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ABSTRACT

The health status of a country’s population plays a significant role in its development. However, if the
country’s economy is not doing well, it is probable that the health budget will consequently face challenges.
The current study aims to examine the impact of healthcare expenditure, investments, and institutional quality
on economic expansion within the country members of Easter African Community (EAC). To investigate the
relationship between variables, the study applies Granger causality tests, Johansen-Fisher cointegration,
random effects, and pooled ordinary least squares (OLS) models to a data sample spanning the period of 2000
to 2023. Findings of the study revealed that health expenditure and improved institutional quality positively
influence economic expansion within selected countries of the East African Community. In addition, the result
confirmed a significant impact of foreign direct investment flow in promoting economic activities and
improving economic expansion. Nonetheless, the prevalence of joblessness or unemployment remains the
bottleneck of economic growth in the region. The study suggests that governments in these countries stimulate
and support health expenditure to enhance health economic activities. It is crucial to improve institutional
quality and initiate job creation programmes to labour absorption and productivity as they contribute
significantly to economic growth.
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1. INTRODUCTION

Health status is considered one of the key drivers
of socioeconomic condition, economic development,
labour productivity and human well-being (Maduka
et al., 2016; Sethi et al., 2024). Additionally, economic
growth also plays an important role in sustaining the
good health of individuals. This implies a
complementarity and interaction between health
expenditure and the expansion of economic activities
(Ozyilmaz et al, 2022). The complementarity
between health expenditure and economic growth is
justified by the fact that high-income-level countries
are characterised by better health conditions, and in
turn experience high per capita income (Bats, 2015;
Sahnoun, 2018; Wang, 2015). Thus, this relationship
is more solid within developed economies as both
heath and economic sectors perform well. Improved
health system enhances productivity and reduces
production losses through diseases that minimise or
impede labour force capacity. On the other hand,
despite their significant efforts, the issue of economic
expansion within developing countries has been a
subject of discussion for almost an entire century.
Various studies were conducted to assess
determinants and factors that contribute to economic
growth found that one of these factors is health
expenditure, which influences innovation and
productivity in both developed and developing

countries (Anyanwu, 2014; Boldeanu &
Constantinescu, 2015; Jannat et al., 2020; Li et al,,
2021).

The literature does not provide a theoretical
approach that explains the linkage between health
expenditure and economic expansion. However,
empirical evidence corroborates a  positive
relationship between these two variables. That is
because a deterioration of health conditions in all its
forms becomes a burden to the national economy
(Ozyilmaz et al., 2022; Sahnoun, 2018). Nonetheless,
health expenditure is not always an indicator of
economic growth. For instance, improving health
conditions minimises death rates even for
individuals who are not in the labour force, such as
the disabled, the elderly population, and children
(Sahnoun, 2018, Wang, 2015). Fundamentally,
empirical evidence on the relationship between
economic growth and health expenditure is varied.
Some studies have found a positive relationship
contrary to other studies finding an inverse
relationship (Baca, 2018; Behera & Dash, 2018;
Bldzquez-Ferndndez et al., 2015; Halici-Ttiltice et al.,
2016; Hartwig & Sturm, 2014; De Mendonga et al.,
2018; Piabuo & Tieguhong, 2017). This explains why
the generalisation of findings would be erroneous,

implying that the EAC countries also need their own
specific study.

Besides health expenditure, the quality of
institutions is another factor that influences economic
growth behaviour. The main assumption is that
economic growth is subject to institutional quality,
which initiates and implements economic policies
and attracts investments (Abate, 2022; Hussen & Lee,
2012). The majority of EAC countries are
experiencing security and governance challenges,
and this may impede on economic expansion within
the countries. Except for the two studies where one
was conducted in Kenya (Olaniyi & Oladeji, 2022)
focusing on institutional quality and the other
conducted on 18 African countries (Fengju &
Wubishet, 2024), no specific study was conducted to
assess the link between health expenditures,
institutional quality and economic expansion within
the East African community (EAC) countries.

It is important to note that countries in this region
also rely on foreign direct investment (FDI) in
various economic activities as common with most
developing countries (Minh & Trinh, 2023; Musse &
Echchabi, 2024). Yet, the FDI is not always a booster
of economic growth, as in some instances, FDI may
crowd out the participation of domestic firms in
economic expansion. Consequently, the aim of this
study is to investigate the impact of these three
important factors of economic growth, namely health
expenditures, institutional quality and FDI, on
economic growth within EAC countries. In addition
to these factors, due to its potent effect on the
economy, the study adds the unemployment rate to
its empirical investigation. In this study, economic

growth and economic expansion are used
interchangeably.
2. LITERATURE REVIEW

In the early 20th century, global life expectancy at
birth was estimated to be below 40 years, and during
that same period, the level of economic growth was
six times lower than it was in 2018 (Bloom & Kuhn,
2018). Over the years, government expenditure was
a core source of impetus towards economic
expansion, especially within developing countries.
Government expenditure is defined as the aggregate
of money that a given government, through the
public section, expends on consumption (goods and
services), investment, and transfer payment
(Diamond, 2026). Health is one crucial component of
human capital. Quality and productive labour
supply come from a healthy population (Fahad et al.,
2023). In other words, health is an indirect factor of
production which results in economic growth

SCIENTIFIC CULTURE, Vol. 12, No 5, (2026), pp. 826-836



828

RUGIRANKA TONY GASTON et al

through physical capital accumulation, innovation
and technological growth (Zhao & Zhou, 2021). A
report from the World Health Organization (2001)
states that enhanced health expenditure improves
economic expenditure not only in developed
countries but also in developing countries. Poor
health conditions of a population minimize
personal’s productivity and reduce the workforce
capacity, leading to sluggish economic growth (Kurt,
2015).

Health expenditures are considered one of the
pertinent challenges discussed and investigated in
the health economic literature (Ahmad et al., 2021;
Yang, 2020). A variety of empirical studies in the
literature have assessed the linkage and causality
between health expenditure and economic growth.
Analysing the data from 560 developed countries,
Hitiris and Posnett (1992) investigated the
determinant of health expenditures and the results
indicated that economic growth remains the utmost
determinant of health expenditure. Similar results
were obtained by the study of Ozturk and Topcu
(2014) in G8 countries, suggesting that the key driver
or causation of health expenditures’ growth is
economic expansion. In addition, some recent studies
that investigated the relationship between economic
growth and health expenditure within different
regions found a positive interaction and bidirectional
causality between health expenditure and economic
growth (Beylik et al., 2022; Ozyilmaz et al., 2022;
Qehaja et al.,, 2023). Studies that support a positive
relationship between economic growth and health
expenditure highlight that the latter improves capital
accumulation, labour productivity and other related
economic multipliers.

Nonetheless, some of the empirical studies
indicated that the relationship between economic
growth and health expenditure is not always
positive. For instance, the study by Islam et al. (2023)
indicated that an increase in health expenditure
reduces economic growth in Saudi Arabia. Similarly,
an inverse relationship between economic growth
and health expenditure was found by other scholars'
studies, such as Mehrara and Musai (2011) in Ran,
Acemoglu and Johnson (2007), Churchill et al. (2015),
Jones and Klenow (2016), and Afawubo and
Couchoro (2017). Furthermore, the study by Hu and
Wang (2024) indicated that the effect of health
expenditure on economic growth depends on the
consumption threshold; when the consumption
threshold is high, health expenditure positively
influences economic growth, otherwise there is an
inverse relationship. Health expenditure may
negatively affect economic growth if the spending on

health exceeds optimal thresholds or if health
expenditures crowd out productive investments.

Workforce health and capacity are not the only
factors that influence a country’s economic
performance. Institutional quality is another factor
that plays a significant role in creating solid ground
for economic expansion. Strong and better
institutions tend to attract investment and enhance
economic performance (Hayat, 2019). A country
dominated by corruption, lack of rule of law, poor
and inefficient governance is more likely to
experience poor economic performance due to high
transaction costs and increased risks for investors
(Hayat, 2019). Well-established institutions create a
synergy between investments and economic
activities. Consequently, institutional quality is the
engine for national economic growth (Addi &
Abubakar, 2024; Yusuf et al, 2021). The core
assumption is that institutional quality is associated
with economic growth. However, various studies on
the relationship between institutional/governance
quality components and economic growth reached
divergent conclusions. For instance, studies
conducted by Babalola and Shittu (2020) and Shittu
et al. (2020) concluded that an inverse relationship
exists between institutional quality and economic
growth. These results corroborate findings from
Agostino et al. (2016) and Shittu et al. (2018) studies,
confirming that corruption, as one of the institutional
quality components, is positively associated with
economic growth.

In contrast to those studies supporting a negative
relationship between economic growth and
institutional quality, studies conducted by Salman et
al. (2019), Ngo and Nguyen (2020) and Tran et al.
(2021) suggested a positive relationship between
institutional quality and economic growth. This
contradiction among empirical studies suggests that
the interaction between these two variables depends
on individual countries or regions’ circumstances.
Therefore, generalising would lead to a spurious
conclusion. In this regard, it is important to assess the
linkage between institutional quality and economic
growth focussing on East African Community
countries.

In developing countries, foreign direct investment
plays a significant role in various economic activities.
Theoretically, foreign direct investment is considered
as a catalyst for development as it fosters technology
transfer, improves capital accumulation and
enhances productivity (Solow, 1999). Empirically,
findings display inconsistent conclusions as some
highlight the positive effect of FDI on economic
growth, while others suggest a negative relationship
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between the two economic variables within the host
country. For instance, studies conducted by Zekarias
(2016), Hayat (2018), Nguyen (2022) and Utouh
(2024) suggest that FDI has a positive effect on the
economic growth of the domestic country. On the
other hand, studies conducted by Ayano (2023) and
Obinna et al. (2025) revealed that FDI inflow causes a
decrease in economic growth within the host
country.

Additionally, the study by Benetrix et al. (2023)
demonstrated that the effect of FDI on economic
growth varies over time and depends on the host
country’s human capital levels. In countries with an
improved level of education, FDI improves economic
growth, while in countries with low or average levels
of education, FDI has no significant effect on
economic growth. The variability of FDI effect on
economic growth was confirmed by the Fazaalloh
(2024) study suggesting that FDI positively impact
economic growth in some economic sectators while
halting growth in others. Furthermore, the study
conducted by Arthur & Addai (2022) found no long-
run relationship between economic growth and
foreign direct investment. This inconsistency in the
literature creates a gap which makes this current
study relevant.

3.RESEARCH DATA AND METHODOLOGY
3.1. Data

To achieve the empirical objective of the study, we
used a balanced panel data set covering Easter
African Community countries, namely Burundi,
Democratic Republic of the Congo (DRC), Kenya,
Rwanda, South Sudan, Tanzania, and Uganda.
Somalia was excluded from the sample because the
majority of the data for the selected variables and
sample period is missing. The analysis focused on a
data sample between 2000 and 2023 retrieved from
the World Development Indicators (WDI) (2025) and
Worldwide Government Indicators (WGI) (2025). To
reduce the effect of outliers, to uniformise data and
facilitate interpretation, the data was transformed
into natural logarithms. The study variables include
constant health expenditure measure in percentage
of GDP and used as a proxy of health status. This
variable was selected because the use of other health
proxies, such as demographic factors, mortality rate
and morbidity rate are associated with complexity
(Bleakley, 2010; Bloom et al., 2003). The selection of
other independent variables was informed by their
significance in determining a country’s economic
status. The inclusion of domestic investments was
considered best, however data for this variable is not
available for some countries such as Burundi and
Somalia hence it was excluded. Additionally, the
institutional quality index (IQI) is calculated using
six important factors such as control of corruption,
government effectiveness, rule of law, political
stability, and voice and accountability.

Table 1: Summary Of Variables Representation.

Variables Symbol Measurement Expected relationship Source
Response variable
Gross domestic product LGDP InGDP GDP pe; gigggé)c onstant + positive WDI
Explanatory variable
Constant Health expenditure InCHE health expenditure as a + positive WDI
percentage of GDP)
control of corruption,
L L. government effectiveness, _—
Institutional quality index IQI InIQI rule of law, political stability, Asymmetric (-, +) WGI
voice and accountability.
Unemployment, total (% of .
Unemployment InUNE total labour force) negative WDI
Foreign direct . . .
. Foreign direct investment net
mvestment InFDI inflow as percentage of GDP) * WDl

Source: Authors’ Construction
3.2. Empirical Approaches

To assess the effect of explanatory variables on
economic expansion within the East African
Community, the subsequent generic functional form
was employed.

GDP = f(CHE,IQI,UNE, FDI) 1)

Where GDP is economic growth/expansion, CHE

is the constant expenditure on health, IQI is the
institutions quality, FDI is foreign direct investment,
and UNE denotes unemployment rate. Considering
time effect, country specification, variables
transformation and omitted variables (represented
by u;), the subsequent Equation2 was formulated to
investigate the impact of selected explanatory
variables on economic expansion.
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InGDP;; = a + @,InCHE;; + @,InlQl;; + @3InUNE;; +
@4InFDILe + uy )

Where t = 1,2,3, ..., T denotes the sample time
period; i = 1,2,3, ..., N represents the cross-section
series; @1, @,, ¢z and ¢, denotes the long-run
coefficient explaining the extent to which economic
expansion is influenced by investments, health
expenditure and institutional quality. Lastly, the u;,
represents the white noise error term.

The selection of panel data estimation, in this
study, was based on the fact that the study involves
multiple countries over a given timeframe.
Additionally, panel data analysis has several
advantages over time series and the cross-sectional
estimates. These include (i) producing reliable results
from a large sample variability and more degrees of
freedom; (ii) ability to control effect of omitted
variables; (iii) taking into account inter-individual
differences; and (iv) ability to estimate data with
distinct time period for distinct countries in case of
unbalanced panel data (Hsiao et al., 1995). This study
employed dual-panel data estimation approaches,
namely random effects and the pooled ordinary least
squares (POLS) estimations.

Deriving from equation 2, the subsequent two
equations (3 and 4) were formulated:

InGDP,,

= Po + Xt
+ u; (3)

InGDP;;

= Bo + P Xie + iy + 1,

+ Wit 4)

Where the pooled OLS is expressed by equation 3
and fixed and random effect are expressed by
equation 4. In both equations, X; represents the
vector of explanatory variables whilst u;; remains the
determinant of the study error term. The study
employed the Johansen-Fisher panel cointegration
test, through trace statistics and maximum
eigenvalues, to determine the presence or absence of
long-run relationship among variables. Considering
p; as the probability value used in testing individual
cointegration from cross-section i; the following will
be the hypothesis to be tested:

n

-2 Z logpi ~X3n ®
i=1

Equation 5 follows the Mac Kinnon et al. (1999)
probability values in establishing maximum
eigenvalue and trace tests for the Johansen
cointegration. To this end, and in dealing with
possible endogeneity and serial correlation, the study
also employed fully modified OLS (FMOLS) and
dynamic OLS (DOLS). The latter two models are
mathematically expressed as follows:

:BiFMOLS

N
=N"1 E
. i1
3iDOLS

N /T 1,7
N7 Z (Z ZitZi*t> (Z ZitZit>] ™

i=1 \t=1

-1

i(xu - X)?

t=1

(6)

where Zj; represents 2(k+1) x1; Z;; denotes
(Xi; — X7); and X/represents the average of X;.

Although the literature provides a variety of
approaches to examine causation among variables,
the Granger (1969) and Dumitrescu and Hurlin
(2012) panel causality tests were employed in this
study to estimate the causal relationships between
selected variables. Equations 8 and 9 display the
model used to assess causality.

m m
Xi=ao; + Z Qg Xie—j + Z B1i Yie—j
j=1 j=1

+ e €))
m m
Yi—ag; + Z Qg Yie—j + Z Bri Xie—j
j=1 j=1
+ Ui €©))

Where m represents the number of lags employed,
t denotes the assessed period, and i represents cross-
sectional series.
The panel Granger causality test assumes the cross-
sectional coefficient to be homogeneous. Thus, the
following assumption was tested:
Qo = aoj, ay; = alj, vy A = amj; Vl,]
Bii = Bijs - Bmi = Bmj; Vi,J
Contrary to the Granger causality hypothesis,
Dumitrescu and Hurlin (2012) present an inverse
assumption allowing differences of coefficients
within cross-section.
This assumption is expressed as follows:
Qo * aoj, (24T} * 0{1]-, vy A * amj; VL,]
Bii # Bijor Bmi # Bmjs ViJj
This test is an extension of Granger causality, and
it assists in handling the heterogeneity issues.

4. EMPIRICAL FINDINGS,
INTERPRETATION AND DISCUSSION

4.1. Preliminary Assessment

Prior to the actual estimation of the relationship
between dependent and independent variables, it is
significant to perform a preliminary analysis. This
consists of reviewing the summary statistics or
descriptive statistics of the data and the correlation
coefficients between selected variables. Considering
the standard deviation of all wvariables,
unemployment and foreign direct investment
possess the highest values, suggesting that they
experience highest volatility compared to other
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variables (Table 2). The variable with lower
variability is the institutions quality. This suggests
that governments in this region do not change much.
The presence of weak correlation coefficients
between the response and explanatory variables

potentially leads to the reduction of multicollinearity
in the estimation. The correlation coefficients are all
statistically significant yet below 50 percent (Table 2)
thus there is a weak correlation between the
dependent variable and the independent variables.

Table 2: Descriptive Statistics and Correlation Coefficients Matrix.

LGDP LCHE LFDI LIQI LUNE
Mean 2.792378 0.713914 0.508484 0.200361 0.559582
Median 2.813704 0.702793 0.547099 0.208060 0.498517
Maximum 3.257970 1.052385 1.105504 0.633443 1.197969
Minimum 2.399464 0.166118 -1.031595 0.061732 -0.038579
Std. Dev. 0.246972 0.146758 0.263507 0.055037 0.278878
Skewness -0.094238 -0.112400 -1.322904 3.230396 0.549923
Kurtosis 1.942036 3.220133 9.543560 29.14735 3.030820
Jarque-Bera 6.928865 0.593963 298.9108 4352.556 7.263657
Probability 0.031291 0.743058 0.000000 0.000000 0.026468
LGDP 1
LCHE -0.2814*** 1
LFDI 0.1407* -0.15907* 1
LIQI -0.2005** 0.1939** -0.0487 1
LUNE 0.1995** -0.0192** 0.0906* -0.100050 1

Note: ***, ** And * Denote Significance at the 1%, 5% And 10% Level Respectively.

4.2. Panel Unit Root Results

To ensure that the regression outcome is not
spurious and establish adequate interpretation of
findings, we performed stationarity tests for selected
series through various panel unit root tests. These
tests include Levin et al. (2002) and Im et al. (2003),

and Phillips-Perron test. Although results in Table 3
suggests that that some variables are stationary at
level, all variables become stationary after the first
difference. This implies that all variables are
stationary at first difference, as all four tests
conducted agree on the same results at first
difference.

Table 3: Panel Unit Root Results.

Variable | GDP | CHE | 1Q1 | FDI | UNE
Level

LLC 0.1597 0.0283** 0.0259** 0.0056*+* 0.0600*

IPS 0.9974 0.0126** 0.0838* 0.0046*** 0.0227**
PP-Fisher chi-square 0.9179 0.0042*** 0.0001*** 0.0002*** 0.3983
PP-Choi Z-stat 1.0000 0.0044*** 0.0007*** 0.0001*** 0.5186

First Difference
LLC 0.0001*%* | ceemmmmerem | s | e 0.0000***
IPS 0.0000%** | e | e
PP-Fisher chi-square 0.0000%** | emmemeememmeem | e | e 0.0000***
PP-Choi Z-stat 0.0000%** | emmmmmmmmmmmeem | mmmemmmmmmees | e 0.0000***

Note: ***, **, And * Denote Significance at the 1%, 5% And 10% Level Respectively.

4.3. Pooled OLS, Random Effects and Fixed
Effect Estimations

To assess the relationship between selected
variables, pooled OLS, random effects and fixed
effect estimations models were estimated and their
results are presented in Table 4. As indicated by the
findings, the results from all these three modules are
different. However, taking into account the
significant level through probability values, random
effect and fixed effect estimates are similar. To select
the adequate model between random and fixed
effect, we performed the Hausman (1978) test. The
results indicate that the null hypothesis for Hausman

test is rejected suggesting that the best results are
provided by the random effect.

The outcome from random effects revealed that
the response variable, which is GDP, does not fit well
with the selected explanatory variables and both R?
and adjusted R? are very small (Table 4). However,
coefficients of all independent variables are statically
significant, implying that they have capacity to
influence changes in economic growth. The
coefficients of CHE, IQI, FDI are positive and
significant. In other words, positive changes in this
variable result in improved economic growth. Thus,
a one percent increase in both health expenditure and
institution quality index causes economic growth to
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increase by 05530 and 0.1485 respectively.
Additionally, in the long run, economic growth
increases by 0.699 percent as a response to a one
percent increase in foreign direct investment.

Nonetheless, as expected, unemployment has an
adverse effect on economic growth as the latter
declines by 0.2969 in response to a one percent
increase in unemployment revel.

Table 4: Pooled OLS And Random Effects Model Test Results.

iabl. Polled OLS Radom effect Fixed effect
vanable Coefficient | T-Statistic | P-value Coefficient | T-Statistic | P-value Coefficient T-Statistic | P-value
C 7.1860 39.459 0.000*** 5.947 18.258 0.000%** 5.930 48.44 0.000***
CHE -0.1187 -4.802 0.000%** 0.553 6.0032 0.000%** 0.014 1.052 0.294
1QI 0.0628 3.2623 0.001*** 0.148 22121 0.0286** 0.148 2.202 0.029**
FDI -0.0117 -0.544 0.587 0.699 3.978 0.000%** 0.013 1.403 0.163
UNE 0.0219 1.7267 0.086* -0.296 -1.8254 0.0701* 0.065 3.311 0.001***
R2 0.1818 0.1455 0.897
Adj. R? 0.1583 0.1209 0.890

Note: ***, **, And * Denote Significance at the 1%, 5% And 10% Level Respectively.

The study also includes the Fisher-Johansen
cointegration test to assess the long run relationship
among variables. As displayed in Table 5, at most 4
cointegration equations exist among the underlined

variables. Consequently, the null hypothesis on no
long-run relationship (cointegration) is rejected in
favour of the alternative.

Table 5: Panel Fisher-Johansen Cointegration Test Results.

Hypothesized Fisher Stat.* Fisher Stat.*
No. of CE(s) (from trace test) Prob. (from max-eigen test) Prob.
None 123.6* 0.0000 91.91* 0.0000***
At most 1 49.46* 0.0000 30.95* 0.0020***
At most 2 25.60* 0.0122 14.21 0.2873
At most 3 17.93 0.1178 13.69 0.3213
At most 4 13.15 0.3583 13.15 0.3583

Note: *** Denotes Significance at the 1% Level.

To determine the extent to which explanatory
variables influence long term changes in the
dependent variables, while taking into consideration
the endogeneity problem, small sample bias and
adjusting for serial correlation, we performed and a
FMOLS and DOLS tests. Contrary to the parametric
OLS model results in Table 4, the fully modified OLS
and dynamic OLS (DOLS) tests suggest that the
dependent variable (GDP) fits well with independent
variables. As indicated by the value of R? of both
models, more than 70 percent of changes in GDP is
explained by changes in selected explanatory
variables. Given that the results from FMOLS model
appear to be more significant compared to those of
DOLS, the former model’s results were preferred
over those of DOLS. All explanatory variables are
statistically significant in influencing economic
expansion within the selected countries (Table 6).
However, while LCHE, LFDI and LIQI positively
lead to positive changes in economic expansion,
LUNE has an adverse impact on GDP. Consequently,
a 1 percent increase in LCHE, LFDI and LIQI causes
economic expansion (GDP) to increase by 0.819, 0.086
and 0.128 percent respectively. However, economic
expansion declines by 0.731 in response to a one
percent increase in unemployment level. This

implies that if any of the selected countries intends to
improve its economy, it should invest more in human
capital and increase its budget on health expenditure.

Additionally, improving institutional quality
would not only have a direct implication on
economic growth but also would attract foreign
investments, which in return has a positive
stimulation of economic expansion. Nonetheless, the
results indicate that a high level of unemployment
experienced within these countries impedes their
economic growth. Focusing on job creation
programmes, especially for youth employment,
would positively influence economic levels of these
countries. These results support the findings of
Zekarias (2016), Hayat (2018), Hayat (2019), Yusuf et
al. (2021), Beylik et al. (2022), Ozyilmaz et al. (2022),
Qehaja et al., (2023), Nguyen (2022) and Utouh
(2024). All these studies were conducted in different
regions at various selected periods and concluded
that improved health expenditure, good quality of
institutions, and high level of foreign investment
inflow stimulate and improve economic growth in a
host country.

The study findings above suggest that economic
expansion in the East African Community countries
will depend on how efficiently these countries spend
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on the health of their populations. Additionally,
these countries necessitate institutional quality
improvement, such as improvement in corruption
control, government effectiveness, rule of law and
regulatory quality. Not only will these institutional

quality indices directly stimulate and enhance
economic growth, but they will also attract foreign
investments inflow which are also an economic
booster within these countries.

Table 6: Panel FMOLS And Panel DOLS Models Results.

FMOLS DOLS
Variable coefficient t-statistic P-value coefficient t-statistic P-value
LCHE 0.818924 105.9298 0.0000%** 0.449638 3.764428 0.0004***
LFDI 0.086044 24.09443 0.0000%*** 0.432882 5.071892 0.0000%***
LIQI 0.128241 199.4254 0.0000%** 0.022642 1.706914 0.0940*
LUNE -0.731637 -82.57330 0.0000%*** 0.369845 1.488989 0.1428
R2 0.820 0.703
Adj. R? 0.657 0. 683

Note: ***, **, And * Denote Significance at the 1%, 5% And 10% Level Respectively.

4.4. Causality Direction Assessment

The Pairwise Hurlin Panel Causality Dumitrescu-
Tests were performed to investigate the causal
relationship between variables (Table 7). A
bidirectional causality exists between constant health
expenditure and economic expansion. This implies
that if more funds are allocated to support the labour
force’s wellbeing, their productivity increases,
leading to better economic performance. On the other
hand, good economic performance brings income
from which a portion is also spent to advance health

affairs. Another bidirectional causality was found
between institutional quality and economic
expansion (Table 7). In a country where

accountability, rule of law, regulatory quality,
government effectiveness reign; and hence

corruption is controlled, economic activities operate
at full capacity and per capita GDP contribution
increases. It is also suggested that when the country’s
economy is performing well, its institutional quality
index improves. Alternatively, a unidirectional
causality was found between foreign direct
investment and economic expansion (Table 7).
Meaning that, more inflow of foreign direct
investment in the EAC countries leads to economic
expansion, while the latter does not necessarily imply
attraction of FDI. Lastly, no causal relationship was
found between unemployment and economic
expansion (Table 7). This implies that, due to its
lagging behaviour, unemployment does not have a
direct reaction towards changes in economic

expansion.

Table 7: Dumitrescu Hurlin (DH) Panel Causality Tests Results.

Null Hypothesis: W-Gtat. Zbar-Stat. Prob. Direction

LCHE does not homogeneously cause LGDP 4.51294 3.17935 0.0015*** Bi-directional
LGDP does not homogeneously cause LCHE 3.02514 2.73801 0.0062***

LFDI does not homogeneously cause LGDP 3.86399 2.30248 0.0213** Unidirectional
LGDP does not homogeneously cause LFDI 1.01639 -0.13550 0.8922

LIQI does not homogeneously cause LGDP 2.51320 2.00568 0.0449** Bi-directional
LGDP does not homogeneously cause LIQI 2.28456 1.67861 0.0932*
LUNE does not homogeneously cause LGDP 1.67997 0.81376 0.4158 Neutralit
LGDP does not homogeneously cause LUNE 1.94882 1.19834 0.2308 Y

Note: ***, ** & * Denotes A Rejection of the HO At 1%, 5% And 10% Significance Level

5. CONCLUSION, POLICY IMPLICATIONS
AND STUDY LIMITATIONS

The current study explored the importance of
health expenditure and institutional quality on
economic expansion in East African Community
countries. A panel data set of five countries over 33
years (1990 -2023) was employed. In addition to
health expenditure and institutional quality as
explanatory variables, foreign direct investment and
unemployment were added as control variables.
Various econometric models, including parametric

OLS model, fully modified OLS (FMOLS), dynamic
OLS (DOLS) and Pairwise Dumitrescu-Hurlin Panel
Causality Tests, were employed to assess the
relationship between variables.

The study findings revealed that constant health
expenditure and improved institutional quality
significantly influence economic expansion within
the selected countries of The East African
Community. Additionally, a good flow of foreign
direct investment was found to have a positive
impact on economic expansion. Nonetheless, the
expansion of the unemployment rate was found to
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have a negative impact on economic growth in the
region.

Grounded on these findings, the subsequent three
policy implications should be drawn. Firstly,
governments in these countries should stimulate and
support improvement in health expenditure in order
to enhance the health status of their labour force and
thereafter contribute to positive economic activities.
Secondly, it is indispensable to improve institutional
quality as the latter is a key driver of efficiency,
reduction of economic volatility, sustainable trade,

programmes that improve job creation would reduce
the rate of unemployment and increase the number
of individuals from the labour force contributing to
economic activities.

This study experiences some limitations,
especially in terms of data collection. Some countries
within the study’s region had missing data while
others had no data available at all. These resulted in
analysing some countries instead of investigating the
totality of EAC countries. Nonetheless, the findings
of the study remain valid, and the majority (seven out

accountability, transparency, and attraction of
foreign direct investment. Lastly, initiating
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