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Economic growth has been known to foster human development for long 
term economic stability. The evidence of bi-causality in the human 

development and economic growth nexus is however limited. This paper 
builds on the reverse causality between human development and 
economic growth in context of Pakistan, with the moderating impact of 

political stability. The study applies OLS and VECM on the data collected 
from World Bank Database from year 2006 to 2018. Our findings exhibit 

empirical evidence related to endogenous growth models and a 
significant causal relationship between human development and 
economic growth, moderated by political stability. The relationship is 

further explained by trajectories of happiness, health and income 
redistribution. Our findings suggest efficient reallocation of resources 
towards human development to address post pandemic growth concerns. 
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1. Introduction 
 Pakistan is facing a huge economic crisis in form of upcoming post pandemic recession. As a 
developing country its primary concern is to develop assets that may propel it out of economic recession 
and foster growth in the country to deal with the havoc wrought by Covid-19 and resultant economic, 
political and social vulnerabilities. 

 
Economic growth may be considered a direct trigger for human development for the nature and 

magnitude of investments in the social economy. The economic productivity contributes towards 
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fulfillment of individual and institutional needs for sustaining general well-being. Empirical evidence 
confirms that high economic growth sustained for a longer period of time may result in higher per 
capita income and better living standard addressing basic needs to health and education (Sen, 2000; 
Butler & Kern, 2016). 

 
Where economic growth cannot be considered the sole contributor towards human 

development, its role is undeniable. In absence of economic growth, human capital cannot be expected 
to flourish and expound. There may however be other factors that can strengthen or weaken that 
relationship. Political stability, happiness and health are such factors which may create social capital of 
an economy (Easterlin, 2005). Political sponsorship of human development may play role of a catalyst 
in strengthening the growth and development nexus, as general well-being of masses is not only a 
public objective but also an imperative for sustainable political prowess.  
 

The nature of causal antecedent relevant to economic growth has been addressed through 
empirical literature on economics; however, bi-causality or reverse causality of the situation has only 

been referred to in a perfunctory manner. This study seeks to analyze the reverse causality of the 
relationship between economic growth and human development theoretically and empirically. 

2. Brief Review of Literature 

Historically, Gross Domestic Product (GDP) has been used as an indicator of general well-being 
of a population (Sen, 1990). There may definitely be a positive correlation of productivity and wealth 
generation leading to personal comfort and development, however, distribution of income and the way 
it impacts general well being are the more conclusive factors. Where it cannot be denied that rich 
countries may have a better education and health system, it is also true that some states may prioritize 

growth than development (Solow, 1958). GDP falls short as a measure of wellness owing to its inability 
to reflect the cost of subjective well-being, freedom of thought and cost of living (Jolly, Emmerij & 
Weiss, 2009). 

 
Few alternatives of GDP as a measure of well being have been proposed over time, including 

Genuine Progress Indicator (GPI) based on expenditure patterns (Larsen, 2009), Human Development 
Index (HDI) focusing on human life longevity, literacy and productivity (Cummins et al., 2003) and the 
Millennium Ecosystem Assessment (MEA) focusing on human ecosystem (Carpenter et al., 2009). None 
of these measures captures all aspects of social and physical well-being. Easterlin (2003) argues that 
inadequacy of any singe measure may be attributed to hedonic adaptation of humans to different set of 
choices available in life. The social evaluation of peers compels them to accede to different decisions 
having a long-lasting impact of life, thereby refuting the established set of theories. Eckersley (1999) 
postulated a multivariate model of well-being which may account for social and personal life 
satisfactory as discount factors. 

 
3. Human Development and Growth Linkage 

The theoretical foundations human development could be traced back to Sen’s capability 
strategy theory in 1985 where it was postulated that a person’s well being and development depends 
upon number of vectors performing together in harmony. All developments in human capital formation 
theories can be attributed to the vectors of income health, happiness, education but is not limited to the 
same (Sen, 2000). Human Development Report was the first attempt at classifying not individuals but 
nations with respect to well-being (UNDP, 1990). Literacy rate, average life expectancy and GDP were 
few of the vectors used among others, in the UNDP report. With the passage of time, there has been an 
increase in the vectors, however, crucial elements for economic development like political stability and 
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income inequality have not been added to the criteria, which may have compromised the accuracy of 
the index (Schultz, 2000).  
 

The nature of relationship of growth with human development has been discussed in the 

perspective of growth as a determinant of human development, identifying vicious circle in low growth 
and low human development as well limitations in high growth and staggered human development 
(McAllister, 2005). The staggered development in high growth economies indicates the fact that growth 
and human development relationship may not be direct and there could be other factors mediating the 
nexus. 
 
3.1 Happiness, Well-Being and Health 

Comprehensive review of literature on happiness shows its origin as a way of life from Buddhist 
doctrine. Life satisfaction, well-being and happiness are used interchangeably as a manifestation of 
inner peace and happiness in the Buddhist religion (McAllister, 2005). Self-evaluated happiness has 
been the major assessment tool in literature of well-being (Diener et al., 2009). The GNH framework 

however uses health as the major evaluator of well-being. Diener et al. (1985) developed a multiscale 
assessment of happiness using overall satisfaction from life, based on factor analysis driven from 

cultural aspects. 
 
3.2 Income redistribution and growth  
Income redistribution and growth relationship is not as straight forward as the linkage between income 
inequality and economic development. Sharp in 2004 studied the nexus between income redistribution 
and production efficiency and concluded that income inequality results in decreased productivity as 

growth gets discounted. Some popular means of calculating income inequality through redistribution 
include Atkinson Index, Squared Coefficient of Variation (SCV), and Mean-Log Deviation (MLD) 
(Cardoso, 1993). The link between income redistribution, growth and happiness may also be 
significantly affected by expenditure on health (Bhargava et al., 2001; Mayer, 2001). 

 

Variable  Proxy Description Source 

Economic 

Growth 

E.G Growth may have a strongly positive impact on human 

development as per literature. It is mentioned as a viable indicator 
in competency variables (Solow, 1958). 
  

Word 

Bank 

Human 
Development 

H.D The impact of growth on human development has been discussed, 
but the bi-causality of the relationship is yet to be determined. 
Human development is the primary and perhaps terminal objective 
of economic growth but can it trigger growth in return must also 

be explored (Alkire, 2010). 

Word 
Bank 

Income 
Redistribution 

I.R Income inequality may hinder growth prospects since it decreases 
productivity by compromising incentives to productivity (Anand, 
Sudhir & Sen, 2000). 

Word 
Bank 

Happiness 
Index 

H.I  Happiness index considers general well being and happiness of 
individuals as well as nations. It is a robust indicator of social 
productivity (Adler & Seligman, 2016). 

Word 
Bank 
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Health HL Health as a function of income and social privilege may impact the 
gross national well being of nations in a strategic way. It is vital 
towards determining happiness, average age and mortality (Butler 
& Kern, 2016). 

Word 
Bank 

Political 
Stability 

P.St Political stability may prove vital in mediating the effect of human 
development on economic growth through changing public 
expenditure patterns and fiscal policy (Paul, 1979 Sen, 2000). 

Word 
Bank 

 
4. Method  

Data were collected from the World Bank database over the period of 13 years from 2006-2018. 
Pakistan has always experienced negative ratings on political stability and low rankings on happiness 
index (rank 66) as compared to other emerging economies (see table ). The data collected for happiness 

index reflects on social support and perceived corruption. The differentiating factor between high rank 
and low rank countries seem to be the social harmony between individuals and institutions (World 
Happiness Report, 2020). Pakistan’s rank in 2018 seems to improve owing to regime change and 
perception of lower corruption, scoring an average 5.38 and a maximum of 5.69 points in the year 
2020. 
 

In the same time span Pakistan’s health spending per capita increased to $44.59 from an average 
of $21. Health spending as percentage of GDP however saw a steep decline from year 2007-2012 and 
then regained to maintain average of 2.9%, whereas comparative average for the world economies is 
6.55%. The stark difference in health expenditure may account for decline in general well-being and 
happiness. 
 

 
Figure 1:  Descriptives 
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Source: World Bank Database- UNDP, 2020 

For income inequality and redistribution, the value of Gini income inequality index is 33.5, 
hovering around an average of 31 points. The top 10 % income share of earners is 29.5 %. The world 
average for income of top 10 earners based on n74 countries is 28%. The ratio shows minimum or no 
improvement from an average of 27% in most years. 
 

Pakistan has seen a drastic decline in GDP growth rate from an 5.83 % to a staggering 3 % in 
the year 2020. The long-term growth forecasts for the country look dismal in context of Covid-19 
pandemic and increased pressures for debt servicing. 
 

Political stability has always seen negative values for Pakistan. Pakistan score 94.2 at a 120 
points index for a fragile state. The latest score at political stability index of Pakistan is -2.27, which 
exhibits a weak political scenario. 

 
Human development like other indicators is at a decline from year 2018 onwards. Basic reason 

for this decline is attributed to decrease in expenditure on health and education. The HDI value for 2018 
is 0.560 for Pakistan which indicates state of medium development. 
 

Economic Growth is taken as the dependent variable, whereas Human Development, Income 

Redistribution, Happiness Index and Health as Independent Variables representing Gross National well-
being. Political Stability is taken as a Moderator variable. Descriptive statistics were taken, correlation 
and OLS estimated and Vector Error Correction Model was run on the data for cointegration. 
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4. Findings and discussion 

Descriptive statistics were run on the data and the results are mentioned in table 1.  
 

TABLE 1:  DESCRIPTIVES 
 

Descriptives EG-PAK HD-PAK HI-PAK HL-PAK IR-PAK PS-PAK 

Mean 4.11 0.54 5.24 2.62 31.79 -2.55 

Median 4.53 0.54 5.24 2.65 31.85 -2.54 

Maximum 5.70 0.56 5.47 2.80 34.20 -2.39 

Minimum 1.61 0.52 5.13 2.34 27.30 -2.81 

Std. 
Deviation 

1.38 0.01 0.09 0.16 2.26 0.14 

Skewness -0.49 0.07 1.18 -0.79 -0.61 -0.29 

Kurtosis 2.01 1.61 4.31 2.38 2.40 1.81 

Jarque-Bera 0.81 0.80 3.05 1.21 0.78 0.72 

Probability 0.66 0.66 0.21 0.54 0.67 0.69 

Sum 41.16 5.42 52.47 26.26 317.90 -25.56 

Sum Sq. Dev. 17.16 0.00 0.08 0.23 46.16 0.19 

 
OLS regression (table 2) was run on the data with Economic growth as dependent variable and 

Human development, Income redistribution, Happiness index and health as predictors. The results 
show Human development significant at the level of 10%, with overall predictive power of the model as 
exhibited by Adjusted R2 at 87.80 %. The results show a strong causal relationship between Human 
development and economic growth. 

 
TABLE 2: OLS RESULTS 

 

Variable Coefficient Std. Error t-statistic 

C -51.20 20.72 -2.47 
(0.05) 

HD-PAK 109.29 49.52 2.20 

(0.07) 

HI-PAK 0.68 2.33 0.29 
(0.78) 

HL-PAK -0.31 2.07 -0.15 
(0.88) 

IR-PAK -0.21 0.30 -0.69 

(0.51) 

R-Squared 0.87 Mean dependent Var 4.11 

Adjusted- R Squared 0.78 S.D. dependent var 1.38 

S.E of regression 0.64 Akaike info criterion 2.27 

Sum squared Resid 2.09 Schwarz criterion 2.42 

Log Likelihood -6.36 Hannan-Quinn criterion 2.10 

F-Statistic 9.00 Durbin-Watson stat 2.08 

Prob (F-Statistic) 0.01   
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OLS regression was run again with the moderator Political stability to gauge the effect of 
moderating variable on the relationship between Human development and economic growth. The 
results not only show a higher predictive capacity of the model with Adjusted R2 of 93.48% but also 
turn Human development significant at the level of 5%. The Durbin Watson stat for first order serial 

correlation is 3.31, which is a good sign since it is above 2. 
 
TABLE 3: VAR 
 

Variable Coefficient Std. Error t-statistic 

C -16.54 25.14 -2.47 
(0.54) 

HD-PAK 107.49 40.49 2.20 
(0.05) 

HI-PAK 0.75 1.91 0.29 
(0.71) 

HL-PAK -4.77 2.93 -0.15 
(0.17) 

IR-PAK -0.34 0.25 -0.69 
(0.24) 

PS-PAK 7.10 3.75 1.86 
(0.13) 

R-Squared 0.93 Mean dependent Var 4.11 

Adjusted- R 
Squared 

0.85 S.D. dependent var 1.38 

S.E of regression 0.52 Akaike info criterion 1.84 

Sum squared 

Resid 

1.11 Schwarz criterion 2.02 

Log Likelihood -3.23 Hannan-Quinn criterion 1.64 

F-Statistic 11.47 Durbin-Watson stat                  3.31 

Prob (F-
Statistic) 

0.01 

 
TABLE 4:  CORRELATION 
 
 

Correlation 
t-statistic 
Probability 

 

EG-PAK HD-PAK HI-PAK HL-PAK IR-PAK PS-

PAK 

EG-PAK 1      

HD-PAK 0.93 1     

 7.15 ---     

 0.00 ---     

HI-PAK 0.07 0.05 1    

 0.22 0.15 ---    

 0.83 0.88 ---    

HL-PAK 0.68 0.71 0.09 1   
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 2.64 2.89 0.28 ---   

 0.02 0.01 0.78 ---   

IR-PAK 0.83 0.93 0.09 0.57 1  

 4.30 7.62 0.27 1.99 ---  

 0.00 0.00 0.79 0.08 ---  

PS-PAK 0.84 0.82 0.09 0.90 0.74 1 

 4.46 4.13 0.26 6.12 3.14 --- 

 0.00 0.00 0.79 0.00 0.01 --- 

 
HI_PAK (0.07) has a weak correlation with EG_PAK but HD_PAK (0.68) has a strong correlation 

with EG_PAK. Similarly, IR_PAK (0.83) has a strong correlation with EG_PAK. PS_PAK (0.84) has a 
strong correlation with EG_PAK. The presence of these afore mentioned correlations exhibit a sturdy 
covariance among variables, as mentioned in table 4. 
 

Vector Error Correction analysis is carried out on the data, and the results are explained in able. 

This output includes the analysis of Pakistan in which the EG_PAK as a dependent variable and the 

independent variables are (HL_PAK, IR_PAK, HD_PAK, HI_PAK) and PS_PAK as Moderator. The vector 
error correction equation is as: 
 

VECM:        + ∑   
 
         + ∑   

 
               +        

 
From results the cointegrating equation coefficient is -1.5319 for the error correction term lag 

zero period and coefficient values of x for this lag are PS_PAK= 4.718, IR_PAK =0.282625, 
HI_PAK=1.609658, HD_PAK=73.23038 and the constant c is -45.1584. 
 
The cointegrating equation for the long run model is as follows:  

 

     =        =      -    -        
 
TABLE 5;  VECM 
 

Vector Error Correction 

Standard  Error () t-statistic [] 

EG-PAK (-1) 1  

HL-PAK(-1) 1.43 

 -0.81 

 [1.75] 

C -7.70 

 D(EG-PAK) D(HL-PAK) 

Coint Eq.1 -1.53 -0.05 

 -0.59 -0.06 

 [-2.56] [-0.84] 

C -45.15 1.80 

 -23.80 -2.73 

 [-1.89] [0.66] 

PS-PAK 4.71 1.60 

 -4.49 -0.51 



Review of Economics and Development Studies, Vol. 6 (2) 2020, 351-361 

359 
 

 [1.05] [3.10] 

IR-PAK 0.28 -0.19 

 -0.41 -0.04 

 [0.68] [-4.15] 

HI-PAK 1.60 0.01 

 -2.20 -0.25 

 [0.72] [0.07] 

HD-PAK 73.23 15.72 

 -45.90 -5.27 

 [1.59] [2.98] 

R Squared 0.79 0.91 

Adjusted R squared 0.45 0.78 

Sum Sq.resids 0.86 0.01 

S.E. Equation 0.53 0.06 

F-Statistic 2.32 6.86 

Log Likelihood -2.24 17.23 

Akaike AIC 1.83 -2.49 

Schwarz SC 1.96 -2.36 

Mean dependent 0.28 0.02 

SD dependent 0.72 0.13 

Determinant resid covariance (dof 
adj.) 

0.00 
2.43 E05 

22.26 
-1.83 
-1.53 

Determinant resid covariance 

Log Likelihood 

Akaike AIC 

Schwarz SC 

 
The results in table 6 show value of EG_PAK (-1) =1.00, HL_PAK (-1) =1.43 for the lag period 

zero and constant (    for the cointegrating equation is -7.70131. The R-squared for this lag period is 
0.79 and Adj. R-squared is 0.45. This variance is obtaining by testing different combination of 
endogenous and exogenous variables, F-statistic for this analysis is 2.32. 

5. Conclusion 

This study tests the hypothesis of reverse causality between Human Development and Economic 
growth, with the moderating impact of Political stability. The results show a high degree of causal 
relationship between human development and economic growth and a significant impact of political 
stability as a moderator. The effects of health, income redistribution and happiness index were also 

checked on economic growth and the former were found to be insignificant. 
 

The empirical results of the study suggest that the level of human development would affect 
economic progress of a country over the long term. The results are significant for Pakistan as an 
emerging economy relying heavily on the services sector. Efforts to formulate and develop human 
capital may result in greater economic progress provided the country experiences political stability over 
time. 
 

The policy implications drawn from the study could be intricate with respect to execution in 
times of staggering growth. Fiscal allocation of resources to the prioritized sectors may make 
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substantial difference in human and physical capital formation. The government needs to formulate 
policies for efficient allocation to health and education, incentivize private sector for investments in 
human capital, and strengthen social sector investments to deal with human and political 
vulnerabilities. Economic stability and development may be consequential to social stability and human 

development in post pandemic regime. 
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