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Abstract 

 

Over the decades, many scholars have tried to study the relationship between 

democracy and human development, even though the results are not unique. According to this 

context, and considering the political changes occurred in the early ‘90s in the former socialist 

countries, the aim of this paper is to evaluate – empirically - whether and to what extent, the 

level of democracy affected the level of HD in these countries.  Using data on Polity II and 

HDI, we find evidence of a positive relationship between democracy and HD. The results are 

robust also when we checked for a set of control variables as growth rate, unemployment, the 

degree of openness trade and log population. Moreover, descriptive statistics shows that the 

impact of democracy on HD was higher effects on HD in the first fifteen years of democracy, 

after that, as these countries became consolidated democracies, this effect was less evident. 
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1. Introduction 

 

The political changes that occurred in former socialist countries at the end of the 1980s 

were unexpected (Bandelj and Radu 2006) and, at least initially, the transition period was very 

costly and not easy. The need to create a new democratic political system and the transition 

towards a market economy required both policymakers and the population to deal with new 

political and economic challenges (Ekiert, Kubik, and Vachudova 2007). In the first phase of 
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transition, the economy of these countries was characterized by a low growth rate, high 

inflation, and a strong increase in unemployment (Brada 2001). Despite the initial difficulties, 

however, the implementation of economic and political reforms generated – mainly in the 

second half of the 1990s – improvements in living conditions. 

According to some scholars (Lipset 1959; Huntington 1968), having a democratic 

political system is a preliminary condition for increasing the level of citizens’ wellbeing as, in 

general, the quality of life is higher in democratic countries than autocratic ones. Improvements 

in the people’s wellbeing (understood as improvements in public health, education, income, 

and so on) correspond to a country’s higher level of human development (HD). 

The idea of a positive relationship between the level of democracy and HD is not new 

and, over time, it has been investigated both theoretically and empirically (Boone 1996; Sen 

1991, 1999a, 1999b; Ming-Chang Tsai 2006; Gerring, Thacker, and Alfaro, 2012; Gerring et 

al. 2016). Following Sen’s theory, democracy can be considered the final step of a political 

process which allows the participation of the different social classes in the government of 

society and, at the same time, promotes an increase in the people’s wellbeing (Sen, 1999a, 

1999b). Moreover, democracy, protecting the interests of poorest, enables people to increase 

their capability space (Muller 1988; Dreze and Sen, 1989; Przeworski, Alvarez, Cheibub, and 

Limongi 2000; Brown and Mobarak 2009; Boix 2011) and improve the population’s living 

conditions. 

One of the mechanisms through which democracy could positively affect HD is the fact 

that democratic governments, mainly in the electoral period (Castro and Martin 2017), unlike 

dictatorial regimes, must be accountable and get public support to hold political power. For 

this reason, policymakers are incentivized to adopt policies that guarantee both a more equal 

distribution of resources and a wider range of public services to improve people’s quality of 

life. National governments can achieve these results by increasing the quantity of public 
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services and goods offered and, therefore, public spending is larger and more generous in 

democratic countries than dictatorships.  

The focus of this paper is to contribute to the debate on the effects of democracy on 

human development. According to the general context, a study of the increase of HD in former 

socialist countries since 1989 represents a useful way to analyse the impact of democracy on 

HD. Indeed, through the analysis of the transition period, we can individuate whether these two 

variables are correlated. Focus on this group of countries is very useful as there are differences 

in the level of democracy among former socialist countries and not all of these countries were 

able to complete the transition towards a consolidated democracy. In some countries, the 

transition failed (leading to new forms of authoritarian regimes) or was incomplete (leading to 

a partial democracy). This phenomenon occurred (with the exception of the Baltic states) 

mainly in the former Soviet republics that were less economically developed and had 

widespread corruption (Ekiert et al. 2007). 

Although it is not the aim of the paper to examine why some countries were able to 

complete the transition towards a democratic political system while others failed to achieve 

this objective, the literature indicates a set of factors that have affected the success of transition. 

These include: a) the opportunity for some countries to join the European Union, which was a 

stimulus for some countries to implement political reforms in a democratic sense; b) historical 

geographical factors (i.e. sharing borders with democratic countries is useful establishing a 

democratic political system); c) the electoral political system; d) the lack of ethnic conflict or 

war; and e) the attention of policymakers towards implementing social policies and more 

equity.  

At the first stage of analysis of the relationship between democracy and HD, studies 

have focused on the positive impact of democracy on development in an economic sense 

(Alesina and Perotti 1996; Przeworski 2000). This view has been rejected, as the evaluation of 
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people’s quality of life using only economic indexes is limited and unsatisfactory. In this 

context, despite strong criticism, the introduction in 1991 of the Human Development Index 

(HDI) – which captures three dimensions of human development – has been useful. Indeed, 

through this index, it has been possible to give at least an approximate evaluation to the state 

of human development of each country. 

Regarding the concept of democracy, scholars are used to thinking that it can be 

considered a dichotomous variable; in other words, it is possible to classify each country as 

democratic or autocratic. Distinguishing and classifying countries into these two categories 

seems to be clear and easy. Indeed, this approach – adopted mainly in empirical work – enables 

researchers to analyse the effect of political regimes on a set of economic and social variables 

(e.g. growth, inequality, life expectancy). 

Unfortunately, this attitude is too simplistic as the concept of democracy is not static 

but evolves over time. In our opinion, it is more realistic to talk about the existence of different 

levels of democracy. Countries do not enjoy of the same level of democracy, and it is not 

sufficient to define as free a country that allows competition among political parties. Other 

important characteristics that affect and strengthen democracy are: a) the level of political 

rights, b) civil liberties, and c) the years of democratic reforms on which depends the effective 

functioning of the political system.  

For this reason, the distinction between old and new democracy always has represented 

an important issue regarding the relationship between democracy and HD. According to these 

assumptions, the aim of this study was to analyse whether, and to what extent, the level of 

democracy affects HD in former socialist countries (new democracies). The results show that 

the level of democracy positively affects the level of HD mainly in the first fifteen years; after 

that, the relationship is less evident and it seems that socialist countries have experienced a 

threshold effect of democracy on HD after this period. 
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An important issue in the analysis of the relationship between democracy and HD, 

regards the causality problem (Shandra, Nobles, London, and Williamson 2004; Ross 2006): 

Does an increase in democracy positively affect HD or does an increase in HD lead to a higher 

level of democracy? There are two opposing view: on one hand, Spaiser, Ranganathan, Mann 

and Sumpter (2015) argue that over the past decades many countries have experienced rapid 

changes in their economies, their democratic institutions and the values of their citizens. They 

show that the level of Human Development Index (HDI) in a country drives first democracy 

and then higher emancipation of citizens. However, this change occurs once the countries pass 

a certain threshold in HDI.  On the other hand, other authors claim that it is the democracy that 

affects human development (Dahl 1998). Indeed, according to Welzel and Inglehart (2005), 

and Olson (2003), a democratic political system, guarantying individual rights and civil and 

political freedoms, makes the conditions for fostering human development through the increase 

of people’s capability space. Moreover, other scholars see civil society as key to 

democratization of the political system. In this view, pressure from civil society forces 

democratization of the state. However, this disregards the fact that changes in civil society's 

behaviour require changes in political society: changes are reciprocal (Choup 2003). Finally, 

the debate about the causality effect is still open.  

However, in the case of former socialist countries, our hypothesis is that democracy 

drives human development. Indeed, considering at the end of Socialism, the level of HDI in 

almost all socialist countries was low, but with the start of transition period, human 

development increased quickly. We believe that the implementation reforms created those 

favourable conditions for economic and social growth indispensable for increasing the human 

development. The empirical results show that democracy positively affected the human 

development in former socialist countries. In any case, we highlight some limits of the 

econometric analysis: the limited number of observations does not allow implementing a more 
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sophisticated econometric analysis and verifying the long-run effect of democracy on human 

development (Annaka and Higashijma 2017). However, despite the limitations, the paper 

contributes to the debate on democracy and human development studying the relation between 

these two variables in a country groups that represent the most important example of transition 

to dictatorships to democracy. 

In the second section of this paper, we present a short review of the literature on the 

relationship between democracy and HD. In the third section, we analyse the data and empirical 

strategy, while in the fourth section, we show the econometric results. Finally, in the fifth 

section, we offer our main conclusions.  

 

1. A short review of literature about the effect of democracy on HD 

 

Many studies have tried to investigate the relationship between democracy and 

development using several points of view. Several authors, including Knack and Keefer (1995) 

and Acemoglu and Robinson (2001), have highlighted how political regime-type can affect 

economic development. Based on the idea of development in an economic sense, these authors 

claimed that economic growth is a necessary condition to improve the population’s wellbeing 

(and therefore the level of HD). Higher economic growth produces positive effects for the 

entire population, as the wealth produced is distributed in such a way that the most 

disadvantaged social groups can improve their social and economic conditions. Although this 

view may appear correct, there is no consensus among scholars. Indeed, although growth in 

per capita income is faster in a democracy (Przeworski 2004), it seems that political regime 

does not affect economic growth (Przeworski 2004; Rodrik and Wacziarg 2005; Persson and 

Tabellini 2006). 

Another stream of research studied the effect of democracy on inequality but the effects 

here also were ambiguous. On one hand, authors such as Metzeld and Richard (1981) highlight 
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that the impact of democracy on the redistribution of resources is positive as democracy 

improves HD by reducing inequality via an increase of real wages and by a more equal 

distribution of wealth (Rubinson and Quinlan 1977; Stack 1978; Muller 1988; Rodrik 1999). 

These results are based on the median voter theory that supports the need to redistribute wealth 

when the median income is less than the mean income. 

On the other hand, this view has been rejected because some mechanism could hinder 

redistributive policies. Indeed, as shown by Acemoglu and Robinson (2006) and Acemoglu, 

Naidu, Restrepo, and Robinson. (2013), the elite can control the political process in such way 

that the redistribution of de jure is not followed by a redistribution de facto and also because 

the empirical results are not robust. When this situation occurs, democracy fails to determine a 

more equal distribution of wealth.  

Moreover, other authors (Sirowy and Inkeles 1990; Gradstein and Milanovic 2004; 

Scheve and Stasavage 2009, 2010) have not found evidence that democracy reduces inequality. 

In any case, one major criticism to the exclusive use of economic indices is that they cannot 

provide complete information about the situation of less advantaged people if, in the analysis 

of relationship between democracy and HD, non-monetary aspects of human life (e.g. 

education, health) are excluded (Sen 1999a,1999b; UNPD 2003; Philipsen 2015). 

According to this critique, several authors (Brown and Mobarak 1999; Boix 2001; 

Franco, Alvarez-Dardet, and Ruiz 2004; Besley and Kudamatsu 2006; Hanson 2015; Altmann 

and Castiglioni 2009) have highlighted the importance of considering how a democratic regime 

can increase the wellbeing of the population by acting mainly on the non-monetary aspects of 

HD. 

One of the most important problems in the analysis of the relationship between 

democracy and HD arises regarding the choice of democracy index (given that many indices 



8 
 
 

that evaluate the country level of democracy) and what specific aspect of HD is to be analysed 

(because definitions of HD include many aspects of human life). 

To evaluate the impact of democracy on HD, one of the indices used most by scholars 

as a proxy of human development is the infant mortality rate. Gerring et al. (2012, 2016) 

showed that reducing the infant mortality rate depends both on the stock of democracy 

accumulated by countries in past years and on the level of electoral competition, incentiving 

policymakers to increase the public goods supplied to the population. For this reason, countries 

with a long democratic tradition generally show a higher level of HD. Ming-Chang Tsai (2006) 

– analysing the effect of democracy on six HD indices – also found that democratic countries 

favouring political competition show a higher level of HD than autocratic ones, even though 

the relationship is less robust when using the rate of change in HD as a dependent variable. The 

problem with use of the infant mortality rate as a proxy of HD is that this index enables us to 

capture only one dimension of human development, neglecting other dimensions that 

contribute to the people’s wellbeing. 

Other authors raise doubts about both the validity of a relationship between democracy 

and HD (Gauri and Khaleghian 2002; McGuire 2004; Ross 2006) and the mechanism through 

which a higher level of democracy corresponds to a higher level of HD. In particular, Ross 

(2006) highlighted that public policy (as determined by the increase of government health 

spending) does not affect people belonging to lower-income groups. 

Furthermore, other authors have claimed that a robust correlation between democracy 

and HD does not exist or that people can spend more attention on economic performance than 

improvements in human development in a Senian sense (Gerring, Thacker, and Alfaro 2012; 

Gerring et al. 2016). 

Therefore, despite theoretical and empirical analyses in the literature on the relationship 

between democracy and HD, the issue remains open. Starting from this context, and because 
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of the particularity of historical economic and political situations, the evolution of political 

systems in former socialist countries since the 1990s represents a good opportunity to study 

whether, and to the extent, the transition towards a democratic political system has contributed 

to improving people’s quality life. It is worth noting that unlike previous works studying a set 

of heterogeneous countries, we focused on countries that, at the end of a communist regime, 

started with general economic and social conditions that were more or less similar. The main 

hypothesis was that the different levels of democracy achieved by the countries affected the 

HD during the transition period. 

 

 

2. Data 

In the analysis of the evolution of HD over time, a fundamental problem arises: How 

can we measure it? What kind of index should be used? Unlike previous studies that usually 

focused on only one aspect of HD, to evaluate the trend of HD in 18 former socialist countries4 

from 1990 to 20145, we used HDI data drawn by the Human Development Program6. This 

index considers three different dimensions (economic, health, and education) of human 

development. In the past, the use of this index has been strongly criticized (Kovacevic 2011). 

Authors such as Lind (1992), Dasgupta and Weale (1992), and Srinivasan (1994) have said the 

HDI would be unable to reflect the human development idea as accurately as its founder 

thought. Indeed, this index tends to oversimplify the concept of HD as it considers only few 

variables often drawn from data of low quality (Murray 1993; Srinivasan 1994). Moreover, 

additional critics have argued that there would be a strong correlation among variables used to 

                                                           
4 Countries included in the analysis are: Albania, Armenia, Azerbaijan, Belarus, Bulgaria, Croatia, Czech Republic, 
Estonia, Georgia, Hungary, Latvia, Lithuania, Moldova, Poland, Romania, Russian Federation, Slovakia and 
Slovenia. 
5 There are missing data regarding 1990 for some countries.  
6 http://hdr.undp.org/en/indicators/137506# 
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calculate the HDI (McGillivray 1991) and, hence, many doubts have arisen regarding the utility 

of this index to capture people’s wellbeing.  

The HDI, however, represents a fruitful index and enabled us to step forward with 

respect to studies that focus on human development based solely on an economic approach 

(Sagar and Najam 1998; Al-Hilani 2012). Moreover, Noorbakhsh (1998) explained that there 

is not a high correlation among the variables that compose the HDI, and Booysen (2002) 

concluded that, despite criticism levelled at the HDI, the index still can be considered a useful 

instrument in trying to explain countries’ development.  

Therefore, despite the criticisms, we believe the HDI can be a useful instrument for 

understanding how the multidimensional aspects of human life have evolved over time in 

former socialist countries. Because changes in HD from year to year are very small, we decided 

to take into account HDI data only every five years. This gap enabled us to capture the changes 

in HD in the medium term due to the implementation of public policies that usually take time 

to produce their effects.  

For data on the level of democracy we chose one of the most used indices, the Polity 

II. This index ranges from -10 (autocracy) to 10 (full democracy), and enables us to capture the 

difference in the level of democracy among countries. Just as with the HDI, the level of 

democracy changes slowly over time and we therefore decided to calculate for each country 

the mean Polity II value for each five-year period. 

Because we had six observations7 for HD for each country (for some countries there 

were some missing data), the first observation available regarding the level of democracy was 

its mean value for the period between 1985 and 1989. This means that, in each of the six 

periods, the mean Polity II value was calculated following equation 1: 

                                                           
7 The time span is divided in six periods with a lag of five years for each. This means that we have the observations 
for 1990, 1995, 2000, 2005, 2010, and 2014. 
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𝐿𝐷𝑖,𝑇 = ∑ 𝑋𝑇/5                                                   (1) 

where 𝐿𝐷𝑖,𝑇 is the mean level of democracy in the country i and t = 1,2…6 represents 

the six periods. To avoid reverse causality problem, the mean Polity II value associated with 

HD presents a lag. For example, the mean LD in 1989 that we associated to the HDI value in 

1990 is given by the sum of variables X in the period from 1985 to 1989 divided by 5 (i.e. 

divided by the years of observations). 

Figures 1 and 2 show the evolution of human development and democracy in former 

socialist countries during the periods considered. 

[Figure 1 HDI in Former Socialist countries from 1990 to 2014] 

[Figure 2 Level of Democracy in Former Socialist countries from 1990 to 2014] 

Looking at these two figures, it is possible to note two things. First, in the period 1990–

2014, there was a strong increase in the level of HD in many countries; in particular, the 

increase in HD was evident in countries such as Croatia (+0.148), Estonia (0.164), Hungary 

(0.125), and Poland (+0.130), while in countries such as Moldova, Romania, and the Russian 

Federation, the rate of change was very slow. 

Second, although some countries (e.g. Albania, Estonia, Latvia, Lithuania, the Russian 

Federation, and Moldova) showed a reduction in the quality of life during the first phase of the 

transition (due to social and economic difficulties caused by the end of socialism), the increase 

in the level of HD was concentrated mainly in the period of 1990–2005; after that, the slope 

flattened out. This could lead one to think that there is a threshold effect, i.e. in the first phase 

of transition to democracy, the effect of democracy on HD is stronger than when the country 

becomes consolidated democracy and other economic and social variables are likely to have a 

higher impact on HD. 

The link between democracy and HD also can be analysed by putting in relation the 

mean values of the two variables for the considered period. Figure 3 describes the relation 
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between the mean HDI and the mean level of democracy for 1990–2014. In general, we note 

that countries having a consolidated democratic political system enjoyed a higher level of HD. 

If we exclude some outlier countries such as Belrus and Moldova, we can see that countries 

that showed higher level of democracy are associated with a higher level in HD. In particular, 

the Czech Republic, Estonia, Slovenia, Slovakia, and Lithuania are countries in which this 

relationship seemed to be robust. 

[Figure 3 Relationship between HDI and level of Democracy] 

This result suggests a relationship between the level of democracy and HD that is worth 

being investigated empirically, taking into account a set of control variables that have 

contributed to the increase of HD. 

 

 

3. Econometric Analysis 

 

We used a panel approach to estimate the impact of democracy on HD in former 

socialist countries. The main hypothesis is that the level of HD in time t is correlated both with 

the past values of HD and the present and past values of the level of democracy. The use of the 

lagged dependent variable is useful because it is probable that a good part of the HD value at 

time t depends on its value in the previous period. Moreover, this hypothesis enabled us to 

avoid endogeneity as this kind of problem can arise in the estimation of the model. On the other 

hand, the use of the lag regarding the level of democracy depends not only on the actual level 

of democracy but also on its historical values (or stock). According to this, the basic model is 

an ARDL (1, 1): 

𝐻𝐷𝐼𝑖,𝑡 = 𝛼𝑖 + 𝛽1𝐻𝐷𝐼𝑖,𝑡−1 + 𝛽2𝐿𝐷𝑖,𝑡 + 𝛽3𝐿𝐷𝑖,𝑡−1 + ∑ 𝜌𝑖𝑗𝑋𝑖.𝑡−𝑝
1
𝑝=0 + 𝜀     (2) 

where i represents the country and t the time, X is the set of control variables, 𝜌𝑖𝑗 are 

the scalars, 𝛽𝑖 are the coefficients, 𝛼𝑖 is country fixed effect, and 𝜀 is the error term. Time 
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effects can be added to the model. The use of fixed effects enabled us to capture all unobserved 

time-invariant country heterogeneity, while time effects were useful to capture aggregate 

shocks that affected countries at different times.  

Because countries exhibit cross-sectional dependence among entities due to common 

unobserved factors (De Hoyos and Sarafidis 2006), and given that the number of entities is 

greater than the panel time dimensions, the standard errors of regression were corrected 

following the method proposed by Discroll and Kraay (1998). The first step of the empirical 

analysis, however, investigated the properties of our panel data. In doing so, we applied first-

generation tests of panel unit using the following tests: Dickey–Fuller (ADF 1979), Maddala 

Wu, Pearson (PP 1999), Breitung (2000), Hadri, (HAD, 2000), Levin, Lin and Chu, (LLC 

2002), and Im, Pesaran, and Shin (IPS 2004). The PP test was adopted as it is the most 

heterogeneous unit root test, while the LLC test was employed given its high power in small 

samples. Test results are reported in Table 1. 

In the model, we used the following four control variables: growth rate, unemployment, 

openness to trade, and log of total population. It was expected that growth rate and 

unemployment affect HD in opposite ways; on one hand, growth is assumed to increase the 

population’s wellbeing (McGillivray 1991; Srinivasan 1994; Ravallion 1997) through the 

increase of income per capita, while unemployment hinders people in broadening the space of 

their capabilities both in a material and non-material sense. 

Openness to international trade is a phenomenon that has characterized the economic 

sectors of many former socialist countries for all of the 1990s, and it is assumed to have a 

positive effect on long-run growth (Musila and Yiheyis 2015; Pilinkiene 2016). If this is true, 

the degree of international trade should improve indirectly the economic condition of the 

population and it therefore cannot be excluded from the model as a control variable. The last 

control variable we chose was the log of population because the greater the size of the 
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population, the harder it is for the government to provide all facilities necessary to improve the 

welfare of the population (Ross 2006). 

To implement panel data estimation techniques, we needed to investigate whether or 

not the variables were non-stationary at a level and stationary at first differences and 

cointegration. The cointegration process is fundamental to estimating the long-run relationship 

among variables used in the model. From these tests, it can be concluded that there is clear 

evidence that democracy and HD levels are non-stationary. The majority of first-generation 

tests show evidence of non-stationarity at first differences both for democracy and for HD. 

Moreover, Pedroni (2004) and Kao’s (1999) cointegration tests show that the two variables are 

cointegrated. Tables 1 and 2 show the results. 

[Table 1 Panel Unit root test] 

The non-stationarity of HD was confirmed by the HAD, Breitung, IPS, and ADF tests. 

Democracy was non-stationary according to the HAD, LLC, Breitung, PP, and ADF tests. The 

stationarity at first differences for HD and democracy was confirmed, respectively, by the 

Hadri, Breitung, IPS, ADF, and PP tests and the LLC, PP, IPS, and ADF tests. 

[Table 2 Cointegration test] 

 

Kao and most of Pedroni’s tests reject the null hypothesis of no cointegration among 

democracy and HD. Therefore, we estimated equation (2) for the period 1990–2014. Because 

some countries show missing data, the number of observations varied between 78 and 42, 

depending on the time span used in the analyses. Econometric analysis provided some useful 

results; Table 3 shows the results for the whole sample.  

We started with a simple panel regression between HD and the level of democracy and 

then added further control variables. As shown in column 1, both the coefficients of 𝐻𝐷𝐼𝑡−1 

and the present and past values of democracy positively affect the level of HD. Because the 

level of HD changes slowly, the positive impact of its lagged value was expected. Regarding 
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the level of democracy, the implementation of political reforms allows the participation of 

citizens in the democratic life of a country and therefore political choice through free elections. 

This creates a link between policymakers and the people’s needs (through the provision of 

public goods and services) and leads to improvements in the level of HD. The level of r-squared 

is high, about 0.84, and this means that the model explains a good part of relationship. 

Time effects are included in the model as shown in column 2. The results show that the 

level of HD depends both on HD at t-1 and by the level of democracy at time t. When we 

include time effects, the effect of democracy at time t-1 vanishes. Column 3 presents the results 

for the period 1990–2005. Although the number of observations is low, it is possible to note 

that the effect of the level of democracy on HD in this period increases; this might suggest that 

the first years of democracy have a fundamental role in the development of human capability. 

To check the validity of previous results, we added a set of control variables at the basic model 

through recursive estimation. Column 4 shows that a higher degree of openness of trade 

improves the level of HD. This effect probably depends on the fact that the international trade 

positively affects economic growth. In columns 5–7, we include growth rate, unemployment, 

and log of population in the basic model. 

[Table 3 The impact of democracy on HDI in former socialist countries]. 

The results confirm the positive relationship between level of democracy and HD, and 

among the control variables added, only growth rate affected the level of HD. The  

unemployment rate and the log of population did not show a significant effect on HD. In 

conclusion, the econometric analysis shows that the transition from autocratic regime to a 

democratic political system – in which policymakers’ choices are subject to the judgment of 

voters – leads to improvements in population’s wellbeing. It seems, however, that a threshold 

effect exists; that is, up to a certain point the increase in the level of democracy increases the 

level of HD, after which, it is likely that the incidence of institutional factors are less important 
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in determining the population’s wellbeing in favour of other social and economic factors that 

we did not examine. 

4. Concluding remarks 

 

Over time, scholars have tried to study the impact of democracy on human 

development. Although it seems logical to suppose – from a theoretical point of view – that a 

positive relationship between democracy and HD exists, empirical analysis has yielded 

discordant results. In this study, we tried to investigate whether, and what to extent, democracy 

contributed to an increase in human development in the former socialist countries. This group 

of countries, which during the 1990s adopted political reforms to establish a democratic 

political system, offer a useful example for this field of study. The theoretical mechanism 

through which democracy should lead to improvements in the wellbeing of the population 

consists of a democratic political system that makes policymakers responsible for their political 

choices towards citizens, who can punish them in the electoral period by not re-electing them. 

Obviously, the way by which the government can improve the welfare of the population is by 

increasing the supply of public goods and making a certain range of social services accessible 

to the poor. 

On one hand, descriptive analysis showed that in all former socialist countries the level 

of human development grew during the period from 1990 to 2014. In particular, the relationship 

seemed to be strongest in the first phase of transition after which, once the democratic system 

reached a certain level, the effect was less evident. It is likely that, when a country becomes a 

consolidated democracy, other economic and social factors affect the level of HD.  

On the other hand, econometric analysis – using a panel data approach – showed a 

positive relationship between democracy and HD. The empirical results showed that the level 

of HD depends both on its past value and from current and past levels of democracy. The results 
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were confirmed when we added to the basic model the control variables of growth rate, 

unemployment, openness to trade, and log of population. 

Finally, from this study it is possible to draw two important conclusions. The first is 

that the level of democracy contributes to an increase in the level of HD in former socialist 

countries. This result confirms Sens’ theory that having a consolidated democratic political 

system is vital to expanding the people’s space of capability. The second is that it seems there 

is a threshold effect of democracy on HD, i.e. at the first phase of transition, democracy strongly 

affects HD but that when country becomes a consolidated democracy, this relationship tends 

to be less robust. 

In terms of policy implications, adopting a democratization system seams a reasonable 

strategy in order to increase the HD in the less mature economies; in fact when the level human 

development  is lower, the democracy has a strong impact on it. However, the democracy is a 

dynamic phenomenon that changes according the values and the development of each country 

and once that the democracy has achieved the threshold effect -this happens mostly in the more 

mature economies- it does not have any effect on HD; the policies in this second case should 

focus mostly on the cultural values of the society in order to increase del HD level or at least 

to maintain the ethical awareness among the citizen. 
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[Figure 1 HDI in Former Socialist countries from 1990 to 2014] 
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[Figure 2 Level of Democracy in Former Socialist countries from 1990 to 2014] 
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[Figure 3 Relationship between HDI and level of Democracy] 
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Table 1. Panel Unit Root Test  

 
Notes: The tests are: Hadri, 2000 (HAD); Levin, Lin and Chu, 2002 (LLC); Im, Pesaran and Shin, 2003 (IPS); ADF 

Fisher 2 (ADF); PP Fisher 2(PP) due to Maddala and Wu, 1999 and Breitung, 1999).  In Hadri the null is that 

the variable is stationary. ***, **, and * reject the null at 1%, 5% and 10% respectively 

 

   Test     

Variables HAD LLC IPS ADF PP Breitung 

HDI 49.976 -12.221 0.676*** 64.307*** 124.972 4.969*** 

Democracy 52.584  1.80099*** 
 

-2.6E+14 19.156*** 23.198*** 23.198*** 

Growth 42.8198 -7.86727 0.33079*** 19.2333*** 36.8852 3.87582*** 

Trade openess 19.6362 -8.50799 -0.53337*** 0.4981*** 37.4932* 1.62596*** 

Unemployment 40.2715 40.2715 -2.23836* 47.6151 89.9264 -7.6E-14*** 

Log Pop 34.5518 -20.2533 -1.87125* 51.2107 100.973 2.46446*** 

              First Differences    

HDI 60.171*** -61.011*** -19.614 157.840 124.972 9.8E-14 

  
 

Democracy 41.314 -106.079 -50.104 109.322 109.375 109.375*** 

Growth 33.6293 -5.78039 -6.26439 36.1895 53.0257 -1.8E-14*** 

Trade openess 38.5759 -9.22957 -0.51566 99.7719 101.460 5.0E-14*** 

Unemployment 28.2144 -13.8330 0.12148*** 127.316 133.887 8.7E-13*** 

Log Pop 11.7279 12.0674*** -2.15658 61.4866 65.1592 2.3E-13 
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Table 2. Cointegration tests 

 

 Pedroni Residual Test 

Cointegration  

 

            Statistic                             

 

 

 

          Prob. 

Panel v-Statistic -58.806 1.000 

Panel rho-Statistic -0.881 0.189 

Panel PP-Statistic -10.352*** 0.000 

Panel ADF-Statistic -10.037*** 0.000 

Group rho-Statistic  2.356 0.990 

Group PP-Statistic -12.196*** 0.000 

Group ADF-Statistic -14.531*** 0.000 

  

Kao Residual 

Cointegration Test  

 

ADF -3.350*** 0.0004 

 

Note: In Pedroni and Kao residual cointegration test,  Null Hypothesis is that all variables is not cointegrated. 
*.**,*** respectively represent the reject of null hypothesis at 1, 5 and 10% 
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Table 3 The effect of democracy level on  HDI in Eastern Countries. 

Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1  
 

Column        (1)        (2) (3)        (4)        (5)   (6) (7) 

𝐻𝐷𝐼𝑡−1 0.6819*** 

(0.0383) 

0.2126** 

(0.088) 

0.7815*** 

 (0.153) 

0.6206 *** 

 (0.037) 

0.6491*** 

(0.0156 ) 

0.598*** 

(0.211) 

0.6776*** 

(0.030) 

𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑐𝑦𝑡  0.0030*** 

(0.002) 

 

0.0015* 

(0.001) 

0.0034*** 

 (0.001) 

0.0059* 

(0.001) 

 

 

0.0022*** 

(0.0007) 

0.0056*** 

 (0.009) 

0.0299*** 

(0.002) 

𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑐𝑦𝑡−1 
 

 

𝑂𝑝𝑒𝑛𝑒𝑠𝑠 𝑇𝑟𝑎𝑑𝑒𝑡  
 

 

0.0014*** 

(0.002) 

-0.0005 

(0.001) 

0.0013*** 

 (0.470) 

 

 

0.0011* 

(0.002) 

 

  

0.0001* 

(0.000) 

0.0006** 

(0.000) 

0.0012** 

(0.000) 

0.0140*** 

(0.002) 

𝐺𝑟𝑜𝑤𝑡ℎ 𝑟𝑎𝑡𝑒𝑡  
 

 

𝐺𝑟𝑜𝑤𝑡ℎ 𝑟𝑎𝑡𝑒𝑡−1 
 

 

𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡𝑡  
 

 

𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡𝑡−1 
 

 

 

𝐿𝑜𝑔 𝑃𝑜𝑝𝑡  
 

 

Observations 

 

Fixed Effects 

 

Time Effects 
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Yes 
 

No 
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  42 
 

  Yes 

 

   No 

 

 

 

 

 

 

 

 

 

 

     

      

 

 

 

 

 

 

     76 

 

Yes 

 

No 

 

 

  0.0026*** 

(0.0002 ) 

 

 

0.006*** 

(0.0004) 

 

 

 

 

          

          

 

 

 

 

 

 

 

 

        72 

 

Yes 

 

No 

 

 

 

 

 

 

 
-0.0011 

 (0.007) 

 
  0.0011 

  (0.007) 

 

 

 

 

 

 

 

  67 

 

  Yes 

 

  No 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

     -0.0011 

     (0.024) 

        

       78 
 

Yes 

 

No 
 

R-Squared    0.8391       0.6071 0.5926       0.8746      0.9530 0.8838      0.8745    

 

 

 

 


