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Abstract—The paper presents the study of models for social
and economic development of states, based on their indicators of
sector efficiency and social development, incorporated in a factor
model. The object of the study is a sample of developed and
developing countries. The subject of the study is the selection of
quantitative parameters of social and economic development
models.

The paper describes the system of models for the states with
different social and economic development levels and presents the
main provisions for collection and processing of data. As the
discussion unfolds, we select the analytical methods and use the
correlation and regression analysis to identify the main factors
the define social utility.

The actuality of this research lies in the fact that, at present,
there is a redistribution of gross added value and GDP in the
world towards countries - consumers. The backwardness of this
social and economic structure is due to the situation in the
international division of labor. The dualism of a social and
economic system in these states is related to the priority that is
given to market mechanisms over social policy in the context of
globalization. We suggest that it is the social utility that should
ensure the multi-sided development of human potential, which in
turn contributes to the economic growth.

A special attention in building the models is given to
estimation of the parameters for the countries that showed
maximum divergence (residuals) of indicators, characterizing the
social stratification and the development of human potential
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I. INTRODUCTION

After the end of the Second World War and collapse of the
colonial system there appeared a group of countries in the
world map that were named as the third world counties.

At that time Russia and the United States were the major
political rivals, with Russia heading the so-called socialist
block countries, while the United States heading the capitalist
countries. There was an unreconciled conflict between the
rival systems for the future of developing countries in all the
domains from industrial espionage and infamous “brain
wash” to political sabotage and expansive military intrusions
aimed at overthrowing the undesired regimes.

Until the end of the 80-s, each of the antagonistic sides
tried to create its own zone of influence, attempting to
maximize their power in the third world countries. This leads
to the emergence of countries with socialist orientation, that
fell into the zone of interest of the USSR.

However, in the very beginning of the 90-s, after the
USSR disintegration and the socialist camp collapse, the
situation changed dramatically. The unipolar world, headed by
the United States, evolved into a bio-polar one, with the
second pole being divided between the European countries
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and Japan. Other countries were considered to be satellites
equally distant from the center and depending on the
functions, which they performed in a newly formed system of
coordinates. Russia found itself among second-tier countries
with relatively low level of economic development, shrinking
population, and lack of own development strategy. At the
same time the country had a vast territory and, most
importantly, contrary to China, India, and Brazil, military and
nuclear potential that was comparable to that of the United
States [1-3].

The transition to market economy meant in fact a complete
rejection of the previous ideology of development that was
based on the public property. This transition resulted in
privatization of the public property in 1991 when the
enormous Soviet empire disintegrated.

The cutoff of the existing economic structure and the sharp
decline in revenues from exports of mineral resources due the
structural changes in the world markets, did not allow Russia
to change the model of economic development and occupy a
deserved place in the international division of labor [4].

At the same time, the 90-s saw a social and economic
structure starting to shape up in Russia and developing into a
structure with underlying features that distinguish a transition
economy from developed countries. Naturally, there arises a
question: what are these features and what are their dynamics
for the past two and a half decades of development of modern
Russia? What factors influence the development of any given
social and economic model of state?

The socio-economic development of States is determined
by the effectiveness of the development of their institutions
aimed at the maximum realization of human potential.
Initially, economic growth should not lead to significant
development of education, medicine and other sectors. The
development of these industries only indirectly influences the
expansion of human capabilities. The role of the state here is
to create conditions for the development of all members of
society, stimulating the potential abilities of each member of
society, which in turn will contribute to the development of
technology and the economy of the country [5].

Il. LITERATURE REVIEW AND RESEARCH METHODS

Our research methodology encompasses the following
three key components:

1. design of the system of indicators, which characterize
the processes of social and economic development of models
of state (both developed and developing);

2. high-level overview of the process of collecting and
processing of data and selection of analysis methods; and,

3. calculation and interpretation of research results.

As the first step, we built a factor model based on the data
from 42 countries: 27 EU countries (main developed
countries); 5 BRICS countries (the semi-developed countries);
10 Asian and Latin American countries (where the model of
social and economic development for the last decades
permitted to take leading positions in their respective regions).
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As the second step of the study, we identified the main
basic factors that form social utility of an economic model,
determining the basis for selection of an effective feature of
economic structure.

I1l. RESEARCH RESULTS

Economies, that exist at the expense of exploitation of
natural resources and as a result position the international
division of labor for long-term inactivity, can be characterized
by the common feature: underdevelopment of social and
economic structure.

In the short run, attempts to improve the social and
economic structure leads, as a rule, to the situation chasing the
economic efficiency. However, the efficiency of state should
be determined by the level of the public utility, rather than
solely by the economic efficiency of national activity. The
income, generated in effective industries and fields of national
economy, is transferred to the state to support distributive
relations amongst the recipients. As a result, the effective
industries, do not receive back enough funds for their own
development.

As a result, there arises a strong differentiation of incomes
across the industry sectors and groups of population. This does
not permit to use a human capital to the full extent. Evaluation
of the factors, which lead to such a situation, is one of the vital
tasks, as it would permit to successfully solve the problem of
creating favorable conditions for development of the society
and the economy.

The most convenient form for factorial analysis is building
correlation models, which permit to quantitatively evaluate the
influence of each taken indicator on a social efficiency of life
of every member of a society [6].

The countries with high living standards (European Union
countries), average living standards (BRICS countries, i.e.
developing countries such as China, Indonesia, Malaysia), and
low living standards (Peru, Columbia, Chile and others) were
taken into a regression model.

The analysis of 2017 correlation of the Gini coefficient,
which shows the degree of social differentiation, with 4
indicators, which characterize the economy development
efficiency (index of consumer confidence, index of a human
potential development, inflation index, and a share of high-
tech industries in GDP of countries) prove the presence of a
rather strong relationship.

The three-factor model included only the index of a human
potential development, inflation index, and the share of high-
tech industries in GDP of countries. The results of modelling
are presented in Table I.
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TABLE I. RESULTS OF A CORRELATIVE-REGRESSIVE ANALYSIS OF THE
WHOLE SET OF 42 WORLD COUNTRIES
Indices Four-factor model Three-factor model
Y (x) = 0,12 - 0.049X, - 52.73X,+ | Y (x)=0.99 - 54.29X, +
0.80X; +0.33 X, 0.77X,+ 0.32X;
Index of | HPD | Index | Share |HPD | Index | Share
consume | of of high- | of of high-
r inflati tech (X,) | inflatio tech
confiden on industri n (X;) | industri
ce es in es in
GDP GDP
X3)
Regression -0.04 - 0.80 0.33 - 0.77 0.32
coefficient 52.73 54.2
9
Coefficient -0.05 - 0.59 0.56 -0.65 0.59 0.56
s of pair 0.65
correlation

Residuals of predicted values and minimum of discrepancies per a resultant
indicator
Four-factor model

Three-factor model

Residuals | South  Korea | Indonesia (-11.96) | Chile (+) | Indonesia (-

of (+13.74) Russia (-8.02) RSA (1) |)

predicted | Chile (+13.04) | Czech Republic (- | Columbia | Czech

values of [ Columbia 9.02) (+) Republic (-)

Gint index | (+9.73) Rumania (-)
RSA (+9.4)

Minimum | China(+0.05) France (-0.11) Luxembur | Peru (-)

diserepanc Bulgaria (-0.02) g(h) Portugal (-)

ies of Lithuania

factual and (+)

predicted

values of a

resultant

indicator

* Calculated by authors on the basis of Eurostat data.

Overall, the factors included in both models show a rather
considerable influence of a human potential development
index (HDPI), the level of inflation expectations, and the
degree of technological development of industries (multiple
correlation coefficients in models were respectively equal to
R=0.72 and 0.74). One should also note the inverse negative
relationship between HDPI and Gini coefficient, meaning that
HDPI increase leads to the reduction of social differentiation
and inequality of the population. Moreover, the four-factor
model based solely on the set of EU countries did not show a
substantial relation between factors (R=0.33), i.e. the main
contribution into evaluation of interrelations are not made by
developed countries with insignificant variation, but by
developing countries with dispersion residuals of variables
being considerably varied.

The results of a four-factor model showed a lack of a
considerable influence of an entrepreneurial confidence index,
which is related to the influence of a temporary lag in the
given index.

Consumption purchasing expectations of entrepreneurs are
included in this composite index. Therefore, flexibility of
retail market supply and inclusion of a dynamic component
into this indicator slightly influence the degree of social
differentiation of population incomes.

The model suggests that in a modern globalized world the
superiority of market mechanisms over social policy is unable
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to insure sustainable economic growth and welfare of a
society, in both poor and developing countries [7].

The growth of the economy on its own does not lead to a
considerable improvement of education, healthcare quality, or
reduction of poverty and stratification of a society. It does not
improve social utility of a society in majority of countries,
even in the developed world [8- 9]. The degree of economic
development only partially and to a limited extent assists in
the realization of human potential and broadens a human’s
opportunities to realize his/her skills, which in turn should
become the engine for progress. In this case, the role of a state
is in rendering such opportunities equally to every member of
society, stimulating a human’s potential abilities, insuring
equal distribution of results and driving growth of the
economy.

Our comparative analysis of residuals (maximum
discrepancies of factual and predicted values) in a four-factor
and three-factor models in every country showed that for a
three-factor model in such countries as Chile, Columbia, and
South Africa, an attained value of Gini coefficient is above the
level that is theoretically predetermined by a regression
equation. This means that the index of social stratification has
a considerably bigger value than it should be in these
countries. Such a situation can be stipulated by current social
and economic model, which was shaped in the given states, as
well as their insignificant place in international division of
labor and contribution in the world GDP. The resulting
residuals also showed that factual values did not reach
theoretically distributed ones in Indonesia and Czech
Republic. This means that factual values of the degree of
social differentiation in these countries are below modeled
values under specified values of the human potential
development index (HPDI), the level of the inflation
expectations, and the degree of sector technological
effectiveness.

There are also maximum discrepancies in countries such as
South Korea (+13.74) and Russia (-8.02) in the four-factor
model. And if for South Korea the resulting value of Gini
coefficient is stipulated by a high real level of social utility for
its economy, the institutional transformations in Russia have a
negative result, which does not lead to the improvement of
both economic situation and efficiency of a human’s self-
realization in a society.

IV. CONCLUSION

Models of developed and developing countries have shown
that in modern conditions the state’s emphasis on superiority
of market mechanisms over social policy can lead to stable
economic growth but not to increased welfare of a society.

The economic development in the majority of countries
does not actually lead to effectiveness of social institutions or
reduction of income inequality. And this holds true even for
developed countries. In this case the basic strategy of state
programs should be aimed at development of human potential
of every member of the society.

Russia as a country-consumer, rather than a manufacturer
of modern technologies, cannot develop its economy without
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creating an effective social infrastructure aimed at the
development of human capital through the formation of
intellectual and innovative environment. Institutional
transformations should involve an innovative value chain that
would include fundamental research, applied R&D, and
commercial technologies. Only in this case the Russian
domestic economy can compete with China, India, and other
countries [10-11]. Institutional developments in the form of
the fund of national welfare and state funds for development
should become the key tools to solve the strategic problems of
the economy formation. It is also required to form such
institutions of development as techno parks, business
incubators, and technology transfer centers, all in in the
conditions of insufficient financing [12-15].

The main dilemma today encompasses the role of the state
in the Russian Federation as a subject of economic activity
and the necessity of cardinal changes in the legal and judicial
system [16- 17]. If these changes do not take place, the
differentiation between poor and rich countries will deepen
even further [18]. Furthermore, the obsolete structure of the
economy creates a dependent development path. The current
challenges are due to the fact that from the one side, there is a
requirement to develop market institutions [19], and from the
other side, there arises a requirement to increase social
purposes of these institutions [20]. Today such dualism
remains one of the most important issues of many states.
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