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Abstract Policies designed to pursue an equity-led macroeconomic growth
strategy must take into account feedback effects, with distribution itself influencing macroeconomic outcomes. Under the right conditions, a more equitable distribution of income and opportunities in the form of human
development can be a stimulus to growth, funding further investments in
human development. Developing the policies to create those conditions is
the central challenge for any human development-centered macroeconomic
framework. I review here some macro-level policies that achieve this goal,
identifying a key role for fiscal policy to raise productivity and for monetary
policy to expand employment, a central goal of any macro-inclusive strategy.
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Introduction
A large body of macroeconomics research supports the notion that the distribution of income, assets, and capabilities—whether measured as the functional, size, gender, or ethnic distribution—has implications for the rate of
economic growth and development. Neoclassical economists emphasize
repercussions on the supply side of the economy in the long run, and are
inclined to focus on a narrow set of capabilities (life expectancy and education) as the distributional variable of choice. In contrast, heterodox scholars
using Kaleckian approaches highlight the relationship between the functional
distribution of income and macroeconomic outcomes as shaped by the structure of the economy and institutions, with both demand-side and supply-side
effects in the short and long run. They have, however, given limited formal
consideration to the relationship between capabilities and growth.1
This collective body of work is a useful starting point for developing a
macroeconomic framework that integrates human development concerns. A
human development framework comprises policies that result in the progressive eradication of material deprivation and the expansion of broadly-shared
capabilities. This suggests the need for an inclusive macroeconomic
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framework where the distribution of resources and capabilities is a key policy
target. A human development, equity-focused macroeconomic framework is a
rare species. Such an inclusive macroeconomic approach stands out by identifying real policy targets, such as employment, broadly-shared health and education improvements, economic security, and an equitable distribution of
resources.
This paper considers how human development concerns might be integrated into a Kaleckian macroeconomics framework that already incorporates
income-based equity concerns. A main premise that emerges is that greater
equality can either be a drag on or a stimulus to growth, depending on the
type of inequality and macro-level policies regulating trade and investment.
Under the right conditions, a more equitable distribution of income and
opportunities (in the form of human development) can be a self-sustaining
stimulus to growth, funding further investments in human development.
Developing the policies to create those conditions would be central to
any human development-centered macroeconomic framework, some
examples of which are reviewed here. I supplement this discussion with
simple short-run and long-run models that allow distribution to be altered
in two ways: through increases in the real wage2 and public investments
that enhance income-earning opportunities and expand capabilities.

A human development macroeconomic framework
Several concerns have converged to bring a greater focus on an inclusive
macroeconomics that addresses not only the problems of deprivation and
economic insecurity, but also inequality of well-being. Amartya Sen notes
that equality is a precondition for broadly shared capabilities acquisition
(Robeyns, 2005). Inequality can affect the allocation of resources in ways
that inhibit agency, a fundamental feature of capabilities, due to differential
power of economic elites to constrain democratic participation and voice.
The challenge for governments is to develop mechanisms that promote
broadly shared well-being, thus reducing inequality without, however, sacrificing the aggregate goal of stimulating economic growth. Mainstream macroeconomists have emphasized supply-side expenditures on, most notably,
education, as a means to promote equality. The theoretical problem with
this approach is that it assumes Say’s Law—that supply will create its own
demand. More specifically, it assumes that more education will automatically
be converted into gainful livelihoods at living wages.
Some aspects of globalization—trade and investment liberalization—do
not, however, ensure there will be sufficient employment opportunities to
utilize skills, nor that even when workers find jobs they will have the bargaining power to obtain wages commensurate with skills. Moreover, increased
financial liberalization since the 1970s has given rise to increased economic
volatility, disproportionately more difficult for low-income households to
weather. Supply-side investments in skills alone cannot address this problem.
2
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For their part, heterodox macroeconomists have tended to rely on
income as the distributional measure of well-being. This class of models
demonstrates that higher real wages, for example, may fuel economic
growth under some conditions, especially in closed economies, by increasing
worker consumption and stimulating employment creation. But in open economies, higher wages can trigger economic contractions, especially if firms can
easily relocate and if demand for exports is price-elastic. Negative effects on
investment and exports, in that scenario, are likely to swamp any positive
employment-creating effects derived from increased worker consumption.
This work highlights that efforts to improve the distribution of income can,
under some conditions, reduce aggregate demand and thus employment.
This research can help to illuminate the conditions required for wage-led,
or more broadly, equity-led growth, whereby greater equality in measures of
well-being are compatible with economic growth. Although heterodox
macroeconomic theory has not heretofore explicitly incorporated broader
well-being concerns, the framework fits within a human development
approach because it explicitly emphasizes distribution as a measure of wellbeing. Human development, however, is a broader concept than income,
emphasizing the centrality of people’s choices by providing the conditions
for capabilities acquisition. Capabilities are the conditions or opportunities
that offer people choices about how to live their lives. These conditions
include but are not limited to access to education, a long and healthy life,
access to meaningful employment, and agency (such as freedom of movement
and effective opportunities for voice in decision-making). This approach
expands the notion of well-being beyond measures of income or consumption
bundles to include the conditions for agency. One of those conditions would
be an equitable distribution of material resources and capabilities, both of
which influence agency.
The policy targets of a human development macroeconomic framework
will differ, depending on the structure of the economy and stage of development. In some countries, access to doctors, clean water, women’s access to
land, and sufficient food will be the explicit policy targets. In others, the
primary goals may be social protection and employment at living wages.
Because economic stability is fundamental to being able to use one’s
capabilities to provision for the family, macro-level policies that reduce economic volatility will be part of any human development macroeconomic
strategy.
Robeyns (2005) notes that provision of capabilities is not sufficient.
Without freedom of movement, for example, women will not be able to
convert education into real choices and opportunities. Workers will not be
able to secure wages commensurate with their productivity if firm mobility
undermines worker bargaining power. Power relations, structures of social
stratification, and social norms thus can limit the ability to convert resources
into capabilities. This suggests that beyond promoting the acquisition of capabilities, the role of macro-level policies is to facilitate the conversion of capabilities into real opportunities. Policies that address problems of racial
3
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discrimination, or that reduce women’s care burden will be required to ensure
capabilities can be acted on. A human development macroeconomics policy
agenda then has a much broader scope than what we traditionally consider
the terrain of macroeconomics.
Integration of human development goals into a macroeconomics agenda
requires models and policy research that are capable of accounting for the
complexity of the feedback effects between economic growth and human
development. Although there is empirical evidence that at least some
measures of human development are positively correlated with macroeconomic growth (Ranis and Stewart, 2007), most Kaleckian models and macroeconomic analyses have not fully integrated new research on these linkages.
One particular area of research that finds important human development
feedback effects on economic growth comes from feminist economics. Feminist scholars challenge the implicit assumption in current macroeconomic
thinking that a key factor of production, labor, is a non-produced good or
can be produced costlessly. Gendered macro models and analyses underscore
that the production of labor is gendered, with women providing the bulk of
reproductive (caring) labor, frequently unpaid and invisible in national
accounts. The distribution and level of caring labor, paid or unpaid, influences
macroeconomic outcomes via the effect on labor supply and productivity
(Braunstein et al., 2011).
Human development-type investments that reduce women’s care burden
can stimulate long-run labor productivity growth. This growth occurs because
reduced care burdens allow women to spend more time in paid work, and
because it increases resources invested in children (cross-country evidence
shows that women tend to spend more of their income than men on children). Similarly, higher female wages, improved access to rural health
clinics, and more equitable access to credit for women can all stimulate productivity growth via effects on children’s well-being. A human development
macroeconomics theoretical framework should capture these additional
factors that produce macroeconomic outcomes. Such investments have two
positive effects: they promote gender equality (a form of intergroup equality
but not necessarily class equality) and stimulate growth.
But it should be emphasized that a limited focus on human development
goals cannot be self-sustaining if the growth effects of human development
expenditures are negative, on net. For example, funding of human development through higher taxes on corporations to finance social programs may
induce capital flight and economic slowdown. Policies such as minimum
wage increases and anti-discrimination measures that raise female wages
may have negative macroeconomic effects under some conditions (Blecker
and Seguino, 2002). Moreover, there is no guarantee that households will
use higher incomes to finance human development expenditures that
stimulate growth. Incomes may be diverted to consumption expenditures
(e.g. alcohol abuse or those that lead to obesity) that lower, rather than
raise, productivity, and thus produce inflationary pressures. Further, at some
level, spending on pensions, disabilities, and end-of-life care, while desirable,
4
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may become unaffordable, and thus be macroeconomically infeasible. Amsden
(2010) pointedly underscores the macroeconomic dangers of human development social expenditures that do not stimulate growth and development.
Similarly, growth based on increased inequality of incomes can be
stymied if it leads to deterioration of complementary human resources
required in the production process. Haiti’s long downward trend, due in
great part to parasitic consumption by the elite and failure to invest in the
rural sector, physical infrastructure, and universal education is a case in
point. There are thus potentially positive and negative feedback effects
between growth and human development expenditures. Hence human development proponents must also be macroeconomic realists.
A macroeconomic framework that is equity-focused should be able to
account for both the positive and negative feedback effects between human
development and growth. It should also integrate the short-run and longrun macroeconomic effects of income distribution and public investment,
each of which can—within limits—fund expenditures to secure human development. In Appendix 1 I develop skeletal short-run and long-run macroeconomic models in the Keynes/Kalecki/Kaldor tradition with the added
feature of a role for public investment in promoting human development.
The models, intentionally sparse, serve as heuristic devices to illuminate
some of the linkages between theoretical models and the macroeconomic policies discussed below.
The models yield several interesting results. Human development can be
expanded through higher real wages and public physical and social infrastructure investments. Public investments are self-financing to the extent they
‘crowd in’ private investment in the short run and/or raise labor productivity
in the longer run, stimulating economic growth and thus tax revenues. Under
some, although not all, conditions, higher real wages are a stimulus to growth.
There is a role for government to play in promoting a win –win outcome
through macro-level regulations on, for example, trade, investment, and
finance. Further, because demand and supply growth can get out of gear
(i.e. may not grow at the same rates), macroeconomic management is required
to ensure their equality over time.

Inclusive macroeconomics policies
In this section, I explore macro-level policies that can promote inclusive,
broadly-shared growth. I call this equity-led to identify a focus on policies
that promote both economic growth and greater equality of well-being (not
just income) as a central feature of a human development paradigm. To do
this requires that we recognize the potential macroeconomic pitfall of assuming that greater equality will automatically be a boon to growth. Moreover, we
face the challenge of ensuring that aggregate demand and supply grow at the
same pace, so as to avoid excess demand or supply. Together these goals imply
a key role for government in managing the macroeconomy—a role that is
5
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more expansive in a human development framework but is not incompatible
with Kaleckian-type approaches.
Although specifics of inclusive macroeconomic policy will be particular to
the structure of an economy, we can outline the broad ‘real’ targets of an inclusive macroeconomic framework, based on identifying key social and economic
problems to be addressed by policy. In the process of identifying real targets,
we would also want to consider whether there are salient forms of intergroup
inequality that should be targeted, such as rural –urban disparities, and ethnic
or gender inequality. Obvious basic policy targets include employment, health,
education, and social protection commensurate with the degree of macroeconomic volatility, as well as a reduction of income and wealth inequality.
The discussion that follows is organized into three categories of government intervention that directly promote human development and/or an equitable distribution of resources, enabling individual households to leverage
their own human development investments. These are: fiscal policy, including
public investment that promotes the acquisition of capabilities and stimulates
job growth; monetary policy; and macro-level policies that enable the conversion of capabilities into effective well-being. I do not address issues of environmental sustainability, but they could easily be worked into the agenda outlined
here, with public investment geared towards ‘green’ jobs, and tax policies
shaping incentives for sustainable consumption and production.

Fiscal policy
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Fiscal policies fall into two broad (and overlapping) categories: countercyclical policy and public-sector spending on current consumption and public
investment in infrastructure. While countercyclical policies are important, I
emphasize here some approaches to thinking about public investment in
physical and social infrastructure so as to promote human development.
Public investment has an important role to play in facilitating growth,
especially in the lowest-income countries. Targeted public investment can
leverage private investment, stimulating aggregate demand and employment
growth. The latter can expand opportunities for acquisition of complementary skills required as an economy moves up the technological ladder.
Because public investment can raise economy-wide productivity (Ranis and
Stewart, 2007; Roy and Heuty, 2009), it has two beneficial features. It
creates fiscal space in the long run by stimulating income growth, expanding
the taxable income base. Secondly, well-targeted investment can be antiinflationary if it addresses supply bottlenecks that drive up prices.
Physical infrastructure investments that promote equity and productivity
growth. The first step in prioritizing public investment spending is to identify
key social and economic groups to target, and strategic industries and sectors.
In some countries, the key group will be ethnic minorities; in others, it might
be women or rural inhabitants. I provide examples of public investments in
6
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the case where gender equality is prioritized with reference to some of the
research on linkages between public investment and gender equality.
Research identifies a strong link between physical infrastructure expenditures, women’s unpaid care burden, and the growth of potential output
(Agenor et al., 2010). Targeted investments can reduce women’s unpaid
labor burden, freeing up time to spend in remunerative labor activities,
with benefits for children’s well-being and economy-wide long-run productivity growth.3
For example, improved water and sanitation facilities decrease illness and
time spent fetching water, a major factor adding to the unpaid labor burden in
a number of developing countries. This is considered ‘female’ work; and in
regions where this burden is very high, rates of child labor are also higher,
with negative effects on educational attainment (Edmonds and Pavcnik,
2005). Transportation improvements reduce the time women spend in marketing goods, and they also improve women’s ability to access medical care.
Improvements in mothers’ health have been found to affect children’s
health in utero, with evidence of long-term positive effects on children’s cognitive skills and thus productivity. Further, a large body of evidence indicates
that improvements in women’s access to income result in more resources
invested in children’s health, education, and development. This is due to
women’s propensity to spend a larger share of their income than men on children (Folbre, 2002; Xu, 2007).
These linkages imply that physical infrastructure investments to reduce
women’s care burden and improve their health have long-term economic
benefits in the form of a healthier, more educated and productive workforce
(Agenor, 2008). An added advantage is they contribute to greater gender
equality. It should be noted that the positive effects of this category of physical
infrastructure investment on potential output hold, regardless of whether or
not we focus on the gender-equalizing effect of such spending (Fay et al.,
2005). That is, children’s well-being benefits from physical infrastructure
investments, whether due to reduced care burdens that free up women’s
time for market labor or because children’s access to health and education
are improved directly.
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Public investments that improve livelihoods and stimulate job growth. Public
investments in physical infrastructure (for instance, roads, transportation, irrigation, communications networks) can stimulate job growth as noted above.
Employment growth, while not necessarily income redistributive (between
the wage and profit shares of income),4 generates income for households
that can be used for capabilities expenditures, including education. In this
way, so long as the expansion of total capabilities resulting from employment
expansion disproportionately benefits those at the bottom, the distribution of
capabilities becomes more equitable. Intergroup inequalities in job access
will not automatically be reduced, however, due to various types of social stratification by gender, race, caste, and religion. For example, physical infrastructure investment tends to create ‘male’ jobs.
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Countries can make such investments more gender-responsive by ensuring women’s equitable access to employment created by public infrastructure
projects. On-site care facilities and ensuring access to work close to home
would facilitate this; equal employment opportunity legislation and enforcement as well as quotas also help. Affirmative action policies and spatially-targeted public investment in response to residential segregation can promote
ethnically-balanced job access. These examples are not new. The key point
is that macroeconomic policies have distributional implications and require
associated policies to ensure equitable outcomes.
In contrast to semi-industrialized or fully-industrialized economies, lowincome agricultural economies can target public investments that enhance
farmers’ access to inputs and other resources, thereby raising agricultural productivity. Emerging evidence suggests that relaxing constraints faced by
women farmers is particularly beneficial. Blackden et al. (2006) summarize
research results for sub-Saharan Africa that find gender-equitable access to
inputs, technology, extension services, and credit would increase women
farmers’ agricultural yields by 10 –20%. One constraint women farmers face
is access to credit due to restrictions on their right to own land, which
could otherwise serve as collateral. But even this constraint can be overcome
with appropriate monetary policy, a point I take up in more detail below.
Gender-sensitive agricultural investment can, as a result, increase
domestic food production, lower food prices, and reduce reliance on
imported food, thus relaxing the balance of payments constraint to growth
(Seguino, 2010). The latter suggests the potential for a beneficial demandside effect (import leakages are attenuated). Of course, public investments
that raise agricultural productivity will be beneficial even if not targeted to
closing gender gaps. But there is an additional productivity boost derived
from targeting women in so far as this improves children’s outcomes in the
long run.
Social infrastructure investment. Investments in people’s capabilities have a
public goods quality with positive spillover effects on economy-wide productivity (Ranis and Stewart, 2007). Such investments are therefore more
properly classified as social infrastructure spending rather than government
current consumption or even simply human development expenditures. By
expanding the productive base of the economy, such investments generate
a flow of revenues into the future, made easier if increases in human productivity can be converted to higher incomes. The latter is indeed not
always assured, and thus a challenge for the state is to raise the bargaining
power of workers to support the conversion of productivity into higher
incomes (a challenge I discuss in more detail below).
It should be noted that tax revenues would rise, regardless of the distributional effects of public investment, so long as there is a ‘crowding in’
effect that stimulates output and governments are in a position to collect
taxes on higher firm profits. With globalization, governments are experiencing an eroding tax base, especially due to constraints on taxing corporate
8
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profits, however. This has challenged their ability to recoup on public investment, increasing reliance on labor incomes as a source of revenue.
Social infrastructure is a relatively new and underdeveloped concept and
much more empirical work is needed to identify its quantitative impact on longrun productivity growth. There is, however, already substantial evidence that
social infrastructure spending that addresses key intergroup inequalities has sizeable economy-wide effects. Several studies provide evidence that closing the education gap between boys and girls has a positive effect on economic growth (Hill
and King, 1995). More education for women makes it easier for them to control
their fertility, with more resources available to invest in each child and a positive
effect on the quality of the future labor supply. Further, underinvestment in female
education (as well as female exclusion from jobs and job segregation) results in
selection distortion, reducing the efficiency of such investments. According to
Klasen and Lamanna (2009), per-capita gross domestic product growth rates in
sub-Saharan Africa and South Asia could increase by as much as one percentage
point annually, with gender equality in education.
As these examples suggest, social infrastructure expenditures help governments finance development for the future by generating increased productive capacity. That is, they have a public goods effect, which should not
be classified as social welfare, but rather as investments that produce a
stream of financial and human development returns into the future, thus generating the resources to pay down the debt incurred by the investment.5

Inclusive monetary policy
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Monetary policy is a key tool for promoting equitable distribution and employment growth. This potential has been undermined by the adoption of inflation
targeting. Now the dominant focus of most central banks, this strategy—
which addresses inflationary pressures by raising interest rates—generates
heavy costs in the form of reduced aggregate demand, slower growth, and
higher unemployment. Apart from the broad-brush strokes with which
inflation targeting attacks narrower structural problems, research over the
past 15 years has found that annual inflation rates under 20% are not
harmful to a country’s growth (Pollin and Zhu, 2006).6
Moreover, there is growing evidence that inflation targeting increases
inequality in job access, with disparate effects by race and gender. Unemployment triggered by contractionary monetary policy has been found to lead to
disproportionate layoffs among blacks in the USA relative to whites, and differentially affects women in some developing countries as well as the USA
(Braunstein and Heintz, 2008; Seguino and Heintz, 2012).
A key question is whether we can address inflationary problems in a way
that avoids the negative side-effects that come with inflation targeting. For
many developing countries, inflation is not primarily a demand-side problem
due to excessive expansion of the money supply. Rather, the challenge of
inflationary pressures is strongly linked to supply-side problems of low productivity related to widespread health problems such as HIV/AIDs, poor
9
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transportation networks, and exchange rate pass-through effects on imported
necessities such as food, and more generally, constrained food supplies
(Heintz and Ndikumana, 2011). As can be surmised, inflationary tendencies
might be more efficiently targeted with appropriate public investment
rather than contractionary monetary policy.
Adopting an alternative framework that emphasizes inclusive macroeconomic policy, the central bank would identify ‘real’ (rather than monetary)
targets, determined by identifying the key social and economic problems to
be addressed by policy (Epstein, 2007). As noted in the previous section, an
obvious one is employment and with it, inequality. Under this scenario, the
central bank’s policy goal would shift to employment targeting in place of
inflation targeting. If a country has a particular problem with generating good
jobs for ethnic minorities or women, or more jobs in a particular region of the
country, then the real targeting approach can accommodate such needs.
An example of a policy to reach employment targets would be for the
central bank to identify priority sectors or groups, and provide loan guarantees to banks that extend loans in these areas. In agricultural economies
where women are subsistence farmers, small-scale agriculture is an obvious
choice. Priority might also be given to small-sized and medium-sized
businesses that are labor-intensive and disproportionately employ targeted
groups. Credit could also be directed to large-scale businesses that can demonstrate their ability to promote significant increases in employment relative to
their total spending. Pollin et al. (2006) produce a fully-developed blueprint
for employment-led growth for South Africa using this approach.
In this framework, the private sector would still provide the bulk of
credit, but it would be characterized by low interest rates leveraged with government loan guarantees. Governments would guarantee a certain percentage
of loans extended to priority areas, thereby reducing a bank’s risk exposure
and lowering the cost of lending to borrowers. These loan guarantees substitute for collateral, leveraging access to credit for farmers who do not hold land
titles, including women farmers.
The discussion of inclusive monetary policy presented here is not
exhaustive. Additional features of an inclusive monetary policy would
include, for example, forms of capital controls to stabilize financial flows
and reduce the risk of economic crisis. I leave aside that discussion which
has been covered by a number of heterodox economists. Instead, I want to
hone in on the main point of this section, which is that monetary policy’s
strength lies in its employment generation possibilities, as well as its ability
to overcome asset inequality, whether in the form of land title or other
forms of wealth that serve as collateral. Inclusive monetary policy cannot
be unanchored. To be effective and well targeted, it must be coordinated
with public investment goals. To the extent that public investment reduces
inflationary pressures, central banks can afford to lower interest rates, in
turn making it less costly for governments to finance public investment.
It is worth emphasizing more explicitly that what I am suggesting here is
a partial role-reversal between fiscal and monetary policy in developing
10
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countries that face problems of poor infrastructure, volatility of agricultural
output and prices, and a population that is poor and in ill-health. Those problems, which can raise costs of production and thus contribute to inflation,
can be remedied by the judicious use of fiscal policy that emphasizes the
goal of reducing long-run supply constraints through public investment. Lowering inflationary pressures through public investment leaves more space for
expansionary monetary policy and targeted credit allocation that can stimulate employment generation.

Macro-level policies to stimulate demand and improve bargaining
power
Being a more productive worker is no guarantee that one’s wages will rise, or
that one will even find employment. The former depends on bargaining
power and the latter on the level of aggregate demand. This implies that a
society’s broadly shared prosperity is not determined solely by the level of
education or health. That skills acquisition is insufficient is demonstrated by
the growing gap in the USA between productivity and wages as well as the
gap between women’s education and their access to employment in a
number of developing countries. Moreover, the ‘crowding in’ effect of
public investment will not increase demand for labor if induced private investment simply adds to excess capacity.
Policies that expand the productive capacity of the economy must therefore avoid the trap of Say’s Law. In addition to investments in human development that raise labor productivity, institutions and policies that restore labor’s
bargaining power are required along with measures to ensure a win – win
outcome—that is, higher wages that are a stimulus to growth.
In the current global environment, downward pressure on wages derives
from several factors: a shift in bargaining power of firms due to their mobility
(Choi, 2006; Seguino, 2007); declining unionization rates; pressures on government to promote labor flexibility to increase the ease of shedding
workers; and, in some countries, the declining value of the real minimum
wage, which provides a wage floor.7 Even where wage increases might
improve labor productivity in the short run (due to perceptions of fairness
and thus more labor effort, or for physiological reasons associated with
better nutrition), mobile firms can veto efficiency wage effects by relocating
to or sourcing from lower wage sites before the benefits of higher wages
emerge. Whether firms respond to higher wages by relocating to lower
wage sites or investing in productivity-enhancing processes and product innovations will depend on macro-level policies regulating trade and investment
flows, and financial systems that influence access to credit.
In thinking about how to use macro-level tools to ensure a sufficient level
of demand via an equitable distribution of income, it is useful to recall that
wages have three macro-level effects. These are: a cost of production; a
source of demand; and a stimulus to productivity growth, either by spurring
firms to improve efficiency or through efficiency wage effects. Wages can be
11
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either too high or too low. Why is this so? Wages that are too low hamper productivity growth by reducing the pressure on firms to innovate, leading to a
low-wage, low-productivity equilibrium. But wages that are too high generate
losses in aggregate demand via the negative effect on investment and exports
that can more than offset increases in consumption demand. Macroeconomic
managers then should develop innovative levers to ensure that wages remain
within a target band and to reduce the propensity for firms to escape to lower
wage sites, which would veto beneficial effects of wage increases.8
This is especially needed in developing countries where many small firms
comprise the least powerful link in global commodity chains. They have limited
bargaining power relative to multinationals at the top of the commodity chain
that source globally, thereby squeezing not only wages but also profits of the
subcontracting firm. The capacity of such small firms to maintain and
improve competitiveness without lowering wages is circumscribed by the
shortage of retained earnings with which to finance productivity improvements (Kaplinsky, 2005). Targeting such firms for affordable credit, organizational and technical assistance for domestic entrepreneurs, and government
efforts to incentive foreign firms to share technology solve several macrolevel problems. Domestic firms can improve their chances of generating
foreign exchange. Downward pressure on wages is alleviated as productivity
increases, and domestic demand and thus employment are stimulated.
This suggests the importance of integrating fiscal and monetary policy with
longer-run development strategies. A challenge for low-income and middleincome countries in particular is to give a central role to development of industrial and agricultural policies to move the economy up the productivity ladder,
and into the production of goods for which rents are possible—that is, goods produced in increasing-returns industries and where product differentiation is feasible (Memis and Montes, 2008). In those types of industries, it becomes more
feasible to raise wages without incurring negative effects on product demand.
Some countries have successfully managed trade and investment competition in order to move their economies up the ladder to higher valued-added
production, using both carrots and sticks to incentivize domestic firms,
controlling cross border flows of foreign direct investment and capital, and
promoting multinational technology transfer to domestic firms. The sticks
have been in the form of performance targets. In the case of South Korea,
the targets were investment and export goals. An employment target can be
woven into such incentive structures. By expanding the macroeconomic
policy vista to include methods of influencing trade, foreign direct investment, and finance, we can develop a comprehensive framework for altering
the bargaining relationship between firms and workers, as well as the relationship between distribution and the level of aggregate demand.
Embedded in those development policies would be strategies for managing trade and foreign direct investment in ways that incentivize firms to
share the rewards of productivity growth with workers, create backward linkages that stimulate demand, and share best-practice technology (Chang,
2002).9 While the precise policies differ widely, what countries like
12
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Singapore, Taiwan, South Korea, China, and Japan have had in common is a
‘managed market’ approach and a commitment to strategic economic openness— that is, a flexible policy approach tailored to achieving the domestic
goals of promoting industrialization and rising standards of living while pursuing the means to acquire advanced technologies.
Figure 1 provides examples of some of the inclusive macroeconomic policies discussed in this section, according to stage of development. This is not
an exhaustive list (e.g. efforts to overcome ethnic inequality will be countryspecific), but does illustrate how targets and tools will differ, depending on the
structure of the economy and salient inequalities.

Conclusion
This paper brings together several strands of research: heterodox macroeconomic models interrogating the relationship between income distribution
and growth; the capability approach as operationalized in human development theories; and feminist economics that explores the role of a particular
type of intergroup inequality and its relation to economy-wide well-being.
These three branches of thought can be combined to offer a cohesive framework for addressing the goals of human development and equality in ways that
are macroeconomically sustainable. Creating the conditions for an equity-led
growth path will require targeted public investment, policies to improve
worker bargaining power, macro-level regulation that incentivizes firms to
share productivity gains with workers, and attention to the impact of
gender inequality on growth and development.
I have emphasized public investment as a key ingredient of an inclusive
macroeconomic strategy, serving three interrelated purposes. It stimulates
demand and therefore employment; it creates productive capacity; and it
can improve the distribution of capabilities. I call attention to evidence that
has circulated for some time—that public investment can crowd in private
investment.10 But, in addition, the ability of targeted public investment to
address fundamental inequalities is also worthy of greater attention and incorporation into macroeconomic policy-making.
I highlight here the role of public investment in both physical and social
infrastructure, each with the potential to raise economy-wide productivity, stimulating private investment, and thus job growth. The investment nature of
such public spending suggests that, if well targeted, it can generate a flow
of revenues into the future. In this sense, appropriate public-sector investment targets can create fiscal space. I also suggest that fiscal policy could
be used to address inflationary pressures by funding social and physical infrastructure (for roads, R&D in agriculture and industry, irrigation, clean water,
HIV/AIDs). Public investment can be targeted to address and alleviate inequalities in productive capacity, access to jobs, and care responsibilities that
inhibit labor market participation.
It would be macroeconomically naı̈ve to assume that we can easily attain
a win –win –win outcome—greater equality, economic growth, and expanded
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FIGURE 1. Examples of inclusive macroeconomic policies by stage of development
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human development. There is no guarantee that more skills or better health
will translate into higher earnings in the face of weak bargaining power of
workers, which can then result in slack demand. A central job of macrolevel policies then is to promote demand, via a variety of strategies, including
trade and investment policies that rebalance workers’ bargaining power and
incentivize firms to share the benefit of increases in earnings with workers.
Adopting employment targets in place of inflation targets permits monetary
policy to generate affordable credit targeted to priority sectors, thus producing a demand-side stimulus that can fuel growth.
The state’s role in influencing distribution and in incentivizing firms to
align their profit goals with that of society as a whole is key. The challenge
is in carefully defining that role, and in expanding research to understand
the types of public investment required to crowd in private investment that
also produce intergroup equality.
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1 Some notable exceptions exist. Dutt (2010), for example, explores the macroeconomic
implications of education.
2 In the short run, real wage increases cause the profit share of income to decline, holding productivity constant (i.e. assuming that there are no efficiency wage effects) by forcing down
the firm’s mark-up rate. If real wages do stimulate proportionate increases in worker effort in
the short run, then downward pressure on the mark-up is attenuated or even neutralized,
workers are better off, and the distribution of income is unchanged, thus avoiding any
macroeconomic pitfalls. Throughout this paper, I focus my discussions on the narrower
case where real wage hikes are not matched by productivity increases in the short run.
3 These effects are captured in the model in Appendix 1 in Equation (14′ ) (both l and H rise
in response to a reduction in women’s care burden).
4 Making the restrictive assumption that unemployment is sufficiently high that an increase
in output does not put upward pressure on wages, employment expansion nevertheless
increases the wage bill (i.e. the money wage rate multiplied by the number of employed).
5 This can be formalized as an intertemporal budget constraint—see Equation (13) in Appendix 1—although there are other approaches that disaggregate public investment from
current expenditures.
6 The inflation rate threshold (at which growth turns negative) differs by level of development.
The threshold is highest for low-income countries (between 14 and 23 %), while for middleincome countries it lies between 14 and 16%, and between 15 and 18% for the full sample of
countries (including the OECD). These are well above current inflation targets of 3–5%.
7 Some notable exceptions to the declining value of minimum wages are from the left-ofcenter governments in Latin America (Cornia and Martorano, 2010).
8 In terms of the short-run model in Appendix 2, this would imply a policy that would reduce
the size of the profitability effect (f1) in the investment function (Equation (4)).
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9 For a comprehensive discussion of the factors that mediate the effects of foreign direct
investment on inequality, see Cornia (2011).
10 Agenor (2008) provides a useful review of studies on this topic. See also Bose et al. (2007),
who find that government capital expenditures are positively and significantly correlated
with economic growth, while current expenditures have an insignificant effect. Further disaggregating what are typically defined as current expenditures, however, the authors find
that government investment in education is significantly associated with growth.
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Appendix 1. Income distribution and human development in
Kaleckian models
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I develop here skeletal short-run and long-run macroeconomic models in the
Keynes/Kalecki/Kaldor tradition, featuring a role for public investment in
promoting human development.
Demand-constrained growth in the short run.
In most heterodox macro models, the distributional variable in the short run is
income. Here I consider the short-run effects of two types of equality: income
and capabilities. Income can be redistributed via an exogenous increase in the
real wage (possibly policy-induced such as through a higher minimum wage).
Capabilities can be directly expanded via policies that stimulate output and
thus employment increases, since more households will have income to
invest in these measures of well-being. Alternatively, public investment can
serve to directly leverage capabilities expansion as described in the section
‘Inclusive Macroeconomics Policies’.
Ignoring, for simplicity, a variety of structural conditions that also shape
distributional dynamics, a simple short-run model can be developed around
the macroeconomic equilibrium condition in a closed economy:A1


gS + t − vC − vI = gI

805

810

815

where gS is private saving, t is taxes, vC is government consumption spending,
vI is public investment, and is gI desired private investment. All variables are
normalized by the capital stock K. Examples of government consumption (or
current expenditures) include defense spending, non-innovation generating
subsidies to businesses, and pension transfers. Public investment may be
directed to social or physical infrastructure spending as discussed in the
section ‘Fiscal Policy’.
Assuming saving propensities of non-capitalists are zero for simplicity,
then savings are determined by the tax rate, assumed to be a flat tax, the
saving propensity of capitalists, and the profit rate or:
gS = (1 − t)sp r

820

(1)

(2)

where t is the tax rate, sp is the propensity to save out of profit income, and r
is the profit rate. The latter is simply an accounting relationship:
    
R
R Y
=
= pu
r=
K
Y K

(3)

825

where R is total profits, Y is national income, p is the profit share of income,
and u ¼Y/K is the output-capital ratio, a measure of capacity utilization and
thus a proxy for aggregate demand.
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835

Private investment spending is a positive function of the profit rate, and
thus, the profit share of income, capacity utilization (capturing the ‘accelerator’ effect), as well as public investment in physical and social infrastructure
(reflecting ‘crowding in’ effects):
gI = fo + f1 (1 − t)p + f2 u + f3 vI .

(4)

The price equation, with firm mark-ups over unit labor costs, is:
840

845

P = (1 + m)wb

where P is prices; m is the mark-up rate over prime unit labor costs, reflecting
the firm’s degree of monopoly power; w is the nominal wage rate; and b is the
labor coefficient (the inverse of labor productivity). The distribution of
income between wages and profits can be derived from the national
income identity :
PX = wBX + pPX

850

(5)

(6)

where X is output. From this, we can develop an explicit expression for the
profit share of income:

p = 1 − vb,

(7)

855

which indicates the profit share is inversely related to the real wage v and the
labor coefficient.
Taxes in proportion to the capital stock are:
860

t = tu.

(8)

Finally, the budget surplus (deficit) is:
865

870




t u − vC − vI .

(9)

Substituting Equations (2), (3), (4) and (8) into (1) yields the IS curve:
(1 − t)sp pu + tu − vC − vI = fo + f1 (1 − t)p + f2 u + f3 vI .

(1′ )

19

S. Seguino
875

Solving for u, the equilibrium rate of capacity utilization (our proxy for aggregate demand), the explicit solution is:





1
u=
fo + f1 (1 − t)p + vC + (1 + f3 )vI .
sp p(1 − t) + t − f2
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(10)

The first term on the right is the multiplier, assumed positive for Keynesian
stability (private and public savings must respond more strongly to an increase
in output than private investment).
This modified IS curve can be used to demonstrate the effects of a redistribution on equilibrium output and employment in the short run.A2 In addition to
a change in the real wage, greater equality of well-being can be induced by some
types of public investment in social and physical infrastructure. Both can
promote human development goals if the impact is not contractionary. To
that end, I conduct comparative statics on these two illustrative cases.
I turn first to the impact of a change in the profit share (say, due to a lower
real wage, holding b constant) by totally differentiating Equation (10), yielding:


1 sp u − f1 (1 − t)
du
=
.
(11)
d p sp p(1 − t) + t − f2
The sign of this derivative tells us whether a redistribution is expansionary or
contractionary
with consequent effects on employment. A positive derivative


du
. 0 implies a ‘trickle-down’ (profit-led) regime—a lower real wage
dp
increases output, employment, and growth, highlighting the pitfalls of redistributive policies. This outcome will be more likely, the larger f1 (i.e. the more
du
‘footloose’ firms are). Conversely,
, 0 implies the economy is wage-led—
dp
a higher real wage improves worker consumption and expands employment.A3 This can happen if the induced consumption from higher real wages
swamps the negative effect of higher wages on firm profits and thus business
spending. It is an empirical question as to whether economies are wage-led
or profit-led although state-level policies can influence the strength of the
effects as discussed in the section ‘Macro-level Policies to Stimulate Demand
and Improve Bargaining Power’.
Public investment serves as another vehicle to promote broadly shared
well-being. Assuming it is funded by borrowing (and thus tu = vC ), differentiating Equation (10) with respect to u and vI yields:


1 + f3
du
=
. 0.
(12)
dvI sp p(1 − t) + t − f2
This slope is unambiguously positive in sign. Public investment provides an
additional boost to output and thus employment via the ‘crowding in’ effect,
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f3. The result is not surprising.A4 Rather, the concerns about deficit government spending relate to the longer-term problem of financing debt repayment.
The sustainability of debt-financed public investment is influenced by the
impact of public investments on national income and associated tax revenues
used to repay the debt.A5 Assuming the initial budget deficit is zero, governments face an intertemporal budget constraint:


T 
T 


1 a  I 
1 a C
(13)
tu v =
v + vI .
1+i
1+i
a=1
a=1
The term on the left of the equality sign in Equation (13) is the present
value of tax revenues accumulated over T years of fiscal expansion, where
a is the year, i is the interest rate, and uvI . 0 from Equation (12). That is,
public investment stimulates output, with a positive impact on tax revenues.
The term on the right side of the equality represents the present value of
current expenditures and public investment. These results suggest public
investment vI has the potential to be self-financing, depending on the
extent to which output u responds positively, via the leveraging of private
investment and the multiplier effect of government spending.
This simple static model emphasizes the ‘real’ side without explicit consideration of money, expectations, and inflationary dynamics. However, it
helps to identify the pathways by which public investment and explicitly
redistributive policies—higher minimum wages, support for unionization,
wage guidelines, anti-discrimination legislation and enforcement that reduce
gender and racial/ethnic wage discrimination—can have a beneficial effect
on output and employment in the short run.
Long-run growth and distribution
While not all expansions of capabilities have macroeconomic effects, some have
observable effects on labor productivity. As a result, carefully identified public
expenditures have the potential to raise the long-run productivity growth rate of
the economy, thus reducing inflationary pressures and with that, alleviating the
central bank’s propensity to raise interest rates. I present here a skeletal growth
model that incorporates the role of distribution of income and capabilities:A6

955

yP = l + b

(14)

b = fo + f1 gD + f2 H

(15)

gD = yP

(16)

960
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Equation (14) describes the growth rate of potential output yPas a positive function of the growth rate of the labor force l, assumed exogenous,A7
and endogenously-determined productivity growth b.
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Equation (15) models productivity growth as function of the growth of
demand-induced output gD, the quality of the labor supply H, and autonomous
technical progress fo . Demand growth is determined by the independent variables identified in Equation (10). The stimulus to potential output provided by
the rate of growth of aggregate demand gD represents labor-augmenting technical progress or the Verdoorn effect (productivity growth induced by increasing returns, process innovation, and new ideas embodied in investment) as
well as learning-by-doing effects (Amsden, 1992).
H captures the level of human development, which positively affects the
productivity of labor. Equation (16) is the condition for sustainable steadystate growth, which requires that demand and supply grow at the same
rates. From the short-run model, distribution affects demand growth, with
the profit share (negatively related to the real wage) and public investment
our key distributional variables.A8
A variety of factors can induce increases in H: government and household
expenditures on aspects of human development such as children’s education
and health, publicly-financed extension services, and adult training. Greater
income equality can induce household expenditures that promote human
development, according to recent endogenous growth-theoretic research.
Substituting Equation (15) into Equation (14) and incorporating the
effect of distribution on productivity growth, transmitted through the
impact on labor quality and demand growth, we obtain:




yP = l + fo + f1 gD p, vI + f2 H p, vI

990
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(14′ )

−,+

with hypothesized signs beneath independent variables. The impact of a
change in the profit share (via, for example, a lower real wage) on demandinduced growth is ambiguous, and depends on whether the economy is
wage- or profit-led from Equation (11). In contrast, public investment in infrastructure has an unambiguously positive effect on potential output growth.
The steady-state growth rate g ∗ at which gD − yP = 0 is:




1
l + fo + f2 H .
(17)
g∗ =
1−f
In the event the growth of demand and potential output get out of gear, a
variety of adjustment mechanisms might ensure that growth can be sustained
at a steady-state equilibrium (Palley, 2002; Setterfield, 2006; Dutt, 2010). A full
elaboration of these is beyond the scope of this paper, but the point to be
emphasized is that, absent economically-salutary endogenous adjustment in
response to a distributional shock, the government has a key role to play by
using countercyclical policy as well as public investment to ensure the
balance of demand and output growth.
For example, an initial improvement in human development, H, induced
by an increase in public investment, is likely to have a positive effect on
22
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1020

demand growth and potential output. But even this can lead to macroeconomic imbalances. That is because excess supply will emerge unless such
investments induce demand to grow at the same higher rate. Fine-tuned targeted policies that promote productivity growth and sufficient demand to
absorb the added productive capacity are required to ensure their equality.
Some countries serve as role-models of this approach to macroeconomic management, having enacted active labor market policies and social protection
programs that support long-run productivity growth, as well as incentive
mechanisms to ensure wages match productivity growth.

Notes to the Appendix
1025
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A1.

A closed economy specification is not a very realistic assumption, and inclusion of net
exports can yield important and interesting distributional insights (Blecker, 2002). But for
the purposes of this paper, I simplify by narrowing our focus to consider the
macroeconomic effects of directly altering distribution and public investment.

A2.

For examples of models that reflect the stylized features of economies with differing structures and social relations, see, for example, Taylor (2004).

A3.

See Bhaduri and Marglin (1990) for a discussion of the elasticity conditions of these derivatives that result in either ‘cooperative’ or ‘conflictive’ regimes.

A4.

The impact would be less positive were we to model this to capture the negative effect of
higher interest rates on private investment. Available evidence from a wide spectrum of
studies shows, however, the net effect is positive (Bose et al., 2007; Agenor, 2008). Several
studies provide evidence that, in addition to the positive effects of infrastructure on economic growth, income inequality declines with higher infrastructure quantity and quality
(Estache et al., 2002; Calderón and Servén, 2004). For a review of literature that finds
weak or no effects of infrastructure investment on growth, see Bayraktar and MorenoDodson (2010).

A5.

This discussion draws on Roy and Heuty’s (2009) human development approach to analyzing the financial solvency and sustainability of government debt financing, although
there are other methods for treating public investment separately from current expenditures in setting fiscal targets. This does not resolve the fact that securing financing for
development is an important roadblock for poor countries. But it does address the
limited understanding of the linkages between public investments and longer-run
growth. Among the strategies to reduce borrowing constraints is to implement capital
controls, reducing the foreign reserve holdings required to protect countries against
the risks of financial crises engendered by speculation on foreign exchange markets.
For a fuller discussion of these issues, see Roy and Heuty (2009) and Epstein et al. (2005).

A6.

Inclusion of open economy constraints complicates the model in useful ways, but here we
attend to our primary focus on distributional and public investment implications.

A7.

Here, too, we simplify in order to discipline our focus although fertility and female labor
force participation rates have been found to vary with women’s bargaining power.

A8.

Movements up the industrial ladder require a complementary force of qualified workers,
and similarly a more educated workforce in the absence of capital investment is inefficient
and unsustainable. A useful extension would be to include an interaction term, reflecting
the complementarity of physical and human development in the production process.
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