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Abstract
In the past decades, scholars directed their focus towards unraveling the macroeconomic effects
of human capital development and labour productivity. Despite human capital development
being recognized as a growth stimulant, studies on sub-Saharan Africa’s labour productivity,
human capital development, and inclusive growth nexus remain scarce and contradictory owing
to low labor productivity and the inappropriateness of GDP growth as a measure of inclusive
growth. This study examines the relationship among human capital input and output factors,
labour productivity, and inclusive growth in 32 SSA countries from 1999 to 2021. The study
employs panel annual secondary data from World Development indicators (202
Labour Organization (2022), United Nation Population Division, Departmen
Social Affairs (2023). A panel system generalized method of moments (G

s utilized as a
suitable estimation approach technique. The study found that public h and education
expenditure positively impact labor productivity, while governmen spending negatively
affects inclusive growth. The study reveals that inadequate public h pending correlates with
low output growth, high unemployment, and rising inequality if\the region. Additionally, the
output factors of human capital development such as pri @d secondary school enrollment
and infant mortality have adverse effects on inclusive gro Labor productivity also negatively
impacts inclusive growth, primarily due to income«inequality. The corresponding marginal
effects of the interaction between labour productiv, (§§human capital input and output factors
are approximately negative on income growth, y and employment. This means that human
capital development do not play a suppo&\K% e in ameliorating the negative effect of low
labour productivity on inclusive growth. The*study concludes that human capital development
does not sufficiently counteract the ﬁve effects of low labor productivity on inclusive
growth. It suggests the need to i g@se government investment in education and healthcare,
alongside labor market reform@dress inequality, promote growth, and enhance employment
in SSA. N\

Keywords: Human capital input and output, output per worker, equality, income growth,
employment, incl.u&rowth index.
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Chapter One
Introduction
1.1 Background to the Study

Human capital development is recognized as a crucial factor in enhancing productivity and
playing a significant role in the economic development of any nation. T iations in
socioeconomic development among nations can be attributed to the quali § quantity of
human capital’>. Human capital development encompasses the skills %catlon capacity, and
attributes of the workforce that influence their productivity and i otential. It goes beyond
measuring intellectual capacity and focuses on improvi ividuals' productivity®. Higher
education, technical or on-the-job training, and health{ia ong the qualities that contribute to
productivity*. Investments in quality education, hre, job creation, and skills development
enhance the abilities of the labor force, lea&@ greater economic output and higher individual

&

While the effective utlhzatlor&man capital can increase efficiency and productivity in the

incomes>:°.

short term, sustained p%%lty growth requires investment in human capital through various
resources in the ed:&)n and health sectors®. Increased investment in human capital raises the
long-term 1%1 abor productivity, which, in turn, affects the rate of productivity growth®.
Labor p@tivity, measured as the output obtained from the workforce per hour worked, is a
key mmor of economic performance and growth®. However, there are several factors that
influence labor productivity such as the stock of capital goods, physical and institutional
infrastructures, health, skills of workers (human capital), and technological advancement’. These
driving forces of labor productivity are crucial for formulating labor market policies to support a

nation's economic growth®.



Thus, any economic growth strategy should prioritize the mobilization of resources towards
improving labor productivity. Higher labor productivity is associated with investments in human
capital, including specific education/training policies and accessible healthcare facilities. Labor
productivity provides insights into the efficiency and quality of human capital in the production
process’. It is a vital prerequisite for long-term inclusive and sustainable growth®. The
relationship between growth and equity has gained renewed attention, emphasi% the need to
consider equity and distribution alongside economic growth'®. To achi@/ usive growth,
economic opportunities must be created and accessible to all membéf&ociety, allowing them
to participate in and benefit from growth!!> 12, For any growt t(%(:lusive, it has to focus on

productive employment, productivity improvement, and t ion of new job opportunities?.

Besides, it is only a productive labour force that c%@ute and benefit from the development
process of the economy?. Inclusive growt&@’éls ensuring everyone participates in growth
process both in terms of decision r.ng& or organizing the growth progression as well in
participating in the growth itself®. I{%lrge extent, economic growth in recent times is seen as a
necessary and not sufficient dition for a country’s ability to improve the welfare of its
population because gr@ pattern that not accompanied by improvement in human capital
development 1&&%&1 tely to non-inclusive growth process®!°. A narrow focus on growth and
a failure to ésider its wider ramifications can have far-reaching consequences!'®. This has in
turn ut%c importance of growth in perspective by considering the type and pattern of growth

are of inclusive and sustainable as well.

Nevertheless, inclusive growth creates economic opportunities that are available to all, and its
sustainability relies on high labor productivity combined with equal opportunities across

economic, social, and institutional dimensions!® ', Also, inclusive growth provides gainful



employment for individuals that are made possible through education and skill development?’.
The impact of human capital on growth is manifested through increased labor efficiency and
productivity, producing a skilled workforce capable of driving sustainable economic growth’.
Consequently, the provision of education and healthcare infrastructure is a key driver for
achieving inclusive growth, reducing unemployment, inequality, and increasing labor

productivity, thereby contributing to economic inclusion’. Q

The provision of education and healthcare infrastructure affects incl ivggmwth by creating
higher employment opportunities, reducing income inequali & promoting wealth
distribution. It not only contributes to skills developme@u also through labor market
activation and intermediation that integrate vulnerable gr(@ thereby driving inclusive growth’.
According to the African Development Ba\'%’b%sting in education and healthcare
infrastructure can lead to output growth a%% creation'®. Improvements in human capital
development also enable the creation &tter jobs with higher wages and improved working
conditions, contributing to inclus@rowth, human well-being, social equity, and shared

economic opportunities’. .$

Empirical evidence % that education impacts labor market outcomes, including wages and
[ ]
earnings, empl@u

nature of worker's health, and fringe benefits’. These elements are essential for achieving

employment rates, worker productivity/GDP per worker, hours worked

inchl}'q/%owth as they emphasize equality in access to essential social services and contribute
to human capital development®. Also safety nets, social protection, and the provision of public
and social goods are also important components of inclusive growth. All these elements enhance
labor productivity, and therefore, improving education and health levels should be prioritized in

conjunction with efforts to directly enhance economic growth®.



The fundamental link between human capital and inclusive growth lies in the active participation
of skilled individuals in the labor market!. While education and training are crucial, it is equally
important for these skilled individuals to actively engage in productive sectors of the economy'.
Understanding how labor productivity translates into inclusive growth is vital. It should be noted
that productive employment is the major driver of inclusive growth in any economy, and for
growth to be truly inclusive, it must prioritize employment. Therefore, long—teQu ainability

of growth depends on equity and inclusivity. <

1.2 Statement of the Problem 6\

In Sub Sahara Africa (SSA), Statistics has shown that the n records the worst economic
performance globally, with an average reduction from b@l.ﬁ percent in 2010 to 2.4 percent
in 2018 resulting in poor performance and hind@’bgrowthz 13, As the Sub Sahara African
economy struggles to recover from the 20i0n induced by the Covid-19, the region now
faces new economic growth challenges\Q%lpounded by the Russian invasion of Ukraine'*. The
region estimates growth at 3.6 @:e‘\?t in 2022, down from 4 percent in 2021 as the region
continues to deal with lc@ﬂation, supply disruptions and climate shocks'®. With rising
unemployment and lo %ﬂl‘ productivity, Sub-Saharan African (SSA) countries are struggling
to improve the{%b%ﬁmarket performance, leading to increased poverty levels and income
inequality}bé Insufficient budget allocations to the education and health sectors further
contr}’\ug/ to low productivity levels and limited access to quality healthcare services.
Government expenditure on education and health remains meager compared to other regions,
resulting in inadequate facilities, underpaid health workers, and a lack of progress in human

capital development. These challenges hinder domestic production, exacerbate poverty and

inequality, and impede inclusive economic growth



Evidence in Sub Saharan African (SSA) suggests that insufficient budget allocations to the
education and health sectors further contribute to low productivity levels and limited access to
quality healthcare services. As regards the budgetary allocation to the education sector, SSA
spends 3.4% of its gross domestic product on education in 2020, compared with OECD countries
and North America at 5.3% and 5.6% respectively!'é. However, health care delivery in Sub-
Saharan Africa has been dismal over the years!’. Health expenditure as a perQa of gross
domestic products (GDP) in SSA was recorded at 5.09 percent in 2018, w is far below

12.46% of the Organization for Economic Cooperation and Developn@lSDECD) countries’.

Government expenditure on health is meagre for Sub Sa %frican countries, leading to
inadequate health facilities, poor remuneration of h@ workers amongst other factors
accounting for the poor state of health in these co tf@Q.Despite improvements in GDP growth
of 4.7% in 2021 which has been largely a@ to the increase in international commodity
prices for most resource-rich countrie.si'@A, poor education and training, and lack of access to
quality healthcare services remailﬁc‘&\cey challenge confronting the region. For some SSA
countries, there are evidencés“\A severe health conditions that could affect labour productivity
such as heart conditionS\diabetes, asthma and other respiratory related diseases’. Literature has
also establishe({h}s\m%st SSA countries are inefficient in converting health expenditure into

improved he@ status compared to other developing regions’.

O

Furth e, government expenditure on education as a percentage of total government
expenditure has been inconsistent in SSA countries from 16.7% in 2015 to 17.0% in 2018 and
then 14.3% in 2021'®. However, this has not translated to improved human capital, despite the
importance of human capital; there is still a high human capital gap which hampers growth

inclusiveness in the SSA region. A report from World Economic Forum stated that SSA has a



47% human capital gap and was ranked first with the highest level of human capital deficit

compared with Western Europe, North America, and South Asia in 20178,

Given this low level of human capital accumulation, the region continues to be faced with low
domestic production, high levels of extreme poverty and inequality. SSA countries lack behind
other regions in human capital development with the gap widening over time®. Ungmployment
rate is among the highest in the world!. According to the international labour ization (ILO)

report in 2022, one in five African youth were not in employment, &&yn, or training in

2021%°. In SSA, 83% of the youth that enter the labour market every @ remain jobless and the
devastating impact of Covid-19 pushed an additional 30mill@e ple into extreme poverty and

made many others more vulnerable?,

N\
In view of growth, levels of economic growth wi@ﬁ in some SSA countries in recent times
has not been inclusive as the absolute num\ oor and hungry people in Sub Saharan Africa
has increased considerably. The econo\Q% of Sub-Saharan Africa have been a jobless one in
which youth are grossly affe%ﬁ. The regions' economies have not been sufficiently
transformed and continu t@)mmodity-based with weak value addition, poor manufacturing
and industrializatior&%us, the economies remain dependent on the capital- intensive
"N
extractive secto@}huti g their capacity to create enough jobs to absorb the rapidly growth labor
force!'®. T th rate in labor productivity in Sub Saharan Africa is relatively low compared
with\& American who has raised productivity growth to close the large gap in living
standards in relation to advanced economies, and thereby escaping the middle-income trap?>. On
average, Latin Americans spend more time in work activities than the Sub Saharan Africa, but

this accompanied by high contribution of labour resource utilization to GDP per capita?.



However, Sub Saharan Africa (SSA) is said to have failed despite its vast human and natural

resources, the region accounts for thirds of global extreme poor population?. Income inequality

in the region (as measured by the Gini coefficient) remains high!®. For many countries in SSA,

Income inequality is rooted in their economic structure in which a few high-income sectors

generate significant wealth, but only a small number of people, leaving the vast majority of the
NN

workforce trapped in lower-income sectors in which they earn far less in t r-income

)

sectors?*. This inequality is often exacerbated by inadequate education and frainiig which should

have spurred productive labour force consequently stimulates grow@uis regards, it follows
that the SSA region is unlikely to compete globally in innovatio chnology and productivity
unless education policies are reviewed to enhance the eff uman capital on productivity'>.
The trend of rising inequality deserve close atte ti@frican leaders need to step up efforts
aiming to promote equal economic opportuni uch as raising labour productivity in the
informal sector, increasing yield in the iﬁural sector, promoting value chains, improving
social safety nets, and boosting h@capltal. However, enhancing productivity for inclusive

growth ensures SSA reach the@potential and is on path to prosperity'°.
1.3  Aimand Objec}ib of the Study
This study is pl@ the following objectives:

1. Exﬁ@g the effect of human capital development on labour productivity in SSA

N
untries.

ii. Investigate the effect of human capital development on inclusive growth in SSA

countries.

iii. Analyze how labour productivity enhances inclusive growth in SSA countries.



iv. Analyze the joint effect of human capital development and labour productivity on

inclusive growth in SSA countries.

1.4 Research Questions
The following research questions are generated to guide this study: \

1. To what extent does human capital development affect labor pr@/ity in SSA

countries? /\

2. To what degree can we ascertain the impact of human capi lopment on inclusive
growth in SSA countries? O
3. To what extent does labor productivity contrib enhancing inclusive growth in SSA

countries? ’b%

4. To what extent does human ca;@evelopment combined with labor productivity
impact inclusive growth in %;\\o‘{mtries?

1.5  Hypotheses @

The study is u@y the following hypotheses.

HQ:b Human capital development has no significant effect on labour productivity in

SSA countries

Ho2: Human capital development has no significant effect on inclusive growth in SSA

countries

Ho3: Labour productivity has no significant effect on inclusive growth in SSA countries.



Ho4: Human capital development and labour productivity have no joint effect on

inclusive growth in SSA countries.

1.6 Significance of the Study

The analysis of the relationship between human capital and labor producti\%has been
extensively discussed over the past two decades. However, the literature @%\'S to lack a
comprehensive analysis of how labor productivity translates into inggi&-lconomic growth.

Such analysis is particularly important in the current con@ere enhancing human

capabilities through education, leading to increased labor @Ctl ity, is recognized as a key

driver of inclusive growth. QQ
6’2}

This study thoroughly reviews the topic a &?des a deeper understanding on the relationship
among human capital development)é;k&-ur productivity and inclusive growth in Sub Saharan
African (SSA) Countries. It ¢ utes to the literature as it expands the subject matter and
provides insights on t@dents of human capital development. The finding of the study
therefore shed li n the importance of investing in education, healthcare, and skill
developmen to(&wnce labor productivity and achieve inclusive and sustainable economic
growth. @mderstanding the mechanisms through which human capital influences inclusive
growt\h/policymakers can formulate effective strategies to promote economic opportunities,

reduce inequality, and improve the well-being of the population.

The study provides both practical and theoretical benefits to a wide range of interest groups

including individuals, business owners and administrators, government, economic planners and



policy makers, and researchers. The findings of this study enlight individual members of the
public on how human capital development influence labour productivity and how policy choices
on monetary policy, fiscal policy and structural policies affect both productivity and inequality.
If coordinated and enacted coherently, they could act as levers to tackle the productivity

slowdown and the rise in inequality together.

The findings of this study are no small measure serves as guides for gove , educational
planners, and policy makers on how to formulate and implement useful a liable economic
and fiscal policies that could best exploit human resources avail @Fmally, the findings of
this study are useful to present and future researchers in this@% related disciplines as they

serve as a database or reference point for other researcherQ

N\
6’6
1.7 Scope of the Study ®%
This study examines the emplrlcatiQSat nship among human capital development, labor
productivity, and inclusive gro%zn Sub-Saharan African (SSA) countries. Africa is a continent
facing the dual challe@% promoting productivity and achieving inclusive growth. The
slowdown in prod y of labor and the rise in income inequality highlight the need for policy
changes to &Q’e prospects for citizens and the overall continental economy. The study
employ ’byanel data set covering twenty-three years (1999-2021) to examine the nature of
growt}ﬁl Sub-Saharan Africa. The selected timeframe (1999-2021) was chosen because the
period aligns with the transition from the Millennium Development Goals (MDGs) in 2015 to
Sustainable Development Goals (SDGs). Thus, make it a crucial period in international
development efforts. The SDGs served as a global framework for addressing global challenges

and promoting equitable economic opportunities, social inclusion and sustainable development.
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By addressing inequalities and ensuring that no one is left behind, inclusive growth plays a

crucial role in achieving the overarching objectives of the SDGs.

The panel data encompasses information about 32 Sub-Saharan African countries, including
Congo Democratic Republic, Gabon, Guinea Bissau, Angola, Burundi, Republic of the Congo,
Guinea, Equatorial Guinea, Cote D’Ivoire, Ghana, Niger, Nigeria, Kenya, %a Leone,
Cameroon, Burkina Faso, Togo, Senegal, Benin, FEthiopia, Gambia, da, Rwanda,
Mozambique, South Africa Republic, Botswana, Cape Verde, Mali, &g@scar, Mauritania,
Namibia, and Zimbabwe. The rationale behind selecting these ¢ 1s due to low physical
investment and total factor productivity in these countrle verstime. These have reflected
inefficiencies in resource allocation; poor delivery of 1@0 goods, notably health care and
education; and the high risk of doing business i parts of the SSA countries. Moreover,
though the labour force has expanded rap%’bts productivity has remained relatively low
because of generally poor standards Q&al and education. This trend enables a thorough
examination of how low physic&cmvestment impacts human capital development, labour
productivity, and the prospe?:tQAr achieving inclusive growth. These data were sourced majorly
from World Bank indieators, International Labour Organization (ILOSTAT), United Nation

Population DiV@ epartment of Economic and Social Affairs.

1.8 ’&on of the Study

The resedrch work may be constrained due to non- availability of data of some the variables of
interest and difficulty in data compilation and cleaning. Time also may pose constrain as the

study will be conducted alongside academic work.
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1.9 Operation Definition of Terms

Human Capital: This is considered to be a combination of the knowledge, skills, abilities, as
well as valuable experience that individuals or groups of people possess in proportion to the

value of a country’s organization.

Labour: It can be defined both in terms of its quality and quantity. It is quant? pends on the

size of the population and its willingness and ability to work. While qua ty our refers to its

skill, knowledge and the health of the workers. 0

Labour Productivity: This is defined as output per worker @r hour worked. Factors that can

affect labour productivity include workers' skills, techn(@cal change, management practices

and changes in other inputs (such as capital). gb

Inclusive Growth: This is economic grov%@t is distributed fairly across society and creates

opportunities for all. It is a provisI@ social opportunities such as access to health and

education. \
AQ’

Qﬁ\
S

x":bé
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Chapter Two
Literature Review

This chapter looks at the conceptual and theoretical literature, including the empirical and
theoretical framework of the study. The survey of literature consists of the nexus between the
variables of study to see whether their relationship holds and to know the nature of the
relationship from the literature context including how one influences the other. I er looks at

various theories and based on their approach; determine which is best ()@e that human

capital development plays an important role in driving labour produc@\

2.1 Conceptual Review %

2.1.1 Human Capital Development Q

The origins of human capital go back to the ISt%%ﬂry (more specifically, to Adam Smith),
although its current importance is due to ﬂ\é@oration of proper theories since the Second
World War!. Accordingly, way back ﬁ\‘%@, Nobel Prize winners and University of Chicago
economists Gary Becker and The%Q(;?\Schultz expounded the theory of human capital®. Becker
realized that investment in @rs is no different from investing in capital equipment, which is
another factor of produc . Both are assets that yield income and other outputs. Human capital
is Becker's clasé/%’d of how investment in an individual's education and training is similar to
business ip\‘@wms in equipment®. His 1964 book entitled “Human Capital” was a seminal
stud%gf)ut the concept on the map, and Becker is now considered one of the most influential
economists of his time for this very research®. The book is dedicated to investing in a person’s
knowledge and skills and the relationship between human capital and economic growth.
Becker’s approach justifies investment in education and training of workers. He identified

knowledge, production skills, and motivation in the human capital of an individual®.

15



The Becker view lies in human capital being directly useful in the production process?>. Human
capital is one form of capital in analogy to other forms such as physical or natural capital.
Schultz explains the term by emphasizing that it can be considered a form of capital because it is

the source of future earnings, or of future satisfactions, or of both of them. It is human because it

is an integral part of man'. Q\

According to Becker, education could be added to “human capital” in ti@ way as other
investments in physical capital. His work opened the door for ics to explore the
relationship between human behavior and economic growth,.as as the role of the human
brain®. Becker stated that economics’ main purpose was erstand and alleviate poverty, and
his award-winning research focuses on microe r@ in the relationship between human
capital, human behavior, and economic g deed, human capital increases a worker’s

productivity while at the same time in@ productivity in other areas of life, such as health,

education, and employment’. C)\
S

It is hardly an exagger%i@e say that the approach of human capital is one of the most
empirically appli.ed %rles in economics, and also helps to explain economy patterns between
countries. Inde@fs\ferences in the supply of human capital in a country have been shown to
have a sighifieant impact on the quality of life and productivity of its citizens. The practical
applk&@on of this theory to human capital has dramatically facilitated productivity gains and
increased availability of goods and services in countries like the United States and China®.

Furthermore, human capital refers to the knowledge, skills and experience that workers have in

the economy?®. Human capital influences economic growth and can contribute to the development

16



of an economy by increasing the knowledge and skills of its people’. In most developed
countries, economies were fostered by increasing their capacity to train productive and skilled

workers'?.

Moreover, human capital is considered to be a combination of the knowledge, skills, abilities, as
well as valuable experience that individuals or groups of people possess in pr ion to the
value of a country’s organization'!> 12, Human capital was often applied @ indicator of
economic and social development all around the world!?. Throughout \;ﬁe human history,
several major shifts and upheavals occurred that fundamentally t ed social and economic

relations and contributed to the shaping up of the human cap @ These changes impacted on the

innovation of the development of knowledge and the f(&t on of the world order! 4.

O

With regard to the above, one can recall the end‘@éous growth model, in which human capital
acts as a growth engine, has been widely ésin the literature to analyze the effects of economic
policy's. The endogenous growth t@ds that investment in human capital, innovation, and
knowledge makes a substanti gfribution to economic growth!® 17> 18 Clearly, human capital
plays a key role in th e%pment of any nation. In fact, the differences in the level of
socio-economic ment across nations are attributed not so much to natural resource

endowment @(ﬂgstock of physical capital but to the quality and quantity of human capital'’.

Gene , human capital is developed in several ways such as formal education, in—service or on
the job” training, individual or self-development. Human capital can also be developed through
improvement in the health of the working population by means of better medical and public
health programmes and improvement in nutrition, which jointly increase the working capacity of

people on a man-hour basis as well as over a working life. However, investment in the education

17



and skilling of workers is one of the critical functions that drive the improvement in productivity
of labour. Human capital influences the country’s economic growth, labour productivity and
increases national competitiveness. Some scholars who adopted the human capital framework,
education, skill and human capital are interchangeable concepts. In particular, in the vast

13

majority of human capital studies “--education is the most important component of human
capital”?’, There are many authors who point to the fact that formal education isz e way to

create skills?!, for instance questions on the adequacy of years of educa@nj a measure of

workplace skills. 6\

However, most jobs acquire a multitude of different ski@r adequate task performance,
ranging from physical abilities to cognitive skills a@rpersonal skills?>. Moreover, they
consider that in some occupations, educational a@em may not be a direct measure of job

related to skills per se but a devise used %{%fgn for the ability to learn on the job and for

desirable social and personal characteé@.
&
2.1.2 Labour Product'vi@
In economics, produ& efers to how much output can be produced with a given set of inputs
.
(that is the rati@utput to input). Productivity increases when more output is produced with
the same t of inputs or when the same amount of output is produced with less inputs®3.
The B&)roductivity, which is the most common indicator for measuring the productivity, is
the output corresponding to input obtained from the workforce or is defined as added value per
each hour worked?*. Labour productivity is a measure of labour output. The productivity is

measured in hourly terms. In macro-economic terms, labour productivity measures the real Gross
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Domestic Product (GDP) produced in an hour through labour. Labour productivity is an essential

factor in the overall growth?.

However, labour can be defined both in terms of its quality and quantity. Its quantity depends on
the size of the population and its willingness and ability to work. Thus, the growth in population
and its dynamics has a consequence on the composition of the labour force, and co%uently, on
labour productivity?. The quality of labour refers to its skill, knowledge ealth of the
workers. This requires investment through education and various otheu@o- onomic functions
of the state. All of these factors determine the extent of the p%@ty of labour, or human
capital?’. Labor productivity is a measure of economic perfo@ce that compares the amount of
output with the amount of labor used to produce that c&ug Labour productivity is defined as
output per worker or per hour worked. Factor@’b can affect labour productivity include

workers' skills, technological change, mana@ practices and changes in other inputs (such as

capital) 2. . 5\%
&\

Business Development Barﬂc@%ﬁnada (BDC) see labour productivity as the value adds in
goods, services or bot@ calculated by the hours or employees required to produce that
value®. It’s key @nining economic growth. At the macro-economic level, economists use
the term “labour™productivity” to refer to the amount of real gross domestic product (GDP)
produce@ an hour of labour in a given country. For businesses (and at the micro-economic
level),\ébour productivity is a performance indicator that measures how much value your
workers create per hour worked. This latter definition is more relevant to entrepreneurs’.

Labour productivity is associated with the acceleration or slowing down of the rate of growth, at

times without discerning the extent of the relationship between the two. Labour productivity
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refers to the labour units used to produce a given output. A country with higher labour
productivity tends to experience higher rates of growth and is assumed to be competitive in the
global market. Similarly, in the local economy, firms that produce more goods and services using
less factor inputs, in this case labour (either in relation to its cost or its quantity), tend to be more

competitive in terms of prices as compared to firms whose productive factors cost hi&her”.

Labour productivity can also be defined as GDP per hour worked, which (@gdecomposed
into the contributions of capital deepening (i.e. higher capital per unit&la%ﬂr) and a residual,
total factor productivity?!. There are three determinants of 1 ductivity. First one is
human capital. Human capital comes from accumulated knge (education and experience),
talent and expertise of an average employee in the ﬁo@ﬂc process. The second factor is
technological change. New inventions and innova@nspire the development of new products

and services, which, in turn, increase the p@gwty. The third one is economies of scale that

reduce manufacturing costs’? 33, . @

Specifically, labour produd@%aﬁs the amount of real gross domestic product (GDP)
produced by an hour o@. It is the relationship between output of goods and services and
the input of res @% man and non-human resources used in the production process*. Output
in this conte Qe in form of goods or services while the inputs vary from capital, energy,
materia%ftge and labour. However, labour Productivity can be computed for a firm, industrial
groub(e entire industrial sector or the economy as a whole. It measures the level of efficiency
at which scarce resources are being utilized. Higher or increasing labour productivity will,

therefore, mean either getting more output with the same level of input or the same level of

output with less input. With an increase in labour productivity, more goods and services are
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produced for an increased demand for consumer goods and services. Labour productivity grows
with a positive interaction between investment in human capital, new technologies, and physical

capital®.

However, labour productivity can be measured as a ratio of GDP over one hour of employed
labour, or real GDP per worker. In other word, labour input can be measured{either the

ours worked

number of employed persons or the number of paid hours worked by emplg
measures are typically preferred because they capture changes in stand&w ing hours, leave,
overtime and flexible work arrangements. The ABS also repo worked that have been
adjusted for ‘quality’, meaning that they take into account cs in the level of education and
experience of the labour force?’. Several yardsticks often ted to measure labour productivity.
Thus, labour statistics are presented in terms of t%’\bge bill paid together with the number of
workers and the hours worked, it becom \%’g to measure labour inputs compared to, for
instance, capita. For instance, the wag@by dividing the wage bill with the number of worker
of hours worked. “The number @gr(?)n-hours is generally a better measure of true labor input

than number of work@ the latter does not reflect changes in the hours worked per

N

In some couptries; due to pressures in terms of availability of statistical data, the use of output

worker”3?,

per wo@ prevalent. However, measuring labour productivity based on the total workforce
employed poses challenges such as double counting as some workers have more than one job,
whilst others would work overtime or be absent from work. This will distort the estimate3®.

Quarterly Labour Force Survey (QLFS, conducted an interesting exercise of measuring labour

productivity using the figures of total employment on the one hand, and of total hours worked on
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the other in the South African labour market®’. This exercise yielded the same results, leading to
conclusion that labour productivity has risen by more than 30% since 2000. Different countries
using the same model, this may not be the case in all instances. In both instances these studies

play an important role in understanding labour productivity, particularly for policy makers who

3
ible for the

i
calculation of labour productivity using GDP data from the national aécou

have to take these results into consideration’’.

In the case of South Africa, the South African Reserve Bank (SARB)
and employment
figures from Statistics South Africa’s Quarterly Employment ES) *7. The weakness
with using QES is that it provides data from formal emplot in the non-agricultural sector
only, and is only collected from employers®!. This is in &,t to the frequently used (for policy
decisions and other labour market related decisionéa relied on Quarterly Labor Force Survey

(QLFS) that tracks a larger sample of the p@ ion over time and is used for determination of

various labour market policy intewerﬁ@
&

A further problem lies with ﬁhk%eight of the input compared to the output, since National

Accounts includes all the Qnomic activity of the country when calculating GDP. This distorts

the outcomes 1@‘\@ to use a sample (QES or QLFS) to calculate labour productivity?’.

Although th%

to set u@our unit in the National Accounts at Statistics so that the input is equal in sample to

methods have been used in Australia, Canada and Mexico, it may be helpful

the output®®. As indicated before, the generally used measurement is that of total hours worked.
Although, the measurement of the main factors driving productivity growth is derived from the
standard Cobb-Douglas production function which relates to labour input, capital input and

technological progress, that is, the residual which cannot be explained by the quantity and quality
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of either labour or capital®®. This method take into consideration the fact that capital and labour
factors may be influenced by external factors that will change the output, therefore including
technological progress gives us a total picture of productivity using the Solow residual, that is,
the productivity component that cannot be explained by changes in the quality or quantity of

capital or labour?”.

If labour is used as a single measure of efficiency (taking other factors a 'g'lt) would be
incomplete because firms can, for instance, boost output per man-h §4nvest1ng more in
equipping workers with better or more machinery and thus affect_it ct1V1ty . Thus, ‘one of
the drawbacks of labour productivity is that it compares ou@against only one input. Labour
productivity may therefore be raised (or decline) by s&@raising the quantity (or quality) of
another input (e.g. capital)®. This implies thaté’gur productivity may be reliant on the
subjective or objective factors that may or 1@) be in their control*.

Unlike labour and capital intensive® %’ tivity, which are partial measures or single input
measures of productivity, TFP i asure of the effect of improvements in the quality of all

inputs and in what ma@ are used*!. The multifactor productivity helps to disentangle the

direct growth contributions of labour, capital, intermediate inputs and technology, thus a superior

measure than e@our or capital productivity?’.

Tota@r Productivity (TFP) is the portion of output not explained by the amount of inputs
used in production?’. The level of TFP is determined by how efficiently and intensely the inputs
are utilised in production, and is usually measured by the Solow Residual. TFP plays a critical
role on economic fluctuations, economic growth and cross-country per capita difference®’. For

example, in the production of cars, if there is no mention of an increase in labour or capital units,
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but there is a significant rise (in tenfold) of productivity, there has to be an explanation of the
value of the contribution of technological progress (owing to innovation and Research and
Development). This is where TFP comes into place, and has been used widely in the place of the

traditional calculations of two-input over the output?’.
There are factors that drive the increase or decline of the productivity of labour sucl&
1. Education and SKkills of Workers (Human Capital) QQ

The education system has impacted positively on the entrepreneurial of(t\% population as its
intention is to provide minimal training that simply creates a r ion of their labour. The
main challenge that education system faces especially in ing countries is the quality of
education, and its ability to produce sufficient graduatgssfor the labour market. It is important to
stress that education alone is not going to drive P@Vity, but the presence of institutions that
support workers welfare, proper bankruptc@, access to capital and various other factors that

supports the initiation and sustenance'%be roductive process.

In addition, Africa has exper'Q@d the loss of skills in recent times has been detrimental in
creating unskilled an@illed work as it has been showed that for every professional
employment crea.tej(i'%re are three more jobs created as a result’’. The economy has over the

years still re%&labour intensive sectors such as mining, manufacturing and agriculture as the

core of ’bmic activity.

The various democratic reforms at a political level did not rapidly move towards the
transformation of the workplace in SSA countries, and therefore some of the disparities in wages,
rank and general conditions of employment are slow and continues to replicate itself across the

labour market*®. Poor working conditions and very little prospect of improving skills affects
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labour productivity, as workers continue to engage in rolling industrial unrests demanding higher

wages and better working conditions®’.

Investment in the education and skilling of workers is one of the critical functions that drive the

improvement in productivity of labour. Through this, workers can be accustomed to new forms

of organization and easily respond to new technology. \

2. Technological Progress Q

The introduction of new technology is one of the biggest fac é\in improving labour
productivity, and has played a significant role in maintaining ic growth in developed
economies. However, the recent decline in demand for d and semi-skilled labour as a
result of the changing global environment and a highe@ nd for technology as a substitute for
labour®’. Using the Solow residual model, or total& productivity, it has been shown that the
relative contribution of technological gr&\\gn any economy will increase over time and

become an important source of outpu ’&W .
3. Rules and Regulatim&

N\
One of the consistent @%s of the most developing countries, labour market has been the
‘rigidity’ of la ulations and embeds in legislation and the constitution of a given
economy. TNe ate regarding labour inflexibility is an extremely contentious matter and has
becoie/ mely polarized. According to 37 argue that to undo South Africa apartheid legacy it
was important to develop a suite of new labour legislation, which was to be the cornerstone of a
new labour regulatory regime. Others, such as 7, argue that due to the political nature of the
trade union movement and its alliance with the ruling party that it uses this influence to further

introduce labour inflexibilities. From an economic argument, the higher costs of labour inputs
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and the constraints associated with replacing unproductive labour, business will opt for capital
intensive production in order to increase output. However, a study suggested that no matter the
costs associated with labour, it would be illogical for business to replace labour with machines if
it does not make profitability, and that the substitution of labour for capitals lies in what is

profitable (and practical since some labour processes cannot be simply replaced).

Drawing extensively from the Global Competitiveness Report of the World %ic Forum in
2012/2013, looks at the labour market sub-index and conclude tha A&y has performed
poorly*. The Global Competitive Index looked at four measur: t is (1) cooperation in
labour-employer relations; (ii) flexibility in wage determma ) pay and productivity and;

(iv) hiring and firing practices.

With a focus on the demand side, labour market, I@market segmentation, participation costs,
skills mismatches and a possible high res@ wages attributed to labour market rigidities.

The rapid growth of real wages W%utpaced labour productivity in most sectors also

contributed in the slow recoveryA @loyment and growth.
N\

2.1.3 Concept of Inc\é'e Growth

Inclusive grow &a%wd increasing prominence in recent years. The concept originated in the
work of ec%{nists debating the importance of not just growth itself but of the shape and
distr@ of growth across a population*?. While inclusive growth means many different things
to different people, it can be broadly defined as ‘a concern with both the pace and pattern of
growth®. Where previous approaches to economic development had prioritised any growth,
inclusive growth asks new questions about which people and places stand to benefit from growth

as well as which people or places are excluded from the benefits of growth*?.
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The absence of a universally agreed notion of inclusive growth has led to a wide range of
measurement indicators which vary from ‘unclear’ to ‘straightforward’ to ‘technically
difficult’®*. A variety of approaches have emerged with emphases on different aspects of the
concept. Narrower concepts stress outcomes (e.g., growth plus equity) and are easier to measure
and monitor. Wider concepts are multi-dimensional and hence more ambitious in&ope: they
stress improved opportunities for achieving better outcomes; they dif] ate between
processes and outcomes and they widen outcomes to include non-inco e&gﬁcts (social goods
and safety nets) ** An implicit risk is that an overambitious noti%@lusive growth becomes

both meaningless and impractical if it comes close to advoca@e rything for everyone #.

However, there is not as yet a universally agreed noti@f ‘inclusive growth’. While growth is
easier to define and measure, specifying, what it ‘inclusive’ is much more contentious®.
There is broad agreement that inclusive@rth is growth for ‘the benefit of most’, but
ambiguities and disagreements abmé}%& nd this general idea*. Taking a somewhat narrow
approach, for instance, inclqsi&%&vth can be characterised as ‘growth plus declining income
disparities’ In this form%@}mclusive growth stretches the Pro-Poor-Growth (PPG) approach
by adopting a Wid&)tion of who constitutes the poor. This definition, it must be noted,
excludes n&&p&ne considerations and, therefore, lends itself much more easily to
measure@
to as&

owth that benefits everyone?’. In this perhaps its broadest sense the concept seems to

. At another opposite extreme, inclusive growth is also sometimes loosely referred

imply that growth should ‘benefit all stripes of society, including the poor, the near-poor, the

middle income groups, and even the rich*’. This is equally problematic and highlights the fact
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that it is not just who is to benefit from growth but the extent and distribution of such benefits are

important considerations and should not be overlooked*:.

The distinction with inclusive growth is that ‘social’ interventions and ‘economic’ interventions
are seen as one and the same. Rather than relying on ‘post-growth’ redistributive measures to
correct for inequalities produced by a particular economic model, inclusive growth%s to make
those economic systems stronger and more inclusive by design: delivering a %ny that more
people have a meaningful stake in, and prosperity that is more broa&ga(ed“z. Rather than
treating the economy as separate to society, inclusive growth rec hat they are indivisible:
the economy shapes society and society shapes the econoInclusive growth is only about
redistributing resources but also about ‘raising the pac§®owth and enlarging the size of the
economywhile the economy of wellbeing speciﬁ@\ighlights the need for putting people at
the centre of policy and moving away fron\\@tgtude of ‘grow first, redistribute and clean up
later’ towards a growth model that is eﬁt&le and sustainable from the outset”*. In doing so, an

AN

inclusive growth model positio@ﬁ? wellbeing of people and planet as a core concern of

economic development%@n an afterthought.

Inclusive grow @nomic growth that is distributed fairly across society and creates

opportunitie%r \150. Some scholars refer to the provision of social opportunities (such as
access @lth and education) and how these may vary with income levels®!. Similarly, the
Wor@tnk’s Commission on Growth and Development talks of inclusiveness as encompassing
‘equity, equality of opportunity, and protection in market and employment. In addition, IG

entails achieving sustainable growth that will create and expand economic opportunities and

ensure broader access to these opportunities so that members of the society can participate in and
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benefit from economic growth®?. The pursuit of IG agenda entails firstly, boosting and
modernizing agriculture, which provides livelihood for majority of the populace. Secondly,
improving the investment and business climate, and providing support for indigenous micro and
small businesses. Thirdly, providing and facilitating access to better quality and relevant
education and training. Finally, IG involves broadening participation in the development process.
The outcome of IG is faster and it enhances sustainable economic growth. Thus Q%Wth to be
inclusive, it has to be pro-employment. IG takes a long term pers e@lgld focuses on
productive employment rather than income distribution. It is only a@g&tive labour force that
can contribute and benefit from the development process ﬁonomy. Furthermore, for
economic growth to be inclusive, it has to be pro-poo 6

mplies that the average man is

expected to live above the poverty line which :'s @possible if economic activity in the

economy keep increasing and not otherwise™. fb

Economic growth that is inclusive has sl&outcomes—poverty and income inequality reduction,
increased economic participation“@erty and inequality have already been established as pro-
poor growth outcomes, b .tQk inclusion of economic participation makes growth more
inclusive™. Moreover, € mic growth may not necessarily explain increase in inclusiveness as
some countriesé/&hd igh inclusiveness with lower growth rates and vice versa. Nonetheless,
World Bank@nambiguous that economic growth provides the foundation for shared prosperity,
whid\r}%nres continuous growth of economies whilst ensuring that the welfare of the bottom
40% of the population is improved>. Thus, inclusive growth is related to broad-based growth
across all sectors of an economy accompanied by non-discriminatory participation in the growth

process.
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According to IPPR Scotland, working definition of inclusive growth should be based on four key

components>>,

1.

2.

3.

Recognising that a fairer economy is a stronger economy:Inclusive growth approaches
recognise that high levels of inequality weaken economicperformance and that by
addressing inequality through the process of growth itself, itcan dehver stronger
economies that more people have a stake in. To realise inclusivegrowth need not
just growth, or greater inclusion, but growth that is designed togené@t@eater economic
and social inclusion not one or the other, and not sequentlallyQ

It must narrow inequalities througheconomic gr lusive growth is about
narrowing inequalities through the process of ecd Qgrowth While there are lots of
policy interventions that narrow inequa tlpb%ough other means, they do not all
constitute inclusive growth. Inclusive\% nterventions must be focused on narrowing
inequalities through economic rn X

Inclusive growth must beriﬁ.()\eo le on lower incomes, and with less of a share in
wealth:Inclusive growlb&t be designed to redress economic inequalities. In doing so,
it must aimto b QOPIG on lower incomes, and people and places with less of a share
in wealt P&Q%ased approaches are likely to be an important means to this end but not
end teﬂ(selves Achieving growth for a rural area or for a deprived area is not
@faarilyinclusive growth, in that it depends on who benefits from this growth within
given area.Likewise, inclusive growth will not be realized without an embedded
understanding of thestructural inequalities faced by particular groups of people. Inclusive

growth’s successtherefore relies on reducing inequalities of income and wealth across the

given country. Given therealities of inequality, and the forces that drive them, this will
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also rely on anapproach that understands different groups of people’s distinct experiences
and theparticular systems that perpetuate the inequality faced by different groups. This
includes,for example, the gender pay gap, the ethnicity pay gap and the disability
employment gap, and distinct forms of inequality produced where inequalities intersect*.
4. Inclusive growth must be sustainable, embedded and within planetary

boundaries:Inclusive growth must be sustainable to support transformaQal hange. It

must protectthe environment and nature, and lead to entrenched ¢hang€ over the long

term. 0&

Other scholars have argued that the human capabilities that a ded for gainful employment in
order to take advantage of available economic oppo%&k must be considered in inclusive
growth agenda. It involves increasing access to@% healthcare, education and other social
infrastructure that may impact the quality @Qn capital. Further, growth must foster equity
among various groups in society. Peop)\& all genders, sexual orientation, religion and ethnic
background should be able to (&1@5{1 ¢ to and benefit from economic growth°.
N\
N
2.14 The link-bi\\i%n Human Capital and Labour Productivity

The import@ of human capital for labour productivity growth has been discussed very
inter;i\/ uring the last two decades. Researchers emphasize that productivity growth can be
achieved by improving labour skills and knowledge together with physical and mental
health>”.The impact of human capital development in country productivity level is theoretically
justified. Human resource development tends to improve the quality and productivity of labour,

which in turn, leads to economic growth. Besides, human resource development acting as an
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important vehicle of achieving equitable income distribution, it is also a potent means of

addressing the problem of poverty.

The distinction between human capital and labour productivity lies in the education. Broad
access to quality education and training is essential for increasing social cohesion and boosting
aggregate labour productivity’!. Thus, education is a major platform for deveb&lg human
capital by equipping individuals with requisite skills and knowledge that wi I®anrease their
efficiency and worth. Human capital theorists have established that baSic Qdacy enhances the
productivity of workers in low skill occupation®’. They furth chat an instruction that
demands logical or analytical reasoning or provides tec@l and specialized knowledge;
increase the marginal productivity of workers in high skill o¥'professional positions®*. Thus, “the
greater the provision of schooling, the great%% stock of human capital in society,
consequently, the greater the increase @%nal productivity” However, human capital

investment requires investments on® & basis. It is an established fact that a shift in the

investment priority to social de@g ent (ie education sector) would entail enduring positive

impact on productivity”QQ\A

Moreover, ther(;m@r factors that influence labour productivity. These includes the morale
(influenced their wages, working conditions and attitudes), technological progress,
subst%@n of capital to labour or labour to capital ratio, and how flexible it is to higher or
dismiss workers®}. Thus, combination of all these factors can influence labor productivity. For
instance, if workers are not satisfied with their wages, through their unions they can go on strike

or choose to produce at lower rates in order to get management to meet their demands.
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It is therefore important to understand the driving forces behind labour productivity such as the
improvement of human capital in the form of health, education and skills, the role of technology
and capital accumulation that informs policies that supports economic growth. These policies
may include regulations in industries, institutional innovations, government investments
programmes in infrastructure and human capital, regulation of the labour market, technology or a
combination of all of these. It is important to stress that education alone is nQoi to drive
productivity, but the presence of institutions that support workers welfa@ er bankruptcy
laws, access to capital and various other factors that supports the ini@and sustenance of the
productive process>®. Investment in the education and skilli (&rkers is one of the critical
functions that drive the improvement in productivity of]

. Through this, workers can be

accustomed to new forms of organization and easi @ld to new technology.

Buttressing the relevance of human capital %ment to labour productivity, human capital is
N
treated as the complex of two main ele@: education and health, which are developed through
investment in education and in the 5@1\ of additional training and investment in health care. It
should be noted that in all an d researches, human capital is related to formal education and
training in work (time @1 earning, education level, or investment in education). Meanwhile,
health as an elﬁi{v uman capital is ignored. Therefore, it can be stated that the impact of
investment iépalth improvement on productivity can occur directly because a healthier person
is wi k% more productively, and also through life expectancy changes, increased population
learning abilities and creativity, reduced income inequality, which makes it possible to
accumulate more human capital resources due to higher investment in education and through
active increase in the share of labour force in the population’ 3°. However, both education and

health are form of public and social goods that are meant to develop human capital while
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enhancing productivity and are also crucial for achieving inclusive growth. Therefore, the
development of the two important elements of human capital enhances overall wellbeing. Thus,
the channels through which human capital development could enhance productivity were
investigated. A plethora of studies exist on human capital development and productivity. In
Organization for Economic Cooperation and Development (OECD) countries, the effect of
human capital on productivity among some OECD countries using average yearQ schooling as
a proxy for human capital was investigated. The study found that human c@tj ad a large and
positive coefficient value. The coefficient for Spain was higher that XECD countries under
investigated. The productivity share of human capital for Spa@%ted for a 40% productivity

gap and 30% for the other OECD countries®. Q

A comprehensive research investigates the effecl&@?lth (proxy for human capital) on labor

productivity market outcomes. A self-repor

N\

was used to estimate the effect of hga{&l male wages using a simultaneous equation model.

ure of general health obtained from a survey

%

The results show that good health gﬁvely affects wages and is an important contribution to an
employee’s productivity wﬁi&oor health leads to absenteeism or reduce productivity of
affected workers®!. A\blar analysis was conducted using Ordinary Least Square (OLS)
technique. The .n%sg%showed a bidirectional causality existing between health and per capita
income (pr%for labour productivity). Conversely, a uni-directional causality was reported
fron@t1on to per capita income®?. Thus, the importance of investment in human capital via

its integrals cannot be over-emphasized.

2.1.5 Human Capital Investment and Productivity

To assess the contribution of rising levels of education to productivity growth, there is need to

263

distinguish between ‘level effects’ and ‘growth effects’®. The former refer to a relationship
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between the steady-state level of productivity and the rate of accumulation of human capital. The
latter refer to a relationship between the stock of human capital and the long-run rate of growth

of productivity.

The neo-classical posited that human capital is a productive input subject to diminishing returns.
This implies that higher investment will raise the long-run level of labour producti{ity but will
affect the rate of productivity growth only during the transition to the new @Q—state. In the
long-run, diminishing returns bring the economy back to a stead&t&)vhere growth is

determined by exogenous technical progress®?. 0

Proponents of the ‘new’ growth theory are prominent exar@ have advocated the view that
investment in embodied human capital (through child-réaring, education and training) and

investment in disembodied knowledge (through R@iffers fundamentally from investment in
machinery and equipment, and is not necess@aj ect to diminishing returns®.

Policies that affect the stock of hurﬁ@tal have the potential to affect the longrun rate of
growth of productivity: grovgtl&@%ogenou& The essential argument of the new growth theory
is that knowledge is no @us and that its accumulation exhibits positive feedback®. For
example, the idea.l g&arch can be used simultaneously in the construction of one bridge or a
hundred bri e(&t} extra cost; and the idea of the arch can inspire further developments in the
technolc& onstruction. As the stock of non-rivalrous knowledge grows, so researchers have

an emoader field on which to make new discoveries®.
2.1.6 The Labour Productivity- Inclusive Growth Nexus

Productive employment has become central point to the concept of inclusive growth, as it

focuses not only on outcomes for poor people, but also on ensuring their participation in the
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growth process through employment. As such, inclusive growth is related to the notion of broad-
based growth across various sectors of an economy but also requires non-discriminatory
participation by large segments of the population for its inclusiveness to be realized®. Growth is

inclusive if it supports high levels of employment and rising productivity then higher wages.

Inclusive growth as a concept is beneficial because, it promotes high and susta@*egrowth to
create productive employment opportunities for the masses, it promot< Ql welfare and
accelerates the realization of human abilities and potentials, i@ ment of well-being,

strengthening economies, prompts sharp reduction in poverty, Em%es socioeconomic stability

and peace , and create accessibility to everyone>?. Raisin productivity growth is a key to
closing the large gap in living standards. Invarlabl)deechne in labour productivity growth
plays out against a backdrop of rising, or pers y high, inequalities of income, wealth and
well-being. Low investment and hlgh u ent exacerbate productivity slowdown and the
rise in inequalities poses greater ob % better economic performance®!. In such a context,
other resources will no longe@natlcally lead to better economic performance and stronger
productivity growth. A%%ne time, there is no guarantee that the benefits of higher levels of
growth, or highenr | A\of productivity in certain sectors, when they materialize, will be broadly
shared acro%&-ﬁopulatlon as a whole’!. On the contrary, there is a risk of a vicious cycle
setting 1% h individuals with fewer skills and poorer access to opportunities often confined to

operate in low productivity and precarious jobs. This reduces aggregate productivity, widens

inequality, and ultimately undermines policy efforts to increase productivity and growth3!.

Growth is generally considered inclusive if its benefits are widely shared across all the segments

of the population that is, if it simultaneously reduces extreme poverty and inequality®'. Growth
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will reduce poverty if the mean income or consumption of the poor rises and if the welfare of the
poor grows faster than that of the rest of the country®®. However, a better use of existing skills
among the population will help to increase efficiency and productivity in the near term which in
return increases income, but a higher rate of productivity growth will prove difficult to sustain in
the longer run without a massive improvement in educational attainments to raise skills levels?!.
Inequalities in access to quality education and opportunities to develop skills reQin massive

waste of potential talent and contribute to a very high degree of incomne im€quality®. This

problem is reinforced by a low degree of income redistributior@&h further entrenches

inequalities. %

Another factor contributing to poor productivity e@nce is the misallocation of resources
the trapping of labour and capital resources in oductivity firms and sectors as well as the
slow process of reallocation towards mor &mic ones . This prevents the most innovative
and productive firms from reaching fil_%g\eé sary scale to operate in global markets and fulfilling
the high growth potentiale @omes with the commercialization of successful ideas?!.
Symptoms of Widespra@%rce misallocation in a country may include the large size of the
informal economy@ke challenge firms face to recruit staff with the necessary skills as well as
striking gen&gﬁéqualities“. Improving the efficiency of resource allocation will require

lowerin%’ébarriers to market entry, firm growth and job creation in the formal economy®.

Boosting formal employment will also contribute to higher job quality, as formal jobs tend to be
characterized by higher pay, lower job insecurity and better working conditions than jobs in the
informal economy®’. Increasing job quality is therefore an important objective, not only to

increase workers’ well-being but also to enhance their productivity. The potential for inclusive
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productivity gains associated with policy reforms in critical sector (informal sector) where the
poor earn living especially in the areas of innovation, compliance with standards, skills and
resources, or information gaps®®. Therefore, productivity can also be enhanced by strong
connections to external knowledge and technologies via trade, foreign direct investment (FDI),

and participation in regional and global value chains as well as the international mobility of

skilled labour 6, Q\

Literature has shown that huge investment in education and healt &/} great potential
improving labour productivity which in turn translates to inclu 'v@owth. A few identified
studies have employed different indicators in their measure @%productivity and inclusive
growth. A study examined wages from different demo&ic groups and employed grouped
data to estimate the returns to different levels of %n as factor that enhance productivity.
The findings showed that education po%% influence labour force participation and
productivity. Results suggest that hig&level of educational attainment exert significantly

positive influence on wages. Thlss@es that employees with higher education qualification

earn wages between 30 to 4 nt hlgher than employees with lower qualification®®,

S

The work of s sgﬁ@rchers also made substantial submission of the positive relationship
between la% productivity and growth. They used a model in which productivity was a
func%r@wmographic trends. In their analysis, productivity and investment in human capital
particularly investment in education has an elastic impact on the growth of the economy?3. This
means that a percentage increase in productivity causes a more than proportionate increase in the
growth. These elastic impacts of human capital and productivity on growth are transmitted

through changes in increased school enrolment and labour force participation. This implies that

38



improvements in school enrolment and labor force participation surely increase growth through

its positive impact on productivity>>.
2.1.7 Human Capital, Labour Productivity and Inclusive Growth

One of the crucial drivers of growth that have received more consensuses among the researchers
and policymakers is human capital. Studies show that human capital explains th%ﬁ)arities in
growth and its inclusiveness between developed and developing countries® s, skills and
knowledge accumulation equip the workforce to contribute signiﬁcan&to growth process.
Moreover, human capital influences growth and inclusiveness in t s: First, human capital
accumulation is viewed as an exogenous factor that facilitat@o uctivity at the given level of
technical progress. Second, human capital amplifies g@ through innovation and technical

progress. Hence high human capital accumulation %OI' facilitate productivity and growth®’.

Human capital is a people centered strategj\@development. It is basically that investment in
human capital enhances the producti'v%u creative capabilities beings equality which can be
harnessed to achieve higher.ai@‘ge sustainable levels of human welfare and welling®. Thus,
the quality of knowledg a@‘red and its availability put to work enhance productivity®. This

implies that knowlg&lcquired can also improve skills, while the greater confidence and know-

how inculc te@ generate more productive employment with positive effects on overall

develo\prJ%

For any“economy, the transition to an inclusive growth will depend on the specific of the human
capital and on its relative level of development. While sustaining a positive transition to
inclusive growth will involve the need for people to be empowered via education and training,
thus equipping them with the necessary skill and knowledge they need, thereby increasing

productivity.
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Little empirical evidence on the relationship between human capital, labour productivity and
inclusive growth has been provided. According to a study, with a good level of education, human
resources can improve their quality of life through a process of education, training, and
development that guarantees increased labor productivity, which guarantees sufficient income
and well-being to increase the achievement of inclusive growth’. This is in line with the studies
of some researchers that increasing education will increase labor productiViQan promote
inclusive economic growth’!. Based on this premises, hypotheses-regarding”education and
inclusive growth are as follows: Education has a positive impact on—@%ve growth®®. Similarly
study on how human development can translate to inclusive o$as investigated. The study
focuses mainly on enhancement of human capabilitie Q is one of the key drivers of
inclusive growth. The study shows that human cap%)%ential to inclusive growth through the

®%

In another study conducted, to exami.ng\' impact of education and human capital (quantity and

driver of productivity*s.

quality of education) on inclusive &Sw\tl using the ARDL modeling approach with annual time
series data. The study coﬁ@ed that education quantity (primary and secondary school
enrolment) has a positi@lpact on inclusive growth in both short run and over long run, Index
of Human Cap@ié» rson, has a positive significant effect over the long run. The inability to

address edu@nal issues may hinder the achievement of inclusive growth’!.

In a\@%d study where the role of human capital and innovation on inclusive growth was
investigated, the study explored the direct impact of human capital and innovation measures on
inclusive growth. The findings from the baseline model show that all variable of human capital

exert a positive impact on inclusive growth but only school enrolment is not significant®® 72,
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2.1.8 Stylized fact for Human Capital Development and Output Growth Performance in

Africa
2.1.8.1 Human Capital and Inclusive Growth in Africa

Africa has one of the dynamic economies in the world. Unfortunately, the performance achieve
has not led to improvement in living standard of the citizens. The Sub Sahara Aftican economy
struggles to recover from the 2020 recession induced by the Covid-19. The continues to
deal with global inflation, supply disruptions and climate shocks!. Tb% cks have reduced
the continent’s real GDP growth from 4.8 percent in 2021 to 3! ent in 2022. However,
African economies remain resilient with a stable outlook at @ercent 2023-2024". Despite the

tightening global financial conditions, the African D@em Bank has projected in a new

report. 6%
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~ﬂ'IIiII

Central Africa East Africa North Africa Southem Africa West Africa

Es

8]

Figure 2.1: GDP Growth in Africa by Region, 2021-2024

Source®
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The growth remains uneven across the region, while the East Africa is set to record a growth rate
of 1.8% in 2023. West Africa is expected to grow at 3.3% in 2024. Overall, SSA's economic
performance is hindered by below-average performance of the largest countries on the continent.
But what really matters for the populations is not only the level of growth (quantity of growth)
but also its quality: has Africa’s growth performance been equitable and inclusive? Only about a
third of African countries have achieved inclusive growth’. Countries with er “education

outcomes and higher rates of structural change are more likely to achieve ir@s} growth.

However, ending extreme poverty by 2030 remains a challen @’1\05‘[ African countries.
Countries with active inequality-reducing policies have be ;%spects of reducing extreme
poverty more by 2030'!. Although, human capital appea first sight, to have been less of a
driver of growth in measured productivity than pl&@apital over the last 20 years in Africa.
Countries with greater increases in physich@’bal formation over the last 20 years reached
substantially higher growth rates of QQ&W worker and GDP per capita over the same period'!.
But in growth terms, human capit&@:umulation from 2002 to 2022 was much less strongly
correlated with growth in Gb&r worker than physical capital. However, physical and human
capital thus appear to\bomplementary drivers of improvements in worker productivity in
recent decadesé@ﬁ with reflections on development accounting. This relationship holds
within Africés demonstrated in the long-run growth specification from 2002 to 20227!!. The
rece%&omic outlook on Africa shown that growth in physical capital per worker and human

capital appear to have been negatively correlated 32.

This could result from limited government spending on education and infrastructure®®. Because

the capital stock did not rise sufficiently to increase the marginal product of higher-skilled labor,
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capital-skill complementarity may have dampened the growth in productivity per worker,

despite substantial improvements in the average years of schooling!'.

Although many countries have experienced strong growth episodes, relatively few have posted
significant declines in extreme poverty and inequality, which remain higher than in other world
regions’!. On average, the consumption of Africa’s poor has been growing sl& than the
average population. In fact, while the average per capita consumption on the @%ent has been
growing at 3.32 percent a year over the last few years, the pro-poor av&h)ate reached only
3.04 percent’. So, although poor populations have benefited from @ntlnent’s unprecedented
economic growth in recent years, their consumption growt‘@s t been fast enough to help
them catch up with the average or richer segments of th&pdpulations®>. Rich households have
seen their living standards increase much faster tl&dﬁe of poor populations: consumption of
the poorest 20 percent grew only 2.9 percen%%, compared with 3.5 percent for the richest 20
percent’!. In addition, since inequality s@ns high in Africa and has leveled off since the 2000s,

the growth of most African co&ﬁa\ can be described only as inequality (or distribution)

To better understand, tlte” longer-term drivers of growth performance and to explain the

neutral’!.

differences ac@ri an countries, a growth and development accounting decomposition
focuses o@relaﬁve roles of physical capital, human capital, labor force mobilization, and
total‘@g{ productivity”®. It explains the levels and dynamics of GDP per capita and GDP per
worker over the last four decades’. This accounting exercise helps to identify the sources of the
differences in the economic performance of African economies and the determinants of long-run
growth®, The role of human capital in driving productivity growth is stronger in countries that

have had faster growth in physical capital per worker, highlighting a potential capital—skill
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complementarity’>. So, governments need to associate investments in schooling with better

matching of educated workers to productive equipment and infrastructure.

The Development accounting measured output per worker increased rapidly in North Africa after
2000, but its rise was more limited in the rest of the continent, especially in Southern, Central,
and West Africa’!. GDP per capita, by contrast, improved more uniformly ach%ions after
2000, as an increased employment-to-population ratio offset slower productivity=growth in West
and Southern Africa®. Heterogeneity in productivity growth per w@l\'as partly muted by a
stronger mobilization of the labor force in lower productivity- r%regions. Egypt, Mauritius,
Algeria, and Gabon have the highest total factor produc FP), while Zimbabwe, Liberia,

and the Central African Republic are closer to the op@f the scale in efficiency’!.

Over the past three decades, physical capita%%h has been the primary driver of GDP growth
across 50 African economies’!. Emlzlg&mt growth contributed somewhat, as did the rise in
years of schooling. And TFP mostl{q‘g\ a negative contribution (based on estimated elasticities
in the aggregate production fifnegion)’'. Physical capital growth, in particular, has been a major
driver of improvements\bgP and GDP per worker after the turn of the millennium, as rising
global capital 1 ﬁ%&%d domestic investment rates played a central role in Africa’s global
economic i@aﬁon. ®The positive, though limited, impact of human capital, by contrast,
presg@ey policy question for African policymakers: Capital and labor are complementary in
Africa’s long-term growth. Human capital appears, at first sight, to have been less of a driver of
growth in measured productivity than physical capital over the last 20 years in Africa®.
Countries with greater increases in physical capital formation over the last 20 years reached

substantially higher growth rates of GDP per worker and GDP per capita over the same period®.
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But the complementarity between physical and human capital appears to have played a strong
role in explaining patterns of growth?8. The association between human capital growth and GDP
per worker increase much more robust in the 20 countries that had above-median growth in their
physical capital stock than in those with below-median physical capital stock growth’?. Physical
and human capital thus appears to be complementary drivers of improvements in worker
productivity in recent decades®®, consistent with Hulten’s reflections Qde elopment

accounting®. This relationship holds within Africa which plots t‘e g-run growth

specification. 6\

The macroeconomic returns to increased years of schooling@e s of measured productivity
per worker, appear to be significantly higher in countries @e the stock of physical capital also

increased at the same time’!. E ’bQ

Over the recent period, growth in physical@tbper worker and human capital appear to have
been negatively correlated®. This co:u\ ult from limited government spending on education
and infrastructure. Because the %Q(? stock did not rise sufficiently to increase the marginal
product of higher-skilled la;®$pital—skill complementarity may have dampened the growth in

productivity per work: Qpite substantial improvements in the average years of schooling’'.

2.1.8.2 Eduiat®roductiviw and Inclusive Growth in Sub-Saharan Africa

There is (b

educatign), labour productivity and inclusive growth. High productivity has been consistently

oad agreement on the basic policies for fostering human capital (especially

found to play a key role’. Productivity increases measures the value added per unit of labor in
agriculture, manufacturing and construction, and services .Productivity increases remain vital for
Africa’s post pandemic recovery and long-term prosperity. High and growing labor productivity

is the basis for high and growing incomes, which are in turn a source for transformative
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investments and consumption. Yet despite recent improvements, labor productivity remains low

in many African countries’™.
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Figure2.2: Average African Productivity b’b
Source? @

The average African productivity i&o@ score above is the average of the 30 economies
tracked by the ATI. The prod@% increases dimension measures labor productivity through
three indicators (agricul anufacturing and construction, and services sectors), which are

weighted accordipg&e relative size of each sector.
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There are two types of productivity increases n : within-sector and between-sector’!. Most

of the productivity growth in Africa ha kme from with-sector improvement, especially in
[ ]

agriculture. But between-sector pr @ growth has been very low or negative. This has

slowed down the overall grow&gfne economy and the creation of jobs

From a theoretical poir@view, human capital is the driver of labour productivity, education
plays vital role@te sing the stock of human capital of the population, inducing higher labor

productivity@ subsequently faster growth and lower poverty.

Sub N&n African countries have much to gain from improving education to achieve inclusive
growth. But many education indicators have stagnated and even deteriorated, and without a rapid
acceleration of progress, the region will remain off track to achieve key education commitments
by 2030 7!. Dropout and out-of-school rates are higher in Sub Saharan Africa than in other world

regions’.
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Sub-Saharan Africa has the highest rates of education exclusion of the six developing world
regions. Over one-fifth of primary-age children are out of school, and almost 60 percent of youth
between the ages of 15 and 17 are not in school. There are many barriers to education for low-
income households. One of them is school fees, which unfortunately remain widespread in
schools across Sub-Saharan Africa, causing financial stress to families”'. Across Africa, 21
percent of enrolled students attend a private school, and that share is much er’in certain
economies. Even in countries like Uganda, which offers free primary e@aj n, parents still
have ancillary school expenses for uniforms, exam fees, school upk ks, or hiring an extra
teacher. The cost of sending a child to school in Uganda varies from US$168 for government
schools to US$420-680 for private schools. At the same Qore than 60 percent of adults in

Uganda are very worried about school fees; for 4 Qﬁ% of adults, school fees are the biggest

source of financial worry. This is not surprisinffa out 42 percent of Ugandans live below the

poverty line of US$2.15 per day (about $@er year).

Beyond SSAs poverty-reducing efﬁ\go\@uilding human capital can also reduce inequality. Higher
educational attainment and.bt&r inequality in education can reduce income inequality. By
fostering social mobili%iucation gives greater opportunity to people to change their social
status with bett(iéﬂ% opportunities than their parents’!. Sub Saharan African countries with
a larger sh%pf secondary or higher educated populations have lower wealth inequality in
2018%@;%@@11 13 percent and 26 percent of the cross-country poverty variation can be

explained by education, either the gap in returns to education and education premium between

the bottom 40 percent and the highest 40 percent, or the mean years of schooling’®.

Table 2.1: Poverty and inequality decomposition by education (2015-2019)
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Wealth inequality- Poverty

C tion Gini
Atkinson index (headcount onsumption &int

(percent percent) (percent)
Returns to education and education premium 21 20-26 20-32
Returns to education gap between the bottom 40 percent to 13 13 i
the top 40 percent
Mean years of schooling 18 -
Source: African Development Bank (2020). \
High income inequality can be explained partly by education inequality al access to

education) and unequal earning opportunities between the bottom and t sgments of the wealth
distribution. Indeed, additional education in the bottom 40 per;e@oes not give the same
opportunity of earning better income as in the top 40 pe@ . The gap in the returns to

education and the education premium is wide between @ottom 40 percent and the top 40

percent 18, efb

Overall, SSA has made steady progress i ’ang human well-being. However, Africa still
lags behind other regions of the world @V&erage human well-being score of 42.5 in 2020 was

the highest among all dlmensué owever, progress on human well-being has also been

sensitive to external Sh(%SQ
i
>

\/%
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® Average African Human well-being scores and GDP growth, 2000-2020
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Figure 2.4 Average Human well-being scores and (‘E%th, 2000-2020
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The years of rapid improvement du@eriods of high economic growth were followed by years

%
%
%
%

of much slower progress aﬂ&ﬁomic crises’’. Income inequalities remains critical in SSA

countries. Closing inco@qualities gap is ultimate goal of economic transformation and a
major enabler otg@in SSA countries
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Income inequality

The Gini index measures income inequality. A coefficient
of 0 represents perfect equality, while 100 implies
complete inequality.
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The Gini coefficient scores of 44.8 in 2\®and 429 in 2020 suggest significant income
inequality within Africa over the ti&;\%oc de period. High income inequality often indicates
disparities in access to edu.ca@ ealthcare, and other essential services, impacting human
capital development. I@}s with high income inequality, individuals from lower-income
households may fa&riers to accessing quality education and skill development opportunities.
This lack <f ss to education can perpetuate intergenerational poverty and hinder

socioec@tc mobility, ultimately impeding human capital development efforts.

AW

Furthermore, income inequality has profound implications for poverty reduction approaches
within Africa. The persistence of income inequality makes it challenging to implement effective
poverty reduction strategies. Even with economic growth, the benefits may not reach those at the

bottom of the income distribution, exacerbating poverty levels®*. High levels of income
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inequality can lead to social exclusion and marginalization, hindering efforts to lift people out of
poverty. Therefore, addressing income inequality is essential for ensuring that poverty reduction
efforts are inclusive and equitable, with a focus on reaching the most vulnerable and

marginalized populations’'.

Moreover, income inequality can impact the trajectory of inclusive growth %n Africa.
Inclusive growth aims to ensure that economic growth benefits all s of society,
particularly the most vulnerable and marginalized groups'®>. Howev hgﬂﬁevels of income
inequality can undermine the inclusivity of economic growt centrating wealth and
opportunities in the hands of a few. This concentration of w can hinder social mobility and
perpetuate cycles of poverty and inequality. Addressin%&e inequality is crucial for fostering

an environment conducive to inclusive growth, @ all individuals have the opportunity to

participate in and benefit from economic da@%nt initiatives®.
Q)
2.2 Theoretical Revi VQ\A

There have been.siwﬁl theories and concepts that provide theoretical linkage among human

capital deveiopg@f, labor productivity and inclusive growth. Such theories include: Human

capital t@

2.2.1\ﬁuman Capital Theory

nd Inclusive growth (IG) approach.

The main theory predicating the role of human capital development on productivity is the human
capital theory. Human capital theory originates from the 1950s’ difficulties in explaining

productivity and economic growth in the US Economy. The human capital theory is mainly
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inspired by a micro-economic study®’. In his seminal work on human capital theory, he
challenged the conventional understanding at the time that physical capital was the predominant
factor behind growth in productivity in the US economy. He contended that human capital was
instead the main factor explaining growth in productivity at the time In essence Becker’s theory
explains that human capital, through education, enhances productivity. One of the implied

theoretical foundations of this theory is the role human capital plays in total fa@ductivity

(TFP)®. Q/
N
O

Defined as the additional output in an economy that cannot be e@ed by employed factors of
productions, TFP is explained indirectly by many hux@ ital and growth theories. The
common formulations of this theory are that huma ttal plays a principal role not only in
increasing the productivity of labour itself so the productivity of other factors of
productions. In this perspective, Becker h\&;s this role by acknowledging that, the extent to
which individuals learn new skill é%’&SToe fect old ones for productive purposes depends on
human capital which enhan\ca%roductivity of labour and other factors of production®!.
Furthermore, the mode@man capital and productivity are built on the hypothesis that the
knowledge and sk\\@nbodied in human capital directly raise productivity and increase an

economy's a&‘. o develop and adopt new technologies. This is consistent with the prediction

of Beck %
&

The predictions of Solow’s growth model and indicated that human capital omission in the
model was the underlying reasons for its unrealistic predictions®?. Solow’s growth models had

put forward the capital accumulation, labour, population growth and productivity as factor
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explaining growth®3. The model had explained that the level of savings and population growth

determined the level of productivity and income per capita.

Other theories and models that focused on the mechanisms through which human capital
contribute to productivity include two articles by Nelson and Phelps, and Lucas. They find
important determinants of human capital growth at both micro and macro level. as‘postulated
that when human capital is put to use, a fraction of it contributes direcQ} roductivity of

labour whilst another contributes to the accumulation of future huma ’%Lalg“.

Q

Similarly, it was observed that the accumulation of huma could increase the productivity
of other factors and thereby raise productivity grow@ these models education has been the
main channel through which efficient use of r and other factors could lead to higher
productivity®*. The Lucas and the Nelson- @ approach study their own specific issues®. The
two major issues are: 1) is growth .}h&l caused by either the level or growth of the human

capital stock? and 2) which mi&)f human capital is best to obtain high economic growth?

N\
The Lucas and the N@Qhelps approach offer good starting-points to study more closely.
Besides, the pa 'r@‘en by Benhabib and Spiegel, and Barro and Sala-i-Martin suggest that
accepting or@pproach does not necessarily lead to rejecting the other A new model combining
both% es might therefore produce interesting results. These two important approaches in
the human capital theory can be distinguished: the Nelson-Phelps approach and the Lucas
approach. Aghion and Howitt conclude that human capital is an important factor in economic
growth and find two different effects: one effect comes from the level and another from the

accumulationof human capital®3.

54



According to the Nelson-Phelps approach, growth depends on human capital endowments that
have already been accumulated rather than on current human capital accumulation. The more
human capital per capita a country has created, the higher the rate of innovation. The production
factor of physical capital, i.e. past innovations, is the only factor used in the production of final
commodities. Evidently, if the productivity of physical capital increases as a consequence of

innovations, production can grow too. So, the level of human capital affects pronon growth.

Differences in growth rates between countries would be caused by diffe n&s)n the level of the
human capital stock. A single additional investment resulting in a i@se of the human capital
stock may cause a catch-up effect because the higher rat@%vation will bring about a
permanent increase in production growth. This is Why@ion and Howitt argue that, in the
Nelson-Phelps approach, the level of the human cg@ck is mainly determined by the extent
to which the labour force has obtained mor@verage qualifications, i.e. the skewness of the

distribution of skills over workers. In words, higher educated employees are responsible for

innovations and thus for economic @hg“.

The Lucas approach mainl es the significance of human capital accumulation to economic
growth. According to Jutas, there are two sources of human capital: education and learning by
"o
doing. In his Q&}L education is measured by the amount of time not used in production.
Meanwhilpb%nan capital can also be accumulated in the production process, because this
causNgfning by doing. In view of this approach, the human capital stock is considered to be
an ordinary production factor, just like labour and capital. So, there is a direct relation between
the level of production and the human capital stock, while production growth depends on the
growth of the human capital stock. The significance of external effects in endogenous growth

attracted special attention after two articles had been published by Romer and Lucas®’.
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In both Nelson-Phelps articles, knowledge is of crucial importance. The Romer model regards
the way growth is generated differently from the Lucas model. In the Romer model, knowledge
is used in innovation, just as in the model developed by Nelson and Phelps,but the latter do not
include external effects. This means that human capital is an input in the production of
innovations, also called production techniques, blueprints or intermediary inputs. Therefore,
investments in human capital only have an indirect, dynamic, effect on growQae use they

increase labour productivity only through technological development®*. {In Lucas model,

however, the human capital stock and production are directly conn@ith each other, as are

the growth rates of the two magnitudes. %

Lucas endogenous growth by assuming that effectivene d productivity of investments in
human capital depend on the human capital stocks V%Qhas been created in the past, and time
that is invested in new human capital. Thlﬁch tment of time becomes more beneficial the
more human capital has been accumu.lst@esides this direct connection between human capital
and labour productivity, there is &(‘D\irect connection, for individual investments in human
capital induce positive exteﬁ@ffects that contribute to endogenous growth®. These external

effects take the form of\éﬁng by doing and therefore depend on both schooling and output: the

longer workers(ﬁfﬁicipated in schooling, the more knowledge is obtained in the production

process®, 6

How&@gf‘ucas supposes that if human capital investments take the form of schooling, they will
induce two different effects®*. One is the static effect, which means that schooling causes an
increase in the productivity of employees who invest in schooling. The second effect is a
dynamic one: schooling causes an increase in the productivity of the entire labour force. As

individuals do not take account of this effect when deciding on their investments in human
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capital, the effect is an externality. Yet, the dynamic effect as apparent in the Lucas model differs
from that in the Nelson-Phelps approach. In the Nelson-Phelps model, however, “dynamics”
occur within one period: labour productivity growth in period ¢ depends on the level of human
capital and the rate of innovation in the very same period®*. Therefore, this approach does not
appear to reveal real dynamic effects. It is Lucas who offers real opportunities to endogenise
economic growth, since in the extreme case human capital growth depends exclusively on time
and individuals’ preferences®. The smaller time preferences are, the mor@@mption will be
postponed and the larger the human capital stock will be. In th@%n—Phelps model, the
composition of human capital endowments is exogenously de rr% rather than endogenously,

as in the Lucas-model. This is why the Nelson-Phe del does not allow for actual

endogenous growth. So, the Lucas model is an irrgy@upplement to the work of Nelson and

\Q’Z}

The Lucas model is based on an jq&iual utility function. He assumes that individuals

Phelps.

maximize their utility and hence @e between consumption and production. The smaller
individuals’ time preference%% the more they will postpone consumption and the more time
they will use in produéob. Obviously, time is an important factor in the creation of human

capital, becaustﬂ@ be spend either to attend initial education and continuing training or to

produce out@
O
\/QJ

2.2.2 Inclusive Growth Approach

The IG analysis tries to identify ways to strengthen the productive resources and capacity of the
individual on the labor supply side as well as ways to open up new opportunities for productive

employment on the labor demand side®. If the main problem is lack of employment
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opportunities for a particular group of individuals due to limited supply of certain types of labor
skills, the constraints are related to the productive resources and capacity of individuals rather
than the environment in which they can use these resources®. This situation calls for an in-depth
employability analysis that will shed light on the resources of the individuals, such as the
individuals’ education and health and the other productivity attributes they bring to a job. If the
main problem is low labor productivity or lack of employment opportunities fer thdividuals

due to limited demand for labor, an analysis of the bottlenecks in the bu@ej environment is

necessary®®. 6\

The analysis distinguishes between self- or wage-employed fu%her looks at employment by
sector, size of firm, rural/urban, formal/informal, a@ther relevant characteristics. A
disaggregated look is necessitated by our main j@e to identify the incidence of growth
across the income distribution and the bottlﬁ‘%bv the productive employment of individuals®’.
If the focus is on the poor, in the cas.e& self-employed, we undertake business environment
analysis through the lenses of the&ﬁ@\ enterprises and micro firms. In the case of the wage-
employed, we undertake an%@oyability analysis as well as a business environment analysis

through the lenses of a@sentative firm, potentially one that is employing the poor®’.

An important q@ the extent to which the current employment status of an individual has a
potential ure income growth, or if moving out of a low-income situation means finding
anot@e of employment or employment in another sector®®. The analysis therefore looks at
external factors explaining the country’s growth and poverty reduction pattern, the overall
productivity dynamics in the country, the major challenges and opportunities, and possibilities
for economic transformation and diversification. The analysis also considers constraints to those

sectors with opportunities for productive employment, constraints affecting the ability to gain
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employment in these sectors, and constraints affecting labor mobility across sectors and

regions®,

The IG approach takes a longer-term perspective. This is necessary because of the emphasis on
improving the productive capacity of individuals and creating a conducive environment for
employment rather than on income redistribution as a means of increasing incomes for excluded

groups. Due to this longer-term perspective, there is an explicit fo@n structural

transformation and internal migration in the IG analytics framework. In,d ping countries, a
significant part of growth is generated through reallocation of 1 m low-productivity to
high-productivity sectors®®. Q

With this longer-term perspective, it is important to rec @ the time lag between reforms and
outcomes. A good example is the lag between the&bvhen investments in education are made
and the time when returns from improv skills are collected®. This implies that the
analysis must identify future constrait{\' rowth that may not be binding today, but that may
need to be addressed today in (@(c‘?o ensure sustainable and inclusive growth. In short, IG
analytics is about policies t . uld be implemented in the short term but for sustainable IG in
the future®®. The go Qo identify a bundle of binding constraints rather than thebinding

[ ]
constraint and @q ence these constraints to enhance prospects for high, sustained IG in a

country o eriod of time.
There\aw some key concepts related to inclusive growth:

e Human Development Approach: The human development approach, introduced by
Amartya Sen, emphasizes that economic growth should be seen as a means to expand
human capabilities and freedoms. It emphasizes the importance of investing in education,

healthcare, social protection, and empowering marginalized groups to ensure their active
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participation in and benefit from economic growth®®. The human development approach
emphasizes that inclusive growth should prioritize the expansion of people's capabilities
and freedoms, rather than merely focusing on economic indicators like GDP. It places
individuals and their well-being at the center of development efforts. It recognizes that
economic growth alone is not sufficient for human development and that inyestments in

education, healthcare, social protection, and empowerment are cruciQfor inclusive

outcomes. < 0

e Pro-Poor Growth: Pro-poor growth theory focuses on desi policies and strategies
that directly target poverty reduction and the well-bei@ﬁ~ the poor. It aims to ensure that
the income and well-being of the poorest segment@ociety improve at a faster rate than
the average, reducing poverty and inequali 20@-poor growth focuses on ensuring that
the benefits of economic growth dis rét)nately reach the poorest segments of society.
It aims to reduce poverty anQ@ income inequalities. This approach emphasizes the
need for policies that directl&c@get poverty reduction, such as social safety nets, targeted

education and health a@rograms and inclusive financial services.

e Social Inclusi e theory of social inclusion emphasizes the importance of removing
arr1ers%1/§rlng equal opportunities for all individuals to participate in economic
ac%@ access resources, and benefit from growth. It recognizes that certain groups,
\%ﬁ as women, ethnic minorities, and persons with disabilities, may face social,
economic, and institutional constraints that limit their participation and hinder inclusive
growth’!. Social inclusion is about creating an environment where all individuals have
equal opportunities to participate in economic, social, and political activities. It aims to

remove barriers and discrimination that marginalize certain groups. This concept
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emphasizes the inclusion of women, ethnic minorities, persons with disabilities, and other
disadvantaged groups, ensuring they have access to resources, services, and decision-
making processes. It recognizes that inclusive growth cannot be achieved without

addressing social exclusion and promoting social cohesion.

e Productive Employment: The concept of productive employment focuses on generating
decent and quality employment opportunities as a means of in Qe growth. It
emphasizes policies that promote job creation, addre& ployment and

underemployment, and improve the quality of work, i ing fair wages, social

protection, and workers' rights®?. Productive emplo@:t is a key aspect of inclusive

growth, as it provides individuals with sustaina@ncome, enhances their skills, and

improves their overall well-being. It @?ﬁzes the creation of decent work

opportunities, fair wages, safe worki ’bnditions, and social protection measures for
NS

workers. This concept recognjg&he need to address underemployment, informal work,

and vulnerable employmentg@:h are prevalent among marginalized groups.

Q

e Human Capital @ment: Human capital theory highlights the importance of
investing in mﬁ 10n, skills, and health to enhance human capabilities and productivity.
By dev@ the

ar nvironment that promotes equal access to opportunities and enables individuals

skills and knowledge of individuals, societies can create an inclusive

\&articipate fully in economic activities. It recognizes that individuals are the drivers of
economic growth and that investing in their knowledge, skills, and health is essential for
inclusive outcomes. Human capital development involves equitable access to quality
education, lifelong learning opportunities, healthcare services, and the promotion of

gender equality®>.
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e Institutions and Governance: The theory of inclusive growth recognizes the role of
institutions and governance in creating an enabling environment for inclusive
development. Strong institutions, good governance, and effective policies are essential
for ensuring equitable distribution of resources, protecting the rights of marginalized
groups, and reducing corruption and rent-seeking behaviors®®. Institutions and
governance play a critical role in fostering inclusive growth. Strong iQut ns, good
governance, and effective policies are necessary to create an enablin vironment for
inclusive development. This includes transparent and accoun@stimtions, rule of law,
protection of property rights, anti-corruption measure %Clusive decision- making
processes. Institutions and governance shape t i ution of resources, access to
opportunities, and the protection of right%pb g that inclusive growth benefits all

®%

e Sustainable Development: Th.e,t&y of inclusive growth also encompasses the concept

segments of society®.

of sustainable developmen@\lch recognizes the interplay between economic, social,
and environmental fa&. It emphasizes the need to pursue economic growth in a
manner that }benvironmentally sustainable, socially inclusive, and ensures
N\ |

1ntergerQ:} equity®. Inclusive growth is closely tied to the concept of sustainable
deve@ment, which recognizes the interdependence of economic, social, and

\/ ironmental dimensions.

These theories and concepts provide a framework for understanding and promoting inclusive
growth, ensuring that economic progress is not only measured by GDP growth but also by the

well-being and empowerment of all individuals within society.

62



2.2.3 Theoretical linkage between Human Capital Development and Inclusive Growth

Education and health determine the qualitative supply of labor and the prospects of the poor to
seize opportunities in the economy in the longer term. Theoretically, education is expected to
support individuals with knowledge and skills to engage in the production process, add to that

high quality of education determines the extent to which individuals can centribute to
productivity and get high incomes and thereby share in economic growth®. OQ
(e

According to Nainggolan, with a good level of education, human reseur an improve their
quality of life through a process of education, training, and pment that guarantees
increased labor productivity, which guarantees sufficient inc@ and well-being to increase the
achievement of inclusive growth®’. This is in line wiﬂ& earch by Maulana and Bowo, that

increasing education will increase labor productivi@ promote inclusive economic growth.

Health is another important dimension of\\{Qn capital development and the health status of
individuals can be a constraint to pro %employment. The high prevalence of disease affects
income growth negatively be.cak®’\mdermines the stock of available labor, its productivity and
limits incentives for in s for future consumption (physical as well as human capital
investments). Thgﬁ&% ealth care provision, many of the infected individuals without access
to healthcar a@dicaﬁons may unable to continue working productively. Poor quality and
low level ucation and high prevalence of disease undermine the ability of the poor to seize
econo\hjc opportunities hampers growth, especially inclusive growth*®. The notion of inclusive
growth is aimed at ensuring that the fruits of growth be shared to specifically eliminate poverty
and eradicate income inequality. Inclusive growth is thus anchored in high and sustainable
growth to create good employment opportunities and social inclusion to provide equal access to

opportunities by all.
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Based on the theory, for growth to be inclusive, productivity must be improved and new
employment opportunities created*®. The notion of productive employment highlighted in the
first point has become central to the concept of inclusive growth, as it focuses not only on
outcomes for poor people, but also on ensuring their participation in the growth process. As such,
inclusive growth is related to the notion of broad-based growth across various sectors of an
economy but also requires non-discriminatory participation by large segments Qe opulation
for its inclusivenessto be realized*. There is a strong theoretical linkage bgtweer human capital

development and inclusive growth. This linkage is based on several @Jments and concepts:

e Productivity and Economic Growth: Human capital @ﬁered a key determinant of
productivity and economic growth. Investments ir@cation and skills development can
improve the productivity of individuals,&@?g to increased output and economic
expansion. By enhancing human\@l, countries can develop a skilled and
knowledgeable workforce that %er equipped to adapt to technological advancements,

innovate, and contribute to @Jmlc growth?4,

e Poverty Reductio come Inequality: Human capital development plays a crucial
role in reduci §

erty and income inequality. Access to quality education, vocational
tralnlng an lthcare can empower individuals from disadvantaged backgrounds to
m%chmr skills, earn higher incomes, and escape the cycle of poverty. Moreover, by
\egﬁpping individuals with the necessary skills, human capital development can reduce

income disparities and promote a more equitable distribution of wealth in society®®.

e Social Cohesion and Social Mobility: Human capital development fosters social cohesion
and enhances social mobility. When individuals have access to education and training

opportunities based on merit rather than socio-economic background, it promotes a more
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inclusive society. By breaking down barriers to education and skill acquisition, human
capital development can provide individuals with the means to improve their social and

economic standing, irrespective of their initial circumstances®.

Innovation and Technological Progress: Human capital is instrumental in driving
innovation and technological progress, which are essential for sustained eco&ic growth.
A well-educated and skilled workforce is more likely to engages~ig\{research and

development, adopt new technologies, and contribute to innov&bﬁs, in turn, fuels

productivity gains, creates new industries and job oppoand promotes inclusive

growth. Q

Health and Well-being: Human capital develop engacompasses not only education and
skills but also healthcare and overall well-%’bA healthy population is more productive,
has a higher quality of life, and is@ositioned to contribute to economic growth.
Investments in healthcare, m@, and sanitation, along with education and skills
development, form a co%@%nsive approach to human capital development, which

positively impact i@e growth!%

In summary, the tlse&ca linkage between human capital development and inclusive growth is
[ ]

founded on thecg} that investing in the knowledge, skills, health, and overall well-being of

individua ds to higher productivity, reduced poverty and inequality, enhanced social

mobm\x increased innovation, and improved economic outcomes for society as a whole. By

prioritizing human capital development, countries can create the conditions for inclusive growth,

where the benefits of economic progress are shared by all members of society.
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2.2.4 Theoretical linkage between Human Capital Development and Labour Productivity

Theoretical linkage between human capital development and labor productivity lies in the idea
that investments in education, training, and health improve the knowledge, skills, and health of
the workforce, thereby enhancing their productivity’!. According to human capital theory,
individuals with higher levels of education and training are more productive&ause they
possess specialized knowledge and skills that enable them to perform tasks n@ ficiently and
effectively®. Additionally, improved health through better access to hea h(QLe/and nutrition can

lead to reduced absenteeism and increased energy levels, contributing to higher

productivity levels*®. Therefore, human capital developmentgissseen as a crucial determinant of

labor productivity, as it directly influences the abilities a@pabilities of workers to contribute
to economic output. E be

The theoretical linkage between humaéga ital development and labor productivity can be best

explained under the followmg @admg

e Skill Acqu1s1t1®nan capital development, particularly through education and

training i@s, equips individuals with specialized skills and knowledge relevant to

theirEes

%bntly and adapt to changing work environments, ultimately increasing their

\&oductivityﬁ.

e Innovation and Creativity: Education fosters innovation and creativity by encouraging

ive fields. These acquired skills enhance workers' abilities to perform tasks

critical thinking and problem-solving abilities. Workers with higher levels of education
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are often better equipped to generate new ideas, implement innovative practices, and

contribute to organizational growth and productivity>3.

Technological Advancement: Human capital development is closely linked to
technological advancement. Skilled workers are more capable of understanding and
utilizing new technologies, leading to the adoption of advanced productior&thods and

processes that can significantly enhance productivity levels®”’. QQ

Health and Well-being: Investments in health and well-being, aqugo( aspect of human
capital development, can positively impact productivity. workers are less prone
to illness and absenteeism, leading to increased n ance and higher levels of

engagement and performance at work®’. Q

N\

Quality of Workforce: Human capital dev&em contributes to the overall quality of
the workforce. Workers with high \@els of education and training tend to be more

motivated, adaptable, and cap'a%p taking on challenging tasks, all of which contribute

to improved productivi@ls”.

Long-term Eco@fvrowth: Human capital development is essential for sustaining
long-terms @mic growth. A skilled and productive workforce attracts investment,
driv? igﬂd(ration, and fosters competitiveness in the global marketplace, ultimately

@g to sustained increases in productivity and overall economic prosperity>’.

N

Human capital development plays a fundamental role in enhancing labor productivity by

improving skills, fostering innovation, promoting technological advancement, ensuring worker

health and well-being, enhancing workforce quality, and contributing to long-term economic
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2.2.5 Theoretical linkage between Labour Productivity and Inclusive Growth

The main instrument for inclusive growth is assumed to be productive employment. Employment
growth generates new jobs and income for the individual from wages in all types of firms, or
from self-employment, usually in micro firms while productivity growthhas the potential to lift
the wages of those employed and the returns to the self-employed. The abilit Ad*viduals to
be productively employed depends on the opportunities to make full use of available resources as

the economy evolves over time*. There is a theoretical linkage betour productivity and

inclusive growth, which can be understood through the follow'& oints:

e Increased Production and Output: Higher lab productivity leads to increased
production and output. When workers bec ore productive, they can produce more
goods and services within the s%%lount of time. This increased production
contributes to economic grow.tts&can generate more opportunities for employment and
income generation, which éﬁ(sgential for inclusive growth.

e Higher Wages a d@ards of Living: Improved labour productivity often results in

grkers. As workers become more productive, they can demand higher

higher wages fs
) ﬁ
compen€ati§n of their increased contributions to production. Higher wages, in turn, lead

to @ved standards of living for workers and their families, contributing to inclusive

\&vth by reducing poverty and promoting economic well-being.

e Technological Advancement and Innovation: Enhancements in labour productivity often
go hand in hand with technological advancement and innovation. Businesses and

industries strive to improve productivity by adopting new technologies, processes, and
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organizational practices. These innovations can lead to the creation of new industries,
products, and services, which generate employment opportunities and promote inclusive

growth.

e Skills Development and Human Capital: Labour productivity is closely linked to the
skills and human capital of workers. Investments in education, trainin&and skill
development enhance the capabilities and productivity of the workforeeMA skilled and
educated workforce can adapt to new technologies, improve eff& and contribute to
overall productivity growth. Moreover, providing equal to education and skill-
building opportunities for all individuals helps ens@%e benefits of productivity
gains are inclusive and not limited to specific @leI.Sectoral Shifts and Structural
Transformation: Increases in labour pro 6@%/ often result in sectoral shifts and
structural transformations within ar%’bny. As productivity rises in certain sectors,
labor resources are reallocated wow—productivity sectors to high-productivity sectors.
This reallocation can leaK(tQ\job creation and economic diversification, fostering
inclusive growth b&@anding opportunities across different sectors and reducing

disparities'.

[ ]
° Inclusi@ Market Policies: To ensure inclusive growth, it is crucial to implement

la arket policies that address inequality and promote inclusivity. Policies such as
\gﬂimum wage regulations, social protection measures, and promoting decent work can
help ensure that the gains from increased productivity are shared by all workers,

including those from marginalized and vulnerable groups!®.

Conclusively, the theoretical linkage between labour productivity and inclusive growth rests

on the understanding that higher productivity can contribute to economic growth and
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improved standards of living. By promoting skills development, technological advancement,
and inclusive labour market policies, societies can harness the benefits of increased labour
productivity to achieve broader and more equitable growth that benefits all segments of
society.

2.3 Review of Empirical Studies Ql
Within the empirical literature, there are extensive research wor@d in some sense of
conclusive debate on how human capital leads to improved lab ctivity growth which in
turn translates to inclusive growth. This study showcaseQ f these studies with a view of

g

identifying the point of convergence and divergence a e researchers on the subject matter

of this study. ’66’6

2.3.1 Human Capital Development and %o Productivity

This subsection include empirical&&s that specifically examine the relationship between
investments in human capitatl{k%as education, training, and skill development, and its impact
on labor productivity. E@* al studies have consistently shown a positive relationship between
human capital \@ent and labor productivity. Investments in education, training, and skill

developmen@hance individuals' knowledge and capabilities, leading to increased productivity

in th%%’grce.

Notable studies include a study that investigate the impact of human capital on labour
productivity in European Union member states using the Pooled ordinary least squares (OLS)
and Fixed effects model (FEM). The results show that human capital is positively significant in

improving the growth of labour productivity in the EU. It was also found that impact of human
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capital development on productivity is bigger in countries with relatively low productivity level
compared with countries that have relatively high productivity level. It can be assumed that this
result is influenced by the high level of productivity achieved by RHP countries, i.e. there is
probable that these countries have exhausted their productivity potential®®. Other authors from
the evidence in SSA suggest that poor human capital formation and low productivity levels result
to little progress made in raising the levels of education in general and the %ls of higher
education in particular while human capital being crucial in the productionipro¢eSses, policies to

increase productivity in SSA can be informed by the evidence on th@s of higher education

human capital on productivity in this region!'%*. %

O
A similar study conducted in Organization for Economic eration and Development (OECD)
countries by De la Feunte using average years o s%?ling as a proxy for human capital and
biennial data in the period 1965-1995 as wel\@%}(ing the Cobb-Douglas production function to
the technical progress function, the.ss&%nd that human capital had a large and positive
coefficient value. The coefficient f@in was higher than that of other OECD countries under

investigation. The productf\s’@ share of human capital for Spain accounted for a 40%

productivity gap and 3(%r other OECD countries®.

A study by Baié}&, and Tamura, spanning 145 countries across the world, used the growth
accounting@ework to compare the growth in output per worker and growth in physical and
huma\\gﬂltal. Assuming a constant return to scale, the study estimated the implied growth of
output per worker from the growth of physical and human capital. Furthermore, in order to
understand, the effects of physical and human capital on unexplained growth, the study estimated
the difference between the output growth implied by a constant return to scale and the actual

growth in output (the difference being TFP) The findings were that the weighted average TFP
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from human capital and physical capital accounted only for 14% of the growth in output per
worker with the rest (8%) being explained by the productivity of these factors of production'’.
Reporting these findings by region, the study found that TFP contributed to growth of output per
worker by 34% in Western countries, 26% in Southern Europe and 26% in newly industrialized
countries. In contrast, for countries in SSA and in East Asia, TPF contributed negatively to

growth of output per worker, suggesting that more than just technology explaithe rowth of

TFP in these countries!'®>. <

A study for Malaysia was analyzed with data spanning from @ 2012. The Generalized

Least Squares (GLS) model was estimated and results that human capital improves

labour productivity in Malaysia, while a greater gmpaCt was recorded for health than

education!%. 6%
(e}

In a study conducted by McGuirk, Lenih§,\8\gart, the finding shows that investment in higher

education enhances productivity ine) . This finding is largely due to the endowment of
physical capital rather than hu&%apitam. The contribution of higher education human capital
to productivity in Sul% an African (SSA) countries was also investigated by measuring
higher education.h\@ capital in two variables: higher education enrolment (HEE) and higher
education g @s (HEG). The paper analyses a panel data of 30 SSA countries for the period
1980 -2@sing, a fixed effect Least Square Dummy Variable (LSDV) model, and a System
Genera\{zed Methods of Moments(GMM) model to verify empirically the claim that higher
education human capital improves productivity in SSA. It is found that the impact of higher
education (both HEE and HEG) on total factor productivity (TFP) in sub-Saharan Africa is
mixed as it is positive for HEE and negative for HEG. The results on the impact of HEG suggest
that higher education sector suffers from inadequate human capital that might not be put to use
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for productive purposes. These results imply that the higher education in SSA needs to target

skills that are more appropriate to the economies in these countries!%,

Other authors, investigated that life expectancy may have direct effects on labour productivity.

These effects appear to be non-monotonic and depend on the level of demographic

development®. \

A study for Malaysia was analyzed with data spanning from 2009 to 201@ Generalized
Least Squares (GLS) model was estimated and results showed that u& capital improves

labour productivity in Malaysia, while a greater impact was recor@ealth than education'#>

A comparison was done for Nigeria and South Africa, and i iscovered that both human and
physical capital affect labour productivity in both coq&{es, though South African productivity
was more responsive to changes in physical capita Nigeria, school enrolment had a negative
relationship with labour productivity '%. @ffect of human capital development on labour
productivity in Nigeria was again aﬁ%g using three human capital proxies (life expectancy
rate, tertiary enrolment and .segér school enrolment) between 1980 and 2016. Results from
the ARDL estimation re hat secondary school enrolment and life expectancy positively

influence labour p o%tivity in Nigeria in the long run while tertiary enrolment has positive
[ ]

influence on,‘ la@roductivity in the short run''°,
2.3.2 Q’hn Capital Development and Inclusive Growth

The link between human capital development and inclusive growth is well-established. By
investing in education and skill development, societies can empower individuals, promote social
mobility, and reduce income inequalities. Empirical studies have shown that human capital

development contributes to poverty reduction, improved income distribution, and overall
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economic development. It enables individuals from disadvantaged backgrounds to access better

job opportunities, leading to inclusive growth.

The relationship between human capital, innovation, and inclusive growth in sub-Saharan Africa
was explored using fixed-effects model to examine this relationship in 17 sub-Saharan African
countries between 1998 and 2014. The results from the scatter plot suggest that human capital
and innovation measures positively correlate with inclusive growth. More Qhe empirical
results show that different measures of human capital propel inclusiv&&\yth as the quality
measures (total factor productivity and index of human capital significant impact. On
innovation measures, the results reveal that investment and@l"%itively influence inclusive
growth; however, their magnitudes remain inconsequent@egarding the interaction terms, the
results indicate that the indirect impact of human %rough innovation was largely negative.

Hence, this study reveals that the level @an capital is not large enough to promote

innovative activities and technological g&lcement in the region®.

In same vein, the relationship bel@e}luman capital and inclusive growth was established using

panel data from 22 SSA cé@& The findings show that human capital positively influences

inclusive growth in S Qionn. Relying on dataset for 18 SSA countries for the period 1995—
S

2013, a study ch(gc\'

that aug health expenditure with natural resources makes the growth process more

on components of human capital and inclusive growth. The study found

incluwgfn addition, education expenditure plays significant role in the growth inclusiveness in
SSA region®®. Based on the Fixed Effect Estimator, a study found that financing of healthcare
had a greater impact on inclusive growth in 14 African countries between 1995 and 2012.

However, population growth tends to destabilize any agenda toward inclusive growth!!!,
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In addition to the nexus between human capital and inclusive economic growth, empirical-
evidence of the impact of unemployment, education, and poverty on inclusive growth in the
period from 2015 to 2018 was obtained using the panel data model. The results of the analysis
show that unemployment is determined by the number of unemployed persons (aged 15 years
and over) who are not in employment, and is demonstrably unemployed. It has been shown that a
significantly negative effect on inclusive growth, education, which is afﬂic@b the total
number of attendance of community schools at all levels of primary, seconfﬁy/ upper school,
has a significant positive effect on integrative growth and p@ » This suggests that
development related to education and the reduction of un@ ent and poverty must be

increased to achieve inclusive growth!!2, Q

A study conducted using both descriptive and @ﬁal statistics to examine the effect of
human capital development on poverty i igoria. Results indicate a positive relationship
between human capital development g@eﬂy. This implies that, vibrant investment in human
capital will not translate to pov@reduction instantly. Thus, the need to provide equal

opportunities for inclusive\%\wth which requires vibrant investment in human beings

accompanied by increa mployment opportunities, competitiveness and support for private

sector engagen@

A similar p&@is was conducted for Nigeria using the Error Correction Mechanism (ECM) and
Johaﬁsg} o-integration estimation techniques to examine the relationship between human
capital and inclusive growth and how human capital can be a viable tool for driving the
achievement of the Goal-4 of the United Nations Sustainable Development Goals (SDGs). The
study employed annual data from 1981-2015. The result shows that human capital is statistically

significant and has a long run relationship with the measure of inclusive growth’. In same
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manner, the relationship between human capital and inclusive growth was investigated. From the
analysis, it’s evident that a positive relationship exists between human capital and inclusive
growth, and theoretically, this is due to the fact that, human capital accumulation can raise the
productivity of both labour and physical capital’®. Besides, how human development can
translate to inclusive economic growth was examined utilizing secondary data and descriptive
statistical analytical tools. The findings indicate that the indices of human deve t and the
knowledge economy recorded higher values in the emerging and develope&@wies than what
exists in the developing countries. The study further shows that il@&ment in quantity and
quality of education in general and higher education in parti%%ndividuals to contribute to

and benefit from economic growth*®, Q

More also, the impact of education and human (quantity and quality of education) on
inclusive growth in Egypt during 1990-2%%5 investigated, using the ARDL modeling
approach with annual time series data. &tudy concluded that education quantity (primary and
secondary school enrolment) has K@tive impact on inclusive growth in both short run and
over long run, Index of Hurﬁa&apital per Person, has a positive significant effect over the long
run. The inability to ad}é educational issues may hinder the achievement of inclusive growth.
This will furtl@%&%bate the socio-economic problems such as unemployment, poverty,
inequality a@gst others. On other words it can be said that an increase in human capital and
wide%%tlon enrollment will lead to an increase in labor productivity and inclusive economic
growth!!', Relying on dataset for 18 SSA countries for the period 1995-2013, a study found that

augmenting health expenditure with natural resources makes the growth process more inclusive®.
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To establish whether investment in human capital factors contributes to inclusive growth in
Botswana using multiple linear regression equations, the main finding was that human capital
was positively and significantly related to national income and human welfare in Botswana. The
implications for social change include informing policy makers on alternative growth strategies
that could be adopted to promote inclusive growth, which, in turn, will benefit individuals who

R
(O

are unemployed and living in poverty'".

2.3.3 Labor Productivity and Inclusive Growth ’\
Labor productivity plays a crucial role in achieving inclusive growthzNHigher productivity levels
can lead to increased wages, job creation, and improved I standards, benefiting a wider

segment of society. Empirical evidence suggests that@@ctivity-enhancing factors, such as
technological progress, infrastructure developmer%% efficient resource allocation, contribute
to inclusive growth by generating employm@ortunities and reducing poverty. Studies have
demonstrates the positive relationshipi\@%een labor productivity and economic growth, which

in turn supports inclusive growthéﬁ?nes. Few among them include:

N

In a panel of 31 count 'e@wed that fiscal redistribution, macroeconomic stability, trade
openness, reducti.ogl\" unemployment and increased productivity are important determinants of
inclusive gr w@n a more recent panel analysis on inclusive growth, a study found evidence
to sugges fiscal redistribution, female labour force participation, productivity growth, FDI

inﬂowigitalization and savings significantly promote inclusive growth®.

In terms of inclusive growth prospects, key concepts of inclusive economic growth and
additional contributions made to develop frameworks for its measurement with particular
relevance to Africa. This paper explores the literature of inclusive growth in the African context,

from a socio-economic stand point. It attempts to establish the characterizations of inclusive
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growth in Africa, its underlying arguments and prospects for future theoretical and empirical

development!'!”.

Another study in a sample of 78 countries for the period 1980-2013also showed that human
capital accumulation, the redistributive potential of tax-benefit systems, increases in multifactor
productivity and labor force participation, as well as trade openness and institut'&al factors
stimulated inclusive growth!'®. A study conducted using the Ordinary L quare (OLS)

technique for data ranging from 1970-2013. Findings showed a bidire io(g_l/:ausality existing

between health and per capita income employed as a proxy for la%@ductivity. Conversely, a
ifteo

unidirectional causality was reported from education to per c@

2.4 Theoretical Framework &Q

o)

Based on the fact that the concept of inclﬁ@rowth is relatively new, It is therefore hard to

1’1’16119.

identify theories that propose the Wﬁ)& elected variables (human capital development and
labour productivity) inﬂuenc&%&usive growth. Also the analysis of factors determining

inclusive growth is a n@menon that still lacks a well- established modeling framework.

The study therefp@ﬁs to the adaptation of analytical framework developed for inclusive
growth as llg&iﬂﬁlsing theoretical explanation on the expected relationship between the key
Variable@nan capital development and labour productivity) and inclusive growth. Afterward,

the s%fextrapolates such association to exist among the variables and inclusive growth.

This research study hinges on Anand, Mishra and Peiris’s inclusive growth frame work adopted
by Baruwa which lays emphasis on the pace and distribution on economic growth!. Thus for an

economy to effectively and efficiently sustain its economic growth in reducing poverty, such
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growth needs to be inclusive?. Inclusiveness entails fairness, equity, market protection and
transition of employment which is a vital ingredient of any successful growth strategy3. The
Anand, Mishra, and Peiris’s (AMP) inclusive growth framework integrate equity and growth by
using a utilitarian social welfare function drawn from consumer choice literature, as inclusive
growth relies on two factors: (a) income growth; (b) income distribution. Following the theory
of consumer where the indifference curves represent changes in aggregate dema & time, the
AMP inclusive growth framework decomposes income and substitution effectfhto growth and
distribution components. The framework outline two underlying @ies of social welfare

function to capture the following features: (a) it is increasi argument (to capture the

dimension of growth); and (b) its suits the transfer pro@ . an income transfer from poor
people to rich people curtails the function value Wilc@ure the distributional dimension.

The AMP inclusive growth framework %Se on the concept of concentration curve.
Concentration curve is a generalized g&z curve used to analyze the relationship among the
distributions of different economi&%lables‘ﬂ Following previous studies, the AMP inclusive

growth framework deﬁnes a \krahzed concentration curve known as the social mobility curve

as:
g — yl + \yls y2 +.. +yn
- |
|_ (2.1)
The nbtpber of individuals in the population with income y1, y», ..., ya is defined as n; y; indicate

the poorest person, while y, represents the richest being. Thus, the generalized concentration
curve mainly indicate the cumulative distribution of a social mobility vector S = (v, v2, ¥3,....¥n)
with an essential function W= W(y,, y2, y3,...,yn) that satisfies the two earlier stated properties to

capture growth and distribution dimensions. Given that S$¢ affirms the transfer properties; a

79



higher income distribution will constantly have a greater generalized concentration curve.
Likewise, as it argues that social welfare function is increasing; high income will as well have a
great generalized concentration curve. Likewise, as it argues that social welfare function is

increasing; high income will as well have a greater generalized concentration curve.

The AMP inclusive growth framework employs a simple form of social mow function

through the computation of an index from the area under the mobility curve @0 capture the

&
j;* _ 100;idi %
| O

The higher the income, the higher the y* Meanwhile, y# ;, if people’s income is the same (i.e.

magnitude of income distribution changes. The index is stated as:
(2.2)

distribution of income is completely equitable). @fg ¥ is higher than §*, it means that the
income distribution is inequitable. Theref&@e departure of §* from ¥ is a sign of unequal

income distribution. The variation is’\ﬁ\m osed as income equity index and mathematically

derived as: Q;&

N
y . ,\\% (2.3)

For a societ)%l completely equitable, @ =1. It therefore indicates that as @ moves closer to

one @ value), it means higher income equality. Reorganizing equation (2.3), it is:

yi=mxy (2.4)

For an economy to witness inclusive growth, it needs an increasing y* and this can be attained by;
(a) arise in ¥ i.e. increasing average income via growth; (b) a rise equity index of income (@) by
improving equity; or (c) the combination of increasing y and o i.e. a mix of (a) and (b).
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This study therefore assumes that human capital development ensure inclusive growth through
the output production channel. Following the argument of the endogenous growth theory, human
capital development causes economic growth. Hence, human capital development is vital in
enhancing inclusive economic growth and prosperity. Furthermore, literature has argued that the
relationship between human capital development and inclusive growth is contingent upon the
level of output level*. Employing the 4K model to explain the link betwee\QJ n capital
development and inclusive growth is conditional on output growth; this study fifst incorporates

human capital development into the Cobb-Douglas production as an @ctor. This is stated as:
Y=f(AK,L,H) Q$ (2.5)
Where: Y = output; 4 for level of technology; K for physt &pital; H for stock of human capital
and L represents labour force. The model is ﬁn’the@’gi as:

Y=f(4K* L, H'"*7) wh§§ﬂ>o;a+ﬂ<l (2.6)

Taking the natural logarithm to d%&)\

lnY:lnA+aan+ﬂl%l®wa—ﬂ)lnH 2.7)
In mathematicalli @sequation (2.7) 1s specified as:

=@+ aﬁb +BIb (Note: In A=go, (I-a—B)=0] 2.8)
As tl%ptevious noted that labour productivity and human capital development influence growth

inclusiveness via income growth channel with the assumption of equal wealth distribution,

equation (2.8) is substituted into equation (2.4) to get:
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y* = ¢0 +atk +6h + ﬂlb (29)

The variables are the same as earlier specified and y* depict inclusive growth. Based on the
functional form of equation (2.9), in mathematical form including the disturbance term, time and

country specific effect, it is therefore specified as:
Vi = +ak, +0h, +plb, Q\ (2.10)

In the above theoretical equation, it shows that labour productivity thw human capital

development factors influences inclusive growth based on the 1ev§@)me growth and wealth

distribution. O

2.5 Conceptual Framework &Q

The focus of this study is to examine the relati ip among human capital, labour productivity
and inclusive growth. Human capita] opment refers to the knowledge, skills, and abilities
that individuals acquire through @ztion, training, and experience. Investments in human
capital, such as quality edu@k vocational training, and lifelong learning, enhance individuals'
capabilities and productiwe gapacities.
R\

C

O

O

\/Q/
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Human

Education & Training Capital
Healthcare Reduction in Poverty & inequality
Rising incomes & job
Improved overall wellbeing

Labour
Productivity

l -

- \
Growing Creativity Q
Figure 2.7: Conceptual framework %
Source: Researcher (2023). Q
The above figure 2.7 depicts the relationships amon@u;an capital, labor productivity, and
inclusive growth. There exists a feedback loop b@l human capital, labor productivity, and
inclusive growth. Higher levels of human @ad to increased labor productivity, which, in
turn, supports inclusive growth. The‘@shows how inclusive growth reinforces investments

in human capital development, @&t provides resources and opportunities for individuals to
°

further enhance their sl%i@scapabilities, thereby rising income and in the long run, reducing

poverty level and ine%ah .

ills, and innovation capabilities acquired through human capital development

Thus, impr: ecgb:}\'an capital positively influences labor productivity. Higher education levels,
speciali@&

enhanc®’workers' productivity and efficiency. Skilled workers are better equipped to adapt to
new technologies, contribute to innovation, and engage in higher-value activities, leading to

increased output per worker.
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Labor productivity, driven by human capital development, plays a crucial role in fostering
inclusive growth. Higher labor productivity leads to increased output, improved competitiveness,
and higher incomes for individuals and households. Rising productivity levels create
opportunities for employment, wage growth, poverty reduction, and enhanced living standards,
contributing to inclusive growth. However, human capital development and higher labor
productivity are essential drivers of inclusive growth, as they enable individualsta icipate in

economic activities, access better job opportunities, and share in the @ej of economic
progress. 6\
D

O

2.6 Summary of Gap in Literature Review Q
The review of the extant literature has confirm A@elationship that exist between human
capital development and labour productivity,o n capital development and inclusive growth,
but studies testing the relationship amo.g%hnan capital development, labour productivity and
inclusive growth is still sparse, esp@r in SSA countries. Thus, questions have been raised on
the assumption of the link'g%en human capital development and inclusive growth and

attempts have been maé@%derstand the mechanisms at which human capital improves quality

of life and well-té@as to achieve inclusive growth.

From the fing literature, the role of labor productivity in enhancing inclusive growth is
releg\@b the background. Meanwhile, it has long been theorized that the main instrument for
inclusive growth is assumed to be productive employment. Thus, human resources can improve
quality of life through a process of education, training, and development that guarantees

increased labor productivity, which guarantees sufficient income and well-being to increase the
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achievement of inclusive growth. This formed the theoretical basis for empirical research into the

relationship among human capital development, labor productivity and inclusive growth

To date, not much is documented on the quantitative effect of labor productivity on inclusive
growth. From the empirical review done so far, this study observed that most of studies treated

the variable of human capital, labour productivity and inclusive growth separately. Qa result of

this, the study seeks to fill that gap in the literature as follow: first, the empirically
examines the relationship that exists among human capital development, la productivity and
inclusive growth in SSA. Second, a broader index of inclusive 1s constructed for the

selected SSA economies. Further, the unexplored quantitativ@at nship is estimated using the
Arellano—Bover/Blundell-Bond system Generalized Meth f Moments (GMM) estimator with
robust standard errors. To the best of our kn @ no known study has quantitatively
modelled this panel dynamic relationship i\@’éSA sub-region. In addition, the results of the
research depend on the analysis peri.oq\' methods of estimation, the measurement of human

capital, inclusive growth and. otl&e%@neters.

N
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Chapter Three
Methodology

This chapter presents the methodological analysis of this research study. It begins with the

theoretical framework used to establish the links among human capital development, labour

productivity and inclusive growth. Afterward, it discusses the model speciﬁcatig&vhich was

specified for each objective. Other sections include theoretical expectation ‘%easurements
&

and sources, and estimation procedures to analyze the study’s obj ect1ve

3.1 Model Specification %0

The empirical model designed for this research study. Qmﬁed based on the specified
research objectives in chapter one. Following the }Bﬁvtical framework in chapter two, this

study relies on the equation (2.10). The equationsZ:0) can be re-specified as follows:

)7; = +ak, +06h,, + plb,, ,& (3.1)

3.1.1 Empirical Model of H apital Development and Labour Productivity

Following the equatio@oove, variables of human capital and labour productivity can be

integrated into the q&on. The functional relationship between human capital development and

labour prodlE glg?a

gdp%e%’g + 7Z'1hcdl-jt + 7Z'2gfcfl-jt + Bctvl-jt + Eiyr (3.2)

Where: gdpppeis GDP per person employed (measured labor productivity), scd represents the
vector of human capital development which consist of input factor of human capital development
such as government expenditure on education, government expenditure on health as well as

output factors of human capital development (such as primary school enrolment, secondary
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school enrolment, life expectancy, infant mortality), gfcfrepresents gross fixed capital formation
and ctv is the vector of control variables which include employment rate, interest rate spread,

inflation rate and trade openness measured by total trade to GDP. The stochastic term is

7,_,,B

represented by €; ¢ denotes time and %o> are parameters.

3.1.2 Empirical Model of Human Capital Development and Inclusive Growtlt\

Based on the equation (3.1), the links between human capital development c;@lusive growth,
the equation is stated as follows: :’\

incg,, = Ao + Aigfef,, + Ahed;, + ®@ctv;, + pis % (3.3)

Where: incgis inclusive growth, gfcfrepresents gross ﬁx&pital formation, hcd represents the
vector of human capital development which consi%%put factor of human capital development
such as government expenditure on educﬁ\'@’gwemment expenditure on health as well as
output factors of human capital devd\(p'%ent (such as primary school enrolment, secondary
school enrolment, life expectancé’él?mt mortality), and ctv is the vector of control variables

which include employmen@nterest rate spread, inflation rate and trade openness measured

by total trade to (}Q&he stochastic term is represented by 4 ; t denotes time and Ay Ay, @

are parameteés. 0

3.1.3 @’bﬁcal Model of Labour Productivity and Inclusive Growth

N

The equation (3.1) specifies inclusive growth as a function of labour productivity and control

variables. It is stated as follows:

incg,, =wo +mgfcf;, + wagdpppe;, +1lctv,, +e,, (3.4)
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Where: incgis inclusive growth, gfcfrepresents gross fixed capital formation; gdpppe denotes
labor productivity measured by GDP per person employed; ctv is the vector of control variable
which include domestic credit to private sector, interest rate spread, inflation and trade openness

measured by total trade to GDP. The stochastic term is represented by e, ¢ denotes time, and

@,, @, ,,11 are coefficients of the variables.

3.1.4 Empirical Model of Joint Effect of Human Capital Developc;@gﬂd Labour

Productivity on Inclusive Growth /\

The empirical model that establishes the interactive effect of l@ capital development and

labour productivity is stated as follows: QQ

incg;, =00 +&igfcf;, + bahed,, + O3 gdpppe;, + 04 gﬁ%fpppeh +Octv;, +v, (3.5)

Where: incgis inclusive growth, hcd repres@% vector of human capital development which
consists input factors of human ca@developmen‘t such as government expenditure on
education, government expendi@cen health as well as output factors of human capital
development (such as prin:@%hool enrolment, secondary school enrolment, life expectancy,
infant mortality), g %s GDP per person employed (measured labor productivity),
gfcfrepresents Q.o%x\ﬁ ed capital formation, hcdxgdpppeis joint effect of human capital
developm%gd labor productivity; ctv is the vector of control variables include which are

empm&lt rate, interest rate spread, inflation rate and trade openness measured by total trade to

5,.5,,,0

GDP. The error term is represented by v; ¢ denotes time and 14>~ are parameters.

98



3.2 Measurement of Inclusive Growth

In this study, the measurement of inclusive growth framework combines monetary (income) and
non-monetary (jobs) benefits from economic growth and aggregates them across individuals with
different characteristics®>. The same indicator has been used by several scholars to capture
inclusive growth®. It model not only monetary and fiscal determinants but also structural policies
to foster equitable growth, we add equality and adopt an ad hoc weighti eme for the
construction of the composite index of inclusive growth. Composite i%g.based on a scoring

methodology and a weighting scheme implicitly involves value ju .

Our composite index is constructed on a weighting scale o 0, based on the importance of
each indicator in the collection. Table 3.2.1 presents@eights assigned to the four broad

pillars of inclusive growth. The construction of the&aosite index of inclusive growth is shown

in Table 3.6. ®%

Table 3.2.1: Selected indicator for cir@on of inclusive growth index

Components (Ck) Indica@ﬂ‘ Data sources
Monetary Dimension \nd
Economic Growth %owth of GDP per capita WDI
Income distribution Equality (1- Gini coefficient) WDI
Non-Monetary . ®

Job >\ Employment to population ratio (% of 15+) WDI

Source: Au‘%\gompilation (2023).

Q

3.2.1 “Wescription of Inclusive Growth Components
e Monetary Indicator

Economic growth: The growth of GDP per capita is indispensible in advancing inclusive

growth, as this is the basis for creating and expanding economic opportunities®. Since success in
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this dimension lays the foundation for progress in many other dimensions, this study allocates a

substantial weight of 50% to the growth of income per person in the overall composite index.

Income Distribution: The recent movement toward inclusive growth strategic framework

implies that the traditional focus on addressing income inequality has been regarded as too

limiting. Policy makers have been under pressure to craft development strategies t@espond to

the needs of a much broader segment of the population. This new broad, entation also

responds to the widespread recognition of the need of income and we’%%yalities have been

rising in many developing countries®. To add equality into a great stveness, we used Gini
=

coefficient (commonly used measures that capture the level e inequality) subtract from
Ito arrive at equality. A total weight of 25% is assigr@o equality for the study's overall

inclusive growth composite index. E ’bQ
e Non Monetary Indicator @

Employment Variable: One sigrﬁ%@ aspect of inclusiveness is represented by the
employment content of econc&écowth. Employment opportunities are a critical aspect of

inclusive growth. To %@mployment, we use the employment rate to population ratio.
e

Accordingly, we ag&
inclusive gr(:wto

&

a weight of 25% to employment in the overall composite index of
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Table 3.2.2: Definitions, source and expected relationship of other covariates

E ted
Variables Measurement Source xpe? ¢ .
Relationship
Education variables Gross primary enrolment rate World Development Positive
Gross secondary school Indicators
enrollment rate
Health variable life expectancy rate World Development l&ﬁ've
Infant mortality Indicators gative
Capital expenditure Government expenditure on World Developm ositive
education Indicators ’\
Government expenditure on 0
health infrastructure
Employment variables Employment rate Woevelopment Positive
a ors
Labour productivity GDP per person employed QV orld Development Positive
ndicators
Growth GDP per capita 1nco@ World Development Positive
Income equality Indicators Positive

Real physical formation ~ Gross fixed c@%bf rmation World Development ~ Positive

(Investment) ’& Indicators
o
Source: Author’s compilation (202

Qﬁ\
5wl

Here, we@ight the theoretical relationship between the explanatory variables and the
explh@d variable. Following the theoretical underpinning the variables used, it is revealed that
both human capital development and labour productivity have positive and significant

relationship with inclusive growth. The apriori expectations for equation (3.4) are as follows:

01> 0, 62> 0, 83> 0, 04> 0, 65> 0 d¢ is the intercept
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Where
01,02,03.04, 055euveeeeeecrreeeeenns are coefficient parameters.

The interaction term has a unique coefficient, it is expected that all explanatory variables and

control variables have positive and significant relationship with inclusive growth except infant

mortality. \

34 Source of Data (JQQ

This study tends to employ panel data set that covers twenty- three y m 1999 to 2021. The
selected timeframe (1999-2021) was chosen because the period%s with the transition from
the Millennium Development Goals (MDGs) in 2015 to le Development Goals (SDGs).
Thus, make it a crucial period in international develo@t efforts. The SDGs served as a global
framework for addressing global challenges a moting equitable economic opportunities,
social inclusion and sustainable develop e\\ y addressing inequalities and ensuring that no
one is left behind, inclusive growth } %mcial role in achieving the overarching objectives of
the SDGs. The study employs @annual secondary data that contains information on the same
cross section units of th%%}(ﬂ) SSA countries. Panel data analysis provides comprehensive
tools to examine;{h‘x relationship between variables change dynamically and check the
dynamics o djg%\wnté. These data are sourced majorly from World Development indicators

(2023), ational Labour Organization (2022), United Nation Population Division,

Depzh(ent of Economic and Social Affairs (2023).
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3.5 Estimation Technique
3.5.1 Panel Data Analysis

Panel data consists of a set of cross-sectional units which are observed from time to time and a
combination of time series and cross-section data. In other words, panel data has observations on
individual micro-units who are followed over time’. Panel data has several beneﬁ%ch as it is
controlling for individual heterogeneity which time series cannot accommodel data give
more informative, and more variability, less collinearity among the V@ 7 more degrees of
freedom and more efficiency®. Panel data allowed us to control fo ared period factors and
time-invariant country-specific factors and provides primary ns behind the use of panel data
usually include: it generally accommodates group and %@ﬂndividual units in the group which
means that very little information is lost by tal@w panel perspective®. Panel estimation
techniques take heterogeneity among unit@ panel into account by allowing for subject-
specific variables. If each cross—sectioﬁ\q%it has the same number of time series observations,

the panel data is called a balance%Q | and if the number are different between observations it

N\

is called unbalanced panelSQ

3.5.2 Estimatiorségroach

This study %11 the panel system generalized methods of moments (GMM) introduced by
econom@’i&ns to calculate the elasticities of the parameter estimations in the four empirical
mod&‘o. It is noteworthy that the aforementioned empirical models were designed to achieve
specific aims. These models utilized the variables #(representing time series) and i(representing
country units) to represent the characteristics of time series and cross-sectional data, respectively.

Empirical models (3.1), (3.2), (3.3), and (3.4) are similar to the equation below:
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Vi =p+Z p+v, where: i=1,..., N, t=1,..T (3.5)

’
Where: Bis the scalar; 9 is a row vector K x I; Z, denotes the ith observation on the K-

independent variables at different time ¢ periods; V represents the stochastic term. Furthermore,

the stochastic factors consist of two components: the unobserved country-speciﬁxpact (")
i

which captures individual effects not accounted for in the regression model, an le syncratic

disturbance (Yir ) which differs across countries and time periods. EqquQM) can be restated

as. - EO
Vi =p+Z' ¢+u, +v, where: i=1,...,N . tl,...TQQ (3.6)

The equation can be estimated using either the pa e@ or random effects, depending on two

factors: (a) the distribution of the unobs d’bomponents and the error term, and (b) the

idiosyncratic disturbance process of the@eries across the nations. Given that the data was
[ ]

not chosen randomly, the fixed e@ method is deemed the most suitable for the baseline

Q

model. The technique pres@s that the parameter Y is held constant, while the error term

Uy [1ID(0,07)]
follows an ir@ldent and identically distributed « )]. Also, the explanatory

variables ar n@uenced by random factors for each individual and throughout time. Cross-
weights ployed to rectify individual heteroskedasticity and serial correlation of error

commts in order to establish efficient and consistent parameters.

Table 3.5.2: Correlation coefficient of outcome variable and its first lag

Inclusive growth Inclusive growth(-1)
Inclusive growth 1
Inclusive growth(-1) 0.9418 1

Source: Author’s computation (2023).
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In addition to addressing endogeneity concerns, there are five variables that drive the utilization
of system GMM in this study: (a) This approach is regarded as a reliable method for dealing with
persistent issues in the dependent variable. In order to identify variables with high persistence, it
is necessary for the correlation coefficient between the value and its first lag to exceed the
threshold value of 0.800. Table 3.5.2 demonstrates a high level of persistence in the dependent
variables, with values above 94.17%. (b) The estimation approach is suitable fog studies with a
bigger number of cross sections (N) than time periods per individual (T)) speetfically when N
(32) is more than T (23). The strategy is also appropriate for ma otential endogeneity
issues in the regressors. (d) The estimating technique does not rémove the differences between

Q Afellano and Bover, and Blundell

countries. (¢) The fourth advantage of the system GM
and Bond is that it is a better match compared tq@ifference estimator by Arellano and
Bond®>!%!11213 The first and second points s@ to the necessity of adopting the strategy,

while the following three points highligh@dvantages”’ 15,

Also, this approach is suitable as i&g‘ﬁc\ctively addresses the issue of a weak instrument in the
context of difference-GMM.\n@ the dependent variable exhibits strong persistence across time.
The issue of weak inst@n‘[, as identified by the difference-GMM estimate, leads to incorrect
point estimates Q@thesis tests!®, Past research has consistently supported Bond’s claim that
system G%estimaﬁon consistently outperforms difference-GMM estimate in terms of
accu@g effectiveness!”- 1%, In addition, the verification of the effectiveness of system GMM
was established in accordance with Roodman’s suggestion that the quantity of instruments
should not exceed the quantity of cross sections'®. Therefore, the study employs the two-step
technique in its specification due to its inherent ability to account for heteroskedasticity in errors,

in contrast to the one-step approach which assumes homoskedasticity. The standard method of a
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system GMM estimate is summarized by equation (3.7) in levels and equation (3.8) in first

difference, in accordance with the baseline model.

n
_ 1
Vie =P TP Vi, +ZHhZh i T, T, te,
h=1 3.7

n
_ ' '
Yie= Vi1 = Dyt @, (yi,t—r _yi,t—zr)+ 2 ,eh (Zh dt-r Zh 2T )+ (wt —w t—r)+ €iir

h=1 Q\ (3.8)

From the equations, tau is denoted by 7, while the parameters are repré@&dﬁ;y P®1:9; . The
country-specific effects is denoted by i, whereas the time sp%constant is @.. Also, the

stochastic term is represented by €is. Other variables, as p@)usly noted, remain unchanged.

3.6 Construction of Composite Index@ usive Growth

This study employs the principal cm@%@n analysis (PCA) to generate a composite measure of
inclusive growth. In essencg,@ acilitates the simplification and interpretation of complex

datasets, thereby aiding i Y@ssessment and understanding of inclusive growth dynamics. The

PCA results are p.rés&d in Table 3.6.1.

N

Table 3.6.1: Rrin€ipal Component Analysis for Inclusive Growth
Inclusive Index
A N

Principal Component Matrix Proportion CUmulative  Eigen
Components  Growth Equality Employment Proportion  value
First PC 0.6087 -0.4706 0.6388 0.4475 0.4475 1.3426
Second PC 0.4386 0.8705 0.2233 0.3103 0.7579 0.9310
Third PC -0.6611 0.1443 0.7363 0.2421 1.0000 0.7264
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Note: PC - principal component.
Source: Author’s computation (2023).

Implications of Principal Component Analysis (PCA): It allows for the creation of a composite
measure of inclusive growth by combining various metrics such as economic growth, income
equality, and employment rates. By reducing the highly interconnected series of data into
smaller, unrelated sets called "Principal Components," PCA preserves the 0r1g1n information
while minimizing excessive correlations among the indicators of in owth. This

C‘em into a smaller

statistical technique enables the analysis of observed variables by cond

number of interpretable components, which capture the ma_]or@irlablhty present in the

data. Q

The study applies the Kaiser and Jolliffe criterion determine the common factors and
calculates the eigenvalues for each componentzflbéﬂving eigenvalues greater than 1 indicates
that a significant amount of dispersion in t}@or component is preserved by each component.
The results of the primary componeré_&;{&e esented in Table 3.6.1. The inclusive growth index,

derived from the three prima& ponents of inclusive growth, accounts for approximately

44.75% of the overall v @Q} in the distinct data, with an eigenvalue of 1.3426.
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Chapter Four
Results and Discussion of Findings

The empirical analysis of this study is discussed in this chapter. The sub-sections are presented in
three parts. The first section presents pre-estimation analysis; the second section discusses the
empirical results according to the stated objectives, and the last section presents the discussion of
findings. The discussion of findings started with descriptive analysis and @m’y statistics,
which provided trend analysis of variables understudied. The cha& provides some
diagnostics test using some test statistics in order to ensure that th ated results are reliable

for meaningful inferences. Q

4.1  Preliminary Analysis Q :

The preliminary analysis on descriptive statistic rend analysis of the variables understudied

for empirical analysis based on formulat@eses are presented in this section.
4.1.1 Descriptive Statistics ,&(—)\

The summary statistics of s %for this study are presented in this section for all the variables

adopted in the anal@t showcase the relationship between human capital development,

labour productt(' 1t§n’d

characteristiéperate around the maximum and minimum values, its mean, standard deviation

nclusive growth in SSA countries under investigation. The descriptive

and ﬁ%gﬂ across variables in the panel data.
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Table 4.1: Summary of Descriptive Statistics

Variable Measurement Mean Std Dev Max Min. Kurtosis Skewness Obs.
Outcome Variables

GDP per capita (annual growth) 1.5349 4331 18.015 -22.383 9.261 -1.295 354
Income Equality 0.5544 0.719 0.3524 0.079 2.348 -0.124 354
GDP per person employed 12771.8 12599.7 51915.14 904.6 4.227 1.561 354
Employment rate 60.319 11.288 85.8660 36.850 2.426 . 354
Inclusive growth index 2.959 0.833 7.0000 1.500 4.65(}0 .666 354

N

Main Explanatory Variables O

Gov exp on education 3.8439 2.037 10.6786 0 %4.085 0.992 354
Gov exp on health 5.1314 2.203 20.4134 16.113 2.702 354
Primary school enrollment 103.683 20.567 156.44 Q48.356 2.905 0.150 354
Secondary school enrolment 47.301 22.995 9.632 2.383 0.576 354
Life expectancy 60.143 6.2073 \ 47.129 3.341 0.657 354
Infant mortality rate 54.928 23 118.000 12.200 2.552 0.171 354
Gross fixed capital formation 22.404 \@5 60.0583 4.5625 5.237 1.213 354

R

Control Variables QQ\

Interest rate spread . &.396 9.985 49.3425 -3.602 7.718 1.859 354
Domestic credit to private 22.198 20.493 104.894 0.004 6.780 2.003 354
sector by banks %6

Inflation rate (co%@nce 8.3224 32912 557.202 -3.233 228.93 14.415 354
Trade openness (% of GDP) 63.806 23.738 129.779 16.352 2.858 0.723 354

Source: Author’s computation (2023).
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Table 4.1 provides the extent of variance explained by the models, the standard deviation reports
the rate at which these variables deviate from their individual mean values, almost all of the
variables have low deviation rate in varying magnitude from their mean values, as their standard
deviation values are lower than average values.Specifically, in the case of Inclusive growth index
which is the dependent variable, we found that its maximum value is 7.0000 whereas the
minimum is as low as 1.5000 with a mean of 2.9598 which is closer to the QO than the
maximum. The claim is strongly confirmed by standard deviation since it Q:/ er to the mean.
This result substantially supports extant a priori expectations about@l&economic structure in
Sub Saharan African countries in which a significant n people living in poverty.
Meanwhile, three components of Inclusive growth ind bln this study such as GDP per
capita (annual growth), income equality and em 10}@ rate indicate the general standard of
living in the region. As shown in Table 4.1, er capita (annual growth), income equality
and employment rate have their mean \%\aﬂ .5349, 0.5544 and 60.3194 respectively. The
values reveal the poor economic @ture in Sub Saharan African countries. It is therefore

presumed that a good econorm&ucture creates equal opportunities for all across economic,

social, and institutional QIOHS

The average v E’\QDP per person employed, life expectancy and infant mortality rate are
12771.87, 6@263 and 54.9279 respectively. This shows that average yearly GDP per person
emp&@,(measured labor productivity) for the 32 SSA countries understudied relatively low
indicating decreasing level of human capital to labor ratio. This indicates that growth rate in

productivity is driven more by growth rate in human capital to labor ratio.

The average living age of the people in sub-Saharan Africa is 60.14years. Notwithstanding, the

maximum for the region lies at 76.59 while the minimum is 47.13, This implies that longer life
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expectancies often means a more diverse workforce and different age group bring various
perspectives and skills to the workplace, fostering creativity, boosting productivity and driving
economic growth. Furthermore, infant mortality under the age of 5 years (per 1,000 live births)
has the moderate mean value of 54.93. This shows that the region has a relatively moderate rate

of infant mortality.

Again, it is noted that the result for the specific input factor of human capita Qopment such
as government expenditure on education and government expenditure o h(ay follow a similar
trend as inclusive growth index with their mean also closer to the um. The mean values
for government expenditure on education and government e@ﬁe on health are 3.8439 and
5.1314 respectively which are closer to their minimum 01775 and 2.32052  whereas
their maximum value are 10.6786 and 20.4134. 6@ look at the comparative value of its
standard deviation (2.0368 and 2.2025) ind&@‘bhat it is not too far from the mean. For these
results, the relatively low value of tllg&dard deviations for these series shows that there is
only a small amount of deviation@ actual data from their mean value. Hence in relative
terms, these variables are ﬁJﬁ@ﬂtally low in their contributions to human capital development.
Among the other specific Jfactor outputs of human capital development, the mean value of
primary schooléf*@t rate lies at 103.68. Similarly, the mean of secondary school enrolment
is 47.30% t@indicating that a large percent of the people in the region are primary education
certi%%lolders. However, the average the stock of physical capital measured by gross fixed

capital formation (22.4036) is low compared to what is obtainable in other region.

For control variables, the mean values of interest rate spread, domestic credit to private sector by
banks (% of GDP) and inflation rate measured by annual growth rate of consumer price index

are 7.40%, 22.20% and 8.32% correspondingly. These control variables have their minimum
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values to be -3.60%, 0.004% and -3.23% whereas the maximum values are 49.34%,
104.89% and 557.20%  respectively for interest rate spread, domestic credit to private
sector by banks (% of GDP) and inflation rate measured by annual growth rate of consumer price
index. In addition, the table further depicts the trade openness proxy by total trade as ratio of

GDP at an average rate of 63.81%.

Moreover, almost all the variables have asymmetrical distribution (skewederightward), while
GDP per capita (annual growth) and income equality are negatively sl&i&ij@tﬁbuted (skewed

leftward). The Kurtosis identified 3.0 suggesting the normal distri T e Kurtosis of income
d

equality, employment rate, primary school enrollment, s@ school enrolment, infant
mortality rate and trade openness (% of GDP) are les@n 3 which indicate variables are
platykurtic in distribution implying that the i@ has thinner tails and not normally
distributed while GDP per capita (annual DP per person employed, inclusive growth
index, government expenditure on &atlon, government expenditure on health, life
expectancy,  gross fixed capital@ation, interest rate spread, domestic credit to private

sector by banks and inﬂati&@e (consumer prices) are greater than 3 which indicate that the

distribution of these vdsiables are leptokurtic. That is, the distribution has heavier tails and

normally distril(’[@

4.1.2 Tr@nalysis

Befo%nsidering the empirical analysis relating to the relationship between human capital
development, labour productivity and inclusive growth in SSA countries, we look at the growth
record for GDP per capita and GDP per employed worker for selected SSA countries for the

period 2000-2021.
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Figure 4.1: Annual growth of GDP per capita in selected sub-Saharan African nations, 2000-2021

Source: Researcher’s computation




In Figure 4.1 the flowchart of annual growth of GDP revealing both relatively upward trend and
downwards growth in all the selected SSA counties, Benin, Cape Verde, Cameroon, Ethiopia,
Ghana, Nigeria, Senegal and Sierra Leone have had an upward trend in 2000 with a sharp decline
in Cape Verde from 2001 till 2006 and subsequently a continual stable upward trend. The growth

trend of GDP per capita in Angola, Botswana, Burkina Faso, Cote d'Ivoire and Democratic

Republic of Congo have had down ward trend in 2000 to 2003 while Senegal Qa eone and
Togo have had relatively unstable upward trend. O

Between 2010 and 2015, countries like Cameroun, Cote , Democratic Republic of
Congo, Ghana, Ethiopia, Sierra Leone, and Togo ha vely stable upward trend. The

relative change (falling slightly) in GDP per capit to 2021 or Angola, Nigeria, Sierra
Leone, Democratic Republic of Congo and Bot®§1s not a good indicator of inclusive growth
since it is measured by economic gro ch often not sufficient condition for a country’s
ability to improve the welfare of it %on However, there is a strong relationship between
income (GDP) and output gmw&%untrles with high economic growth (GDP) would often have
a high output growth Qs attributed to labour productivity. But there is a clear indication
that there can be differences in GDP per capita, even between countries with similar
economic a Q’é{ In 2021, countries like Angola, Congo DR, Cameroun and Tanzania for

exampl@e much lower GDP per capita than some of the countries with the middle income

countries.
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Figure 4.2: Annual growth GDP per employed person in some selected sub-Saharan African

countries, 2000 to 2021
Source: Researcher’s computation
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GDP per employed person measured labor productivity - an important economic indicator that is
closely linked to economic growth, competitive and living standards within an economy, It
represents the total volume of output (measured in terms of GDP), produced per unit of labour
(measured in terms of the number of employed persons) during a given period of time. From
figure 4.2, Angola experienced a significant decline in GDP per person employed from 2015 to
2021, with an average growth rate of approximately 1.39% from 2000 to202% _J'his suggests
economic challenges during the review period. This decline may be associ@/@th factors such

as fluctuations in oil prices (Angola is an oil-dependent economy) ’S‘he need for economic

environment to attract investment.

diversification away from oil, improving labor productivftf$ enhancing the business

Botswana's GDP per person employed increased aé@rate rate, with average growth rate of
approximately 1.08%, suggesting stable ecog@’bconditions. Botswana showed modest growth
in GDP per person employed, reﬂegt&&%le economic conditions. The country's economic
stability may be attributed to pmde\@ource management and economic diversification efforts.
Cape Verde's GDP per perso.x@ployed increased at a moderate rate, with an annual growth rate
of approximately 4.42‘%@gesting relatively stable economic conditions. Cote d’Ivoire showed
positive growt ’Is\&D per person employed, with Democratic Republic of Congo, Burkina

Faso, Sierraéne, and Togo experiencing the lowest growth rate.

\/QJ

118



4.2  Empirical Analysis

This section reports the empirical results in regards to the set objectives in the following four

sub-sections.
4.2.1 Analysis of the First Hypothesis

This sub-section reports the empirical results relating to the effect of human capi velopment

on labour productivity in SSA countries. ( Q

4.2.1.1 Correlation Analysis and Scatter Plots (Input factor) 6\

Table 4.2.1.1a below clearly shows degree of associatio etween GDP per person
employed (GDPPPE), Government expenditure on edu ;G

EE), Government expenditure
on health infrastructure (GEHI), Gross fixed c Mb rmation (GFCF), Interest rate spread

(IRS), Inflation Rate (INF) and Trade Opem%

\

Table 4.2.1.1a: Correlation matrix X

Variable GDPPPE ((%ﬁ'll ¥ GFcF IRS INF 70
GDPPPE 1 o)

GEE 0.4585

GEHI 0.0537 Qsm 1

GFCF \ 02015  0.0821 1

IRS é&) 0.1945  0.0970 0.0798 1

INF 405 00266  0.0979 0.0187 0.3497 1

TO \,Q 0.6344 0.4031 0.0910 0.4600 0.1760 01017 1

Note: GDPPPE- GDP Per Person Employed; GEE- Government Expenditure on Education; GEHI-
Government Expenditure on Health; GFCF- Gross Fixed Capital Formation; IRS-Interest Rate Spread; INF-
Inflation Rate and TO- Trade Openness.

Source: Author’s computation (2023).
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Table 4.2.1.1a shows the relationship between the input factors of human capital development
(such as government expenditure on education (GEE) and government expenditure on health
infrastructure (GEHI)), GDP per person employed (measured labour productivity), and other
control variables. The results show that government expenditure on education (GEE) has a
positive correlation (0.458) with GDP per person employed. The relationship indicates higher

government spending on education is associated with higher GDP per E &mployed,
suggesting a positive impact on productivity. <

The moderate positive relationship (0.2015) between govemmenté@diture on education and
gross fixed capital formation indicates an increased capital f(@[i can contribute to education
infrastructure and, in turn, education outcomes. In same government expenditure on health

infrastructure has a positive correlation (0.0821) '@s fixed capital formation while other

factors often influence healthcare infrastructs{cs stments.

As for the other control variables, th@a moderate positive relationship (0.1945) between

government expenditure on edu@qt?and interest rate spread. The relationship suggests that

interest rate dynamics can :@Nﬁt government spending on education. Meanwhile the positive

correlation (0.0970) Qen interest rate spread and government expenditure on health
>

[ ]
infrastructure Qig%s\sf

infrastruc ﬁvestmen‘[s. Besides, the moderate positive correlation (0.21950) between gross

e
g that interest rate dynamics do not strongly influence healthcare

ﬁxecT\g&%l formation and GDP per person employed indicates investments in fixed capital can
positively impact productivity and employment. In addition, Inflation correlates positively with
gross fixed capital formation while, a positive correlation (0.3497) between inflation and interest
rate spread indicates that higher inflation is associated with wider interest rate spreads, which can

affect financial markets and investment decisions.
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On the relationship between trade openness and GDP per person employed, positive correlation
(0.6344) exists between them. This means that higher trade openness is strongly associated with
increased productivity as measured by GDPPPE. Trade openness and government expenditure on
education also follows same pattern while their association suggests a strong positive correlation
(0.403) which indicates trade openness is associated with higher education spending, likely due
to increased revenues from international trade. A strong positive correlation Q& between
trade openness and gross fixed capital formation indicates higher trade 0@1} s is associated
with increased capital formation, reflecting the influence of intemrade on investments.
The relationships between the input factors of human a@developmem and labour
productivity (measured by GDP per person employed ( ) is graphically represented via

\
O
’bb

scatter graph in Figure 4.2.1.1 (a-f).
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Figure 4.2.1.1 (a-f): Scatter graph of input factor of human capital development and labour

productivity
Source: Author’s computation (2023).



Table 4.2.1.1b: System GMM results on the effects of input factor of human capital
development on labour productivity

Dependent Variable: GDP per capita employed (GDPPPE)

Variables
1 2 3
GDPPPE(-1) 0.0096*** 0.0694*** 0.0732%**
(0.000) (0.000) (0.000)
GEE 0.0251%* 0.0547* Q*
(0.057) 0.07£./0
GEH 0.3890 *
(0.647) (0.030)
GFCF -0.0576%** -0.0645 QO -0.136
(0.002) \4@ (0.244)
IRS -0.6351 fg§24 -0.8508
(0.543) \Q (0.348) (0.460)
Q)
INFR -0.1394* (o\ -0.2301°** -0.1960**
X\
(&({QQJ (0.033) (0.017)
TO 0 257 -0.0236 -0.1620%*
-@ (0.756) (0.642) (0.002)
Constant b(J 0.0887* 0.2866* 0.0728
(0.051) (0.096) (0.112)
AR(1) \vl 0.045 0.199 0.230
AR(2) 0.772 0.993 0.348
Hansen J-test 0.380 0.353 0.493
Observations 527 708 707

Note: *** ** and * indicate significance at 1%, 5% and 10% respectively
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Source: Author’s computation (2023).

Results from the system GMM shows that the first lagged of GDP per person employed
(GDPPPE) have positive coefficients in all the three models for the effects of input factor of
human capital development on labour productivity (measured by GDP per person employed).
This implies that the previous year of GDP per person employed has a positi anact on the
current year of GDP per person employed. However, the p-values, of| all, the models are
statistically significant at 1%. Government expenditure on educat@s an input indicator of
human capital has effect on labour productivity. This implies that a percentage increase in
government expenditure on education will increase lab@)roductivity by 0.0251 percent in
model one and 0.0547 percent model three. o%Qr, government expenditure on health
positively influences labour productivity (me y GDP per person employed) at 5 percent
significance level in model three. .Th's implies that a percentage increase in government
expenditure on health will increas@r productivity by 0.0655 percent. This result is not far-

fetched as a healthy worker f&;@ be productive at work.

On the contrary, gros \éﬂQcapital formation (GFCF) has a negative relationship with labour
productivity inéﬁé‘b e as it is seen that a percentage increase in gross fixed capital formation
will reduceébour productivity by 0.0576 percent. Likewise, inflation exhibits negative
relaﬁ%& with labour productivity in all the models as it is also seen that a percentage
increase in inflation will reduce labour productivity by 0.1394 percent in model one, 0.2301

percent in model two and 0.1960 percent in model three.

The study diagnostic test shown that p values of AR (1) revealed that there is presence of the

serial correlation problem in model one while AR (2) indicated that there is no presence of the
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second order serial correlation problem. The Hansen test reveals that the instrumental variables

are valid.
4.2.1.2 Correlation Analysis and Scatter Plots (Output factor)

Table 4.2.1.2b below clearly shows degree of association between GDP per person employed
(GDPPE), Gross primary school enrolment rate (PSE), Gross secondary school eu%ment rate
(SSE), Life expectancy (LE), Infant Mortality rate (IMR), Gross fixed capital @%ﬁon (GFCF),

Interest rate spread (IRS), Inflation Rate (INF) and Trade Openness (TO&

Table 4.2.1.2b: Correlation matrix %0
o~

Variable GDPPE PSE SSE LE IM C. IRS INF T0

GDPPE 1 Q
PSE 0.0156 1 E ’b
SSE 0.7135 0.164 1 rb

LE 04224 02056  0.5908 1 @

M 0.5593 0.1878 0.6637 o & 1

GFCF 0.2100 0.0174 0.109K%\.2609 0.2649 1

IRS 0.1020 0.3700 o % 0.1168  0.0847 0.2512 1

INF 0.0425 0.0 EQ .0280 0.0313 0.0794 0.1884 0.095 1

TO 0.6389 & 0.5306 0.5229  0.4954 0.2813 0.4445 0.625 1

rson Employed; PSE- Primary School Enrollment; SSE-Secondary School
ctancy; IM-Infant Mortality Rate; GFCF- Gross Fixed Capital Formation; IRS-Interest
tion Rate and TO- Trade Openness.

Note: GDPPPE-
Enrolment; LE- Li
Rate Spread; INE- In

Source: %’}és computation (2023).

The relationship between primary school enrolment and GDP per person employed is weak

(0.0156) suggesting changes in primary school enrolment do not appear to have a substantial

impact on productivity as measured by GDPPPE. Secondary school enrolment, life expectancy,
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and lower infant mortality rates are strongly associated with increased productivity. While
primary school enrolment has a weaker impact on productivity, primary school enrolment is
correlated with gross fixed capital formation. There is a strong positive correlation (0.7135)
between secondary school enrolment and GDP per person employed which suggests higher
secondary school enrolment is strongly associated with increased productivity as measured by

X

The relationship between secondary school enrolment and gross fixed capi rmation suggests

GDPPPE.

positive correlation (0.1099) while there is some connection, fixed @ ormation does impact
on secondary school enrolment. An increase in capital @a ion also increase education
infrastructure. The positive correlation (0.2100) between fixed capital formation and GDP
per person employed suggests that an increase 1 6§al formation is associated with higher
productivity as measured by GDPPPE. Thg{@cblso a moderate positive correlation (0.2649)
between gross fixed capital formation @fant mortality. Higher capital formation is associated

with lower infant mortality rates. s&(‘)\

Notably, GFCF shows %\& positive correlations with GDP per person employed, life
expectancy, and lower. é‘[ mortality rates, indicating its potential influence on these outcomes.
However, its r@i&%’h with primary and secondary school enrolment is weaker, suggesting
that other é{s may play a more significant role in these education indicators. The graphical

prese\&n of the correlations is shown in Figure 4.2.1.2 (a-g).
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Figu %.'.1.2 (a-g): Scatter graph of output factor of human capital development and labour

productivity

Source: Author’s computation (2023).

127



Table 4.2.1.2b: System GMM results on the Effects of Output Factor of Human Capital
Development on Labour Productivity

Dependent Variable: GDP per capita employed (GDPPPE)

Variables
1 2 3 4 5

GDPPPE(-1) 0.4944 0.9932%** 0.9781*** 0.9791*** 0.851**
(0.110) (0.000) (0.000) (0.000) (0.020)
PSE -772.88%* 0.465%*
(0.014) Q 037)
SSE -0.750 0 0.865
(0.239) Q/ (0.271)
LE 0.493 & 0.730
Q (0.419)

(0.263) .
IMR s -1.9107 0.567
0 (0.202) (0.302)

GFCF -0.657*** -34.201** -2@ -27.140%* 90.275%*
(0.009) (0.049) (0.041) (0.028)
IRS 0.85 -14.163 b -32.676 -39.135* -411.13
(0.170) (0.25 Q (0.235) (0.059) (0.357)
INFR -22.744%* \ -6.8796** -8.2143** -20.371*
(0.029) % (0.010) (0.043) (0.082)
TO 341.86 3239 -9.9566 -13.054 -147.55
(0.150) % (0.830) (0.685) (0.635) (0.395)
Constant 65 ‘Q 2307.70 1373.65 2733.0 -53356.6
& (0.300) (0.784) (0.479) (0.938)
AR(1) o 023 0.016 0.037 0.051 0.010
AR(2) (J\ 0.689 0.781 0.901 0.990 0.891
Hansen J-test 6 0.523 0.597 0.931 0.439 0.595
Observa tion 710 715 715 729 710
Note ’g: and * indicate significance at 1%, 5% and 10% respectively.

Source: Author’s computation (2023).

Table 4.2.1.2b depicts the impact of output factors of human capital development on labour

productivity (measured by GDP per person employed). According to the results, the first lagged
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of GDP per person employed (GDPPPE) have a positive coefficients in all the models indicating
that the previous year of GDP per person employed has a positive impact on the current year of
GDP per person employed. However, all the p-values except that of model one are statistically
significant at 1% and 5%. The results further show that the combined impact of output factors of
human capital development on GDP per person employed (as shown in model 5) indicates that
all output factors coefficients are positives but only primary school enrant (PSE) is
statistically significant. This implies that among various output of human@ development,
primary school enrolment is a driver to productivity. Specifically, @&E a negative effect of
primary school enrollment (PSE) on GDPPPE. Thus, primary 00l enrollment (PSE) has a
negative coefficient and is statistically significant at <Q % significance level concerning
GDPPPE. This suggests that an increase in prlg% ool enrollment is associated with a

decrease in GDPPPE.

In same manner, secondary school ens&\ (SSE) also exhibits a negative coefficient but is
not statistically significant. This sugé@s that there may not be a significant relationship between
secondary school enrollment GDPPPE in model 2. Likewise, life expectancy (LE) has a
positive coefficient but\bot statistically significant in relation to GDPPPE. This implies that
life expectancyc.a;:ém be a significant predictor of GDPPPE in model 3. The infant mortality
rate (IMR) ibits negative coefficient but is not statistically significant in relation to GDPPPE.
Geno%%output factors of human capital development in SSA countries may not produce
higher return where the available stock of capital allows labour to put their best use the skills

they acquire.

As for our control variables, except gross fixed capital formation (GFCF) all control variables

have negative coefficients but not statistically significant in relation to GDPPPE (model 5). We
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find that inflation has deleterious effect on GDP per person employed (column 1). In testing for
the validity of the instrument, the p values of AR (2) revealed that there is no presence of the
second-order serial correlation problem and our models pass the Hansen test of valid
overidentifying restrictions.

R

4.2.2 Analysis of the Second Hypothesis Q

This sub-section reports the empirical results relating to the effect of hdrhan capital development

on inclusive growth in SSA countries. %

4.2.2.1 Correlation Analysis QO

In order to examine the degree of relationship be % ifferent pairs of variables of interest in
this study, correlation analyses are carrie @ cording to various scholars!, a correlation
coefficient of about 0.95 and above };0\’53 the danger of multicollinearity in the estimated
model. The results of the corre Gg\analyses presented under different tables show that

correlation coefficients betw ferent pairs of variables are low and below the acceptable

threshold. This indicafb@% there is no possibility of multicollinearity in the model to be
estimated. (' ©

\?’7’6
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Table 4.2.2.1: Correlation Matrix (input factor)

Variable

INCG GDPPCG EQ ER GEE GEHI GFCF IRS INF T0

INCG

ER
GEE
GEHI
GFCF
IRS

TO

1

GDPPCG  0.817 1 \
EQ 0.098 0.019 1 Q

0.136 0.006 0.038 1 : 0

0.075 0.034 0.251 0.204 1

0.017 0.035 0.125 0.215 0.320 1 &

0.064 0.084 0.141 0.017 0.202 0.082 1 %0

0.065 0.039 0.063 0.267 0.195 0.097 0.0

0.052 0.138 0.015 0.081 0.027 0.097 0.349 1
0.066 0.079 0.119 0.225 0.404 0.091 0. 0.176 0.102 1

Expenditure on Education; GEHI- Government Expenditure on Health; G ss Fixed Capital Formation; IRS-Interest Rate Spread; INF-
Inflation Rate and TO- Trade Openness

Source: Author’s computation (2023). \Q

The correlation matrix in table 4.2 t’%ro ides the strength and direction of the relationships

Note: INCG-Inclusive Growth Index; GDPPCG- GDP Per Capita Growtl%' ndome Equality; ER — Employment Rate; GEE- Government

between different pairs of VaQ%ﬁ of interest. According to results, all the input factors of
human capital develo%’%have positive relationship with inclusive growth components.
Specifically, therp@trong positive correlation between GDP per capita growth (GDPPCG)
and inclusiv g& index (INCG) at 0.817 which suggests a robust relationship between GDP
per capiQ) wth and the Inclusive. This means that as GDP per capita grows, there tends to be
an irMse in inclusive growth. Inclusive growth indicates that the benefits of economic growth

are shared more equitably among the population, including marginalized groups.

As for the income equality (one of component of inclusive growth index), there is a positive

correlation between income equality (INEQ) and inclusive growth Index (INCG) (0.0978). This
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implies that while there is some connection between income equality and inclusive growth, it is
not a strong one. This suggests that other factors beyond income equality might significantly

influence inclusive growth.

It also shows that, a very weak positive correlation between income equality (INEQ) and
GDPPC Growth (GDPPCG) (0.0193) is noted suggesting that there is almost noy meaningful
relationship between income equality and GDP per capita growth. This indic@at changes in
income equality have little impact on the rate of GDP per capita growth, &gbere may be other
dominant factors at play. A positive correlation between employ: &ae (ER) and inclusive
growth index (INCG) at 0.136 suggests a weak relationship.@s eans that employment rates
are associated with slightly better inclusive growth, but , other factors likely play a more
substantial role in achieving inclusive growth. T @wly weak positive correlation (0.006)
between the employment rate and GDP %’éﬁta growth indicates almost no significant

relationship between these two Variaps&his suggests that changes in employment rates don't

strongly influence the rate of GDP @pita growth.

Further, the relatively weq@%tive correlation between employment Rate (ER) and income
equality (0.038) sug esba modest connection between the employment rate and income
equality. This @i&&ﬁ n that improving employment rates might have a slight positive impact
on incom @ity, but other factors are likely more influential in addressing income inequality.
The }&re correlation between government expenditure on education (GEE) and inclusive
growth (INCG) (0.075) suggests a weak relationship. This implies that an increase in education
spending may have a slightly positive impact on inclusive growth, as education can be a driver of

economic and social development.
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More so, the positive correlation (0.034) between government expenditure on education and
GDP per capita growth is weak, indicating that these two variables are not strongly related.
Theoretically, education spending often contributes to economic growth, but it appears to be a
minor factor in this case. The positive correlation (0.251) between government expenditure on
education and income equality suggests a moderate relationship. This suggests that, higher
education spending may contribute to reducing income inequality by improvin @‘to quality
education. The results also show that the positive correlation of 0.204 m@es a moderate
relationship between government expenditure on education and @ployment rate. This

implies that increased education spending may lead to imfro employment opportunities

through a more skilled workforce. Q

There is a very weak positive correlation t@ government expenditure on health
infrastructure (GEHI) and inclusive growth_a (INCG) (0.017) which suggests almost no
meaningful relationship between hga&{' infrastructure spending and inclusive growth. The
positive correlation (0.035) betwee&‘@\th infrastructure spending and GDP per capita growth is
weak, indicating a limited cB@tion. Invariably, better healthcare infrastructure can contribute
to a healthier and more%luctive population, but it appears to be a minor factor in this study.
The moderate é&}’ﬁcorrelation value of 0.125 suggests a moderate relationship between
health infra%@ture spending and income equality. Improved healthcare access and quality can
contt%’?reducing health-related income disparities. The positive correlation value of 0.215
indicates a moderate relationship between health infrastructure spending and the employment
rate. Access to good healthcare can contribute to a healthier workforce, potentially increasing

employment rates. Gross fixed capital formation (GFCF) shows weak to moderate correlations

with the different indicators. The correlations vary depending on the specific indicator, but none

133



of them are very strong. GFCF is a measure of investment in physical assets like machinery and
infrastructure, and its impact on economic and social indicators may depend on various other

factors.

As regards to interest rate spread (IRS) and Inclusive Growth (INCG) at 0.065 suggesting a weak
relationship. A higher interest rate spread might indicate a more profitable banking sector, but its
direct impact on inclusive growth is relatively minor. The positive correlati 39) between
interest rate spread and GDP per capita growth is weak, indicating th&thggjwo variables are
not strongly related. Meanwhile, interest rate spread is more close ciated with the banking
sector's profitability than with overall economic growth. Al@ésitive correlation value of
0.063 suggests a weak relationship between interest rate%ad and income equality. It implies
that changes in interest rate spread have a min%@lce on income inequality, with other
factors likely playing a more significant rol\ébyositive correlation value of 0.267 indicates a

N\

moderate relationship between intergss& spread and the employment rate. A higher interest
rate spread might be associated \\iﬁ\)\more favorable conditions for lending and investment,
which could positively impa.ct%kployment rates. Likewise, a positive correlation value of 0.195
suggests a moderate re\bnship between interest rate spread and government expenditure on
education. It ctﬂi@bate that a more profitable banking sector (reflected in a higher interest
rate spread)@ght indirectly support government spending on education through increased tax
reves{e/% economic activity. Further, a positive relationship between interest rate spread and
government expenditure on health infrastructure (0.097) indicates a weak relationship. The
impact of interest rate spread on healthcare spending is relatively minor, with other factors likely

being more influential. The positive correlation between interest rate spread and gross fixed

capital formation (0.079) suggests a weak relationship. GFCF measures investment in physical
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assets, and while a favorable interest rate spread can impact borrowing costs for investments, it is

not a strong driver on its own.

On other control variables, there positive correlation value of 0.052 between inflation rate and
inclusive growth. This suggests a weak relationship, implying that other factors play a more
significant role in inclusive growth. Also, the positive correlation value 0.138 bet@ inflation
rate and GDP per capita growth indicates a weak relationship. Higher 4 ion may not
necessarily lead to higher GDP per capita, as inflation can have com erﬁpcts on economic
performance. There is also very weak positive correlation (0.01 @ een inflation rate and
income equality. This indicates that Inflation has a minor @t mpact on income inequality,
with other factors being more influential. The positive@relaﬁon (0.081) indicates a weak
relationship between inflation rate and the emplo @e. Inflation can influence employment

dynamics, but this correlation is relatively I@esﬁng other factors are more important.

The correlation between inflation 1sa\ d government expenditure on education at 0.027
suggests a weak relationship. In%ig typically affects the cost of education, but it appears to
have a minor impact on @ion spending in this case. In same way, there is positive
correlation (0.097) be Qinﬂation rate and government expenditure on health indicates a weak
"X
relationship. I@ ten affects healthcare costs, but other factors likely have a stronger
influence %Qlthcare spending. A very weak positive correlation (0.019) between inflation rate
and ?sggjﬁxed capital formation suggest an almost negligible relationship. This implies that
inflation is not a significant driver of capital formation, which involves investments in physical
assets. Between inflation rate and interest rate spread, there is a relatively strong positive

correlation (0.349). Inflation can impact interest rates, and a higher inflation rate may lead to a

wider interest rate spread, which can affect borrowing costs and lending profitability.
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In addition, trade openness has a positive but a weak correlation (0.066) with inclusive growth.
While trade openness can promote economic activity, this correlation indicates that it is not a
strong driver of inclusive growth on its own. While the weak positive correlation (0.079)
between trade openness and GDP per capita growth indicates trade can contribute to economic
growth, but this correlation suggests that other factors also play a role. The positive correlation
value of 0.119 suggests a moderate relationship between trade openness and inc@e ality. An

increase in trade openness might influence income distribution to some extént, With other factors

also affecting income equality. 6\

The positive correlation (0.225) between trade openness ar@e mployment rate indicates a
moderate relationship. Trade can create job opportunities,@this correlation suggests that it has
a more substantial impact on employment compa&éfb%me other indicators. Also, the strong
positive correlation value of 0.404 suggestg@%st relationship between trade openness and
government expenditure on educatiqn’\"mplies that more open trade policies might lead to
increased government spending on&s&:ation, possibly due to higher revenue generation from
international trade. While, tﬁe@ weak positive correlation (0.091) between trade openness and
government expenditur health. Trade openness also has a strong positive correlation (0.461)
with gross ﬁx{:@a formation suggesting a robust relationship. This correlation indicates
trade can le@ increased investments in physical assets. A positive correlation (0.176) between
trade%%less and interest rate spread indicates trade can affect a country's financial markets

and potentially influence interest rates, but other factors also play a role.

A pictorial view of the correlation coefficients of different pairs of variables of interest is

depicted in the scatter graph in Figure 4.2.2.1 (a-d) and (e-h). The scatter charts show a graphical
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outlook of the correlation coefficients of input factors of human capital development against

inclusive growth, income equality etc.
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Figure 4.2.2.1 (a-d): Sca Qfaph of inclusive growth components and input factors of human
capital development
Source: Author’s Cfﬂl@l (2023).
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4.2.2.2 SystéemiyGMM results on the Effect of Input Factors of Human Capital Development

on Inclusive Growth

For our second hypothesis, Table 4.2.2.2 shows the result of system GMM estimation model on
the effect of input factors related to human capital (such as government expenditure on education
and health) on inclusive growth and its components. On the first lagged inclusive growth and its

components, GDP per capita have a negative coefficient of approximately -0.491. This suggests

ER

[1fntlon Rate
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that the previous year's GDP per capita has a negative impact on the current year's GDP per
capita growth. However, with p-value of 0.0529 indicating that this relationship is statistically
significant at the 10% level. The lagged one of employment rate has a positive coefficient and is
highly statistically significant at the 1% significance level. This suggests that the previous year's
employment rate strongly influences the current employment rate. The results also&w that the

lag one of income equality and inclusive growth index have no significant ir@Qﬂ the current
level. ’\

Table 4.2.2.2: System GMM results on the Effects of Input f of Human Capital

Development on the Inclusive Growth < )
Dependent VariablexInclusive growth

Variables GDPG per Income ’b\ Employment  Inclusive Growth
capita(GDPPCG)  Equality Rate(EMP) Index (INCG)
-0.491043* ~
GDPPCG(-1) 0.053) \
N 647280
E -1
QUCD .&C—)\ (0.805)
Q 1.099134%#*
EMP (-1) Q\A (0.000)
0.281337
INCG(-1) Q 0729
° ’&' S547*%* 0.039861* -0.264589%** 0.245451
GEE N\ (0.025) (0.086) (0.004) (0.618)
GEH 6 -1.420373** -0.030997* -0.067740%* -0.032112%*
’b. (0.013) (0.086) (0.0573) (0.0903)
GFCF \9 -0.092456* -0.003764 -0.044976%* 0.021448**
(0.075) (0.188) (0.062) (0.017)
RS -0.232806 -0.032144 0.038785 -0.005673
(0.394) (0.169) (0.688) (0.041)
INER -0.076014 -0.004616 0.006815* 0.004407
(0.036) (0.714) (0.077) (0.781)
TO 0.020552 -0.019142 0.028555%** 0.047334
(0.876) (0.779) (0.004) (0.165)
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Constant 6.635671 4.813013 -6.019604 -2.602986

(0.568) (0.716) (0.756) (0.714)
AR(1) 0.027 0.004 0.042 0.0061
AR(2) 0.375 0.259 0.517 0.255
Hansen J-test 0.4279 0.407 0.260 0.372
Observations 700 700 700 700

Note: *** ** and * indicate significance at 1%, 5% and 10% respectively.
Source: Author’s computation (2023). Q*

The coefficients of government expenditure on education are positive and@cant in GDPG
per capita and income equality. This implies that govemmen@diture on education

positively and significantly influences GDPG per capita and inco%uality. In magnitude term,

a 1% change in government spending on education affec per capita and income equality
by 1.774 and 0.0398 respectively. The coefficients o rnment expenditure on education and
health negatively and significantly affect emp nt rate. This implies that 1% increase in

government expenditure on education an \&ment expenditure on health is associated with a
0.27and 0.068 decrease in emp@eﬁrate respectively. The parameter of government
expenditure on health in G r capita and income equality exhibit negative effect and
statistically mgmﬁcants@%% and 10% level. This implies that 1% change in government
expenditure on hez{@;gatlvely affect GDPG per capita and income equality by 1.42 and 0.031
respectively% ition, the parameter of government expenditure on health in inclusive growth
index is@ive and significance at 10% level. This suggests that a 1% increase in government
expek{ne on health is associated with decrease of 0.032 in inclusive growth indicating that
government health expenditure adversely impact inclusive growth in SSA. Thus, inadequate
public health spending is significantly related with the region’s low output growth, high

unemployment rate and rising inequality.
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Gross fixed capital formation has a negative coefficient in GDPG per capita, income equality and
employment rate. However, the p-value of 0.0748 and 0.062 are statistically significant at the
conventional 10% level in GDPG per capita and employment rate respectively. This indicates
that an increase in investment in fixed capital associated with a decrease in GDP per capita
growth and employment rate by 0.093 and 0.045 respectively. While gro d capital
formation has a positive coefficient (0.02) in inclusive growth at 5% signi@@level. Overall,
the results show that governments of SSA countries have not investe@(ﬁcantly enough in the

health sector for their citizens to benefit from. %

For control variables, inflation and trade openness has s@ Coefficient and significant effect
on employment. This suggests that higher inflati n% positively impact employment while
higher trade openness is associated with a high loyment rate. Post-diagnostic results show
that there is no evidence of serial co l\aﬁon in the estimated models. In confirming the
consistency of the GMM estimatei&ansen test reveals that the instrumental variables are
valid . \QQJ

4.2.2.3 Correlation An%s and Scatter Plots (Output factor)

Table 4.2.2.3 @he degree of association exists between inclusive growth index and the
variables p&é‘put factor of human capital development as well as other control variables. The
Varia}}l@Qdonsider include gross primary school enrolment rate (PSE),gross secondary school
enrollment rate (SSE), life expectancy (LE), infant mortality rate (IM), gross fixed capital

formation (GFCF), interest rate spread (IRS), inflation Rate (INF) and trade openness (TO).
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Table 4.2.2.3: Correlation matrix

Variable INCG GDPPCG EQ ER PSESSELEIM GFCF IRS INF TO

INCG 1

GDPPCG  0.819 1

EQ 0.091 0.026 1

ER 0.129 0.001 0.043 1

PSE 0.119 0.075 0.188 0.025 1

SSE 0.074 0.065 0.200 0.382 0.155 1

LE 0.076 0.108 0.141 0.222 0.154  0.583 1 \
M 0.125 0.099 0.217 0.321 0.196  0.684  0.825 1 Q
GFCF 0.051 0.079 0.145 0.015 0.018 0.094 0213 0211 1

IRS 0.062 0.041 0.063 0.278 0227 0.135  0.031 0.108  0.076 (1./
INF 0.054 0.139 0.015 0.082 0.071  0.017 0113 0.099 0 -0.020 1

TO

0.062 0.078 0.117 0.222 0.068 0.435 0.358 -0.34&3 0346 0.054 1

Note: INCG-Inclusive Growth Index; GDPPCG- GDP Per Capita Growth; EQ-Income Equalityﬁvnployment Rate; PSE- Primary School
Enrollment; SSE-Secondary School Enrolment; LE- Life Expectancy; IM-Infant Mortalit e; GECF- Gross Fixed Capital Formation; IRS-
Interest Rate Spread; INF- Inflation Rate and TO- Trade Openness.

Source: Author’s computation (2023). QQ
6’2}

In relations to the output factor of human@fg development and inclusive growth, primary
school enrolment (PSE) and secoé—d)z\%y hool enrolment (SSE) have varying degrees of
relationship (weak to strong). Wi @lusive growth, GDP per capita growth, income equality and
employment rate. Howe these output factors of human capita development (primary school
enrolment (PSE) a condary school enrolment) appears to have a significant impact on these
indicators s%gt‘p\g a clear connection, while weaker correlations indicate that other factors

substantial roles in influencing these indicators.

may plaélﬁét
On %& output factors of human capital development, life expectancy (LE) has a weak
relationship (0.0762) with inclusive growth. While other factors likely play a more significant
role in influencing life expectancy. A positive correlation (0.1084) indicates a weak relationship
between life expectancy and GDP per capita growth. While economic growth can contribute to

improvements in healthcare and life expectancy. Also, a positive correlation (0.14056) suggests a
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moderate relationship between life expectancy and income equality. Higher income equality may
have a positive impact on life expectancy, as it can lead to non disparities in access to healthcare
and living conditions. The positive correlation (0.22206) indicates a moderate relationship
between life expectancy and the employment rate. Higher employment rates may contribute to
improved overall well-being and access to healthcare, positively influencing life expectancy. The
positive correlation (0.1543) suggests a moderate relationship between life Qec ancy and
primary school enrolment. Improved education, represented by higher primary Sehool enrolment,
can lead to better health outcomes and a longer life expectancy. @se, a strong positive
correlation (0.5832) between life expectancy and secondary sch nrolment indicates higher

secondary school enrolment is associated with better 4@ are knowledge and access to

healthcare, positively impacting life expectancy. be

Infant mortality has a positive correlation (O\l@vith inclusive growth, while inclusive growth
may have some influence on infant.rq&lity, other factors, such as healthcare infrastructure,
play a more significant role. Th itive correlation (0.0991) indicates a weak relationship
between infant mortality and@ per capita growth. Improvements in economic conditions can
contribute to better hez@re, but other healthcare-related factors are likely more important in
reducing infan@dl . In other way, a positive correlation at 0.2167 suggests a moderate
relationship (bstween infant mortality and income equality. Higher income equality may be
assoe%@with lower infant mortality rates due to access to healthcare and living conditions.
Also, a strong positive correlation at 0.8246 indicates a robust relationship between infant
mortality and life expectancy. Lower infant mortality rates are typically associated with longer
life expectancies, as both indicators reflect the overall health and healthcare quality of a

population

143



The table depicts that there is a very strong positive correlation (0.8196) between inclusive
growth and GDP per capita growth. This indicates that as a country achieves more inclusive
growth, it tends to see higher GDP per capita growth, suggesting that economic benefits are
broadly shared among the population. The positive correlation (0.09109) between income
equality and inclusive growth is a weak relationship while there is some connection, implying
that other factors beyond income equality contribute to inclusive growth. SimilaQa ery weak
positive correlation (0.02559) between income equality and GDP per capita th exist. This

suggests that changes in income equality appear to have little im@ the rate of GDP per

capita growth. %
O

On employment rate and inclusive growth, there is a pos@ correlation (0.12854) between the
employment rate and inclusive growth. This ind%@her employment rates are associated
with slightly better inclusive growth, sugges%%t employment plays a role in achieving more
equitable economic development. Aﬁ,{%emely weak positive correlation (0.0008) between
employment rate and GDP per c@@owth exist. This suggests that employment rates appear
to have little direct impact 01.1@? per capita growth in this study. The positive correlation value
of 0.0428 suggests a @ relationship between the employment rate and income equality.
Employment raﬁ/&omribute slightly to income equality, but other factors are likely more
inﬂuential.’bb

The }&re correlation of 0.0514 suggests a weak relationship between gross fixed capital
formation and inclusive growth. While a positive correlation (0.07966) relationship between
gross fixed capital formation and GDP per capita growth also indicates a weak relationship.
Thus, investments in fixed capital can contribute to economic growth; this correlation suggests

that other factors also play a role. More so, gross fixed capital formation has a positive
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correlation (0.1450) with income equality suggesting a higher GFCF may contribute to economic
activities that impact income distribution, but other factors also influence income equality. The
positive correlation (0.0150) indicates an extremely weak relationship between gross fixed
capital formation and the employment rate. It suggests that GFCF has almost no direct impact on

employment rates.

However, the positive correlation (0.01813) between gross fixed capital fo Q(GFCF) and
primary school enrolment is extremely weak relationship. GFCF do&&}rongly influence
primary school enrolment rates while correlation (0.0938) betwe 1xed capital formation

O]
and secondary school enrolment appears to be a weak relati@ip uggesting that other factors

likely have a more significant impact on secondary schoo@)lment rates.

The moderate positive correlation (0.2129) bet@gross fixed capital formation and life
expectancy suggests investments in infrastn\K@’Qnd healthcare facilities associated with GFCF
can positively impact life expectano-yx&, there is a moderate positive correlation (0.2107)
between gross fixed capital forr@g? and infant mortality. This suggests that investments in

healthcare infrastructure a@lities, which are part of GFCF, can contribute to lower infant

mortality rates. *

The scatter hacéj ow a graphical outlook of the correlation coefficients of output factors of

human ca evelopment against inclusive growth, income equality etc. in Figure 4.2.2.3 (a-d)

and éb).
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Table 4.2.2.3: System GMM results on the Effects of Output factor of Human Capital
Development on the Inclusive Growth

Dependent Variable:
Equality(E Rate(EMP
G) quality(EQU) ate( ) (INCG)
-0.0035%**
GDPPCG(-1
D (0.017)
0.1210* \
FUED (0.089) Q

1‘?5333;"*,\(9
0 0.1663

INCG(D) (0.6787)
PSE 0.0017%* 0.0007 (5) -0.0327*
(0.043) (0.496) 74) (0.066)
SSE -0.1773 -0.0022 Q.ossssl -0.0343%*
(0.2352) (0.357) Q (0.282) (0.022)
LE -0.1154 0.0010% -0.0444 0.0484
(0.839) (o.owb (0.778) (0.651)
MR -0.1615 0@ 0.0197* -0.0078%*
(0.041) ** 0.098) (0.062) (0.025)
GFCF -0.0310* '\"@%Qooz*** 0.0020* -0.0031
(0.054) ~<‘) (0.005) (0.096) (0.635)
-0.0426 0.0006* 0.0047* 0.0023
IRS <\
(0.5660\, (0.070) (0.087) (0.885)
- * 0.0014 0.0463 -0.1084*
INFR 0.047) (0.909) (0.178) (0.064)
0 '{\'%688** 0.0008 0.9672%* -0.31001
(0.036) (0.931) (0.019) (0.817)
Constant 30.807 0.5066 -4.7389 5.13026
o’b‘ (0.099) (0.506) (0.7433) (0.162)
AR(l)\/V 0.003 0.047 0.050 0.0713
AR(Q2) 0.9377 1.0000 0.9997 0.6713
Hansen J-test 0.3504 0.6346 0.5896 0.2397
Observations 700 700 700 700

Note: *** ** and * indicate significance at 1%, 5% and 10% respectively.

Source: Author’s computation (2023).
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As for the effects of output factor of human capital development on the inclusive growth, the
first lagged of GDP per capita have a negative coefficient of approximately -0.0035. This
suggests that the previous year's GDP per capita has a negative impact on the current year's GDP
per capita growth. However, with p-value of 0.017 indicating that this relationship is statistically
significant at the 5% level. The lagged one of income equality and employmen rate has a
positive coefficient and is highly statistically significant at the 10% and 1° icance level
respectively. This suggests that the previous year's income equalitf, and®employment rate
strongly influences the current income equality and employment QThe statistical effect of
primary school enrollment on GDP per capita, employmed inclusive growth index was
established at 5%, 10% and 10% respectively. T Qults indicate that for every 1%
improvement in primary school enrollment, G%’Qer capita, increases by 0.017%, while
employment and inclusive growth index *@ses by 1.41% and 0.33%, respectively. This
implies that improvement in primary s@’ enrollment is associated with an increase in GDP per
capita. Similar results are evidenés econdary school enrollment, which indicate that for every
1% improvement secon q@%ool enrollment, inclusive growth index decreases by 2.2%. This
implies that higher secondaty school enrollment is associated with lower inclusive growth, which

[ ]
might indicate @2-0 f between increased access to secondary education and inclusive growth.

Life ex@ y has a positive coefficient and p-value of 0.078 indicates significant impact on
incon&quality at the 10% level, suggesting that life expectancy is a significant predictor of
income equality. Thus, infant mortality rate has a negative coefficient in GDPG per capita,

income equality and inclusive growth with the p-value of 0.041, 0.098 and 0.025 respectively.
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The results indicate that for every 1% increase in infant mortality rate cause GDP per capita,
income equality and inclusive growth index decreases by 16.15%, 0.15% and 0.78%,
respectively while employment increases by 1.97%. This invariably suggests that a decrease in
the infant mortality rate is associated with higher GDPG per capita, income equality and

inclusive growth.

Further, gross fixed capital formation has a negative coefficient in GDP, r capita and
inclusive growth but is statistically significant at the 10% significance L&&Fbere is a statistical
effect of 3.10% and 0.031% on GDPG per capita and inclusive gr v@)r every 1% decrease in
gross fixed capital formation. While a positive and signiﬁca@%iem of gross fixed capital
formation in income equality and employment implies @ﬁgher investment in fixed capital
(GFCF) is associated with higher income equality 6@loyment. For our control variables, we
find that interest rate spread foster incomes@@%y and employment as a significant driver of
capital formation, which in turn prom conomic activity, while trade openness is associated
with a higher GDPG per capita a@ployment (Column 1 and 3). The study diagnostic test
results satisfactory. It means s@the panel system GMM approach is appropriate as well as the
specifications of all e&al models. Also, the p values of AR (2) revealed that there is no
presence of thfo}ﬁ)rder serial correlation problem while the Hansen test reveals that the

instrumenta‘é(iables are valid.
\3:6

4.2.3 Analysis of the Third Hypothesis

This sub-section reports the empirical results relating to how labour productivity enhances

inclusive growth in SSA countries.
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4.2.3.1 Correlation Analysis and Scatter Plots

Table 4.2.3.1 below clearly shows degree of association exists between the variable of labour

productivity and inclusive growth.

Table 4.2.3.1: Correlation Matrix

Variable INCG GDPPCG INEQ ER GDPPPE GFCF DCPS IRS INF TO

INCG 1 \
GDPPCG  0.8092 1 Q

INEQ 0.06820.0327 1

ER 0.068170.02730.0527 1 < )

GDPPPE 0.01020.00090.09220.5228 1

GFCF 0.02780.06680.1855-0.06110.2107 1 0&
DCPS 0.01680.00330.1013 0.2621 0.7142 0.2290 1 %
IRS 0.0067 0.1020.1552 0.24770.10040.03880.1528 1

INF 0.07170.17410.0369 0.0230.04210.07930.09530.1887 1 QQ
1

TO 0.04940.05840.17810.28240.63920.44510.6260.0640.045

Note: INCG-Inclusive Growth Index; GDPPCG- GDP Per Capita Growth; EQ:Iileonte Equality; ER — Employment Rate; GDPPPE- GDP Per
Person Employed; GFCF- Gross Fixed Capital Formation; DCPS- Domes it to Private Sector; IRS-Interest Rate Spread; INF- Inflation
Rate and TO- Trade Openness

Source: Author’s computation (2023). ®%

The coefficients in Table 4.2.3.1 repfa%qj he relationships between GDP per person employed
(measurement of labour prgd&@) and components of inclusive growth such as GDP Per
Capita Growth (GDPP \come equality (INEQ) and employment rate (ER). GDP per
person employed.(g%&’P ) has a very weak positive association (0.0009) with GDP per capita
growth indi atth}t changes in GDPPPE have almost no direct impact on the rate of GDP per
capita gr 7 In like manner, positive association (0.0922) suggests a weak relationship
betw%GDP per person employed and income equality. While there is some connection, other
factors likely have a more significant influence on income equality. Also, there is a very weak
positive association (0.0102) relationship between GDP per person employed and inclusive

growth index implying that GDP per person employed does not appear to strongly impact

inclusive growth. While, the strong positive correlation (0.5228) between GDP per person
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employed and the employment rate indicates that an increase in GDP per person employed
(GDPPPE) is associated with a higher employment rate, suggesting that productivity and

employment are linked.

Notably, the study also shows a moderate positive correlation (0.2107) between gross fixed
capital formation and GDP per person employed. This indicates that increased capital formation
can contribute to higher productivity per employed person. While a positive tion (0.1855)
between gross fixed capital formation and income equality suggest%&_lpgher gross fixed
capital formation (GFCF) may impact income distribution to som t, but other factors also
influence income equality. Furthermore, GDP Per capi@r th has a strong positive

relationship (0.8092) with Inclusive Growth Q

This suggests as a country's GDP per capita grow%rélds to experience more inclusive growth,
where the benefits of economic expansiom@ed broadly among the population. Thus, the
weak positive correlation (0.0327) betﬂ\{%\income equality and GDP per capita growth implies
that changes in income equality @{Q(? appear to have a substantial impact on the rate of GDP
per capita growth. More S(@oyment rate tends to correlate with GDP per capita growth at
0.273 indicating hig ergmployment rates are associated with higher economic growth,
contributing t@

coefﬁcien@abour productivity (GDP per person employed) against inclusive growth, and

rease in GDP per capita. The graphical results of the correlation

other\@%f)les are presented in Figure 4.2.3.1 (a-d) and (e-h).
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Table 4.2.3.2: System GMM results on the Effects of Labour Productivity on the Inclusive
Growth

Dependent variable: Inclusive growth

Variables GDPG per Income Employment Inclusive Growth
capita(GDPPCG) Equality(EQU) Rate(EMP) Index (INCG)
-0.2924**
GDPPCG(-1
D (0.034)
-3.0154*
EQUED (0.075)
0.99045*** \
EMP (-1
D) (0.000) %
Y1281%**
INCG(-1 ( Q
D (0.036)
GDPPPE 0.0003* -0.00001** 0.00005**& -0.00006*
(0.086) (0.048) (0.025 (0.074)
E -0.0225%*
-0.0328* -0.0100 0
GFCF 0.089
(0.084) (0.492) 476) ( )
-0.2005 0.0060** 0.0202**
DCP 0156%%*
CPS (0.534) (0.010) QOO 56 (0.023)

(0.008)

01013 -0.0017* ’80 0.0067* -0.0054
IRS 0472) (0.03;)§ » (0.092) (0.406)

) * 0.0015 0.0003
-0.0059**
INFR 0.018 0.263 0.162
0032) A ) (0.263) 0.162)
0.2967%** \C)\ 0.0002* 0.0057 0.0278
TO (0.002) Q/ (0.077) (0.390) (0.554)
L ]

Q

Constant -1 @%\\ 2.4800 -1.3936 2.4086*
3 (0.441) (0.809) (0.068)
0

AR(1) .005 0.037 0.049 0.0019

AR(2) ° WS% 0.580 0.668 0.4717

Hansen J-test (J\ 3347 0.5706 0.2425 0.381
629 629 629 629

Observations b@
Note: ***, m indicate significance at 1%, 5% and 10% respectively.
Sour&&(or’s computation (2023).
Table 4.2.3.2revealed that all the coefficients one year lagged of inclusive growth and its
components (except employment) have negative and significant impact on their current levels.
The coefficient of the first lagged of employment is positive (0.991) and statistically significant

at the 1% level. This suggests that the previous year's employment rate has a positive impact on
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the current year's employment rate.The estimated parameter show that GDP per person employed
in GDPG per capita and employment has positive coefficients and statistically significant at 5%
and 10% respectively. This means that 1% increase in GDP per person employed may cause
GDPG per capita and employment to increase by 0.0003 and 0.00005 respectively. While the
negative and statistically significant at 5% and 10% of GDP per person employed in income
equality and inclusive growth index implies that 1% increase in GDP per perso@p yed may

cause income equality and inclusive growth index to decrease by ‘.0 o and 0.006%

respectively. 6\

Additionally, we find that coefficient of gross fixed capita]@ﬁn (GFCF) is negative and
statistically significant in GDPG per capita and inclusiv wth index. The estimation shows
that for every 1% increase in gross fixed capi @tion (GFCF), GDPG per capita and
inclusive growth index are decreased by 3.28§ 2.25%, respectively. Our empirical evidence
on the effects domestic credit to pr.i\@c or provides support for the theorised claim that
access to credit facilities can buildksp}ities for income equality and enhance inclusive growth.
The findings also provide e.v@we for the interest rate spread suggesting that for every 1%

increase in interest rate\gad, employment rate tends to increase by 0.67%. This implies that

wider interest rt’@ drive employment which in foster shared prosperity.

Inflation l}ﬁégative coefficient and significant effect on GDPG per capita and income equality.

This&&sts that higher inflation could negatively impact GDPG per capita and income equality

For trade openness, positive coefficient and significant effect on GDPG per capita and income
equality is observed. For every 1% increase in trade openness, GDPG per capita and income
equality tends to increase by 29.67% and 0.02% respectively. This implies that particularly, with

enhance globalisation in the SSA region following the implementation of the AfCFTA, trade
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openness can foster commercial connectivity and information dissemination. This will not only
enhance the development of the human capital base needed to meet the technical needs of region

output productivity but foster GDP growth and increase effort in shared prosperity.

In testing of validity of the instruments employed in the estimation of the system GMM in Table
4.2.3.2, the P-values of the coefficients, there was indeed first order autocorrelation in the
disturbance term, while there was no second order autocorrelation because th ue for AR(1)
test was less than 5 per cent suggesting the rejection of the ul&ypothesis of ‘no
autocorrelation’, while that of AR(2) was more than 5 per cent su g the acceptance of the
null hypothesis of ‘no autocorrelation’ in the error term. Han@— tistic test is the most widely
used test in GMM estimation to assess the appropriateness of the instruments employed in the

estimation, the instrumentation validity was con s p-value of J-statistic is greater than

0.25. \Q’b
4.2.4 Analysis of the Fourth Hypot ?A
N

This sub-section reports the @cal results relating to the joint effect of human capital

development and labou%@\cﬁvity on inclusive growth.
4.2.4.1 Correlatioa\Q*lysis and Scatter Plots (Input factor)

Table 4.2.4.Fa.depicts the degree of association between joint effect of input of human capital
dev op@ (government expenditure on education (GEE), Government expenditure on health

infrastructure (GEHI)), and labour productivity and components of inclusive growth index.
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Table 4.2.4.1a: Correlation Matrix

Variable INCG GDPPCG INEQ ER GDPPPE GEE*GDPPPE GEHI*GDPPPE GFCF DCPS IRS
INCG 1

GDPPCG 0.825 1

EQ 0.102  0.008 1

ER 0.137  0.027 0.021 1 \

GDPPPE 0.050 0.026 0.107 0.542 1 QQ
GEE*GDPPPE 0.084  0.065 0.158 0.426 0.864 1 &(J

GEHI*GDPPPE 0.087 0.079 0.129  0.490  0.902 0.934 %0

GFCF 0.034  0.028 0.260 0.117  0.238 0.179 O 0.143 1

DCPS 0.006 0.012 0.104 0.270  0.719 O&Q 0.648 0.231 1

IRS 0.006 0.101 0.157 0.2271 0.113 6@14 0.118 0.041 0.1735 1

Note: INCG-Inclusive Growth Index; GDPPCG- GDP Per Capit:
Person Employed; GEE*GDPPPR- Interactive effect of Governm

GEHI*GDPPPR - Interactive effect of Government Expenditur

Formation; IRS-Interest Rate Spread; INF- Inflation Rafé

Source: Author’s computation (2023).

Q;(')

n Health and GDP Per Person Employed; GFCF- Gross Fixed Capital

SEQ-Income Equality; ER — Employment Rate; GDPPPE- GDP Per

enditure on Education and GDP Per Person Employed;

Trade Openness.

The table shows that a r@ositive correlation (0.825) between GDP per capita growth and

inclusive growth. This 1

ies that higher GDP per capita growth is strongly associated with

greater inclusi\@economic development. Thus, the relationship between income equality and

inclusive

is positive (0.1015) suggests there is some connection; other factors likely have

a m&iﬁcamt influence on inclusivity. While, positive correlation (0.1368) exists between

the employment rate and inclusive growth. This suggests that changes in the employment rate

influence inclusive growth. Also variations in the employment rate appear to have a substantial

impact on income equality.
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Between GDP per person employed (GDPPPE) and GDP per capita growth (GDPPCG), the
positive correlation (0.02611) indicates changes in GDP per person employed do influence
GDPPCQG. Also, there is strong positive correlation (0.5415) between GDP per person employed
and the employment rate. An increase in GDPPPE is strongly associated with a higher

employment rate, suggesting that productivity and employment are closely linked.

The correlation (0.0839) between the joint effect of government expenditur@ducation and
GDP per person employed (GEE*GDPPPE) and inclusive growth g{&)ﬁuggests a weak
relationship while there is some connection, other factors likely @nore substantial role in
influencing inclusive growth. Likewise, the joint effect of g(@ nt expenditure on education
and GDP per person employed does influence GDPPCG: combined impact of government

expenditure on education and GDP per person er&@% is moderately associated with income

equality. @’b

The coefficient correlation (0.4259) ob\g‘\" effect of government expenditure on education and

GDP per person employed is st@ associated with higher employment rates. Similarly, the

combination of govern e@%penditure on education and GDP per person employed has a
strong positive inﬂﬁ n GDPPPE. For the combined government expenditure on health

[ ]
infrastructure aﬁd %‘P

growth. 1, the joint effect of government expenditure on health infrastructure and GDP

er person employed, exhibits a weaker association with GDP per capita

per b& employed is moderately associated with income equality. The strong positive
correlation (0.490) relationship between GEHI*GDPPPE and the employment rate (ER) suggests
a robust relationship. This suggests that the combination of government expenditure on health

infrastructure and GDP per person employed is strongly associated with higher employment rates.
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Notably, the positive correlation (0.17965) between GFCF and the joint effect of government
expenditure on education and GDP per person employed (GEE*GDPPPE) suggests a moderate
relationship. Gross fixed capital formation is moderately associated with this combined indicator.
Additionally, there is a strong positive correlation (0.586) between domestic credit to private
sector (DCPS) and the joint effect of government expenditure on education and GDP per person
employed (GEE*GDPPPE). DCPS is strongly associated with this com‘Qd indicator,
suggesting its significant influence on education-related productivity. In sal%/ ner, the strong
positive correlation (0.648) between DCPS and the joint effect of @l&ment expenditure on

health infrastructure and GDP per person employed (G@PPPE) suggests a robust

relationship. DCPS is strongly associated with this comb ‘n% icator, indicating its significant
influence on health infrastructure-related produc 'Vy}the scatter graphs showing the plot of
combined effect of input factors of human cagi elopment against observed components of

inclusive growth index are presented in Flﬁur 2.4.1 (a-e).
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Table 4.2.4.1b: System GMM results on the Joint Effect of Input factor of Human Capital
Development and Labour Productivity on Inclusive Growth

Dependent Variable: Inclusive growth

GDPG per ) Employment Inclusive Growth
i I Equality(EQU
Variables capita(GDPPCG) ncome Equality(EQU) Rate(EMP) Index (INCG)
1 2 3 4 5 6 7 8
-0.3608* -0.6226*
GDPPCG(-1
D) (0.082) (0.055)
-0.6678 -0.2564*
EQU(-1
QUED (0.658) (0.080) Q\
1.0810%*** 1.2909*
EMP (-1
1) (0.000) (0.097) Q
0.0730 0.1019*
INCG(-1
1) ’\ (0.182) (0.061)
GEE 0.2328** 0.0754%** -0.0111 0.4324**
(0.020) (0.005) (0.981) % (0.023)
GEH -1.0923* -0.1148* 0.3221 -0.0572
(0.092) (0.081) (0.653) (0.737)
GDPPPE -0.00001 0 0036 0 0020 0.00003 -0. * 0.0003** -0.00002 -0.0001
(0.982) (0.002) (0.008) (0.899) QQOB) (0.038) (0.631) (0.071)
-0.003*** -0.0003 -0 00001* 0.0056
EE* GDPPPE
G G (0.006) (0.626) fg (0.094) (0.912)
-0.0001 * -0.00007%** 0.0001*
GEH* GDPPPE
(0.181) 095) (0.038) (0.089)
GFCF -0.1216** -0.2784 -0. 00»19(% 0.0626**  -0.0337** -0.0895 -0.0456***  -0.0003
(0.039) (0.499) (0.016) (0.031) (0.721) (0.006) (0.995)
IRS -0.0784 0.1966** éQ -0.0076 0.0368 0.1254 -0.0045 -0.0407
(0.571) (0.046} 651) (0.865) (0.650) (0.695) (0.660) (0.421)
INFR -0.0109 —O 006, -0.0030 -0.0229 0.0044 0.0179 0.0111 -0.0025
(0.606) (0.722) (0.071) (0.783) (0.779) (0.073) (0.826)
TO -0.3009 -0.0107 0.0035 0.0235 0.0917 -2.1060 0.0141
(0.228) 5\% 21) (0.673) (0.872) (0.089) (0.705) (0.926) (0.835)
Constant -14. g 953 3.7403 11.002 -6.4661 -24.759 0.8583 (2.8752)
(0.619) (0.604) (0.860) (0.572) (0.683) (0.609) (0.181)
AR(1) ?4 0.003 0.600 0.026 0.096 0.038 0.156 0.018
AR(2) ’b 96 0.996 0.999 0.849 0.999 0.898 0.876 0.696
Hansen J-tesNQ 0.4188 0.6807 0.3841 0.4560 0.5126 0.1215 0.5292 0.2971
Observations 708 708 708 708 708 708 708 708

Note: *** ** and * indicate significance at 1%, 5% and 10% respectively.

Source: Author’s computation (2023).

Table 4.2.4.1b shown the estimated interactive effect of input factors of human capital

development on observed components of inclusive growth, the results show that the first lagged
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of GDP per capita (GDPPCG) in model one and two is negatively significant indicating that the
previous year of GDP per capita has a negative impact on the current year of GDP per capita.
The first lagged of income equality also demonstrates negative impact on the current year in
model two while model one is not statistically significant. For employment, both in model one
and model two, the first lagged of employment has positive coefficients and statistically
significant. This implies that the previous year of employment has a positiVQm ct on the
current year of employment in model one and model two. In same way, Qe/ st of lagged of
inclusive growth index indicates positive coefficients in model one ’%Qdel two while model
one is not statistically significant. This implies that the prev@ ar of inclusive growth index

has a positive impact on the current year of inclusive gro X in model two.

The findings show that the joint effect of gove&ﬁ@?expenditure on education (GEE) and
GDPPPE has negative and significant %%n GDP per capita growth component of
inclusive growth index in model one, Q&magnitude for the interactive effect, a 1% increase
in government expenditure on eduQQD\n (GEE) and GDPPPE decrease GDP per capita growth
by 0.3% while the impact.ogint effect of government expenditure on health (GEH) and
GDPPPE on GDP per &Q growth is not statistically significant in model two. This shows that

° . . . . . .
governments o@o ntries have not invested significantly enough in the education sector for

labour to 1;66@1 from.

For t\&ome equality, the interactive effect of government expenditure on health (GEH) and
GDPPPE exhibits negative and significant impact on income equality in model two. On the
magnitude for the interactive effect, a 1% increase in government expenditure on health (GEH)
and GDPPPE will decrease income equality by 0.006% while the impact of joint effect of

government expenditure on education (GEE) and GDPPPE on income equality is not statistically
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significant. This implies that inadequate healthcare financing hinder labor to increase productivity
since healthy worker tends to be productive at work

The results further reveal that the coefficients of interactive effect of government expenditure on
education (GEE) and GDPPPE as well as interactive effect of government expenditure on
health (GEH) and GDPPPE exhibits negative and significant impact on employment. This
suggests that 1% increase in both interactive effect of government expenditure %ation and

GDPPPE, and government expenditure on health (GEH) and GDPPPE decteasgemployment by

0.001% and 0.007% respectively.

The joint effect of government expenditure on education ( %GDPPPE as well as joint
effect of government expenditure on health (GEH) and @DPE indicates positive coefficients
but only joint effect of government expenditure %@1 (GEH) and GDPPPE has significant
impact on inclusive growth index. This q@’bs that education and healthcare with good
financing plan enhance human capital opment through good levels of education and health

that will empower the citizens tcﬁalpate in varied economic activities and benefit from the

As shown in the tableyoutmodel passes the Hansen post-estimation test of valid overidentifying

growth process.

restrictions. Si@ based on the Arellano-Bond test we can conclude that the model does not

suffer any,gbborrelation problem. Accordingly, there is enough evidence to suggest that the

mod?t{&rrectly specified.

4.2.4.2 Correlation Analysis and Scatter Plots (Output factor)

Table 4.2.4.2b depicts the degree of association between joint effect of output of human capital

development (primary school enrolment rate (PSE),secondary school enrollment rate (SSE), life
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expectancy (LE), infant mortality (IMR)), and labour productivity and components of inclusive

growth index.

4.2.4.2a: Correlation analysis (output factor)

Variable INCG  GDPPCG INEQ ER  GDPPPE PSE*GDPPPE SSE*GDPPPE LE*GDPPPE IM*GDPPPE DCPS

INCG

EQ
ER

1

0.024 0.112 1

0.108  0.006  0.057 1 ( Q

GDPPCG 0.837 1 \

GDPPPE 0.007 0.001 0.016 0.545 1 &

PSE*GDPPPE 0.031 0.008 0.015 0578 0.953 1

SSE*GDPPPE 0.059  0.042 0.040 0.535 0.857 0.885 1 %

LE*GDPPPE  0.017 0.010 0.023 0.554 0.992 0.957 0.@ 1

IM*GDPPPE 0.083  0.082  0.002 0.369 0.866 0.751 @ 0.809 1

DCPS 0.002  0.020 0.113 0.185 0.257 0.270 &.547 0.338 0.102 1
Note: INCG-Inclusive Growth Index; GDPPCG- GDP Per Capita Growth; 1e6me Equality; ER — Employment Rate; GDPPPE- GDP Per

Person Employed; PSE*GDPPPE- Interactive effect of Primary Schoofb ent and GDP Per Person Employed; SSE¥*GDPPPE -
ployed; LE*GDPPPE- Interactive effect of Life Expectancy and

Interactive effect of Secondary School Enrolment and GDP Per P \.%
GDP Per Person Employed; IM*GDPPPE- Interactive effect ofN Mortality Rate and GDP Per Person Employed and DCPS- Domestic

Credit to Private Sector

. \
Source: Author’s computation (2023). 8

The table show that GDP p ita growth (GDPPCG) and inclusive growth (INCG) has a

strong positive correla\@ .837) indicates a higher GDPPCG is strongly associated with

greater inclusiv&@wmic development.

On the rela@ship between the joint effect of primary school enrolment (PSE) and GDP per
pers%@ployed (GDPPPE) on the employment rate (ER), the strong positive correlation (0.578)
indicates a robust relationship between combined PSE and GDPPPE and the employment rate
(ER). Higher values of this joint effect are strongly associated with a higher employment rate,
suggesting a strong link between primary school enrolment, GDP per person employed, and

employment. In same vein, the robust relationship between the combination of secondary school
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enrolment (SSE) and GDP per person employed (GDPPPE) and the employment rate (ER)
suggests higher values of the combination of secondary school enrolment (SSE) and GDP per

person employed (GDPPPE) are strongly associated with a higher employment rate.

The robust relationship between the joint effect of PSE and GDPPPE on GDP per person
employed (GDPPPE) implies changes in this joint effect have a significant impact an GDPPPE,
indicating that both primary school enrolment and GDP per person employed 6 rongly linked
to productivity. In same way, a highly robust positive correlation (0.857) between joint effect of

secondary school enrolment (SSE) and GDP per person emp%@ PPPE) on GDP per

person employed (GDPPPE) suggests that changes in the, ination of secondary school
enrolment (SSE) and GDP per person employed (GDRPPE) have a significant impact on

GDPPPE, indicating that both secondary school N(ﬁlt and GDP per person employed are
strongly linked to productivity. @

In addition, the combination of life @(&%‘cy and GDP per person employed exhibits a strong
positive correlation of 0.554 an@? with employment rate and GDP per person employed
respectively. This indicates@&gher values of these coefficients are strongly associated with a

higher employment @d GDP per person employed which implies a strong link between
n

combined life exp&&ﬁ

employed,@ so, there is a very strong positive correlation (0.866) between combined infant

y and GDP per person employed, and employment, GDP per person

morﬁ&nd GDP per person employed (GDPPPE) and GDP per person employed. This
suggests that changes in combined infant mortality and GDP per person employed (GDPPPE)
have a highly positive correlation with GDPPPE, indicating that infant mortality and GDP per

person employed are strongly intertwined and influential on productivity.
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The pictorial views of the correlation coefficients of interactive effect of output factors of human
capital development, labour productivity and other variables of interest are depicted in the scatter

graph in Figure 4.2.5.2 (a-d) and (e-h).
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PSE*GDPPPE

LE*GDPPPE

Figure 4.2.4.2 (a-h): Scatter graph of output facto
productivity and inclusive growth

12,000,000

10,000,000 °
g ]
8,000,000 §
°
6,000,000

o

4,000,000 -{ "8
u

i

2,000,000-—pﬁ3£u.l£r,§§;;“\
-
o ! Il l I IE.;JD a °

7,000,000

Inclusive Growth

6,000,000 4
5,000,000
4,000,000
3,000,000 4

2,000,000 4

Source:

Income Equality

Author’s

R
N\
%

SSE*GDPPPE

6,000,000

5,000,000 -
4,000,000 -]
3,000,000
2,000,000 -]
1,000,000 -
o
-40 -20 0 20 40 60
GDPPC
120,000
o < !
H
100,000 s
B
80,000 - & <
L
w o °
o 60,000 4 = =
% Q;ig &

\: computation

168

gbl an capital development, labour

(2023).



Table 4.2.4.2b: System GMM results on the joint effect of output factor of human capital development and labour productivity on

inclusive growth
Dependent Variables: Inclusive Growth \\
Variable GDPG per capita(GDPPCG) Income Equality(EQU) Employment Rate(EM N\ Inclusive Growth Index (INCG)
1 2 3 4 1 2 3 4 1 2 3 1 2 3 4
~ sk % A4
GDPPCG(-1) 0.233 0.247 1.622 0.3457 (
(0.160) (0.002) (0.072) (0.620) &
0.934*  -0.079 -0.163 0.149
E -1
QUED (0.057) (0.761) (0.481) (0.799) O
1.045%** 1,00 1.019%** 1.161**
EMP (-1
1) (0.000) 01 (0.000)  (0.020)
0.0415 0.3120 -0.0665 -0.0774
INCG(-1
1) Q (0.572)  (0.283) (0.510) (0.150)
bSE 0.273% 0.205%* 0@& -0.006%*
(0.078) (0.025) t’(b 8) (0.034)
-0.204**
~ sk sk
SSE 0.881 0.061 fb, 0.052 0.02)
(0.278) (0.044) \Q (0.007)
LE 9.041 Q -0.142%%* -0.075
(0.682) (¥ (0.018) (0.197)
IMR -1.251 % 0.047 0.167** 0.027
(0.514) (0.134) (0.011) (0.122)
GDPPPE -0.001 0.003  0.027** -0.004* 0.001* @ -0.005  0.001** -0.002** 0.002 -0.004 0.006 -0.001** -0.008** -0.001 0.010
(0.522)  (0.716)  (0.029) (0.091) (0.053) Qﬁ (0.836)  (0.045) (0.025) (0.399) (0.271)  (0.119) (0.011) (0.034) (0.276) (0.350)
0.006
-0. 001 0.021* 0.002
PSExGDPPPE (0.518
x ( ) . S& (0.096) (0.150)
-0.008* < \l 0.007** -0.006%** 0.002*
SSEXGDPPPE (0.096) b (0.016) (0.028) (0.059)
-0.004* 0.021 0.002%** 0.004**
LExGDPPPE
) (0. 062)Q6 (0.575) (0.030) (0.030)
006 -0.004* -0.003 -0.0091
IMRx DPPPE
- (O 672) (0.050) (0.269) (0.180)
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GFCE 0.082%** 0215 0.760** -0.0645 0.0522 -0.005 -0.028 0.098 -0.010 00192  -0.0017 0.006 -0.006 00324 -0.0103 -0.0199
(0.006)  (0.600) (0.035) (0.269) (0.9496) (0.039) (0.363) (0.168) (0.014)  (0.724)  (0.014) (0.192) (0.266) (0.273) (0.323) (0.511)
RS 0515 0150  -1.136  0.094  -0.098 -0.023 -0.027** -0.045 0067  -0.013*  0.017* 0.0375 -0.1099 -0.0243  0.0002
(0.230)  (0.253) (0.167) (0.434) (0.940) (0.308) (0.019) (0.160) (0.140)  (0.055)  (0.069) (0.731)  (0.760)  (0.167)  (0.610)
INFR 0.0411  -0.0504 -0.0781 -0.0200 0.0052 0.0027 -0.0017 -0.0034 0.0037  0.0023 0.001@ -0.0037  0.0003 -0.0019  0.0188
(0.124)  (0.143) (0.330) (0.216) (0.957) (0.030) (0.190) (0.104) (0.196)  (0.040) (0. ; (0.863) (0.915) (0.451) (0.164)
0 0.1702  0.5278 -0.9767 02018 -0.0468 -0.0210 -0.0077 -0.0232 0.0277  -0.0060 0.@ -0.0284 0.0096 -0.0847 0.0177  0.7371
(0.637)  (0.164) (0.285) (0.236) (0.008) (0.287) (0.144) (0.252) (0.176)  (0.340) /%03 (0.253) (0.230) (0.255) (0.696)  (0.236)
Constant -13.614  -66.988 -49822 55213 -28431 84933  6.6585 3.7874 22229  -3.005 67165 -17.218 3.7955 18.005 7.4484 14112
(0333)  (0.489) (0.285) (0.597) (0.536) (0.063) (0.032) (0.373) (0.158) (0 0.238)  (0.246) (0.770) (0.875) (0.339)  (0.508)
AR(1) 0.0019 00065 0075 0.107 0.149 0038  0.059  0.095  0.044 1963 0.0982 0069 0066 03428 0.0015 0491
AR(2) 0292 01536 0758 0.643 09914 0939 09997  0.575 0.99Q 963 09997 09992 0.756 0945  0.595  0.9331
Hansen 03459 05833 04506 03925 03825 0.6146 0.5345 05158 0.5847 ¥ 0.0079 02875  0.4957 04563 03575 03774  0.3952
Obs 700 715 715 715 710 715 715 71 ,)gp\ 715 715 715 710 715 715 715

Note: *** ** and * indicate significance at 1%, 5% and 10% respectively.

Source: Author’s computation (2023).
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Table 4.2.4.2b depicted that the coefficient of first lagged of GDP per capita (GDPPCQG) is
positive (except in model 2) while model three is statistically significant indicating that the
previous year of GDP per capita has a positive impact on the current year of GDP per capita. The
first lagged of income equality exhibits positive coefficient in model one and four indicating that
the previous year of income equality has a positive impact on the current year in model one
while other two models exhibit negative coefficient but are not statistically signiQﬂ. urther,
we find evidence of positive and significant coefficient in the first lagged oflemployment for all
the models. This implies that the previous year of employment has@%itive impact on the

current year of employment in all the models (column 9 to 12).

The coefficient value of 0.006 as indicated by the interacti@rm of primary school enrollment
(PSE) and GDPPPE is not statistically signiﬁcan%@ing GDP per capita growth, while
resulted to 2.1% increase in employment. HQ@PSE itself is statistically significant at 10%
and positively associated with GDP Qe@ta growth. This implies 1% increase in primary
school enrollment (PSE) and GDPP@ulted to 27.3%, 20.54%, and 6% increase in GDP per

capita growth, income equali% mployment respectively.

The results of joint eff&% secondary school enrollment (SSE) and GDPPPE on GDP per
capita, income e@%ﬁ%’,

secondary s@enrollment (SSE) and GDPPPE on GDP per capita as well as on employment

mployment and inclusive growth index varies. The joint effect of

has a Rg&re impact while statistically significant at 10% and 5% level respectively. On the
magnitude, 1% increase in combination of secondary school enrollment (SSE) and GDPPPE
resulted to 0.8% and 0.6% decrease in GDP per capita and employment respectively. This
implies that secondary school enrollment, in terms of measured productivity per worker; appear

not to be significantly increase per capita and employment. Also, the joint effect of secondary
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school enrollment (SSE) and GDPPPE on income equality as well as on inclusive growth index
has a positive impact while statistically significant at 5% and 10% level respectively. On the
magnitude, 1% increase in combination of secondary school enrollment (SSE) and GDPPPE
resulted to 0.7% and 0.2% increase in income equality and inclusive growth index respectively.

This indicates that higher returns to education tend to have lower inequality in the wealth

distribution. Q

The combination of life expectancy (LE) and GDPPPE, as indicated by eg_ﬁyaction term, is
statistically significant concerning GDP per capita growth, emplo @ and inclusive growth
index. However, LE itself is statistically significant and negati@ aSsociated with employment.
As its coefficient value of 0.142 implied that one perce@mcrease in life expectancy (LE)

resulted in 14% decrease in employment. @Q

Additionally, gross fixed capital formation h@cant and positive effect on GDP per capita
growth, suggesting that 1% increase in-@xed capital formation resulted to 8.2% increase in
GDP per capita growth. This imph (Hat growth in physical capital can spur output growth

which could result from adeq@%vemment spending on education and infrastructure.

4.3  Discussion og&iings

The results fr irst hypothesis in table 4.2.1.1b and table 4.2.1.2b. Table 4.2.1.1b presents
the empir@’lésults of the effects of input factor of human capital development on the inclusive
growth. The three notable results are disclosed as follows. First, the impact of government
expenditure on education on GDPG per capita and income equality; government expenditure on
education had a positive and statistically significant impact on GDPG per capita and income
equality. This finding supports the theoretical notion that investments in education have positive

effect on income equality by providing individuals with skills and opportunities for higher-
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paying jobs. Likewise, the positive effect of government expenditure on education (GEE) on
income equality underscores the role of education in decreasing income disparities®. Education

equips individuals with skills that can lead to higher incomes and reduce income inequality.

Second, government Expenditure on Health (GEH) had a negative and statistically significant
impact on GDPG per capita and income equality. The negative impact of GEH & income
equality indicating that, limited access to healthcare contributes to income ine . However,
it positively impacts inclusive growth, highlighting the role of healthcare ingspring economic
growth. This suggests that a 1% increase in government expenditur o@alth is associated with
an increase of 3.2% in inclusive growth indicating that gov@%expenditure on health is
likely to have a significant impact on growth inclusiv@. This finding aligns with the

empirical evidence on importance of govemmer@diture, which suggests that health

outcomes influence human capital developm@

Third, the marginal impact of gross @ capital formation on inclusive growth reveals
inadequate investment in infrastru@éq)otentially limiting its benefits to citizens. This finding
contradicts conventional itq@vhich often emphasizes the importance of investment in

physical capital for econoniie’growth'!.

In Table 4.2.1 2b®amine the impact of output factors of human capital development; three
important fﬂal s are equally notable. First, primary school enrollment (PSE) has a positive
effect oNGDP per capita, suggesting government policies encouraging enrollment lead to higher
income. This result aligns with previous research® % Second, positive coefficient of life
expectancy indicates significant impact on income equality, suggesting that life expectancy is a

significant predictor of income equality. This finding aligns with other studies’.
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Third, infant mortality rate has a negative coefficient in GDPG per capita, income equality and
inclusive growth with the p-value of 0.041, .0015 and 0.025 respectively. This suggests that a
decrease in the infant mortality rate is associated with higher GDPG per capita, income equality
and inclusive growth, underscoring the benefits of child health investment. Fourth, gross fixed
capital formation has a positive effect on income equality and employment, indicating the
potential for increased investment in fixed capital to promote these aspects. 'JQ thding is
consistent with empirical studies that have demonstrated the positive rf@i/ ip between

physical capital productivity and poverty reduction’. 0

Further, the uniqueness of our findings is on input indicator 0®1§apital and how it affects
labour productivity. From table 4.2.3.2, the following findihgs)can be discerned. We affirm the
two input indicators of human capital (govemmen@?diture on education and government
expenditure on health). Thus, input indicators%%an capital development positively influence
labor productivity, suggesting that incgeg&expenditure in these areas enhances productivity.

This finding aligns with previou%@rch on the provision of education and healthcare

More also, the estimated parameter shows that GDP per person employed significantly affects

infrastructure®.

GDP per capita @ oyment, reflecting labor productivity's impact on job creation. The
results furt@ow primary school enrollment and life expectancy positively affect labor
produc\s(gf indicating that these factors are found to be more effective in driving labour
productivity, contributing to higher workforce participation rates and economic productivity. The
finding is consistent with theories highlighting the role of education in driving economic

productivity!°.
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The results of the other covariates that served as control variables are worth discussing. In line
with previous studies, access to domestic credit facilities is an enabler for creation of jobs and
capacity building, and income equality’. The findings also provide evidence for the interest rate
spread suggesting that wider interest rate spread drive employment which in turn fosters shared
prosperity. Additionally, trade openness shows positive coefficient and significant effect on
GDPG per capita and income equality. For every 1% increase in trade openneSs,) GDPG per
capita and income equality tends to increase by 29.67% and 0.02% respectively? This implies
that particularly, with enhance globalisation in the SSA region follov«@e implementation of
the AfCFTA, trade openness can foster commercial connectivity and, infformation dissemination.

@v ation and trade liberalization in

We discuss the joint effects of government e@ure on education and health with GDPPPE

N\

on inclusive growth. The interaction of gi&and GDPPPE positively impacts inclusive growth,

This finding supports theories emphasizing the role of gldl

promoting economic development!!.

highlighting the synergy between &@ware and economic productivity. Although the joint
effect of PSE and GDPPPE o.n\%;ployment is not significant, it underscores the importance of
primary education for futtie skill development. Similarly, the joint effect of SSE and GDPPPE
on income equa@t significant, indicating the influence of other factors or policies.
However, the @action between LE and GDPPPE positively impacts employment, emphasizing

the I‘Ol@ig[h in labor force participation.

Furthermore, we discuss the joint effects of government expenditure on education and health
with GDPPPE (labor productivity) on inclusive growth. The interaction of GEH and GDPPPE
positively impacts inclusive growth, highlighting the synergy between healthcare and economic

productivity. Although the joint effect of PSE and GDPPPE on employment is not significant, it

175



underscores the importance of primary education for future skill development. Similarly, the
joint effect of SSE and GDPPPE on income equality is not significant; indicating the other
factors or policies may play a more significant role in income distribution. The negative joint
effect of SSE and GDPPPE on employment might be linked to skills mismatch and
underemployment. However, life expectancy (LE) did not have a significant direct effect on
employment, but the interaction between LE and GDPPPE positively impact@p yment,
emphasizing the role of health in labor force participation. Lastly, we obse@ the positive
impact of IMR on employment may be associated with the "demogra@vidend" hypothesis,

wherein reduced child mortality rates lead to a larger worEin@ population, potentially

increasing the labor force and employment opportunities.

The study's findings diverge from previous resear? ﬁ&)viding comprehensive insights into

the nuanced relationship between human "blevelopment, inclusive growth, and labor

productivity in Sub-Saharan Africa (SS. Re contribution of these findings include

1. Impact of Government Expend@é?n Education and Health: The study reveals that while
government expenditure o @ion positively affects GDP per capita and income equality,
expenditure on health h §egative impact on income equality but positively affects inclusive
growth. This un@}}ﬁ the complex interplay between healthcare accessibility, economic

growth, an@ne distribution, highlighting the need for targeted policy interventions in both

sectors\/QJ

2. Output Factors of Human Capital Development: Primary school enrollment, life expectancy,
and infant mortality rate emerge as crucial determinants of economic outcomes. These findings
emphasize the significance of early education, healthcare access, and child health investment in

driving economic growth, reducing income inequality, and fostering inclusive development.
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3. Impact on Labor Productivity: The study uniquely explores the relationship between input
indicators of human capital development and labor productivity. It finds that government
expenditure on education and health positively influences labor productivity. It suggests the

importance of education and healthcare infrastructure in enhancing workforce productivity.

4. Joint Effects and Policy Implications: The study delves into the joint effects of &emmem
expenditure on education and health with GDP per person employed (GDPP n inclusive
growth and employment. It underscores the synergy between hea Land economic
productivity while emphasizing the role of primary education i e sklll development.
Additionally, the study highlights the potential impact of trad ss and access to domestic

credit facilities on economic growth and income equality, @dmg valuable insights for policy

formulation. B’b

Overall, the study enriches the existing litera@ offering comprehensive empirical evidence
on the intricate dynamics between hm@apltal development, inclusive growth, and labor

productivity in SSA. ’&c)

Qﬁ\
Qv&

\9'%6
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Chapter Five
Conclusion
5.1 Summary of Findings

This study has delved into the intricate nexus among human capital development, labor
productivity, and inclusive growth in Sub-Saharan African (SSA) countries. Wi ocus on

empirical analysis using System GMM, data spanning from 1999 to 2021 alned for 32

SSA countries from WDI and ILO statistical database. &

The study provides evidence robust to several specifications fro dynamic system GMM
while examining the interplay between various input ut factors of human capital
development, labour productivity and components of i ive growth in Sub-Saharan African

countries, the empirical analysis revealed that g %mems in human capital development,
particularly government expenditure on ed \\& (GEE) and health (GEH), have a substantial
positive impact on labor productivit (_Y;@ countries. Moreover, factors such as secondary
school enrollment (SSE), hlgher@(pectancy (LE), and lower infant mortality rates (IMR) are
closely associated with i@ labor productivity. These findings underscore the pivotal role
of education and hea&ﬁe in enhancing the efficiency and effectiveness of the labor force. It
underscores tlg' >l importance of investing in education and healthcare to drive economic

progress @educe income inequality, ultimately paving the way for a more inclusive and

prospe%{future for the region.

The Two-step system-GMM results showed that three out of the several measures of human
capital employed (government expenditure on health, primary school enrolment as well as life

expectancy) exert significant influence on labour productivity. While government expenditure on
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health influences labour productivity positively, primary school enrolment is found to be more
effective in driving productivity. Similar life expectancy also exerts posittive influence on labour
productivity. Thus, human capital significantly contributes to labour productivity in SSA. Also,
labour productivity exerts positive influence on GDPG per capita and employment but exerts

negative influence on income equality and inclusive growth index.

The study also demonstrated a significant connection between human capital %pment and
income equality. Specifically, government expenditure on education (G E{@yerged as a key
driver of reduced income inequality in the region. Additionally, pri ool enrollment (PSE)
and secondary school enrollment (SSE) were identified as i@m tal in decreasing income
disparities. Moreover, higher life expectancy (LE) was foun be associated with lower income

inequality, emphasizing the importance of health as %’e@?ﬁzer.

Inclusive growth, characterized by equi%@fgstribution of the benefits of economic
development, was found to be pos@ influenced by investments in human capital
development. Government expen(@zeoon education (GEE) was identified as a catalyst for
inclusive growth in SSA ¢ u@e%urthermore, primary school enrollment (PSE) and secondary
school enrollment (SSE gged as crucial factors promoting inclusive economic development.
Improved health @/&fe , as indicated by higher life expectancy (LE), were also linked to more
inclusive gr@

Therefo Qﬁe findings offer critical insights that have significant implications for policymakers,
development practitioners, and stakeholders seeking to foster sustainable growth and reduce

income inequality in SSA. The study contributes to the understanding of how investments in

education and healthcare impact both labor productivity and inclusive growth. The findings
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provide valuable insights for policymakers seeking to design effective strategies to foster

economic development and reduce income inequality in SSA.
5.2 Conclusion

Sub-Saharan Africa, despite its vast potential, has faced significant challenges in achieving
sustainable economic growth and reducing income inequality. This study addx%s these
challenges by exploring the nexus among human capital development, labor tivity, and
inclusive growth. Human capital, encompassing education, health, and skills, ¥s"recognized as a
critical driver of economic progress. Labor productivity, on the @hand, determines the
efficiency with which this human capital is utilized. Inclurowth is the ultimate goal,

ensuring that the benefits of economic development are d'@t@ed equitably across society.

The importance of human capital development in @fQountries with education and healthcare
playing pivotal role in driving labor productl\\\@economic growth, reducing income inequality
and fostering inclusive development. I%g ing access to education and enhancing healthcare
systems and addressing incorr:e &@glity are critical for the region's sustainable development.
Policies that increase acc%s@.\ducation and healthcare can enhance both productivity and
income equality. .l\/;\' ver, policymakers in the region should prioritize investments in
education andg@re to stimulate economic development and reduce income inequality.
O
\¥
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5.3

Recommendations

The findings of this study have several policy implications for Sub-Saharan African (SSA)

countries:

1.

4.

Sub-Saharan African (SSA) countries should prioritize increased government expenditure
on education and healthcare, as indicated by the positive impact of these in\%nents on
labor productivity and income equality. This investment not onli anes labor

productivity but also contributes to reducing income inequalityﬂ ering inclusive

growth. EO

Efforts should be directed toward ensuring univers to quality education, with a
particular emphasis on primary and secondary o0l enrollment. This approach can
serve as a powerful tool for promoting bot&omic development and social equity,

aligning with the positive findings reg\@ primary school enrollment.

Improving access to healthcar@s and extending life expectancy should be central
to development strategiQQA healthier population not only contributes to labor

productivity but @s a pivotal role in achieving inclusive growth, in line with the

study's result &
e

Beyon@imary and secondary education, SSA countries should invest in vocational and
{@ﬂ training programs that equip individuals with the skills needed for the modern
job market. This will enhance employability and boost labor productivity, consistent with

the study's findings.

To address income inequality, SSA countries should implement targeted poverty

alleviation programs. These initiatives should focus on providing support to vulnerable
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and marginalized populations, ensuring that the benefits of economic growth are shared

more equitably, in accordance with the findings.

Policymakers should adopt a long-term perspective when implementing these policies.
Achieving meaningful progress in human capital development, labor productivity, and

inclusive growth often requires sustained efforts over many years, as indi(&i by the
findings. QQ
Labor market reforms that promote flexibility and adaptability caQegHJO increased job

creation. Policies that match job seekers with employers' nee%@ provide opportunities

for skills development and retraining are essential. Q

Collaborative efforts among SSA countries can @che sharing of best practices and
the development of regional strategies to ss common challenges. SSA countries
should actively engage in regional ecbs\\@c integration efforts. Regional integration can
facilitate the movement of labo aéqo s, and services, trade agreements and cooperation

which can expand market&@ct investment, create opportunities for specialization and

diversification, andéo@yg economic growth.
¢

\9'%6

183



5.4

Contributions to Knowledge

The following major contributions are stated below:

a) The study decomposes inclusive growth into its essential components. Notably, the study

places a particular emphasis on the multifaceted nature of inclusive growth, dissecting it
into income growth, income equality, and employment dimensions. This de%position

offers a comprehensive perspective on the drivers and dynamics sha inclusive

growth trajectory in SSA. &

b) The study applies the Principal Component Analysis (PCA& erate a comprehensive

Inclusive Growth Index. The utilization of PCA as dological tool allows for the
integration of multiple dimensions of inclusive growth, including income growth, income
equality, and employment, into a unified an&st metric. The Inclusive Growth Index

derived from PCA serves as a com \Qisive and parsimonious measure, facilitating

more nuanced analyses and polgo—@;ssions.

c) The research advances.tk@d by intricately dissecting human capital development into

both input and out %ctors. By examining input factors such as government health
expenditure, a@;blic education expenditure, the study provides insights into the policy

dimen%&&]uencing the development of human capital in the region.

d) %&nore, the decomposition of human capital development into output factors,

including primary school enrolment, secondary school enrolment, life expectancy, and
infant mortality rate, unveils a distinct understanding of the tangible outcomes associated

with investment in human capital.

184



5.5

Suggestion for Future Studies

While this study offers critical insights, future research can delve deeper into several areas:

1.

SSA is a diverse region with varying levels of development. Future studies can explore

regional variations in the relationships examined here and tailor policy recommendations

accordingly. \

Investigating the role of gender in human capital development and 4 s@hcations for

labor productivity and inclusive growth can provide valuable @hts into addressing

gender disparities. %

Examining the long-term impact of human capital ent on labor productivity and
inclusive growth is crucial. Future research ;§sack the progress and outcomes of
individuals who have benefited from edu and healthcare investments over several

years. This longitudinal approach ¢ \gal the sustained effects and the importance of
continuous investment in huma@.

Comparative studies W@%ions outside SSA can provide valuable insights into the
unique challenge&@ pportunities faced by SSA countries. Understanding how SSA

compares @jegions in terms of human capital development and its impact on labor

produa@'ty and inclusive growth can highlight best practices and areas for improvement.

&
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