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ABSTRACT 
 

Economic development is a complex process that involves multiple factors and dimensions. The 
square theory of economic development proposes that there are five distinct levels that must be 
addressed in order to foster sustainable economic growth. These levels include natural resources, 
infrastructure, investment climate, human capital, innovation, and entrepreneurship. This theory 
provides a framework for policymakers and researchers to better understand the factors that drive 
economic development to design effective policies and strategies to promote growth. 
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1. INTRODUCTION 
 
Economic development is critical for countries 
around the world to improve living standards and 
reduce poverty. Achieving sustainable economic 
growth is not an easy task and involves 

addressing multiple factors and dimensions. The 
square theory of economic development offers a 
holistic approach for policymakers and 
researchers to gain a deeper understanding of 
the factors that contribute to economic 
development. According to this theory, there are 
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five different levels that must be managed to 
promote economic growth. The first level, natural 
resources, refers to the availability and 
management of natural resources, such as land, 
water, minerals, and energy sources. Access to 
these resources is a critical foundation for 
economic growth and development. The second 
level, infrastructure, includes transportation 
networks, communication systems, and public 
utilities, which are essential for the efficient 
movement of goods and people and the 
provision of essential services to the population. 
The third level, investment climate, involves 
creating a favorable environment for investment, 
including policies and regulations. The fourth 
level, human capital, focuses on developing the 
skills, knowledge, and capabilities of a country's 
workforce. This includes education and training 
programs, healthcare, and other investments in 
human development. Finally, the fifth level, 
innovation, and entrepreneurship refers to the 
promotion of new ideas and business ventures, 
which can drive economic growth and 
development.  
 

2. LEVEL 1: NATURAL RESOURCES 
 
The availability and management of natural 
resources are fundamental to economic growth 
and development. Natural resources such as 
land, water, minerals, and energy sources are 
essential for economic production and growth. 
For instance, land is required for agriculture, 
mining, and construction, while water is needed 
for irrigation and industrial processes. Minerals 
and energy sources are crucial for the production 
of various goods and services, including 
transportation, communication, and electricity. 
Access to natural resources is a critical 
foundation for economic growth and 
development. Countries with abundant natural 
resources can use them as a source of income 
and economic development. For example, oil-rich 
countries in the Middle East have been able to 
leverage their oil resources to fuel economic 
growth and development. However, natural 
resources are not distributed evenly across the 
globe, and many countries lack the necessary 
resources to fuel economic growth. This creates 
a challenge for policymakers, who must find 
ways to stimulate economic growth and 
development despite a lack of natural resources. 
Natural resources are finite and must be 
managed sustainably and equitably. 
Unsustainable management of natural resources 
can lead to negative environmental and social 
impacts. For example, deforestation can lead to 

soil erosion, loss of biodiversity, and the 
displacement of indigenous communities. 
Overfishing can lead to the depletion of fish 
stocks and the collapse of marine ecosystems. 
Natural resource extraction can also lead to 
social conflicts, as communities may be 
displaced or adversely affected by the 
environmental impacts of extraction activities. 
Policies that promote the sustainable use of 
natural resources are essential for economic 
development. Such policies include 
environmental regulations, land use planning, 
and resource taxation. Environmental regulations 
can help to reduce negative environmental 
impacts by setting standards for pollution and 
resource use. Land use planning can help to 
ensure that natural resources are used in a way 
that balances economic development with 
conservation and social values. Resource 
taxation can help to capture the value of natural 
resources for the public benefit, ensuring that 
natural resources are used sustainably and 
equitably. In addition to sustainable 
management, equitable distribution of natural 
resources is also important for economic 
development. Natural resources can be a source 
of conflict if they are not distributed equitably 
among the population. Policies that promote 
equitable distribution of natural resources include 
land reform, revenue-sharing agreements, and 
community-based resource management. In 
conclusion, natural resources are a critical 
foundation for economic growth and 
development. Access to natural resources is not 
evenly distributed across the globe, and many 
countries lack the necessary resources to fuel 
economic growth. Sustainable management and 
equitable distribution of natural resources are 
essential for economic development, and policies 
that promote these goals can help to ensure that 
natural resources are used in a way that benefits 
current and future generations. 
 

3. LEVEL 2: INFRASTRUCTURE 
 
The second level of economic development is 
the establishment of infrastructure. Infrastructure 
is a critical element of economic growth and 
development as it provides the foundation for 
efficient transportation, communication systems, 
and public utilities that enable the movement of 
goods, people, and services. In this paper, we 
will discuss the importance of infrastructure in 
economic development, the challenges that 
many countries face in developing infrastructure, 
and the policies and strategies that can be used 
to promote infrastructure development. 
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Infrastructure includes transportation networks 
such as roads, highways, railways, and airports, 
as well as communication systems such as 
telephone and internet services. Public utilities, 
including electricity, water, and sanitation 
services, are also included in infrastructure. 
Access to reliable infrastructure is essential for 
businesses to operate effectively and efficiently, 
which can attract investment, create employment 
opportunities, and improve the standard of living 
for citizens. There is significant literature to 
support the statement that access to reliable 
infrastructure is essential for businesses to 
operate effectively and efficiently. In particular, 
studies have shown that businesses located in 
areas with better infrastructure, such as reliable 
power, transportation networks, and 
communication systems, are more likely to be 
successful and profitable. For example, a study 
by the World Bank found that improving 
infrastructure can help to increase productivity 
and reduce production costs for businesses. 
Additionally, access to reliable infrastructure can 
make it easier for businesses to access markets 
and supply chains, which can help them to 
expand and grow. Moreover, improved 
infrastructure can also attract investment and 
create employment opportunities. For instance, a 
report by the United Nations Conference on 
Trade and Development (UNCTAD) showed that 
investing in infrastructure can lead to job creation 
and help stimulate economic growth [1-5]. 
 
The importance of infrastructure in economic 
development cannot be overstated. Infrastructure 
is a catalyst for economic growth as it enables 
the efficient movement of goods and people, 
reduces transportation costs, and enhances 
productivity. A robust infrastructure system can 
create new business opportunities, support the 
growth of existing businesses, and increase the 
competitiveness of a country in the global 
market. However, many countries face significant 
challenges in developing infrastructure. The cost 
of building and maintaining infrastructure can be 
high, especially for low-income countries. For 
example, in "The Bottom Billion" by economist 
Paul Collier, he argues that many low-income 
countries face a "trap" of underdevelopment due 
to the difficulty in building necessary 
infrastructure such as roads, electricity grids, and 
water systems. Collier also notes that the cost of 
building and maintaining such infrastructure can 
be prohibitively high for these countries. In "The 
White Man's Burden" by historian William 

Easterly, he examines the failures of Western aid 
programs in promoting development in low-
income countries. Easterly notes that 
infrastructure projects funded by aid often suffer 
from corruption, mismanagement, and other 
problems, which can further exacerbate the 
challenges faced by these countries. Similarly, in 
"Dead Aid" by economist Dambisa Moyo, she 
argues that aid has often been counterproductive 
in promoting development in low-income 
countries. Moyo suggests that instead of relying 
on aid, these countries should focus on attracting 
foreign investment and building their own 
domestic infrastructure. Financing for 
infrastructure development can also be a 
challenge, as many countries may lack the 
necessary resources to invest in large-scale 
infrastructure projects. Additionally, political and 
bureaucratic challenges may hinder 
infrastructure development, such as the lack of 
coordination between different levels of 
government or resistance from local 
communities. Despite these challenges, there 
are policies and strategies that can be used to 
promote infrastructure development. One 
approach is to establish public-private 
partnerships (PPPs) to finance and build 
infrastructure projects. PPPs can bring together 
private sector expertise and resources with 
government support to develop infrastructure 
projects that are beneficial to both parties. These 
partnerships can also help to address some of 
the financial and political challenges associated 
with infrastructure development. Another policy 
approach is to provide investment incentives for 
infrastructure development. For example, 
governments can offer tax breaks or subsidies to 
private companies that invest in infrastructure 
projects. These incentives can encourage private 
sector investment in infrastructure and help to 
address some of the financial challenges 
associated with infrastructure development. 
Streamlined regulatory processes can also 
promote infrastructure development. Simplified 
regulations and faster permitting processes can 
reduce the time and cost required to build 
infrastructure projects, making them more 
attractive to private sector investors. In 
conclusion, infrastructure is a critical element of 
economic development that provides the 
foundation for efficient transportation, 
communication systems, and public utilities. 
Developing infrastructure can be challenging, but 
the benefits of economic growth and 
development are significant.  
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4. LEVEL 3: INVESTMENT CLIMATE 
 

The third level of economic development is the 
creation of a favorable investment climate. This 
level of economic development refers to the 
policies and regulations that promote investment, 
such as property rights, contract enforcement, 
and access to finance. A favorable investment 
climate can attract foreign investment, encourage 
entrepreneurship, and promote economic growth. 
However, creating a favorable investment climate 
requires a stable political and legal environment, 
which can be a challenge in many countries. 
Policies that promote a favorable investment 
climate include tax incentives, investment 
guarantees, and legal reform. To understand the 
importance of a favorable investment climate, it 
is necessary to look at the ways in which it can 
attract investment, encourage entrepreneurship, 
and promote economic growth. First, a favorable 
investment climate can attract foreign 
investment. When foreign investors are 
considering investing in a particular country, they 
will look for a stable political and legal 
environment, clear property rights, and reliable 
contract enforcement. If these conditions are not 
present, foreign investors may be deterred from 
investing. A favorable investment climate can 
help to overcome these obstacles and make a 
country more attractive to foreign investment. 
Second, a favorable investment climate can 
encourage entrepreneurship. Entrepreneurs 
need a supportive environment in which to start 
and grow their businesses. This includes access 
to finance, protection of property rights, and 
reliable contract enforcement. If these conditions 
are not present, entrepreneurs may be 
discouraged from starting new businesses, which 
can stifle economic growth. A favorable 
investment climate can provide the necessary 
support for entrepreneurs to start and grow their 
businesses, which can lead to increased 
economic growth and job creation. Finally, a 
favorable investment climate can promote 
economic growth. When businesses have access 
to finance, clear property rights, and reliable 
contract enforcement, they are more likely to 
invest in new projects and expand their 
operations. This can lead to increased economic 
activity, job creation, and higher living standards. 
By creating a favorable investment climate, 
policymakers can promote economic growth and 
development. However, creating a favorable 
investment climate is not an easy task. It requires 
a stable political and legal environment, which 
can be a challenge in many countries. In 
addition, policymakers must balance the needs 

of foreign investors with the needs of domestic 
entrepreneurs. Policies that are too favorable to 
foreign investors may not benefit domestic 
entrepreneurs, while policies that are too 
restrictive may deter foreign investment. 
Therefore, policymakers must carefully consider 
the trade-offs involved in creating a favorable 
investment climate. One policy that can promote 
a favorable investment climate is tax incentives. 
Tax incentives can be used to encourage 
investment in certain sectors or regions, which 
can help to promote economic growth. For 
example, tax incentives can be offered to 
companies that invest in renewable energy, 
which can help to reduce greenhouse gas 
emissions and promote sustainable 
development. In conclusion, the third level of 
economic development, the creation of a 
favorable investment climate, is critical for 
promoting economic growth and development. A 
favorable investment climate can attract foreign 
investment, encourage entrepreneurship, and 
promote economic growth.  
 

5. LEVEL 4: HUMAN CAPITAL 
 

The fourth level of economic development is the 
development of human capital. Human capital 
refers to the knowledge, skills, and abilities of the 
workforce, which are essential for innovation, 
productivity, and economic growth. Investment in 
human capital is critical for long-term economic 
development, as it enables workers to adapt to 
new technologies, increase productivity, and 
innovate. Human capital development includes 
education and training programs, as well as 
policies and programs that promote health and 
well-being. Education and training programs can 
include primary, secondary, and tertiary 
education, vocational training, and on-the-job 
training. These programs aim to equip individuals 
with the skills and knowledge they need to 
succeed in the labor market and contribute to 
economic growth. Education and training 
programs can also help reduce income inequality 
and promote social mobility. In addition to 
education and training, policies and programs 
that promote health and well-being can also 
contribute to human capital development. These 
can include access to healthcare, nutrition 
programs, and social safety nets. By improving 
the health and well-being of the workforce, these 
policies can improve productivity, reduce 
absenteeism and turnover, and improve quality 
of life. However, investing in human capital 
development can be a challenge for many 
countries, particularly those with limited 
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resources. Education and training programs can 
be costly, and access to healthcare can be 
limited. In addition, there can be barriers to 
accessing education and training, such as 
discrimination or lack of transportation. To 
address these challenges, policymakers can 
consider a range of strategies, such as providing 
subsidies for education and training, increasing 
access to healthcare, and promoting policies that 
reduce discrimination. Moreover, the 
development of human capital is not just about 
investing in education and healthcare, but also 
about creating a culture that values lifelong 
learning and personal development. Encouraging 
entrepreneurship, creativity, and innovation can 
also contribute to human capital development by 
promoting a culture of continuous learning and 
adaptation to change. In conclusion, the 
development of human capital is a critical level of 
economic development. Investing in education, 
training, healthcare, and well-being can 
contribute to long-term economic growth, reduce 
income inequality, and improve quality of life. 
However, investing in human capital can be a 
challenge, particularly for countries with limited 
resources. Policymakers must consider a range 
of strategies to promote human capital 
development and create a culture that values 
lifelong learning and personal development. 
 

6. LEVEL 5: INNOVATION AND 
ENTREPRENEURSHIP 

 
The final level of economic development is the 
promotion of innovation and entrepreneurship. In 
order for a country to achieve sustainable 
economic growth, it must not only have access to 
natural resources, infrastructure, a favorable 
investment climate, and human capital, but also 
the ability to innovate and create new economic 
opportunities. Innovation and entrepreneurship 
are critical components of economic 
development, as they can create new products 
and services, generate employment, and 
increase productivity. Innovation refers to the 
development and adoption of new ideas, 
products, and processes that create value for 
individuals and organizations. It can take many 
forms, including technological innovation, 
business model innovation, and social 
innovation. Innovation can lead to new industries 
and markets, increased competitiveness, and 
improved quality of life. Entrepreneurship, on the 
other hand, refers to the process of starting and 
managing a new business venture. 
Entrepreneurs are individuals who are willing to 
take risks and pursue new opportunities, and 

they play a critical role in driving economic 
growth and job creation. Entrepreneurship can 
lead to the creation of new products and 
services, the development of new markets, and 
increased competition and innovation. Promoting 
innovation and entrepreneurship requires a 
supportive ecosystem that encourages creativity, 
risk-taking, and collaboration. This includes 
access to funding, supportive government 
policies and regulations, a skilled workforce, and 
a vibrant entrepreneurial culture. A supportive 
ecosystem can also include incubators, 
accelerators, and other programs that provide 
training, mentorship, and resources to 
entrepreneurs. Governments and policymakers 
can play a critical role in promoting innovation 
and entrepreneurship by creating policies and 
programs that support the development of a 
vibrant entrepreneurial ecosystem. This can 
include policies and regulations that encourage 
entrepreneurship, such as tax incentives and 
streamlined business registration processes. 
Governments can also provide funding and 
support for research and development, and 
create programs that provide training and 
mentorship to entrepreneurs. In addition, a 
collaboration between the public and private 
sectors is critical for promoting innovation and 
entrepreneurship. Public-private partnerships can 
leverage resources and expertise from both 
sectors and create new opportunities for 
innovation and growth. Overall, the promotion of 
innovation and entrepreneurship is a critical 
component of economic development. By 
creating an ecosystem that supports creativity, 
risk-taking, and collaboration, countries can 
foster the development of new industries and 
markets, generate employment, and increase 
productivity, leading to sustainable economic 
growth and prosperity. To further analyze the 
relationship between the square theory of 
economic development and economic growth, it 
is necessary to use both descriptive statistics 
and econometric models. Descriptive statistics 
can provide insight into the relationship between 
the different levels of the square theory of 
economic development and economic growth. 
For instance, it may be useful to compute the 
mean, median, and standard deviation of 
variables such as natural resource availability, 
investment climate, human capital, innovation 
and entrepreneurship, and economic growth 
rates. Additionally, graphs and charts can be 
used to illustrate the relationship between these 
variables over time. An econometric model can 
be used to estimate the relationship between the 
different levels of the square theory of economic 
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development and economic growth while 
controlling for other factors that may influence 
economic growth. For example, a regression 
model can be specified as follows: 
 
GDP = β0 + β1Natural Resources + 
β2Infrastructure + β3Investment Climate + 
β4Human Capital + β5Innovation and 
Entrepreneurship + ε 
 
Where GDP is the dependent variable, and the 
independent variables of interest are the different 
levels of the square theory of economic 
development. The coefficients β1 through β5 
measure the impact of each level on GDP, while 
ε is the error term that captures the effect of all 
other factors not included in the model. The 
estimation of this model can provide insights into 
the relationship between the different levels of 
the square theory of economic development and 
economic growth. For example, the coefficient on 
human capital can be used to estimate the 
impact of human capital development on 
economic growth, while controlling for other 
factors. Additionally, statistical tests can be used 
to determine whether the estimated coefficients 
are statistically significant, indicating a reliable 
relationship between the variables. Overall, using 
both descriptive statistics and econometric 
models can provide a more comprehensive 
analysis of the relationship between the square 
theory of economic development and economic 
growth, allowing for a better understanding of the 
factors that contribute to sustainable economic 
growth and development. 
 

7. CONCLUSION 
 
In conclusion, the square theory of economic 
development proposes a holistic approach to 
fostering sustainable economic growth by 
addressing five distinct levels: natural resources, 
infrastructure, investment climate, human capital, 
and innovation and entrepreneurship. Each level 
is interdependent and contributes to the overall 
economic development of a country. A lack of 
attention or investment at any one level can 
hinder the growth and development of the entire 
economy. In order to promote economic 
development, policymakers and researchers 
should take a comprehensive approach by 
considering all five levels and designing policies 
and strategies that address the unique 
challenges and opportunities of each level. This 
can involve a mix of policy interventions such as 
regulations, incentives, investments, education 
and training programs, and supportive 

ecosystems for innovation and entrepreneurship. 
It is important to note that the levels of economic 
development are not linear and can be 
influenced by various factors such as geopolitical 
events, technological advancements, and social 
changes. Therefore, policymakers and 
researchers should regularly monitor and 
evaluate the effectiveness of policies and 
strategies implemented at each level, and adjust 
them accordingly to meet the changing needs 
and circumstances of the country. In conclusion, 
the square theory of economic development 
provides a valuable framework for understanding 
the complex process of economic development 
and designing effective policies and strategies to 
promote sustainable economic growth. By 
focusing on natural resources, infrastructure, 
investment climate, human capital, and 
innovation and entrepreneurship, countries can 
achieve their economic development goals and 
improve the well-being of their citizens. 
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