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Abstract

This paper examines the relationship between bascls and economic growth and also finds the ictiera
between output, health, education and nutritiore $tudy also focuses on the impact of governmebt ded
debt servicing on economic growth. Time series tatssed from period 1970 to 2010.Augmented didkeier

test is used in order to check the stationarityirok series data. The ordinary least square (OL&hod and
Granger Causality test are used in order to findnérrelationship between basic needs variables Hiealth,
education, nutrition and growth. The results shbevgignificant impact of all variables except dedtvicing on
economic growth. Granger causality also indicates ¢ausal relationship between all variables armvtr
except labor force rate.
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Introduction

Basic needs (both goods and services) are physadtibutors of quality of life which are necessdoy
development process (Perlo-Freeman & Webber, 2000g. basic needs fulfilment is the key element for
economic growth of a country. It is a two way @sg as economic development of a country makestarito
invest in people welfare and in turn physicallyteepeople gives the higher level of output. Inyenment in
education facilities enhances the development awduygtivity of country (Kakar et al, 2011). Heal#md
nutrition have substantial impact on economic ghoag its major ingredient and the effect of eatlfrition and
health on income of adults showed a reasonableriamgnpact on growth of a country (Mayer-Foulk2806).
Health, education and nutrition variables may hevémpact on output or growth of a country.

The unavailability of basic needs or scarcity afawrces to fulfill the required needs of living psverty.
Poverty is the major reason of malnutrition anddam|t is estimated by Food & Agriculture Orgatiaa of
the United Nations (FAO, 2009), that 963 million approximately around 15 percent of the estimateddwy
population are based on those people who have goatie food for living (Govt of Pakistan, 2010-11ly. is
estimated that around 75% of world resources atte avily 20% of world population while other 80% baonly
25% resources for living. This is a big cause @bime inequality and income poverty. Pakistan iesiufgy in
same situation. Around 40% of Pakistani nationvied) below poverty line (Govt of Pakistan, 2010}1lagging
behind in basic needs like nutrition, health andication. Many studies on poverty showed that there
indication of high level of poverty in rural area$ Pakistan as compared to urban. Poverty is al rura
phenomenon and despite steady economic growth @ldi®®0 poverty level increased (Arif, 2006). Itsva
found that the poverty line in1984-85 was rupee8 &8 food consumption, 1415 rupees for all expends
and it was also concluded that poverty line differural urban areas and in provinces (Havingd, t989).

High government debt and low economic growth amel lissues for Pakistan. The debt accumulationgharo
south Asian countries have not so far as negathgact as Pakistan has on its economic growth (&uirigli
Malik, 2002). The government debt is increasingratlarming rate without having any productive iotp# is
not utilized on people welfare. Unfortunately thmost adverse impact is that a large part of deveétop
expenditure is going in debt servicing and debayegent. There are no sound policy measures in angtoy
for debt management and for government futurelites (Cecchetti et al, 2010). The paper is focusa an
investigation on impact of government debt anddaseds on economic growth.

Due to gap between receipts and payments (balangayments), Pakistan has no other option excegido
aid or borrowing to meet its expenditures. Thesoea of external debt have both interior and exteriements.
Interior elements embraces expansionary finanoidicips and highly slanted trade policies, whiletegbor
elements contain the policies of developed coutliee high interest rates, less imports from depig
countries and other discriminations against devetpporld (Were, 2001).

The debt burden on economy is increasing day byadaythere is no marked improvement in economiavtiro
Large number of population is lagging behind inidlity of basic needs. When people are not sefficient
in nutrition, health and education facilities, theioductivity will obviously go down. Both govermmt debt and
non- availability of basic needs to common peopéelag issues for Pakistan. This paper finds ietationship
between government debt, growth and basic needthaihiiney have a positive or negative relationship.
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The main purpose of this paper is to analyze ttalahility of basic needs in the country and thaipact on
economic growth and also to examine the debt situ@nd its impact on economic growth.

Review of literature

Yildirim,Denizand, Hepsag (2011) examined the dffe#fcpublic educational expenditures on economamagh.
The results based on causality analysis showedhbatausal relationship was not bidirectionaltasim from
public expenditures to economic growth but not frgrawth to public educational expenditures. Kalkdniliji

and Khan (2011) investigated the relationship betweducation expenditure and economic growth. €kalts
indicated the long-run relationship between groank education. Improvement in education facilisekanced
the development and productivity of country.

Leung and Wang (2010) studied the endogenous katkwden healthcare, life expectancy and productioa i
neoclassical growth model. This paper observed ititerdependence between healthcare and economic
development in an equilibrium framework. The stutycluded that the healthcare and savings risefahuh
equilibrium path. The healthcare facilities incremhe life expectancy which in turn enhances toeyxtivity
and the comparison between counties showed tHatduntries are better in economic developmentsaf
healthcare spending.

In a study, Perlo- Freeman and Webber (2009) dutlie relationship between basic needs and economic
growth. Data was taken from three countries onrwadeof 10 years. The study employed simultaneaus f
equation model and three stage least square metAdds results showed a one sided relationship that
improvement in wellbeing adds to labor productivtyt a reverse causation from growth to nutrition.
Presbeterio (2011) examined the growth effectsuliflip debt in developing countries. Data were takem
low and middle income countries from period 1990@20The results showed negative impact of publiut de

to 90% threshold level of GDP. It was found thatustrialized countries were better in obtainingdiis from
public debt.

llizetzki (2011) studied the fiscal policy and dymas of debt in developing countries. The study leygd
various econometrics techniques on variety of tagels from 28 countries. The results showed thelsiivel
effect of tax cuts on economic growth. The papsgo alsed vector auto regression for incorporatiegiynamics

of debt in developing countries. The effects ofeswn output in high income countries were modenditie
significant in low income countries

Safdari and Mehrizi (2011) examined the relatiopshetween economic growth and external debt in Iran
considering five variables of GDP, private investing public investment, external debt and importd data
was take from period 1974 to 2007. Vector autoasgjpn was employed and stability of data was aubdly
dickey-fuller test. Convergence of variables wasokled through Johnson test. The results showedkbeartnal
debt had negative impact on gross domestic proaludtprivate investment and public and private imesit
had positive relation with each other.

Cecchetti, Mohanty and Zampolli (2010) examined fiseal policies for debt management in high debt
burdened countries. The study on the bases of eétieak analysis showed that there were no sounitypol
measures in any country for debt management anddeernment future liabilities. Drastic measureguieed

for sustainability of growth and also for checkiiog rapid growth of government liabilities.

Checherita and Rother (2010) investigated the tffet public debt on per capita GDP. The data vieken
from twelve euro area countries over a period @fuald0 years starting in 1970. The study founa-limear
impact of debt on growth with a turning point—beglomhich the government debt-to-GDP ratio had a
deleterious impact on long-term growth at aboutd% of GDP. The study suggested that for manytms
current debt levels already may have a detrimémiphct on GDP growth, given that the euro areaaedebt-
to-GDP ratio (estimated to increase from 78.7%0082to 88.5% in 2011) is already above the lowezshold
level.

Augustin, Kwasi and Fosu (2010) examined the cairgs of debt services and public expendituresation in
Sub-Sahara Africa. Data was taken from 35 sub-@ahfiican countries from period 1975-94 on intervakes.
The methodology was based on estimation of com¢sraconsistent debt service ratios and employethti
seemingly unrelated regression. The study refletttaticonstraining debt service was a big hurdlénway of
allocation of public expenditures especially inltteand education sector but on the other handrexteid or
even debt made a little share in social sectoravgment.

Misztal (2010) presented the relationship betweenlip debt and economic growth. The data were tdkam
European Union from period 2000 to 2010. The stedhployed both theoretical and empirical methodse Th
empirical technique used was vector auto regregsiodel. The results showed no significant impagpwllic
debt on individual European countries. Overall ¢hems positive impact of public debt on economimwgh in
European countries.

M ethodology and Results

Data used in this study is based on secondary ssimcluded both from government of Pakistan andiveank
sources. Data is taken from 1970 to 2010 on Pakigtth variables were taken in natural log form.t®an debt,
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investment (as ratio to GDP) and GDP were takereahterms(2000 as base year) and in constantrgoilzes
US $. Data is analyzed by different econometrichiggue. Augmented Dickey-Fuller unit root tesaplied in
order to check the stationarity of time series datast square method is applied to check the fiignce of
variables and the causal relationship between bi@gas estimated through granger causality tebtteats are
applied with the help of statistical package E-\8eaw
Single equation regression is one of the most comtechniques used in statistical procedures foplgm
analysis.

The estimation equation would be asfollows:

LRGDP(-1) = C + LCE+ LRCAL(-1)+ LRDS(-1)+ LRGD(-#)LSE(-1)+ LLBR(-1) +LRINVTGDP(-1)

FLINFT+. eq(l)

Where

C = Constant

LRGDP =Log of Gross Domestic Production

LRCAL = Log of Calories Intake

LRGD =Log of Government Debt

LRDS = Log of Debt Servicing

LCE =Log of College Enroliments

LINFT =Log of Infant Mortality Rate

LRINVTGDP=Log of Investment as ratio to GDP

LSE=Log of School Enroliment

LLBR=Log of Labor Force Rate

W = Error Term
Substituted Coefficients: t satisticsin () & p valuein[]

LRGDP(-1) = 0.4504531492*LCE + 0.9717111284*LRCALY+ 0.1185099806*LRDS(-1) +
(3.761809) (9.819735) (1.850844)
[0.0007] [0.0000] [0.0734]

0.4895016509*LRGD(-1) + 0.2921977795*LSE(-1) + G@621448*LLBR(-1) —
(3.832068) (2.585314) (2.500488)
[0.0006] [0.0145] [0.0177]

0.2887611875*LRINVTGDP(-1) + 0.2421723571*LINFT
(3.844857) (2.618039)
[0.0005] [0.0134]

106



Developing Country Studies www.iiste.org
ISSN 2224-607X (Paper) ISSN 2225-0565 (Online) L'H,i,l
Vol.4, No.3, 2014 IIS E

Tablel least square method

Dependent Variable: LRGDP(-1)

Method: Least Squares

Date: 04/09/12 Time: 11:08

Sample (adjusted): 1971 2010

Included observations: 40 after adjustments

Variable Coefficient Std. Errol t-Statistic Prob.
LCE 0.45045: 0.11974¢ 3.76180¢ 0.0007
LRCAL(-1) 0.971711 0.09895¢ 9.81973¢ 0.0000
LRDS(-1) 0.11851( 0.06403( 1.85084< 0.0734
LRGD(-1) 0.48950: 0.12773¢ 3.83206¢ 0.0006
LSE(-1) 0.29219¢ 0.11302z 2.58531¢ 0.0145
LLBR(-1) 0.26500¢ 0.10598( 2.50048¢ 0.0177
LRINVTGDP(-1) -0.288761 0.07510¢ -3.844857 0.0005
LINFT 0.24217: 0.092501 2.61803¢ 0.0134
R-squared 0.73910¢ Mean dependent var 20.48365
Adjusted R-squared 0.68203¢ S.D. dependent var 0.124120
S.E. of regression 0.06998¢  Akaike info criterion -2.304101
Sum squared resid 0.156751 Schwarz criterion -1.966325
Log likelihood 54.08201 Durbin-Watson stat 1.224948

Here GDP is taken as dependent variable and adr aticluded variables as independent. The p-vadili€so

level and t statistics values (above 2 for 40 Qib)ws significant results with education, nutritigovernment
debt, investment, labor force and health. Only dedrvicing shows insignificant result. It meanstthd

variables except debt servicing have impact on GDt. external and domestic debt, both taken cormbase
government debt in this estimation gave betterltgsu

In order to check causal relationship between bégf granger causality test employed which shawsher of
hypothesis explaining causality between variables.
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Table2 Granger causality test

Null Hypothesis: Obs F-Statistic | Probability
LCE does not Granger Cause LRGDP(-1) 39 6.25802 0.00485
LRGDP(-1) does not Granger Cause LCE 0.16058 0.85229
LRCAL(-1) does not Granger Cause LRGDP(-1, 39 13.2948 5.4E-05
LRGDP(-1) does not Granger Cause LRCAL(-1) 0.88678 0.42129
LRDS(-1) does not Granger Cause LRGDP(-1) 39 3.63898 0.03698
LRGDP(-1) does not Granger Cause LRDS(-1) 0.45923 0.63563
LRGD(-1) does not Granger Cause LRGDP(-1) 39 5.58819 0.00797
LRGDP(-1) does not Granger Cause LRGD(-1) 0.58525 0.56248
LSE(-1) does not Granger Cause LRGDP(-1) 39 5.17810 0.01089
LRGDP(-1) does not Granger Cause LSE(-1) 0.53618 0.58984
LLBR(-1) does not Granger Cause LRGDP(-1) 39 1.03954 0.36459
LRGDP(-1) does not Granger Cause LLBR(-1) 1.04048 0.36426

LRINVTGDP(-1) does not Granger Cause

LRGDP(-1) 39 6.17376 0.00516
LRGDP(-1) does not Granger Cause LRINVTGDP(-1) 0.48052 0.62260
LINFT does not Granger Cause LRGDP(-1) 39 1.37573 0.26636

LRGDP(-1) does not Granger Cause LINFT 3.12018 0.05700

The table (2) shows the different hypothesis betwgrewth and other independent variables .Excdqatrléorce
rate and infant mortality rate, all variable shawsdirectional relationship with growth. The caitsabetween
variables and growth runs one way from basic needsdebt to growth but not the other way.

Conclusion

This paper presents an investigation into the iatation and simultaneity between economic growtti basic
needs fulfilment, using data from 1970 to 2010bDservice is included in this study as explicélydogenous
variable. The results of the study are not veryifitant and it happens in most studies dealt \ise basic
needs variables because of the nature of thesesg®bd results suggest different roles of basicls@ad their
impact on economic growth. Education has unidiceeti relation with economic growth which means it
relationship runs one way means education enhaheegrowth. The result also shows unidirectionédtien
between nutrition and economic growth in Pakistan.

On the whole, this study presents some meaningfdinfigs on impact of basic needs and governmerisdsb
economic growth. Especially the granger causadiy gives significant results of dependent vari@hiE with
other independent variables. An interesting pasnthiat the direction of causality seems to run momdre
strongly from basic needs fulfillment to growth théhe other way round. This may suggest that ecomom
growth on its own is not sufficient to guarantegiovements in basic human welfare, but that thewegs
made available by economic growth need to be spaltif directed towards these basic needs
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The significance of government debt with growthidades that there is a need of debt managementar ¢o
avoid the adverse impact of debt burden on econamy also required suitable strategies to curb the
insufficiency of basic needs. Pakistan has the dsgldebt ratio among all south Asian countries megoby
Asian development bank and this high debt burdematter has adverse impact on economy. So thereézd
to formulate some remedies for debt managementierdo avoid serious consequences of debt burden
Basic needs are physical contributors for qualitylife and there importance is unavoidable. As rmdd
earlier that 40% of Pakistani nation live below edy line having insufficient food, health and edtion
facilities. So, there is a need to formulate pebcin order to curb the Pro-poor strategies neednestment
and expertise from public sector in those key aveldish are beneficial for poor nation of countrgpecially in
those areas which directly benefits poor by gemagaemployment, reducing inflation and also seayrin
macroeconomic stability. For this purpose, goveminsdould adopt the growth supporting fiscal anchetary
policies.

References

Arif, M.G. (2006). “ Poverty, economic growth andeqguality; a review of Pakistan's poverty literaty
Background paper series project no 37717 Asian [Dpmeent Bank

Cecchetti,G.S., Mohanty,S.M. & Zampolli,F.(2010yhe future of public debt: prospects and implioas”,
Monetary and econmomic department, BIS working pape 300.

Checherita, C. &Rother, P. (2010). “The impact mfhhand growing government debt on economic graavth
empirical investigation for the Euro area”, Europ&sentral Bank, Working Paperno1237

Fosu, K.A.(2010). “The External Debt-Servicing Cwamt and Public-Expenditure Composition in Sub-
Saharan Africa”,African Development Review, 22( 3)8-393

Govt of Pakistan, “Economic survey of Pakistangrigus issues

Havinga, C.l., Haanapple, W.F., Slouter, L.A. & dah, V.A. (1989). “Poverty in Pakistan 1984-85", eTh
Pakistan development review, 28(4) ,851-869

llzetzki, E. (2011). “Fiscal Policy and Debt Dynasiin developing countries”, policy research wogkin
paper5666The World Bank Development Research GrMagroeconomics and Growth Team May
2011

Kakar,K.Z., Khiliji, A.B. & Khan, J.M. (2011). “Retionship between education and economic growth in
Pakistan a time series analysis”, Journal of lratgomal Academic Research, 11(1).

Leung, C. M. & Wang, Y. (2010). “Endogenous Hedlaire, Life Expectancy and Economic Growth”, Pacifi
Economic Review, 15(1)

Mayer-Foulkes, D.(2006)“Inequality, Human Developmeand Economic Growth: A Schumpeterian
Perspective”

Misztal, p. (2010). “Public debt and economic growt European union” journal of applied economi(4,3)

Perlo-Freeman, S. & Webber, J.(2009 ). “Basic negalgernment debts and economic growth” The world
economy, Blackwell publishing, 36(6), 965-994.

Presbitero,F.A.( 2010). "Total public debt and gttown developing countries,” WorkingPapers 44, ypand
Finance Research group - Univ. Politecnica Marchept. Economic and Social Sciences

Qadri, S.F. &Waheed, A. (2011). “Human capital @wmdnomic growth time series evidence from Pakistan
Pakistan business review 2011

Safdari, M., Mehrizi,A.M. (2011). “External debh@d economic growth in Iran” journal of Economicsdan
International Finance. 3(5), 322-327

SBP, (2005). Hand book of statistics on Pakistamemy. State bank of Pakistan.

Siddiqui, R. & Malik, A., (2002), “Debt and EconomiGrowth in South Asia” The Pakistan Development
Review, 40 (4). 677- 688

Were, M., (2001), “The Impact of External Debt oooBomic Growth and Private Investments in Kenya: An
Empirical Assessment”, Kenya Institute for Publ@i®yResearch and Analysis.

Yildirim, N., Deniz, H. &Hepsag, A.(2011). “Do PublEducation Expenditures Really Lead to Economic
Growth? Evidence from Turkey”, International Resbatournal of Finance and Economics, 65

109



