

(5)Ci
t−1

=
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D(r, �t) + r(1 − �t)
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Combining (7) and (8), the equilibrium policy θ* is a function θ*(w, r, em), defined 
implicitly by

Combining (9) and (6), the economic growth rate in the

As shown in the last equation, a more equal distribution of income increases economic 
growth. In summary, the model reveals individuals’ reactions to social protection policies 
during their active working age and old age. It is now clear that social protection programs 
are financed, inter alia, by taxes. A tax is levied by a democratically elected policymaker. 
Accordingly, the politico-economic model offers a detailed mathematical model of how 
saving or wealth is transferred from the young to the elderly segment of society and how 
social protection policies are voted by the poor and rich. Notably, the model demonstrates 
how economic equity leads to more growth, which is central to the inclusiveness debate 
(WEF 2017; Woldegiorgis 2020a, b; Dörffel and Schuhmann 2022).

Definition of variables, data sources and methods

Definition of variables

(a) Inclusive development
According to Rauniyar and Kanbur (2010, p. 457), "there is no universally agreed defi-

nition of inclusive development. The concept, however, is understood to refer to growth 
coupled with equal opportunities. " According to Sachs (2004a, b) cited in Gupta et  al. 
(2015), the inclusive development concept was introduced as a way "to put stronger 
emphasis on the poorest and most marginalized". As cited in Clarke and Dercon (2009, p. 
12), Lombe and Sherraden (2007, p. 3) claim "[i]nclusion is the realization that everyone 
has essential dignity and everyone has something to contribute." Although there are many 

(6)
gt = G(w, r, �t) =

kt

kt−1 − 1

= wD(r, �t)∕[r + D(r, �t)] − 1

(7)
dUit
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= Ud(.)

[
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]

r
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(9)−
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+ −
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�
(r, �)

wr

r+D(r,�)
= 0

d(r, �) + r(1 − �t)

(10)g∗ = G(w, r, �∗(w, r, em))

(11)dg∗/dem = G
𝜃
𝜃e > 0

(12)dg∗/dw = Gw + G
𝜃
𝜃w > 0 if em < 0
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dimensions to inclusion, economic equity and social justice are pillars (WEF 2017; Wold-
egiorgis 2020a, b; Dörffel and Schuhmann 2022).

For instance, according to the Collins dictionary, "[s]ocial inclusion is the act of mak-
ing all groups of people within a society feel valued and important; […] it is a practice 
by which efforts are made to ensure equal opportunities for all." This means inclusion is 
a practice of warranting equal access to development opportunities and resources for all 
people who might otherwise be excluded or marginalized. This is in line with the general 
principles of inclusive development, viz., leaving no one behind (United Nations 2016) and 
reaching the furthest behind first (UNDP 2018).

Gupta et al. (2015) also claim that "inclusive development" came to the academic litera-
ture for the first time in 1998, but it has become prominent since 2008 (p. 36). The authors 
distinguish between inclusive growth and inclusive development in such a way that the two 
concepts differ in their "structure and components." Inclusive growth is defined as "growth 
that not only creates new economic opportunities, but also one that ensures equal access to 
the opportunities created for all segments of society, particularly for the poor" (Ali and Son 
2007, p. 12). According to Chatterjee (2005), inclusive growth focuses on the inclusive 
process of increasing per capita income through proactive policy towards productive and 
decent employment opportunities and the inclusion of all in access to opportunities.

According to Sachs (2004a, b), as cited in Gupta et al. (2015), the inclusive develop-
ment approach asserts that economic growth may result in the exclusion of some people, 
the concentration of wealth, and segmented labour markets. Therefore, rather than focusing 
on economic growth, it calls for the exercise of civic and political rights and the distribu-
tion of amenities (e.g., health, education, infrastructure) with the view to enabling partici-
pation by all in these amenities. Woldegiorgis (2020a) also puts economic equity and social 
justice guided by moral political-economic institutions and policies at the centre of inclu-
sion. Inclusion must be guided by ethical standards and deeper philosophical analysis so 
that the concept can be embodied in a society. Accordingly, all people have the right to be 
protected. This means inclusive development is a right-based approach, as clearly claimed 
by the entitlement theory, which can be used as an instrument to promote social cohesion 
and peace. Economic policies guided by inclusion are used not only to help the poor but 
also to transform economic growth and society, as well as to proactively combat potential 
political instability.

When it comes to measuring inclusive development, there is no universally accepted 
parameter that gauges inclusive development. The empirical works available are WEF’s 
composite inclusive development indices (2017), Dörffel and Schuhmann (2022), and 
Woldegiorgis (2020a). In this paper, the inclusive development index (IDI) by the same 
author is used because the IDI of the WEF lacks long-term time-series data (see Wolde-
giorgis 2020a). In comparison to the multidimensional inclusive development index (MDI) 
by Dörffel and Schuhmann (2022), the IDI by Woldegiorgis (2020a) comprises more devel-
opment indicators pertinent to developing countries, particularly in Africa. Otherwise, all 
of the three indices follow the same method of simulation.

(b) Social protection policies and inclusion
Given the opponents of social protection policies as explained above, the distributive 

paradigm underscores the significance of social policies in social justice and, thereby, 
inclusion. Miller (1977, p. 19) defines justice as "the manner in which benefits and burdens 
are distributed among persons, where such qualities and relationships can be investigated." 
Galston (1980, p. 5) also defines justice as rightful possession, as cited in Young (1990, p. 
17). According to Young (1990, p. 16), the distributive paradigm defines social justice as 
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"the morally proper distribution of social benefits and burdens among society’s members." 
She underscores that justice includes not only wealth, income, and other material resources 
but also nonmaterial social goods such as rights, opportunity, power, and self-respect. In 
this context, equity and justice coexist.

Young again underlines that "[m]ost theorists take it as given, then, that justice is about 
distributions" (ibid. p.18). Accordingly, she claims "the distributive paradigm is a ten-
dency to conceive social justice and distribution as coextensive concepts" (ibid. p.18). It 
also fits the arguments of Rawls (1973, p. 9): "conception of justice as providing, in the 
first instance, a standard whereby the distributive aspects of the basic structure of society 
are to be assessed". Miller (1977) also underscores that justice is about structural issues 
such as prevailing social relations. Hence, the distributive paradigm is also pattern-ori-
ented. However, Miller does not deny the significance of distributional justice, i.e., equity. 
Accordingly, he argues for a more egalitarian conception of justice (Young 1990, p. 17). 
On the other hand, the Marxists’ socialist perspective, on the other hand, is one of radical 
egalitarian justice with a primary distributional focus. According to Young (1990, p. 18), 
Walzer (1983, pp. 10–13), recommends focusing on the social structures, institutions, and 
processes that determine injustice rather than the distributions. Young criticizes the earlier 
writers in the realm of distributional justice by claiming that they tend to ignore the unjust 
social structures and institutional factors that fundamentally determine material distribu-
tions (p. 18).

Social structures that undermine cultural diversity, ethnic identity, or the haves’ partonic 
behaviour are unjust. In this regard, Rawls (1973) also has a similar stance as he argues 
that "one cannot, in general, assess a conception of justice by its distributive role alone; 
however, this role may be useful in identifying the notion of justice." Therefore, one must 
consider its wider connections, priorities, and institutions" (p. 6). Young also underscores 
that there are many public demands for justice that do not concern primarily the distribu-
tion of material goods rather than moral hazards such as labour exploitation, environmental 
pollution, manipulation of property rights, climate change, inflation, etc. They are caused 
by the economic activity of the rich, which adversely affects the poor. Thus, social justice 
must internalize all the effects. This leads to the conception of Rawls’ "justice as fairness" 
and the following hypothesis:

Hypothesis  not only material distribution but also social structure and institutions are the 
drivers of social justice and equity, thereby enabling inclusion.

(c) Income inequality and inclusion
Income inequality measures how unevenly income is distributed throughout a popula-

tion. The Gini index measures the extent to which the distribution of income (or, in some 
cases, consumption expenditure) among individuals or households within an economy 
deviates from a perfectly equal distribution. Therefore, the empirical model controls for 
income inequality by using the proxy Gini index. As explained above, regarding the impact 
of inequality on development, there are two antagonistic propositions. One of the proposi-
tions claims that inequality does not hurt development, but the other contradicts it. Those 
social protection policies (primarily public transfers and labour market regulations) that 
reduce the risk of becoming poor, assist the poor in managing additional risks, bridge 
jobs, and ensure at least a basic level of welfare for all people. This leads to the following 
hypothesis:
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Hypothesis: social protection policies are significant positive drivers of inclusive 
development.

In the politico-equilibrium model, purely redistributive policies are induced the model.4 
In the model’s economic dimension, redistributive policies are controlled by taxation as a 
percentage of GDP. Time-series data, for tax as a percentage of GDP is rarely accessible 
for African countries. Therefore, in the current empirical analysis, country policy and insti-
tutional assessment (CPIA) for social protection rating (1 = low to 6 = high) is considered 
separately as a proxy for institutional quality. The meta CPIA-social protection rating data 
is extracted from the African Development Bank database.

Methods

After an extensive review of the literature and presenting an analytical frameworks, the 
paper offers empirical evidence to justify that social protection and equity are drivers of 
inclusion. The panel dataset is compiled from the World Development Indicators of the 
World Bank. It is gathered for 34 African countries and analysed using STATA 14 soft-
ware for the time period of 1990 to 2018. The sample countries and time period are chosen 
based on the availability of the CPIA social protection policy index. This is mainly because 
the actual time-series data on coverage of active and passive social protection is hardly 
accessible. Finally, following the econometric regression, a sensitivity analysis is presented 
to check the robustness of the regression.

Discussion of empirical analysis

This section incorporates three sub-sections. First, it presents the descriptive statistics, fol-
lowed by econometric regression and a sensitivity test at the end.

Descriptive statistics

The following statistical summaries help better understand inclusion, its empirical roots, 
and its drivers.

According to the African Development Bank, social inclusion institutions are associ-
ated with gender equality, equity in public resource use, building human resources, social 
protection, and labour and environmental policies, besides regulations. As seen in the two 
graphs, social inclusion does not always imply multidimensional inclusion. Those countries 
with a higher social inclusion policy index might not necessarily have the highest overall 
dimensions of the inclusive development index. This might not only be due to the differ-
ences in the two concepts but also to the selected index parameters. Therefore, the two 
indices should not be contrasted. They should rather be understood separately because the 
first shows the quality of social policy and the latter shows the level of multidimensional 
inclusion. Mauritius, Seychelles, Eswatini, South Africa, Equatorial Guinea, and Ghana are 
among the best performing countries in terms of inclusion, perhaps due to their level of 
development and policy choice, whereas Niger, Chad, Burundi, Togo, Mozambique, and 

4  In purely redistributive policies, those who have invested more than the average give to those who have 
invested less than the average though social protection programs (Persson and Tabellini 1991, p. 4).
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Liberia are among the list of inclusive countries. As it is shown in Fig. 4, the countries that 
are arguably at the top level of social inclusion policy are Rwanda, Ethiopia, and Kenya, 
whereas Somalia and South Sudan are located at the bottom (see Fig. 5; Table 2).

Figure  5 shows the comparison of the selected countries by their level of inclusive 
development index. The inclusive development index score ranges from 1 to 7 (WEF, 
2017; Woldegiorgis 2020a; Dörffel & Schuhmann, 2022). Obviously, the selected countries 
vary in their inclusive development score. Accordingly, Mauritius, Seychelles, Botswana, 
Tunisia, South Africa, Gabon, Ghana, Equatorial Guinea, and Eswatini have higher scores. 
Whereas, Burundi, Niger, Somalia, Liberia, Mozambique, and Gambia have the lowest 
inclusive development score. Bear in mind, Figs. 4 and 5 present different indices. Figure 5 
shows the multidimensional inclusive development index which includes economic, social, 
political, technological, intergenerational, and international inclusion sub-indices (Wold-
egiorgis, 2020a). Whereas, figure 4 portrays the country policy and institutional assessment 
(CPIA) social inclusion index. It should also be clear that CPIA represents the quality of 
policies and institutions. Whereas, inclusive development index (Fig. 5) presents the actual 
status of a country in inclusive development. The main intent of presenting the two figures 
together is to show the discrepancy of inclusive development index and CPIA social inclu-
sion index.

Because of data availability, the number of observations varies for different variables. 
The other eye-catching figure is the minimum inclusiveness index for all African countries 
compared to other countries in the world (i.e., on average 26.8% for the last three dec-
ades). The income inequality represented by the average Gini coefficient is 43.3%, which is 
medium. Based on the data modelled by ILO, the above descriptive statistics table shows 
the average labour force participation rate is about 70% of the economically active labour 
force. It shows that nearly one-third of the active labour force has been wasted in the last 
three decades. The rate of population growth has been 2.6% in the last three decades, which 
is the highest compared to other major economic regions. The secondary education enrol-
ment rate has been less than one-third. However, there has been significant positive change 
in the past decade.

Of the total employment, the employment rate in the industry sector has been very mini-
mal, i.e., 10.5% in the last three decades. The inflation rate has also been high, at 10.5% per 
annum. Compared to the rest of the economic regions, carbon dioxide emissions in Africa 
are 0.15, which is relatively low as it is less than 0.2 kg (world average). However, coun-
tries are apparently being highly deprived because climate change is a global phenomenon.

Econometric regression result

The fixed effects regression of the data from the 34 African countries from the years 1990 
to 2018 shows that social protection policy score is a statistically significant positive deter-
minant of inclusive development. This implies that social protection is a robust positive 
driver of inclusion. As the score is measured by an index, it covers a wide range of policy 
intervention areas, including gender equality, equity of public resource use, human devel-
opment, social protection, and environmental sustainability. Although indices are generally 
less preferable for econometric regression, as an alternative, the social protection policy 
index may be helpful to inform policymakers. As it is shown in the regression table, if 
social protection policy score increases by 1, inclusion increases by 10 and 12-fold in the 
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first and next two models, respectively (see Table 3). The direction of correlation in the 
regression leads to impressive policy implications, whereas income inequality, proxied by 
the Gini coefficient, is the negative driver of inclusion in all the models. Therefore, meas-
ures that favour the poor to minimize inequality are also at the heart of an inclusive devel-
opment approach. In fact, the two drivers of inclusion are not the only policy instruments. 
Therefore, in the panel data regression, the following variables are also controlled due to 
their relevance, as their interaction is meaningful with the drivers.

Accordingly, the freedom score has a positive effect on inclusion in the first two 
models. This affirms the significance of social justice in inclusion, at least as per the 
first and second principles of justice in Rawls’ theory. This is primarily due to the 
Freedom House’s definition of the freedom score, which includes political rights and 
civil liberties, i.e., exactly what Rawls meant by the first and second principles of 
justice. Hence, democratization is the means to economic equity and social justice, 
and thereby inclusion. The logic is clear: civil rights include the ensuring of people’s 
physical and mental integrity, life, and safety; protection from discrimination against 
individual identity, whereas political rights include the right to participate in society, 
politics, the right to a fair trial, etc. If people have freedom of their will and as part of 
collective action, they can meaningfully stand for their economic, social, and political 
rights. Moreover, society protects them in the form of solidarity, i.e., social protection 
during bad days.

Carbon dioxide emissions, population growth, and the inflation rate all work against 
inclusive development, whereas labour force participation, social protection policy, 

Fig. 5   Inclusive development index of Africa in 2018. Source: plotted by the author



258	 Journal of Social and Economic Development (2022) 24:241–265

1 3

life expectancy (as a proxy for health sector performance), enrolment rate in secondary 
education (as an indicator of education sector performance), and percentage of employ-
ment in the industry sector (as a proxy for structural change) foster inclusion, secondary 
school enrolment rates are also highly correlated with technological inclusion (Woldegior-
gis 2020a). The fixed effects regression also shows that the freedom score has a positive 
correlation. However, individual regression shows a negative correlation (see the scatter 
plot). By implication, it shows that freedom per se cannot guarantee inclusion alone. The 
specified models explain that about three-fourths of the within variation is explained by the 

Table 2   Descriptive statistics

Variable Obs Mean Std. Dev Min Max

Inclusive development index (%) 970 26.75624 13.77915 4.539453 91.22741
Gini index income 143 43.27413 6.914414 29.8 65.8
Labour force particpation rate 970 69.8536 11.65311 41.79 91.15
Rate of population growth 970 2.609302 0.9324525 − 6.766223 8.117929
CPIA social protection policy score 473 2.973573 0.5296698 1 4
Life expectancy at birth 966 54.22793 6.687093 26.172 70.17
Enrolment rate at secondary school 562 29.41873 15.64627 5.22076 89.33812
Freedom score 739 58.42625 16.49311 19 93
Percentage of employment in industry 939 10.48646 5.507804 1.86 31.55
CO2 emissions (kg per PPP $ of GDP) 903 0.1511053 0.1348878 0.0047239 1.063928
Inflation rate 871 10.48021 15.17973 − 2.814698 115.3981

Table 3   Panel data regression result

Inclusive development index 
(%)

Model 1 Model 2 Model 3

Gini index income − .2592961 (0.4479574) − .2352354 (.4637206) − .2341049 (.4965711)
Labour force particpation rate .0286217 (0.6897482) .1470149 (.7360601) .1472598 (.7808369)
Rate of population growth − 5.856048 (11.31414) − 5.521451 (11.68447) − 5.512954 (12.40369)
CPIA social protection policy 

score
10.96984** (4.788782) 12.34172** (5.40043) 12.37811* (6.136395)

Life expectancy at birth 1.644687 (1.254578) 1.553881 (1.302325) 1.55391 (1.381302)
Enrollment rate at secondary 

school
.1692153 (0.3104758) .1591237 (.3207074) .1584926 (.3422907)

Freedom score .7605582* (0.3582928) .7544698* (.3697634) .7551231 (.3941722)
Carbon dioxide as % GDP − 42.16035 43.67895) − 41.08504 (45.09429) − 41.34854 (50.41408)
Percentage of employment in 

industry
.4005052 (.6367417) .4027946 (.6894028)

Inflation rate − .0041405 (.2504204)
Constant − 119.4301 (82.01798) − 132.1738 (87.00658) − 132.5813 (93.18809)
R-squ within 0.7520 0.7624 0.7625
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models as R-square is 75.2% and 76.2%. Social inclusion policies plotted against the inclu-
sive development index show a positive correlation (see Figs. 6, 7).
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Fig. 6   scatter plot and line of best fit for inclusive development index and freedom score. Source: Plotted by 
the author
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Sensitivity analysis

Is there endogeneity? Endogeneity ensues when a variable, observed or unobserved, which 
is not included in the models, is related to a variable incorporated into the model. However, 
using Fixed Effects Models addresses endogeneity (by assumption). Therefore, as infer-
ences are made based on a fixed-effects model, there is minimal risk of endogeneity. Is 
there heteroskedasticity? The Modified Wald test for groupwise heteroskedasticity in the 
regression model shows that there is no heteroskedasticity, so there is no need to go for 
robust standard errors. To be specific, the null hypothesis is homoscedasticity, i.e., vari-
ance (σ2) is equal for all individual countries, and the Modified Wald test for groupwise 
heteroskedasticity is not statistically significant. This shows there is a minimum risk of 
heteroskedasticity. Fixed Effects or Random Effects Estimation? The Hausman test (HT) 
is used to choose between a fixed effects estimator and a random-effects estimator. The HT 
is statistically significant for the null hypothesis, i.e., "difference in coefficients not system-
atic." Therefore, the fixed effects estimation is appropriate as it gives a consistent estima-
tor. As the Breusch-Pagan test result yields a significant result, Hence, the OLS estimator 
should not be used. Accordingly, the fixed effects model is the appropriate model. Is there 
multi-collinearity? The correlation matrix shows that there is no high correlation among 
the variables (see Table 4). Therefore, the model is not suspicious of multicollinearity.

Conclusion and policy endorsement

In the available literature, there is an inconclusive direction of correlation between income 
inequality, social redistribution policies, and economic growth. Moreover, the literature 
only magnifies the protective role of social protection for the poor. The current paper, how-
ever, transcends the existing literature in many ways. First of all, the evaluation of the role 
of social protection merely from a tax, public finance, or economic growth point of view 
is found to be shallow and misleading. Therefore, the paper extends the discourse into an 
inclusive development approach in which social justice and economic equity are central. 
In this regard, the exclusive insight of this paper is manifold. First, it summarizes the rel-
evance of the entitlement and social justice theories to the inclusive development notion. 
Accordingly, the entitlement theory of Amartya Sen claims that everybody in society has 
the right to be entitled to basic human needs. Likewise, the social justice theory of John 
Rawls underscores two principles that are relevant to the inclusive development approach. 
The first principle of justice is about "basic liberties". The second principle per se is 
composed of two notions, viz., "fair equality of opportunity" and "difference principle". 
According to the principles of justice, all people are entitled to basic needs ("liberties"), 
equal opportunities within a society and accepted identity (diversity) based on the "differ-
ence principle". The paper also bridges the two theories with the foundational principles 
of inclusion, namely "leaving no one behind" and "reaching the furthest behind first." The 
other virtue of this paper is that it brings the ethical development approach into the inclu-
sion discourse.

Moreover, policymakers often stick to the protective role of social protection. The cur-
rent paper, therefore, upholds the promotive and transformative roles of social protection 
too. Therefore, in the empirical analysis, the inclusive development index is used as a 
dependent variable, not gross domestic product, because the social protections have more 
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than economic advantage. The virtue of the multidimensional inclusion concept is less the-
matised in the classical academic literature. Thus, this paper may humbly inspire further 
research and policy discourse.

No doubt, there is a striking claim that rising economic inequality is currently an 
immense concern. This paper, therefore, summarizes the antagonistic thoughts, models, 
and empirically proves the nexus between income inequality, social protection policy, and 
inclusive development in an argumentative way. As it is rarely easy to find time-series data 
on tax income for the selected African countries, its effect in inclusion could not be cap-
tured in the regression, although social expenditures have a theoretically robust association 
with tax. Moreover, time-series data on social expenditure is hardly available across the 
selected countries. These together show that the presented econometric specification has 
limitations. However, the social policy index is used instead, and impressive results are 
obtained.

The fixed effects regression of the panel dataset from 34 African countries reveals that 
income inequality is a negative driver of inclusion, whereas, social redistribution policies 
are positive drivers of inclusive development in the long run. Based on the empirics, the 
following policy implications could be drawn. In order to foster inclusion and develop-
ment, actors should give critical attention to economic equity and social justice through 
improved social protection policies for those who are in need. Moreover, minimizing infla-
tion, population growth, and carbon dioxide emissions are also relevant for inclusion. Simi-
larly, increasing labour force participation, civil liberty and political freedom, expanding 
health sector investment, secondary school enrolment rate, and share of employment in 
industry sector are critical steps toward achieving a socially cohesive and inclusive society.

Apart from the empirics, the ultimate conclusion from the theoretical literature asserts 
that although active social protection schemes have a direct positive effect on economic 
growth, it is also worthwhile not to undermine the positive role that passive social protec-
tion spending plays in a society, for the fact that they have a positive impact, inter alia, on 
political stability, development sustainability, and business confidence. Accordingly, active 
and passive social protection must be a compulsory universal human right, as the United 
Nations Human Rights Declaration claims (United Nations 2015).5
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