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This thesis presents the empirical studies on three important issues in sub-Saharan
African countries. Firstly, while other regions with good institutional quality have
benefitted considerably from borrowing, sub-Saharan Africa (SSA) continue to
accumulate public debt with a long history of dismal economic performance. The first
part of this study examines the relationship between public debt and economic growth
highlighting the role of institutional quality in SSA. Using the Generalized Method of
Moments (GMM) approach, a sample of 46 sub-Saharan African countries were
examined over the period 2000-2014. The empirical result confirmed that institutional
quality has both a direct and an indirect impact on economic growth and also
institutional quality has a statistically significant impact on the debt-growth
relationship in sub-Saharan Africa. This confirms the hypothesis that the impact of
public debt on economic growth is a function of institutional quality. Therefore,
comprehensive improvement of the institutional quality is necessary not only in
minimizing the negative impact of public debt but also in delivering the unwavering
benefits of government borrowing.

Secondly, for the countries in SSA characterized by unfavourable balance-of-payment
and a whopping budgetary gap to bridge, continuous accumulation of debt can never
be free of cost. These countries have to earmark a sizable proportion of their limited
resources to debt servicing, which is expected to reduce their overall government
spending and health expenditure in particular. The second part of this study examines
the impact of public debt burden on health expenditure in SSA highlighting the role
of institutional quality. Using the Generalized Method of Moments (GMM) approach,
a sample of 43 SSA countries were examined over the period 2000 —2014. The
empirical result confirms that the public debt burden has a negative impact on public
health expenditure in sub-Saharan Africa. However, with the inclusion of the



interaction term of institutional quality and public debt burden the negative impact
turns out to be positive. This suggests that the impact of public debt burden on health
expenditure in sub-Saharan Africa is a function of institutional quality. Therefore, to
improve the level of public health expenditure in SSA governments need to take a
determined stand to mobilize the domestic resources, minimize public debt
accumulation and improve institutional quality.

Thirdly, the high level of indebtedness has been frequently mentioned as an
impediment to the successful alleviation of poverty in developing countries. The third
objective examines the relationship between public indebtedness and the incidence of
poverty in sub-Saharan Africa. Using the Generalized Method of Moment approach,
a sample of42 SSA countries was examined over the period 2000-2014. The empirical
results confirmed that public indebtedness has a statistically significant positive
impact on poverty in sub-Saharan Africa. This suggests that public indebtedness is
one of the leading cause of the lingering mysteries of the dogged poverty in SSA.
Therefore, to alleviate poverty, proper utilization of the domestic resources and
reduction in public debt accumulation is necessary.
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Pengerusi : Profesor Madya Rusmawati Said, PhD
Fakulti : Ekonomi dan Pengurusan

Tesis in1 membentangkan kajian empirikal mengenai tiga isu penting di negara-negara
sub-Sahara Afrika. Pertama, sementara rantau lain yang mempunyai kualiti institusi
yang baik telah mendapat banyak manfaat daripada peminjaman, sub-Sahara Afrika
(SSA) terus mengumpul hutang awam dengan sejarah panjang prestasi ekonomi yang
ketat. Bahagian pertama kajian ini mengkaji hubungan antara hutang awam dan
pertumbuhan ekonomi yang menonjolkan peranan kualiti institusi dalam SSA.
Dengan menggunakan Generalized Method of Moments (GMM) approach, sampel 46
negara sub-Sahara Afrika diperiksa sepanjang tempoh 2000-2014. Keputusan
empirikal mengesahkan bahawa kualiti institusi mempunyai kesan langsung dan tidak
langsung terhadap pertumbuhan ekonomi dan kualiti institusi mempunyai kesan
signifikan secara statistik terhadap hubungan hutang pertumbuhan di sub-Sahara
Afrika. Ini mengesahkan hipotesis bahawa kesan hutang awam terhadap pertumbuhan
ekonomi adalah fungsi kualiti institusi. Oleh itu, penambahbaikan kualiti institusi
yang menyeluruh adalah perlu bukan sahaja untuk meminimumkan kesan negatif
hutang awam tetapi juga dalam memberikan faedah peminjaman kerajaan yang tidak
berbelah bahagi.

Kedua, untuk negara-negara di SSA yang dicirikan oleh imbangan pembayaran yang
tidak menguntungkan dan jurang belanjawan yang menjejaskan untuk menjembatani,
pengumpulan hutang secara berterusan tidak boleh dibebaskan. Negara-negara ini
perlu memperuntukkan sebahagian besar sumber daya terhad mereka kepada
perkhidmatan hutang, yang dijangka dapat mengurangkan perbelanjaan kerajaan dan
perbelanjaan kesihatan mereka secara khususnya. Bahagian kedua kajian ini mengkaji
kesan beban hutang awam terhadap perbelanjaan kesihatan di SSA yang menekankan
peranan kualiti institusi. Dengan pendekatan Generalized Method of Moments (GMM)
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approach, sampel 43 negara SSA telah diperiksa sepanjang tempoh 2000 -2014.
Keputusan imperikal mengesahkan bahawa beban hutang awam mempunyai kesan
negatif terhadap perbelanjaan kesihatan awam di sub-Sahara Afrika. Walau
bagaimanapun, dengan kemasukan istilah interaksi kualiti institusi dan hutang awam
beban kesan negatif ternyata positif. Ini menunjukkan bahawa kesan beban hutang
awam terhadap perbelanjaan kesihatan di sub-Sahara Afrika adalah fungsi kualiti
institusi. Oleh itu, untuk meningkatkan tahap perbelanjaan kesihatan awam di SSA,
kerajaan perlu mengambil pendirian yang tegas untuk menggerakkan sumber dalam
negeri, meminimumkan pengumpulan hutang awam dan meningkatkan kualiti
institusi.

Ketiga, tingkat keberhutangan yang tinggi telah sering disebut sebagai halangan bagi
keberhasilan pengentasan kemiskinan di negara-negara berkembang. Objektif ketiga
meneliti hubungan antara kebangkrutan awam dan kejadian kemiskinan di sub-Sahara
Afrika. Dengan menggunakan Generalized Method of Moments (GMM) approach,
sampel 42 negara SSA telah diperiksa sepanjang tempoh 2000-2014. Keputusan
empirikal mengesahkan bahawa keterhutangan awam mempunyai kesan positif secara
statistik terhadap kemiskinan di sub-Sahara Afrika. Ini menunjukkan bahawa
keterhutangan awam adalah salah satu penyebab utama misteri yang berlarutan
tentang kemiskinan di SSA. Oleh itu, untuk mengurangkan kemiskinan, penggunaan
sumber dalam negeri yang tepat dan pengurangan hutang terkumpul awam diperlukan.

v



ACKNOWLEDGEMENTS

I give my sincere thanks and appreciations to God Almighty (Allah) for His infinite
mercies to see me through despite the numerous challenges. I thankfully acknowledge
the funding source that made my Ph.D. journey possible. I was funded by Abdu Gusau
Polytechnic Talata Mafara, Zamfara State through the Nigerian Tertiary Education
Trust Fund (TETfund), which gave me the honour to be a Ph.D. candidate at the
Universiti Putra Malaysia (UPM).

The completion of this work would not have been possible without the expertise of
my amiable supervisory committee that gave all to make this work possible. Special
regards to the chairperson of the committee, Associate Professor Dr. Rusmawati Said
who taught me how to do a good academic research. I appreciate your time, ideas and
excellent example displayed as a successful academic researcher. I equally appreciate
the efforts of the co-supervisors, Associate Professor Dr. Normaz Wana Ismail, and
Dr. Nur Shyazwani Mazlan. Thank you for the excellent comments and brilliant
suggestions that have broadened my knowledge and reshaped my thinking on the
subject matter.

Profound gratitude to my parents, who conscientiously laid the basic foundation of my
educational career, raised me with the love of knowledge and stood by me from scratch
to the end. I can’t find the words to express my gratitude. I am similarly indebted to
my loving family that sacrificed everything for me to achieve this feat. Your
unflinching support, love, and encouragement can never be told on this page. Finally,
I am also grateful for the suggestions, counsel, prayers and time well spent with
colleagues and friends at University Putra Malaysia and Nigeria. God bless you all.



This thesis was submitted to the Senate of Universiti Putra Malaysia and has been
accepted as fulfilment of the requirement for the degree of Doctor of Philosophy. The
members of the Supervisory Committee were as follows:

Rusmawati Said, PhD

Associate Professor

Faculty of Economics and Management
Universiti Putra Malaysia
(Chairperson)

Normaz Wana Ismail, PhD
Associate Professor

Faculty of Economic and Management
Universiti Putra Malaysia

(Member)

Nur Shyazwani Mazlan, PhD

Senior Lecturer

Faculty of Economic and Management
Universiti Putra Malaysia

(Member)

ROBIAH BINTI YUNUS, PhD
Professor and Dean

School of Graduate Studies
Universiti Putra Malaysia

Date:

Vil



Declaration by graduate student

I hereby confirm that:

this thesis is my original work;

quotations, illustrations and citations have been duly referenced;

this thesis has not been submitted previously or concurrently for any other degree
at any other institutions;

intellectual property from the thesis and copyright of thesis are fully-owned by
Universiti Putra Malaysia, as according to the Universiti Putra Malaysia
(Research) Rules 2012;

written permission must be obtained from supervisor and the office of Deputy
Vice-Chancellor (Research and Innovation) before thesis is published (in the
form of written, printed or in electronic form) including books, journals,
modules, proceedings, popular writings, seminar papers, manuscripts, posters,
reports, lecture notes, learning modules or any other materials as stated in the
Universiti Putra Malaysia (Research) Rules 2012;

there is no plagiarism or data falsification/fabrication in the thesis, and scholarly
integrity is upheld as according to the Universiti Putra Malaysia (Graduate
Studies) Rules 2003 (Revision 2012-2013) and the Universiti Putra Malaysia
(Research) Rules 2012. The thesis has undergone plagiarism detection software.

Signature: Date:

Name and Matric No.: Abdullahi Sani, GS43117

viil



Declaration by Members of Supervisory Committee

This is to confirm that:
e the research conducted and the writing of this thesis was under our supervision;

o supervision responsibilities as stated in the Universiti Putra Malaysia (Graduate
Studies) Rules 2003 (Revision 2012-2013) are adhered to.

Signature:

Name of Chairman
of Supervisory
Committee: Associate Professor Dr. Rusmawati Said

Signature:

Name of Member
of Supervisory
Committee: Associate Professor Dr. Normaz Wana Ismail

Signature:

Name of Member

of Supervisory

Committee: Dr. Nur Shyazwani Mazlan




ABSTRACT
ABSTRAK

TABLE OF CONTENTS

ACKNOWLEDGEMENTS

APPROVAL

DECLERATION

LIST OF TABLES

LIST OF FIGURES
LISTOFAPPENDICES
LIST OF ABBREVIATIONS

CHAPTER

1

INTRODUCTION

1.1
1.2

Introduction

Background of the Study

1.2.1 Public debt and economic growth in Sub-Saharan
Africa

1.2.2 Public debt burden and health expenditure in sub-
Saharan Africa

1.2.3 Public Indebtedness and poverty in sub-Saharan Africa

1.2.4 Institutional quality and public debt policy in sub-
Saharan Africa

1.3 Statement of the Problem

1.4 Research Questions

1.5 Objective of the Study

1.6 Significance of the Study

1.7 Scope of the Study

1.8 Organization of Studies

LITERATURE REVIEW

2.1 Introduction

2.2 Public Debt and Economic Growth Relationship
2.2.1 Theoretical Literature
2.2.2 Empirical Literature

2.3 Public Debt and Health Expenditure Relationship
2.3.1 Theoretical Literature
2.3.2 Empirical Literature

2.4  Public Indebtedness and Poverty Relationship
2.4.1 Theoretical literature
2.4.2 Empirical Literature

2.5  Gaps in the Literature

METHODOLOGY

3.1 Introduction

3.2 Objective 1: Public Debt and Economic Growth Relationship

X

Page

1l

Vi
viil
Xii
Xiil
X1V
XV

12
14
16
17
17
18
19

20
20
20
20
24
27
27
28
30
30
33
34

37
37
37



3.2.1 Theoretical Framework
3.2.2  Empirical Model
3.2.3 Variables Description and Expected Signs
3.2.4 Estimation Method and Justification
3.3  Objective 2: Public Debt Burden and Health Expenditure
Relationship
3.3.1 Theoretical Framework
3.3.2 Empirical Model
3.3.3 Variables Description and Expected Signs
3.3.4 Estimation Method and Justification
3.4  Objective 3: Public Debt and Poverty Relationship
3.4.1 Theoretical Framework
3.4.2 The Empirical Model
3.4.3 Description of Variables and Expected Signs
3.4.4 Estimation Method and Justification
38 Data Sources, Sample Countries and Justification
3.6 Summary

4 ESTIMATED RESULTS AND DISCUSSIONS

4.1 Introduction
4.1.1 Preliminaries on the Estimation Results

4.2 Evidence on Public Debt and Economic Growth Relationship
4.2.1 Descriptive Statistics and Correlation Matrix
4.2.2 Results and Discussion of Findings
4.2.3 Robustness Check
4.2.4 Summary of the Results

4.3 Evidence on Public Debt Burden and Health Expenditure
Relationship
4.3.1 Descriptive Statistics and Correlation Matrix
4.3.2 Results and Discussion of Findings
4.3.3 Robustness check
4.3.4 Summary of the Results

4.4  Evidence on Public Indebtedness and Poverty Relationship
4.4.1 Descriptive Statistics and Correlation Matrix
4.4.2 Results and Discussion of Findings
4.4.3 Robustness Check
4.4.4 Summary of the Result

5 SUMMARY CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
5.2 Summary and Conclusion
5.3  Policy Implications
5.4  Limitations and Suggestions for Further Research

REFERENCES
APPENDICES

BIODATA OF STUDENT
LIST OF PUBLICATIONS

X1

37
39
41
45

47
47
49
50
53
53
54
55
56
58
58
59

60
60
60
62
62
64
70
72

72
72
74
80
81
82
82
84
86
88

89
89
89
91
94

95
113
117
118



Table
1.1

1.2

3.1

3.2

3.3

3.4

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

4.12

4.13

4.14

4.15
4.16

LIST OF TABLES

Regional Poverty Trend of People Living below $1.9

Number of People living below US $ 1.90/day (million) across the
Region

Description of institutional quality variables

Summary of variables and expected signs for objective one
Summary of the variables for objective two

Summary of variables and expected signs for objective 3
Descriptive Statistics

Correlation Matrix

Impact of Public Debt and Institutional Quality on Economic Growth

Impact of Institutional Quality on Debt-Growth Relationship
Marginal Effects of Public Debt on Economic Growth
Robustness Check Using Debt-to-GNI Ratio

Descriptive Statistics

Correlation Matrix

Impact of Public Debt Burden on Health expenditure
Institutions and public debt burden-health expenditure relationship
Marginal Effects of Public Debt Burden on Health Expenditure
Impact of public debt burden on health expenditure
Descriptive Statistics

Correlation Matrix

Impact of Public Indebtedness on the Incidence of Poverty
Public Indebtedness on the Incidence of poverty

xil

Page
10

11
43
44
53
58
63

64

67
69
70
71
73
74
77
79
80
81
83
83

86
87



LIST OF FIGURES
Figure

1.1 Trend of Public Debt in Sub-Saharan Africa

1.2 Trend of economic growth in Sub-Saharan Africa

1.3 Public health expenditure across the region

1.4 Trend of public debt servicing in Sub-Saharan Africa

1.5 Household Consumption Expenditure per Capita across the Region
1.6 Average institutional quality across the region of the world

2.1 Debt Laffer curve

3.1 Author’s Illustration of Harrod-Domar Model

3.2 Vicious circle of poverty (VCP)

4.1 Outlier Tests

Xiil

Page

14
23
38
54

61



LIST OF APPENDICES

Appendix Page
A Sample Countries for the study 113
B Variables and Source of Data 114
C Marginal Effects of Public Debt on Economic Growth 115
D Marginal Effects of Public Debt on Economic Growth 115
E Marginal Effects of Debt Service-to-Export ratio on Health 116
expenditure
F Marginal Effects of Debt-to-Export ratio on Health expenditure 116

Xiv



AfDB
ARDL
DEDH
DOH
EAS
ECA
ECM
FDI
FONDAD
GDP
GLS
GMM
GNP
HIPC
IMF
LAC
LCH
LDCs
MDGs
MDRI
MENA
NGOs
OECD
OLS
SAP
SSA
WB
WDI
WEO
WGI

LIST OF ABBREVIATIONS

African Development Bank
Autoregressive Redistributed Lag
Direct Effect of Debt Hypothesis
Debt Overhang Hypothesis

East Asia

Europe and Central Asia

Error Correction Model

Foreign Direct Investment

Forum on Debt and Development
Gross Domestic Product
Generalized Least Squares
Generalized Method of Moments
Gross National Product

Highly Indebted Poor Country
International Monetary Fund
Latin America and Caribbean
Liquidity Constraint Hypothesis
Less Developed Countries
Millennium Development Goals
Multilateral Debt Relief Initiative
Middle East and North Africa
Non-Governmental Organisations
Organization for Economic Co-operation and Development
Ordinary Least Squares

Structural Adjustment Programme
Sub-Saharan Africa

World Bank

World Development Indicator
World Economic Outlook

World Governance Indicators

XV



CHAPTER 1

INTRODUCTION

1.1 Introduction

Public debt also called government or sovereign debt is the total debt incurred by the
government of a country (Nelson & Ave, 2013), which is divided into internal and
external debt. While internal debt is the total debt borrowed within the country,
external is the total debt borrowed from other governments, foreign nationals, or
international financial institutions. While no country is self-sufficient irrespective of
its status, public debt serves as an important source of government revenue to
developing countries in time of drought, war or financial crisis (Olumide, 2016).

Conventionally, the use of public debt as a macroeconomic toolkit to regulate the
economy has gained momentum after the Classical and Keynesian debate of the 1930s
(Majumder, 2007). While the Classical school took a very much conservative stance
against government intervention through public debt, the Keynesian school were
exceptionally flexible. The Classical economists contended that public debt should be
kept to a minimum level because it tends to accumulate more resources to the public
sector and this lead to a debt crowding out effect (Brown-Collier & Collier, 2015;
Majumder, 2007). On the other hand, the Keynesian school sees no harm for a country
to acquire public debt particularly in a time of necessity. Thus, public debt is a national
asset rather than a liability as it stimulates aggregate demand and therefore necessary
to achieve sustainable economic growth. In support of the Keynesian school, the new
breed of development economists opines that adequate domestic saving is necessary
to achieve economic growth and thus, the inadequate domestic savings of the
developing countries should be augmented with external finance through public debt
or foreign aids (Chenery & Strout, 1966; Domar, 1946; Harrod, 1939; Rostow, 1960).

Like many other developing countries, SSA has a number of development aspirations
that requires a substantial amount of financial resources. However, notwithstanding
the decades of mounting indebtedness, the relevance of the Keynesian proposition has
not been felt by this region. Countries in SSA continue to accumulate largely
unpayable debt stocks, which many analysts believed to have constituted a daunting
challenge to the successful achievement of sustainable growth and development (Fosu,
1999; Milton, 1999; Olumide, 2016; Omotola & Saliu, 2009b). Paradoxically, rather
than stimulate economic growth and development, countries in SSA continue to
accumulate debt that in the end entrapped them into the club of the heavily indebted
poor countries in the world totalling 36 out of which 33 are from this region.
Consequently, the debt burden of this region becomes burdensome, economic
performance continues to deteriorates, health expenditure becomes critically low,
health challenges becomes great, health outcome becomes calamitous and the
incidence of poverty becomes increasingly widespread and irreversible.



The empirical studies provide the evidence that quality of the institutions has a
profound effect on the economic development of a nation. The pioneering works by
North, (1990) and Williamson, (1998) are some of the major breakthrough
necessitating the restoration of the institutional quality to economic growth in the
country. Aron, (2000); Collier, (2006) & Ndulu, (2006) suggested that to give a big
push to the economies of SSA institutional quality should be made robust, sustainable
and reliable. Meanwhile, the underdevelopment of SSA has been attributable to the
poor institutional quality (Brautigam & Knack, 2004; Kilishi, Mobolaji, Yaru &
Yakubu, 2013; Luckham, Ahmeb, Muggah & White, 2001; Siba, 2007). Thus, to have
a proper understanding of the impact of public debt on the economy the role of
institutional quality needs to be highlighted particularly in SSA where institutional
quality is embryonic and confronted with series of development challenges.

Moreover, the impact of public debt on growth was argued to depend on the quality
of the institution in the country (Daud & Podivinsky, 2014; Qayyum, Din, & Haider,
2014; Siddique, Selvanathan, & Selvanathan., 2015). Thus, previous studies on the
impact of public debt on economic growth seem inconclusive. Most especially that the
quality of the institutions in SSA are poorly characterized by feeble rule of law, poor
government effectiveness, tight controls over information, lack of transparency and
accountability, and high levels of corruption (Brautigam & Knack, 2004). Thus, the
impact of public debt on economic growth could be due to economic mismanagement
caused by poor institutions in this region. To this end, this thesis is an improvement
over the previous work such as Milton, (1999) and Fosu, (1996) on the debt-growth
relationship in SSA by looking at the role of institutional. Furthermore, the study goes
further to look at the welfare implications of the mounting debt burden of SSA on
health expenditure and the incidence of poverty so as to provide a workable solution
to the development challenges of SSA as highlighted below.

1.2 Background of the Study

The achievement of sustainable economic growth and development remained the most
dominant concern of any nation particularly the developing ones. These countries are
usually characterized by a lower level of domestic savings, unfavorable balance of
payment, excessive importation of foreign capital and lower level of investment
(Adepoju, Salau, & Obayelu, 2007; Todaro & Smith, 2003) Therefore, to bridge the
gap between the government revenue and government expenditures and stimulate
economic growth they resort to public debt (Aluko & Arowolo, 2010; Safdari &
Mehrizi, 2011; Sulaiman, L & Azeez, 2012).

However, while public debt is assumed to be beneficial to economic growth in
providing the much-needed capital for the investment purposes, its excessive
accumulation could be detrimental to the growth of a nation (Audu, 2004; Mutasa,
2003). The poor economic performance of the indebted country could lead to further
accumulation of debt, which has been one of the development challenges of the
developing countries (Audu, 2004). Public debt become a burden on the country when



it failed to generate the adequate financial resources required to meet up with the debt
servicing from the current level of production (Ogunlana, 2005). This is because, a
sizable proportion of the domestic resources have to be set aside to debt servicing,
which will engulf their foreign exchange earnings and weakens their capacity to
finance the various sector in the economy. This renders the financial systems of the
country practically hemorrhaged to institutional lenders. This is why the government
in SSA is no longer viewed as an instrument of regeneration and social development
(Richards & Nwankwo, 2010).

Anecdotal evidence from many notable nongovernmental organizations (NGOs)
argued that the deplorable condition of the health care system delivery of the
developing countries could be attributable to their high level of indebtedness (Fosu,
2008; Shabbir & Yasin, 2015; Tomori & Adebiyi, 2002). This is because it absorbs a
sizable proportion of their domestic resources and consequently impedes their efforts
to adequately finance the health sectors. Furthermore, the poor people are said to suffer
more the brunt of the socioeconomic hardship caused by the rising indebtedness in the
country (Loko, Mlachila, Nallari, Kalonji, et al., 2003; Lumina, 2008). This is because,
in addition to the depletion of the domestic resources to the foreign creditors the
indebted countries are usually compelled to adopt certain austerity measures. These
are the reduction of public expenditure on social welfare, removal of government
subsidy, privatization and commercialization of public enterprises, devaluation of the
domestic currency and market deregulation (Shah, 2013).

Besides, to honor the debt-servicing the indebted country usually has to levy a heavy
tax on the capital and income of the citizens. However, when the tax is levied on the
commodities consumed by the poor, their income level would be affected, and when
the government expenditures on social programs are reduced the poor would be
adversely affected. This would probably contribute to and aggravates the incidence of
poverty in the country. This underscores the need to have a good understanding of not
only the impact of public debt on economic growth but also its welfare implications
on the citizenry for proper policy implications. To this end, this study explores the
impact of public debt on economic growth, health expenditure, and poverty, as the
lingering issues that exert more cost in SSA than in any other region as highlighted
below.

1.2.1  Public debt and economic growth in Sub-Saharan Africa

Public debt has been the most recurring and disturbing issue in the academic discourse
of economic growth of sub-Saharan Africa over the years. This is not in any way
surprising considering the magnitudes of the mounting debt burden that has been
predominantly burdensome on this region (Fosu, 1999; Milton, 1999; Omotola &
Saliu, 2009a; Uka, 1993) Undeniably, this mounting indebtedness signifies an outright
failure of the macroeconomic policy management adapted to utilize the superabundant
human and natural resources of this region (Onyekwelu, Okoye, & Ugwuanyi, 2014).
While public debt was not an issue of concern prior to 1970s, the desire to make a



steady progress toward a sustainable growth and development after the attainment of
the political independence of most countries in the region and the subsequent oil crisis
of the early 70s has triggered and marked the beginning of the public debt
accumulation in SSA (Boboye & Ojo, 2012). This has been worsened by the
subsequent decline in the global demand for the export commodities and the resulting
increase in the real interest rate in response to the worldwide inflation that has pushed
many industrial economies into the recession in the 1970s (Boboye & Ojo, 2012;
Mweni, Njuguna, & Oketch, 2016). Therefore, countries in SSA began to borrow and
this deteriorates their balance of payment situation and forced them to borrow heavily.
This has led to a sharp increase in the amount of public indebtedness and debt service
obligations in the region (Boboye & Ojo, 2012).

Countries in SSA continue to groan under the excruciating public debt burden, which
the available statistics shows that from the early 1970s to 2002, this region has
collected the sum of $540 billion and paid back $550 billion but yet owed $293 billion
by the end of the year. This grim scenario is no doubt expected to have a profound
effect not only on the achievement of sustainable growth and development but also
the timely debt servicing obligations. As the mounting debt burden of SSA increased
to an unsustainable level, a number of conventional approaches to debt management
were tested with very little or no success. Debt restructuring through debt refinancing,
debt rescheduling, and debt buyback, for instance, has been a traditional approach to
debt management in the 1980s. However, this did not yield any meaningful result,
since the borrower country has to pay more through recapitalization (Uka, 1993).

The Structural Adjustment Programs (SAPs) was introduced by the International
Monetary Fund (IMF) and World Bank to salvage the indebted countries by imposing
stringent conditionality. However, this intervention ended of doing more harm than
good by squeezing out any potential funds from these ailing economies to repay the
debt collected from the bilateral and multilateral institutions. Similarly, a number of
initiatives like the Highly Indebted Poor Countries (HIPC) and Multilateral Debt
Relief have been granted in 1996 and 2005 to address the debt issues of the developing
countries, these seem to have a negligible impact as it failed to extinguish the debt-
trap of SSA. Thus, these approaches have failed to provide the much-desired solution
to the problem of indebtedness of SSA (Olumide, 2016). This is so glaring as the
spectre of public indebtedness continued to raise its ugly head particularly after the
financial crisis of the 2008 (IMF, 2016). Subsequently, the aftermath of the global
financial crisis of 2008 comes along with a decrease in the global demand for the
primary products, which further increased the debt accumulation of SSA from $283
billion to $353 billion and $400.4 billion in 2010, 2012 and 2014 as shown below.
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Figure 1.1 : Trend of Public Debt in Sub-Saharan Africa
(Source: World Development Indicators)

Figure 1.1 above shows that public debt has been increasing over the years in SSA
countries exhibiting an upward trending with very little fluctuations over the period.
It pertinent to note that the little fluctuations signify some reductions in the level of
indebtedness of SSA due to the adoption of the Highly Indebted Poor Countries and
Multilateral Debt Relief initiative in 1996 and 2005 respectively. This gave them a
temporary breathing space but dramatically resume shortly. The problem of public
debt in SSA seems to be very difficult to understand, why would a region blessed with
superabundant human and natural resources remain constantly locked up in a debt trap
for several decades with a historically dismal economic performance as shown below.
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Figure 1.2: Trend of economic growth in Sub-Saharan Africa
(Source: World Development Indicators)



The figure 1.2 above indicates that the trend of economic growth in sub-Saharan
Africa is characterized by some series of fluctuations as summarily described in four
separate stages. The first period begins from 1960-1980 shortly after many countries
in the region attained their political independence. During this period, countries across
the region achieved a reasonable economic growth rate of about 4.8% on the average.
In this period debt accumulation was not an issue as it was relatively low. This period
was viewed as a “golden age” in the economic history of SSA which is characterized
by high internally generated growth (Milton, 1999). The second period started from
1980 to 2000; this period was regarded as a “lost decades” (Milton, 1999) in the
economic history of SSA. In this period economic growth rate was very low due to
the “boom and bust” nature of the economy caused by the global shocks in the oil and
nonoil price in the global market. The period was witnessed excessive accumulation
of debt and excruciating debt crisis, severe deterioration of term of trade due to the
worldwide increase in the rate of interest and drastic fall of the annual growth rate to
2.1%. The third stage begins from 2000 to 2007, during which the rate of growth in
the region was somehow reviving and resuscitating from the devastating blow of the
previous years due to the grant of debt cancellation of the heavily indebted countries
in the region. In this period the prices of primary product increases and the GDP annual
growth rate rose to 3.9%.

Lastly, 2008 to present date is the period where very few countries in the region have
witnessed a rapid growth, a scenario that is popular call as “Africa rising” triggered
by the rising global demand for the export commodities. However, by 2013, such a
growth rate increases but at a declining rate afterward. This is perhaps due to the
unprecedented increase in public debt accumulation and subsequent fall in the global
demand for the oil and non-oil primary product. This sombre economic situation
requires an in-depth analytic study to proffer a workable solution to the historically
dismal economic performance of SSA and suggest an appropriate policy measure to
mitigate its needless implications on various sectors in the economy and health sectors
in particular as highlighted below.

1.2.2  Public debt burden and health expenditure in sub-Saharan Africa

Health is generally recognized as one of the most important component of human
capital development (Bloom, Canning, & Sevilla, 2004; Gong, Li, & Wang, 2012;
Lopreite & Mauro, 2017) that requires adequate financing for its improvement. This
gave it a prominent position in both the Millennium Development Goals (MDGs) and
Sustainable Development Goals (MDGs), where three of these goals were health-
specific and the remaining were indirectly health enhancing. As a fundamental human
need, health has not only contributes positively in improving the productive potentials
of the labour force but also in minimizing the production losses incurred due to the
sickness of employees, ensures effective utilization of natural resources and increases
the gross enrolment of healthy pupils to school in a better learning condition (Saha,
2013; Tomori & Adebiyi, 2002).



While public spending on health is not the only source of finance to health service
delivery, however, it remained the most important sources of health care financing in
SSA where roughly 50% are categorized as poor. As one of the important way through
which the health status is improved and economic growth achieved (Amiri &
Ventelou, 2012; Makuta & O’Hare, 2015), health care financing will not only ensure
a healthy society but also increase the financial and social protection of the populace.
To this end, African leaders have shown their political will by declaring a state of
emergency on healthcare financing through Abuja Declaration of 2001, where the
member nations agreed to improve their pattern of health expenditure by assigning
15% of'their annual budgetary allocation to the health sector. Subsequently, the Addis-
Ababa declaration that laid emphasis on strengthening community health followed in
2006, Ouagadougou declaration, which aimed at improving the Primary Healthcare
and the health systems in the African continent in 2008, and the Tunisia declaration
on the value of money, accountability, and sustainability in the health sector in 2012.

These aimed at addressing the lingering issue of inadequate funding to the health
sector so as to improve the calamitous health outcome in the region. However,
healthcare financing has not meaningfully improved in the region (African Data
Report, 2016; Musango, Elovainio, Nabyonga, & Toure, 2013; Temah, 2009).
Presently, to access medical services out-of-pocket expenses become the second best
option for the people of SSA. Unfortunately, this form of healthcare financing deters
many from accessing the healthcare services and eventually exposes them to the
danger of poor health and extreme destitution (Nabyonga-Orem, Mugisha, Okui,
Musango, & Kirigia, 2013). It similarly deters people from taking medications at the
right time until they are critically ill, which further deteriorates the health status of the
affected individuals.

Notwithstanding the concerted efforts at both the national and international level to
make health care system delivery effective, affordable, and equitable, the health
indices in SSA remained stagnated or even deteriorated in some cases. Today, SSA is
the only region in the world that has not benefited considerably from contemporary
developments in the biomedical sciences that adopted health technologies to arrest
myriads health challenges (Habte, Dussault, & Dovlo, 2004). This region continues to
face the daunting challenge of how to deal with the prevailing calamitous health
outcome and heavy disease burden, which exerts more cost than in any other region.
The prevalence of the HIV/AIDS has further confounded the health issue and posed
additional challenge particularly that the public health expenditure in SSA has not
meaningfully improved over the years as shown below.
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Figure 1.3 : Public health expenditure across the region

(Source: World Development Indicators)
Note: SSA= Sub-Saharan Africa, SA= South Asia, LAC= Latin America and Caribbean, EAP=East
Asia and Pacific, MENA= Middle East and North Africa.

Figure 1.3 has shown that public health expenditure in SSA is the lowest compared to
the other regions of the world. This is a challenging issue considering the undesirable
level of life expectancy of only 57 year that is in sharp contrast to 66 and 74 in Pacific
and South Asia respectively (WDI, 2015). The African Data Report, (2016), reported
that one in every six children in SSA dies before the attainment of their fifth birthday.
This is mainly due to the shamble nature of the healthcare systems that are on the verge
of collapsing due to the gross under-investment. While the average health expenditure
per capita is more than US$ 2000 in developed countries, it is found to be within the
range of US$ 13 to US$ 21 in SSA in 2001. This has made their healthcare systems
delivery to be facing huge financing deficits to the extent that the Commission of
Macroeconomics and Health, (2002) recommended that health expenditure per capita
in SSA should increase to US$ 34 by 2007 and to US$ 38 by 2015, which is
approximately 12% of their GNP. This was the least amount required to provide basic
healthcare treatment for infectious diseases like HIV/AIDS, TB, and malaria, as well
as the infant and maternal illnesses. Also reported are less than two nurses/midwives
per 1000, with about 5% of the total population infected with HIV/ AIDS and 280 per
1000 facing the health threat of tuberculosis (WHO, 2015). Likewise, the infant and
maternal mortality rate, the percentage of births in the absence of trained health
worker, and the proportion of one-year-old babies not been given a DPT immunization
increases twice the world average in the region (African Data Report, 2016). This
region continues to record the highest neonatal death and maternal mortality rate, in
which out of the 20 countries with the highest maternal mortality rate in the world, 19
are in SSA (Musango et al., 2013; WHO, 2014). It is in view of the above that a
number of analysts blamed the lower level of health expenditure as the reason for the
worst calamitous health outcome in SSA (Fayissa & Gutema, 2005; Jaunky &
Khadaroo, 2008; Kaseje, 2006).



Meanwhile, it has been reasoned that the Structural Adjustment Program (SAP)
adopted by the indebted country at the instance of Bretton wood institutions could
have a profound influence on its public spending (Loko, Mlachila, Nallari, Kalonji, et
al.,, 2003; Lumina, 2008; Temah, 2009). Such budgetary cuts potentially divert
government spending on social sectors like education and health, which could
eventually be translated into a pervasive health or educational crisis. Likewise, many
notable nongovernmental organizations (NGOs) and analysts claimed that public debt
burden is an impediment to sustainable investment in health, education and other
human development (Fosu, 2007a, 2007b; Mahdavi, 2004; Shabbir & Yasin, 2015).
However, considering the myriads health-related challenge and heavy diseases burden
(Habte et al., 2004; Kaseje, 2006) deplorable condition of the health care system
delivery (Kirigia & Barry, 2008; Nabyonga-Orem et al., 2013), and special recognition
accorded to health in both the Millennium and sustainable development goals, the
study chose the health sector as a lingering issue that was barely considered. This is
particularly relevant as SSA continue to be pull-down by the heavy debt burdens,
which drains their foreign exchange to debt servicing as shown below.
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Figure 1.4 : Trend of public debt servicing in Sub-Saharan Africa
(Source: World Development Indicators)

Figure 1.4 above indicates that the trend of debt service payment in SSA exhibits an
upward movement, presenting an increase in total debt service payment in the region.
This implies that billions of dollars drain to foreign creditors from SSA annually. This
could have a profound effect on their capacity to allocate adequate financial resources
to the health sector. Particularly, that the indebted country has to decide whether to
honour the debt service obligations or allocate adequate financial resources to the
various sectors in the economy and alleviate the hardship of the citizens (Lora &
Olivera, 2006). This is likely to shift the government budgetary allocation away from
the health sector.



A cursory look at the deplorable condition of the health care system delivery in SSA
yields a worrying picture exasperated by the inadequate health care financing, which
manifested into high levels of migration of health care personnel out of the region,
inadequate health care facilities, and hostile working environment. This is quite
destabilizing considering the heavy disease burden and worst calamitous outcome
prevailing in the region over the years. This grim scenario provides a possible
explanation of why the health-related Millennium Development Goals (MDGs) has
not been met as scheduled and why the Sustainable Development Goals (SDGs) might
not be achieved in SSA. Thus, in a search for a workable solution to the myriads health
challenges triggered by inadequate funding this study intends to ascertain whether the
extremely lower level of public health expenditure in SSA can be explained by the
level of public debt burden in the region.

1.2.3  Public Indebtedness and poverty in sub-Saharan Africa

Poverty is the most recurring and pressing socio-economic issue that has defied all the
alleviation strategies adopted in SSA. Despite the immense human and natural
resources that SSA is endowed with, it is the only region in the world where the
percentage of poor is not significantly reducing (Addae-Korankye, 2014; Francis,
2001; Sembene, 2015; World Bank, 2014a). Notwithstanding, several policy
initiatives planned and implemented in SSA but still there is hardly any proof of their
success (see, Le Goff & Singh, 2014; Okonjo-Iweala, Soludo & Mubhtar, 2003).
Indeed, the poor people of SSA were found to be worse off than their counterpart in
the other world’s regions (Bicaba, Brixiova, Ncube, Kayizzi-mugerwa, & John, 2015;
Dulani, Mattes, & Logan, 2013). Many forms of poverty have afflicted this region to
the extent that the Human Development Index (HDI) scores are either declining or at
best stagnated since 1990. This poses the challenge of answering why this region is
the poorest region in the world and what can be done to reverse the worrisome trend.

Table 1.1 : Regional Poverty Trend of People Living below $1.9

Years 1981 1990 1999 2005 2013
EAP 80.5 60.2 T 18.4 3.5
ECA - 4.0 8.1 5.1 23
LAC 16.2 18.8 13.9 9.9 54
MENA - 6.0 3.8 3.0 -
SA 54.7 44.6 - 33.6 15.1
SSA - 54.3 57.1 50.0 41.0

(Source: World Development Indicators)
Note: SSA= Sub-Saharan Africa, SA= South Asia, LAC= Latin America and Caribbean, EAP=East
Asia and Pacific, MENA= Middle East and North Africa.

Table 1.1 shows the poverty headcount index across the regions. It reveals that SSA
is the only region where the percentage of poor is not significantly reducing and that
about 41% of the total population of the region are living on less than $1.90 a day.
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Table 1.2 : Number of People living below US $ 1.90/day (million) across the
Region

Years 1981 1990 1999 2005 2013
EAP 1273 1097 755 393 80
ECA - 34 70 45 20
LAC 60 71 72 55 33

MENA - 15 12 10 -

SA 504 505 - 508 256
SSA - 276 371 382 389
World 42.2 35.0 28.0 20.4 10.7

(Source: World Development Indicators)
Note: SSA= Sub-Saharan Africa, SA= South Asia, LAC= Latin America and Caribbean, EAP=East
Asia and Pacific, MENA= Middle East and North Africa.

Table 1.2 above, shows that the percentage of the people living below US$ 1.90 in
SSA is increasing rather than reducing over the years. This indicates that although the
number of people living below $1.90 a day has declined in the other regions, SSA is
an exception (World Bank, 2014b). Poverty in SSA manifests itself in lack of basic
essentials needs of life for a large number of people living in the region.

The United Nation Food and Agriculture Organization FAO, (2015) reported that
about 220 million (23.2%) people in SSA were grossly malnourished in 2014. This
number is staggering as it is the highest percentage compared to any other region in
the world. The U.N. Millennium Project has reported that over 40% of Africans are
unable to obtain sufficient food regularly. This has placed the region to have the largest
number of hungry people in the world after South Asia having 281.4 million (17.7%)
due to their larger population. In fact, this region has recorded the least progress in the
reduction of hunger, of which approximately one of each three people living in SSA
is malnourished (FAO, 2015). Similarly, the U.N, (2015) has reported that about 589
million peoples in SSA are deprived of electricity, 80% depend on biomass products
like charcoal, wood, and animal dung for cooking and that out of the 738 million
people that lacked access to good drinking water in the world 37% are in SSA. The
U.N. Millennium Project reported that more than 50% of people living in SSA have
suffered from water-related diseases like cholera (United Nation, 2015). This region
has lagged far behind other regions in terms of the access to the necessities of life with
very little progress in term of increasing the per capita consumption expenditure over
the years as shown below.
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Figure 1.5 : Household Consumption Expenditure per Capita across the Region

(Source: World Development Indicators)
Note: SA= South Asia, SSA= Sub-Saharan Africa, LAC= Latin America and Caribbean, MENA=
Middle East and North Africa, ECA = Europe and Central Asia

Figure 1.5 above presents the trend of household final consumption expenditures
across the region. It indicates that the household final consumption expenditure per
capita in SSA is the lowest in the world after South Asia. While the income level and
the social indicators in SSA continue to deteriorate every day, the debt-led growth
strategy has been adopted to enhance the socio-economic development of the region
and alleviate poverty; however, the fight to end this scourge is far from over. Rather
than stimulate economic growth and alleviate poverty, public debt increased
monumentally in SSA, a situation that many analysts seem to be a hindrance to poverty
alleviation (Lumina, 2008; Saungweme & Mufandaedza, 2013). This region was
reported to have paid approximately the sum of $285 billion to enable them to acquire
more debt (Friesecke, 2001). The painful truth is that these countries continue to be
starving of the much-needed resources required to salvage their people from the trap
of a vicious circle of poverty. To sum it up, SSA is in a multifaceted web of a vicious
circle that continues to preserves poverty over the years. However, to the best
knowledge of this study, hardly any empirical study attempts to examine the
relationship between public indebtedness and the incidence of poverty in SSA. This
study is an attempt to fill the gap.

1.2.4  Institutional quality and public debt policy in sub-Saharan Africa

Recent literature on the causes of growth differentials among countries has shown that
institutional quality plays a pivotal role in explaining the cross-country differences (D
Acemoglu, Johnson, & Robinson, 2005; Butkiewicz & Yanikkaya, 2006; Gurvich,
2016; Levins & Easterly, 1997; North, 1990; Siba, 2007). This suggests that an
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improvement in institutional quality is required to stimulate the economic growth of a
nation. An institution is a humanly devised constraint that structures the political,
economic and social interaction among people. It comprises of a formal rule like
constitutions, private property rights as well as the informal rules like custom,
traditions, sanctions, taboos and the codes of conduct (North, 1990). It is devised to
create order, reduce uncertainty in business, safeguard the contract enforcement, and
protect private property rights, which work hand in hand to support a viable economy.
In response to the development challenge of SSA, Aron (2000), Collier (2006) and
Ndulu (2006) suggested that to give a big push to these economies, institutional quality
improvement is necessary.

Moreover, the new wave of research contends that proper utilization of public debt
depends to a great extent on the quality of the institutions in the countries. This is
because countries with good institutions were found to manage their debt efficiently
(Daud & Podivinsky, 2014; Presbitero, 2008; Tarek & Ahmed, 2017). Conversely,
poor institutional qualities affect the relationship between public debt and economic
growth negatively in several ways. In addition to the high propensity of borrowing and
high level of corruption (Jalles, 2011), poor institutions have the tendencies to
desterilize the borrowing decisions of a country by diverting the borrowed funds from
the projects of higher economic impacts to potentially meaningless projects (Shleifer
& Vishny, 1993). On the other hand, poor institutional quality has been blamed for a
greater likelthood of debt defaulting, which aggravates indebtedness and poor
economic performance (Ciocchini, Durbin, & Ng, 2003). Therefore, the total amount
of debt could be immaterial when the borrowing country is embedded within poor
institutional quality.

Furthermore, the new wave of research indicates that the effective utilization of public
debt depends to a great extent on the quality of the institutions in the country (Cooray,
Dzhumashev, & Schneider, 2017; Daud & Podivinsky, 2014; Jalles, 2011; Kim, Ha,
& Kim, 2017; Presbitero, 2008). This suggests that countries with good institutions
are better able to manage and use their debt efficiently. Moreover, the effectiveness
and relevance of health care financing for better health outcomes are found to be
mediated by the quality of the institutions in the country (Bousmah, Ventelou, & Abu-
Zaineh, 2016; Makuta & O’Hare, 2015). This might not be unconnected with the fact
that good institutions are necessary for an allocative efficiency and effective utilization
of the overall national resources and public debt in particular (Agnor & Montiel,
2010). Against this backdrop, this study examines the impact of public debt burden on
public health expenditure in SSA and also investigates whether the impact of public
debt burden on health expenditure would change with the interaction of institutional
quality.

However, countries in SSA have been ruled by a rapacious government characterized
by a high level of corruption, lack of rule of law, recurrent social unrest, terrorist
attacks, and arm conflict across the region (Onuoha, Science, & Qobo, 2012; Tarek &
Ahmed, 2017), which could have a profound influence on debt-growth relationship. It
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is pertinent to highlight the state of institutional quality in SSA. Using the data from
the World Governance Indicators have the average level of institutional quality across
the region is shown in the figure below:
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Figure 1.6 : Average institutional quality across the region of the world

(Source: World Governance Indicators)
LAC=Latin America & Caribbean, SEA=South East Asia, SSA=Sub-Saharan Africa, Europe =
Europe & Central Asia.

Figure 1.6 above shows the trend of the average score of the overall institutional
quality across the region and that SSA is having the weakest institutions compared to
other regions in the world. Since public debt has a negative impact on economic
growth in both theoretical and empirical literature and that empirical studies confirmed
a positive relationship between the institutional quality and economic growth, this
study trudges further look at the indirect impact of institutional quality to ascertain
whether institutional quality matters on a debt-growth relationship in SSA.

1.3 Statement of the Problem

This study is motivated by three different but related issues regarding the impact of
public debt on the economy. Firstly, the economic theories recognized the role of
saving and investment in stimulating the economic growth of a nation. Likewise, the
historical record has shown that most countries with sustainable economic growth are
those that maintained adequate domestic saving to finance their investment needs
(Todaro, M. P., & Smith, 2012). In view of the above, SSA countries continue to
accumulate public debt since the 1980s, with the aim to increase their investment and
stimulate economic growth. However, empirical evidence presents counterintuitive
results (Fosu, 1999; Megersa, 2014; Milton, 1999). Whereas, the data available shows
that public debt exhibits a rising trend over the period, the economic growth was seen
to be very unstable showing a downward trending as in figure 1.1 and 1.2 respectively.
This has led to the accumulation of debt that rose monumentally from US$ 206 billion
in 2000 to approximately US$ 400 billion in 2014 (WEO, 2017). However, the
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empirical evidence has shown that while other regions with a better institutional
quality have benefitted considerably from public debt (Jalles, 2011; Kim et al., 2017),
SSA continues to accumulate public debt with a historically dismal economic
performance. This situation constitutes a challenge that many analysts believed to be
one of the biggest single barriers that have affected and continue to affect all efforts
aimed at stimulating the economic growth of the region.

This study presents an improvement over the previous work on the debt-growth
relationship in many important aspects. First, it looks at the direct impact of
institutional quality on economic growth and the indirect impact of institutional
quality through the interaction term on the debt-growth relationship. Second, it
employs the system GMM approach that has a number of econometric benefits over
the traditional panel approach and thus, provides a more robust conclusion.

The second issue strives to ascertain whether countries overburdened with public debt
tend to spend less on health expenditure. While the pattern of health expenditure
affects the health outcome and the rate of economic growth, public health expenditure
in SSA has been the lowest compared to the other regions of the world (see figure 1.4).
The average per capita health expenditure in the region have been $ 42.5 US, in 2001,
$79 US in 2006, $114 US in 2010 and the $ 132 US in 2014; this is very low
considering the world average estimated at $ 650 US, $ 890 US, $§ 1095 US and the $
1225 US respectively. This has compelled many Africans to take out-of-pocket health
expenditure as an alternative to access medical services, which subjected them to poor
health status. As the most disproportionate form of health care financing, out-of-
pocket health expenditure deters many people from accessing the healthcare services
and exposes them to the danger of poor health and destitution (Nabyonga-Orem et al.,
2013). It equally deters them from taking medications at the right time until they are
critically ill.

While various governments in SSA has shown their political will to improve the
healthcare financing, for a country having unfavourable balance-of-payments and
fiscal deficits public debt accumulation can never be free of cost. This is because a
sizable proportion of their domestic saving has to be set aside to debt servicing. This
is expected to consume their foreign exchange earnings, reduce their government
spending, and the level of public health expenditure. This study hypothesized that high
public debt burden potentially upset the financial allocations to the various sectors and
healthcare financing in particular. This resonates powerfully in SSA, where public
debt servicing engulfed whopping billions that could otherwise be used to improve the
extremely lower level of health expenditures. This is particularly relevant considering
the health-related challenges and a rising debt burden in SSA. Therefore, the heavy
debt burden in SSA is expected to shift away from the government budgetary
allocation from health care financing to debt servicing. While a number of empirical
studies attempted to examine the determinants of health expenditure in the developing
countries, research on the impact of public debt burden on health expenditure received
little consideration in the literature. This study contributes to the literature by
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examining the impact of public debt on health expenditure in SSA, a region where the
health challenges are abysmal and the debt burden is predominantly worrisome and
also investigates whether the impact of public debt burden on health expenditure
would change with the improvement of institutional quality.

The third issues raised concerns about the relationship between public indebtedness
and the incidence of poverty in SSA. Usually, government resorts to public debt to
address the socio-economic and developmental challenges facing the countries and
put a smile on the faces of those governed. Notwithstanding the decades of mounting
indebtedness accompanied by several policy initiatives to alleviate penury, poverty
continues to be a challenging monster in SSA. The political instability continues to
erupt in many countries of SSA that seems to be context-specific, however,
widespread poverty could be the reason. Poverty can deny the basic human rights of
the citizenry and thus aggravate social tension and fuels political instability. Poverty
makes it easier for the radical group to recruit deprived unemployed youth into
terrorism activities. This could explain why many youths are anxious to migrate to
another continent through the sea despite the risk involved in their lives. Therefore,
poverty does not only jeopardize the effort to achieve economic growth but also
destabilizes the sense of responsibility, kindness and peaceful coexistence among
African societies. Startlingly, a region blessed with super-abundant human and natural
resources but ranked as the poorest region in the world with a huge percentage of its
population wallowing in crass poverty. This scenario poses the challenge of answering
the question of why this region is the poorest in the world and what remedies can be
applied to reverse the appalling trend.

While public debt affects economic growth negatively, the impact of public
indebtedness on the incidence of poverty receive very little attention in the literature.
It has been argued that poor people mostly suffer more the brunt of economic hardship
triggered by the adoption of austerity measures such as the removal of subsidy,
reduction in government expenditures, privatization, and commercialization of public
enterprises, devaluation of the currency, market deregulation by the indebted country
(Shah, 2013). However, this claim can only be justified when the empirical evidence
is confirmed. Therefore, to unravel the mysteries of the long-lasting challenge of the
incidence of poverty and proffer a workable solution, this study examines the
relationship between public indebtedness and the incidence of poverty in SSA.

1.4 Research Questions

This research aimed at providing the answers to the following questions:

* Does institutional quality has any influence on the debt-growth relationship in
SSA?
*  What is the impact of public debt burden on health expenditure in SSA?
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* Does the quality of the institutions have any influence on public debt burden
and health expenditure relationship?
*  What is the impact of public indebtedness on the incidence of poverty in SSA?

1.5 Objective of the Study

The general objective of this study is to explore the impact of public debt on economic
growth, health expenditure, and poverty in SSA countries.

Specifically, the study intends:

1.  To examine the impact of public debt on economic growth highlighting the
role of institutional quality in SSA.
ii.  To investigate the impact of public debt burden on health expenditure
incorporating the role of institutional quality in SSA.
iit.  To analyse the impact of public indebtedness on the incidence of poverty in
SSA.

1.6 Significance of the Study

This study contributes to the existing body of knowledge and has policy implications.
Specifically, the first objective highlighted the role of institutional quality on the debt-
growth relationship. This is relevant because, over the years, SSA economies have
been managed under poor institutional quality, characterized by corrupt and rapacious
leaderships, protracted political instability, recurring social tension, and lack of check
and balance in collecting and spending public debt, which could certainly hinder the
effective utilization of public debt in the region. Therefore examining the debt-growth
relationship in SSA without considering the role of institutional quality could affect
the reliability of the analysis. It is expected that the finding of this study may influence
decisions of governments in SSA to consider the necessity of upholding high-quality
institutions that guarantee effective debt management to mitigate or even forestall its
negative impacts on the economy. It will also serve as a solid basis to revolutionize
the policy formulation of the international financial institutions to set institutional
improvement as a requisite condition for a country to access their loans. Furthermore,
Brambor, Clark, & Golder, (2006) have recently queried the interpretations of the
multiplicative interactive term in the literature. This study has gone beyond the
traditional interpretation by adopting the updated approach that better interprets the
interaction models by capturing the different values of the standard errors (minimum,
mean and maximum), which is believed to be more robust.

The second objective contributes to the existing body of knowledge by examining the
relationship between public debt burden and health expenditure relationship in SSA.
This is timely, as the world is actively committed toward the achievement of the
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health-related Sustainable Development Goals by 2030. Hence, there is the need to
have a proper understanding of the determinants of health expenditure in SSA. This
will help the policymakers and health-related agencies to have a proper understanding
of the reasons why many developing countries have failed to meet up with MDGs
health-related target of 2015. This will provide a workable solution for a practical
intervention and simplifies the achievement of Sustainable Development Goals
(SDGs) by 2030. This helps not only in the rationalization of the policy debate on
health-related target but also in enhancing the pace at which the socioeconomic
development in SSA economies could be achieved. This study provides a new insight
into the factors affecting the level of health expenditure and offers a policy option to
improve the health care financing of the developing countries and SSA in particular.
The study further improves from the existing ones by highlighting the indirect impact
of institutional quality on debt burden and health expenditure nexus, since institutional
quality is relevant in proper utilization of resources in an economy.

The third objective investigates the relationship between public indebtedness and the
incidence of poverty in SSA. The study looked at the welfare implications of public
indebtedness; an issue that is scarcely explored in the literature. The finding of this
study provides the relevant information required by the policymakers to serve as
guidelines for understanding the determinants of poverty for a proper policy
recommendation. This study sheds light on stakeholders, governments, and
policymakers to consider public debt as one of the potential causes of poverty in
developing countries, and SSA in particular. The study informs the policymakers
about the risk accompanying the excessive indebtedness and its attendant implication
on the incidence of poverty in SSA. Furthermore, the proxy used to measure the
incidence of poverty in SSA has been mostly in terms of income; this study employed
the expenditure approach, which is believed to be more appropriate as it captures the
ability of a household to secure its necessities of life like food, shelter, clothing, and
health. Prospective researchers would benefit from this study by using a more reliable
proxy to capture the incidence of poverty in their studies.

1.7 Scope of the Study

To explore the impact of public debt on economic growth, health expenditure, and
poverty, data were collected from SSA for the period 2000-2014. This period was
chosen because it witnessed the most rising indebtedness ever, since the debt-relief
era, recurrent political instability and global shocks in the price of primary products.
These situations have a tremendous influence on debt accumulation of SSA.
Geographically, the study is confined to SSA because it consists of a group of
countries that share common characteristics, having the same poor rating of the level
of institutional quality, and offer economic dynamics that are hardly found in the other
regions. Thus, the region requires a special attention regarding the reasons behind its
massive build-up of debt, despite the approval of the debt relief initiatives in 1996 and
2005.
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1.8 Organization of Studies

This study was designed to cover five chapters. The foregoing chapter covers the
introduction, background information, the research problem statement, research
questions and objectives of the study, significance, scope, and organization of the
study. Chapter 2 provides a comprehensive review of the theoretical and empirical
literature on the issues raised in the background of the study. The chapter is divided
into four main sections. The first section reviews the theoretical and empirical
literature on the relationship between public debt and economic growth. The literature
on the debt-growth nexus is debatable, inconclusive and therefore not yet exhaustive.
Whereas others argued positive relationship, some argued a negative and yet other
non-linear relationship. Interestingly, research on the impact of institutional quality on
the debt-growth nexus is mostly overlooked in the literature. The second section
reviewed the literature on the relationship between the public debt burden and health
expenditures. The reviewed literature has shown that findings on the debt-growth
nexus are inconclusive and debatable and that the nexus is scarcely exploded in the
literature, even in SSA where health-related challenges have been great and debt
burdens have been burdensome over the years. The third section reviews the literature
on the relationship between public indebtedness and the incidence of poverty.
Although both the incidence of poverty and indebtedness are on the increase in SSA,
empirical studies on the impact of former to the latter are generally overlooked. The
last section gives a highlight of the existing gap in the literature.

Chapter 3 provides the discussion on the estimation methodology employed to carry
out the study. This chapter is structured into three separate sections based on the
objectives of the study. Based on the literature reviewed, in each objective a theoretical
framework that underpins the study was discussed. Econometric models were
specified to test the hypotheses, variables descriptions and their hypothesized sign,
estimation methodology and its justification were highlighted. The growth model
consists of the Real GDP per capita, Institutions, gross fixed capital formation,
population growth, and trade openness. The health expenditure model consists of
public health expenditure as percentage to government expenditure, GDP per capita,
debt variables, institutions, urbanization, the percentage of population 65 years and
above, and foreign aids. The poverty models consist of consumption expenditure, debt
variables, real GDP, employment rate and inflation. In total the growth model consist
of 14 equations for the direct and indirect impact, the health expenditure models
consist of 6 equations for the direct impact of debt and the moderating role of
institutional quality and the poverty model consists of 6 equations.

Chapter 4 is the presentation and interpretation of results. The chapter presents the
descriptive statistics, correlation matrix, estimation method, discussion and summary
of the results. The system GMM technic has been employed to achieve all the three
objectives of the study. Finally, chapter five discusses the conclusion, makes policy
recommendations, highlights the limitations of the studies and makes suggestions for
further studies.
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