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Abstract

The purpose of this paper is investigating the theoretical relationship between the effectiveness of
governance quality on health economics in selected middle-income countries, using panel data. The
Results of the estimation by using the Method of Generalized Least Squares (GLS) & Generalized
Method of Moments (GMM) in selected countries for the period 2002-2011 show that governance
quality has positive & significant effect on the life expectancy as an index showing the health

economics in the group of the selected countries.
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1. Introduction

Several definitions have been provided in the
“Health” economics literature. In World Health
Organization’s (WHO) point of view, health is not
only the absence of disease and illness, but also the
welfare of the entire physical, psychological and
social. From perspective of the human capital theory;
health, can be considered as a sustainable commodity
like any other commodity economy. All people are
born with healthy reserves who some less and some
more, take advantage of it. Grossman believes that
everyone, at the beginning of each period, for
example in a particular year, has an inventory reserve
of health. Over time, health inventory decreases with
increasing age, this process is called aging as well as
when stored inventory of health is less than the
critical level, the individual; and then the person will
wipe out. As other sustainable goods, health store can
produce a stream of services which leads to
satisfaction and utility obtained (Grossman, 1972).
Since, the importance of health as a fundamental
right to life is no secret can be said that health is a
capacity significance of health that gives value to
human life. In other words, the health is a wealth. In
view point of Kenneth, there is a fundamental
difference between health economics goods and other
goods. The main factors listed are government
intervention, uncontrollable uncertainty in various
aspects and external effects. Also, another important
distinction between the health economics and other
sectors of the economy, is a third-party agent factor.
Health economics is the therapeutic third-party agent

by his administering purchase goods or service
(goods can be drug, testing or surgery) can effect on
market (Kenneth, 1963).

Although hygiene is recognized as a public good
in which the private sector reluctant to invest in it;
hence the government as trustee of the health sector
could improve public health through health
expenditure, improve the health rules. The other hand
improved efficiency and quality of government
regulation increases the quantity of human resources
in the future through capital accumulation increased
life expectancy, health, longevity and reduce the
mortality rate of patients, as well as soaking through
the long expected service life. Health expenditures
reflect part of public expenditure which has been
spent to improve public health and have many effects
on economic growth and GDP* per capita.

Governance can be defined as the actions and
means adopted by a society to promote collective
action and deliver collective solutions in pursuit of a
common goals. Health Governance therefore can be
defined as the actions and means adopted by a society
to organize itself in the promotion and protection of
the health of its population (Ahmad, 2010).

Good governance in health systems promotes
effective delivery of health services. Critical are
appropriate standards, incentives, information, and
accountabilities, which induce high performance from
public providers (Lewis & Pettersson, 2009). The
term governance is used in various senses in the
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health and public sector management fields. How
hospitals are governed and their governing structure
is common referred to as the “governing structure”
and there are governing boards for hospitals (McKee
and Healy 2002; Preker and Harding 2003; La Forgia
and Couttolenc 2008).

In particular, economic policies such as the level
of government expenditure, tax rates, and the level of
interest rates, income and education subsidies, and the
level of social benefits have a crucial impact on
socioeconomic factors. In addition, economic policies
can influence economic growth, human capital levels
and thus productivity which in turn play an important
role on health inequalities. Finally, economic policies
can also influence the occurrence, frequency, duration
and the strength of economic cycles which in turn
influence socioeconomic factors and therefore health
inequalities. One of the most important of these
factors is inflation (Drakopoulos, 2010).

The purpose of this paper is investigating the
theoretical relationship between the effectiveness of
governance quality on health economics in selected
middle-income countries, using panel data. In order to
testing the following hypothesis, Static & Dynamic
Panel Date (SPD & DPD) model has been used:

— Governance quality has significant and
positive effect on life expectancy as an indicator
health economics in selected countries.

The World Bank (WB) is used for data in the
address of www.worldbank.org. In this paper, the
meaning of the middle-income group of selected
countries is Iran, Angola, Algeria, Colombia, China,
Dominican Republic, Ecuador, Fiji, Argentina,
Angola, Iraq, Jamaica, Jordan, Mexico, Peru, Russia,
Thailand, Tunisia, Turkey, Serbia, Lebanon and
Venezuela. In the following, after a review of the
theoretical and research background, the model will
be introduced and it is estimated; and then, finally,
the political conclusions and recommendations will
be presented.

2. Theoretical basics

Good governance is considered as one of the most
important issues discussed in development literature.
This issue enjoys a special status to establish and
institutionalize civil society in policy regarding to the
granting of aid, especially in developing countries.
The issue of good governance was introduced to
achieve sustainable human development emphasizing
on eliminating poverty, creating jobs, sustaining
livelihoods, protecting and regenerating the
environment. In good governance, three main groups
of the government, civil society, and the private
sector participate in conducting activities, and
sometimes it is far higher than usual participation.
The correct communication and interaction provide
the context of good governance in different sizes.
Various definitions and features for good governance
are presented by different individuals and

international institutions. This paper considers the
proposed definitions and features of World Bank as
its basis. The World Bank defines governance as a
method of power in economic and social resource
management for achieving sustainable development
(Boininger, Nelson, and Sarwa, 1992). According to
this definition, member countries should improve
resource allocation mechanisms, processes of policy
formulation, selection and implementation of them,
and the relationship between citizens and
government. The bank proposed the following three
distinct factors:

- The shape of political regime;

- The process of exerting authority in
economic and social resources management for
development;

- The government capacities to design,
develop, and implement policies and the executive
duties.

Also, the World Bank defines good governance
based on six features and assesses the status of good
governance in different countries once every two
years during the period from 1996 to 2002 and
annually from 2002 on based on these proposed
features. These features are as follows:

(1) VA-capturing perceptions of the extent to
which a country’s citizens are able to participate in
selecting their government, as well as freedom of
expression, freedom of association, and a free media.

(2) PV-capturing perceptions of the likelihood
that the government will be destabilized or
overthrown by unconstitutional or violent means,
including politically-motivated violence and
terrorism.

(3) GE-capturing perceptions of the quality of
public services, the quality of the civil service and the
degree of its independence from political pressures,
the quality of policy formulation and implementation
of them, and the credibility of the government's
commitment in such policies.

(4) RQ-capturing ability perceptions of
government to formulate and implement sound
policies and regulations which permit and promote
private sector development.

(5) RL-capturing perceptions of the extent in
which agents have confidence in and abide by the
rules of society, and in particular the quality of
contract enforcement, property rights, the police, and
the courts, as well as the likelihood of crime and
violence.

(6) CC-capturing perceptions of the extent to
which public power is exercised for private interest,
including both petty and grand forms of corruption,
as well as “capture” of the state by elites and private
interests.

In this definition, governance for achieving its
community development is more appropriate. The
more positive features, such as the RL, VA, and GE
in a society are, the less corruption, political
instability and violence, and additional regulation
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there would be. On the other hand, the World Bank
believes that good governance is a kind of
governance in which the public institutions act in a
responsible, transparent, accountable manner and in a
way which will lead to poverty reduction and
economic growth. From the bank’s perspective, there
are many reports that reveal the existence of bad
governance which are known as the main reasons for
the failure of the governments and undermining
market operations. The World Bank has calculated
statistics related to the various characteristics of good
governance with approximation and error through
utilization of standard unobserved components
models. It should be noted that although these figures
have some measurement errors and are approximate,
they can show ranking of countries in terms of being
poor, average, good, or critical. The range of
calculated indices is between 2.5 and -2.5 for most
countries, and the more calculated index is close to
2.5, the more situation of that country is appropriate
and vice versa (Kaufmann, Kraay, & Mastruzzi,
2002, 2004, 2005, 2006a, 2006b, 2007a, 2007b,
2007c).

Today, preservation, expansion and promotion
of health in the human societies are construed as the
most fundamental and key policies to establish social
development and justice in the countries. Since
healthy human is, on one handy, focused on the
sustainable development and, on the other hand,
health is a necessary subject for benefiting of human
beings from the blessing of development, paying
attention to the health and effort to preserve, promote
and develop it is always regarded as a priority.
Discussion of health is a multidimensional subject
which several and diversified factors/elements leave
impact on its provision, development or destruction,
and all individuals, systems and organizations in the
society play a role in the creation and, also, reception
of consequences of the health (Minnesota, 2002).

Experience around the world has demonstrated
that attention to governance is important to the ability
of health systems to fulfill essential public health
functions. Health governance concerns the
institutions and linkages that affect the interactions
among citizens/service users, government officials
and health service providers. There is general
agreement that good health governance s
characterized by responsiveness and accountability;
an open and transparent policy process; participatory
engagement of citizens; and operational capacity of
government to plan, manage, and regulate policy and
service delivery. However, explorations of health
system strengthening through the governance lens are
few (Brinkerhoff, Fort & Stratton, 2009).

Many studies have been conducted on the effect
of the quality of governance and its relationship to
health economics. Filmer and Pritchett (1999) provide
a good survey of studies linking public spending with
health outcomes. In their own work, they find that the
two are very tenuously related. According to their

results, doubling public spending from three to six
percent of GDP would improve child mortality by
only nine to 13% (Filmer and Pritchett, 1999).

The term “governance” has entered the health
sector literature in at least three different ways,
paralleling and influenced by these other bodies of
work. As in the corporate and public sector literature,
part of the health sector literature has looked at
governance from the perspective of relationships
among actors as they influence the behavior of
specific organizations such as hospitals (Harding and
Preker 2003) or mandatory health insurance
institutions (Savedoff and Gottret 2008). Much as the
corporate and public sector literature was extended to
include broader social goals, another stream of work
in the health sector has emphasized the broader
notion of governance, particular using the concepts of
stewardship or steering (WHO 2000, Saltman and
Ferrousier-Davis 2000). Finally, as in the
international development literature, researchers have
begun to try measuring governance of the health
sector — in some cases as part of the broader
governance measurement effort (e.g. the World
Bank®s CPIA includes a component that specifically
measures the quality of health sector governance) and
in other cases as a focus in its own right (Murray and
Evans 2003).

Brinkman et al. (2010) assess the potential
effects of the global financial crisis on food
consumption, nutrition, and health by examining
various transmission channels. Focusing on the effect
of high food prices on food consumption, they show
that a food consumption score—a measure of diet
frequency and diversity—was negatively correlated
with food prices in Haiti, Nepal, and Niger; and argue
that a large number of vulnerable households in
developing countries reduced the quality and quantity
of their food consumption, and faced the risk of
malnutrition as a result of the global financial crisis
(Brinkman et al., 2010).

Those topics are addressed in Schieber (1997),
Savedoff and Gottret (2008) and Savedoff and
Fuenzalida (2008) and among others. It attempts
instead to identify what we do and do not know about
effective solutions to advance good governance and
performance in health, drawing heavily on the
existing work of many researchers, specialists, and
practitioners.

Social determinants of health as one of the main
areas of health economics is an argument which
comes in this context. Although health care can
improve the health of individuals, economic and
social conditions which determine the source of
disease, plays a key role in improving the health of
people (Wilkinson and Marmot, 2003). The concept
of social determinants of health which is provided by
the World Health Organization (WHO), implies to a
situation in which people are born, grow, live and
grow old and inequality in these cases leads to
inequalities in health of individuals (Gontijo, 2010).
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Also, Public Expenditure Tracking Surveys (PETS)
and Public Expenditure Reviews (PERs) are means to
track funds and scrutinize the flow of public
resources in health across layers of the administrative
hierarchy (Engberg-Pedersen et al. 2005; Savedoff
2008).

In the following Knowles, S. and Owen, P.D.
(1997), by examining the effect of health education
and the workforce efficiency, realized that the index
health (life expectancy) in 22 high-income developed
country is not meaningful. Perhaps the reason for this
is that these criteria inside sample are immutable.
Therefore was regarded hygienic spending as an
index health and its relation to per capita income has
been tested. The conclusion was that there is a strong
relationship between income and health, as well as
income and education.

In addition to steady by Rivera and Currais, L.
(1999), about health spending and economic growth
done, health care spending per capita is used as an
indicator for the health of the community. In this
paper, the health care spending is used as an indices
for health and it is estimated the correlation between
health and economic growth in OECD countries in
the 1990-1960 period and in their study has been
pointed out to analyze the role of health investment in

human capital accumulation as well as shown that
education is the only factor affecting the performance
and productivity of the workforce.

Another argument is eloquently made in Filmer
et al. (2000). Commenting on the weak links that
several studies have found between public spending
on health and health status, the authors argue,
“...changes in the price or availability of government
interventions may induce a private supply response
that can mitigate any actual impact on health
outcomes.” Thus, if an increase in public spending on
health “crowds out” private sector provision of such
services then the likely impact of an additional unit of
public spending on health status may be minimal.
Gupta et al. (1999) find that countries with high
corruption have high child and infant mortality rates
(Rajkumar and Swaroop, 2008).

3. Materials and Methods

In this paper for evaluating the effectiveness of
different variables that affect health economics and
for investigating the relationship between governance
quality and health economics in selected middle-
income countries, according to theoretical basis
Model (1) has been used.

LE.-B,+B,LGDP,+,GG.* B,EN.* B,INF,+U, @

Where LE is Life Expectancy as an index for
health; LGDP is the logarithm of real gross domestic
product; GG means governance quality; EN is human
capital (enrollment, secondary (% gross)); INF is
inflation rate; the symbols U, i and t show
respectively error term, countries and periods. In
order to study the statics/ stagnation or lack of
stagnation of the variables, Panel Unit Root test has
been used. Results obtained from the test of Im,
Pesaran and Shin (IPS) for all used variables have
used in Table (1). On the basis of results of static test,
the variables LE and INF are static in level as well as
LGDP, EN and GG are static by one difference.
Therefore, the null hypothesis of a unit root is
rejected. The Cointegration test results indicate that
the null hypothesis based on absence of co-integration
relationship between variables in the model is
rejected. So, there is long-run relationship among the
variables used in the models.

For estimating Eqg.1 using random and fixed
effects estimator (static panel), first, it is necessary to
determine the estimation methods type of panel data.
Therefore, to determine the presence (absence) of
separate intercept for each of the countries, the F-
statistics were used. According to The amount of
calculated F-statistics in Table (2), rejected the null
hypothesis based on Ordinary Least Squares (OLS)
method with a confidence level of 99 percent. As a
result, constrained regression (ordinary least squares)
is not valid and different intercepts (using fixed
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effects or random methods) should be considered in
the models. Then for testing the model enjoying the
fixed effects or random estimation method, the
Hausman test was used. This testing was performed
by using software EVIEWS. 7. According to The
amount of XZstatistics obtained from the calculation
for the regressions in Table (2), the null hypothesis
based on use of random effects is rejected with a
probability of 99 percent. Thus, fixed effects method
confirmed for estimating models, which its results are
presented in Table (2).

Addition to estimating models by using random
and fixed effects estimator, the empirical model in
this paper is estimated by using Generalized Method
of Moments (GMM) relying on dynamic panel
models on the 2002 - 2011period. GMM estimator,
particularly in recent empirical studies of
macroeconomic and financial studies has been used
widely. Using this method to estimate has many
advantages. For example, Beck, Levine and Loayza
(2000) recognize that is very convenient using this
estimator in order to eliminate the variance of time
series data. GMM estimator to estimate the
unobserved individual specific delays in model
(Which is done by inserting the lag of the dependent
variable as an explanatory variable in the model), this
estimator gives a better control of the endogenous
explanatory variables of the model. The results of
estimating the models by using estimator (GMM) are
presented in Table (3).
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4.

Results & Conclusion

Results obtained from estimation of Function in the
middle-income selected countries during 2002-2011
period (Table 2 & 3) show that:

Governance quality (simple mean of six indexes

of good governance) has significant and positive
effect on life expectancy as an index of health

£conomics.
significant

Therefore,
positive

the hypothesis about a
correlation  between  the

governance quality and health economics in selected
middle-income countries cannot be rejected. Also, per
capital LGDP has significant and negative effect on
life expectancy as an index of health economics.

Income

is an important economic and social

determination of health.

Inflation has significant and negative effect on

life expectancy as an index of health economics. In

addition,

one of the problems associated with

inflation, is rising poverty. Economic problems and
poverty could be the cause of many diseases and

psychiatric problems.

Low self-esteem, anxiety and

mental disorders are some of these effects. Poor
person loses his self-esteem due to lack of appropriate
standing within the community, and therefore placed
at risk for mental disorders.

secondary education as human capital

rate in
Has a

Represents the gross enrollment

significant and positive effect on life expectancy as
an indicator of economic health in middle-income
countries are selected. With the increase in the gross
enrollment rate in secondary education, the quality of
the labor force has increased, leading to greater
efficiency and productivity of the workforce and the
resulting increase in life expectancy. Different ideas
about the relationship between education and health
as the indicator of human capital there. Sarjen test
statistic from a distribution with degrees of freedom
equal to the number of constraints is higher than
specified, the null hypothesis that the residuals are
correlated with instrumental variables denies. Based
on the results of the test instrument parameters used
in the model are valid. The results confirmed the
validity of the interpretation.

Determining factor in the model shows that over

forty percent changes indicator of economic health
(life expectancy) in selected middle-income countries
is explained by the independent variables.

5

. Offers

Based on the results of this paper is to improve
the quality of governance impact on the
economy, health (life expectancy), the following
suggestions are offered:

Enhance the quality of regulation and consumer
satisfaction.

Avoid increasing health care costs due to
advances in technology and service coverage.

VIRTUS

Raising the share of government and public
health insurance fund.

Adopt policies to increase life expectancy and

improve the health of communities of ways,

including:

e Increase the efficiency of government
spending on health care;

e  Equitable distribution of health facilities
and services;

e  Greater use of new technologies in health
systems;

e  Greater access to health services for all
groups in society;

e  Raising the state's share in financing health
insurance and the public;

e  Create a fair field of financial participation
in the financing of the health system.
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Table 1. The results of panel unit root test in selected countries during 2002-2011 period

Results | The P-Value of IPS Test by One Difference The P-Value of IPS Test Variables
lo - 0.0000 LE
Iy 0.0000 0.5093 LGDP
Iy 0.0000 0.1222 GG
lo - 0.0000 INF
Iy 0.0000 0.3777 EN

Source: calculated by EVEIWS.7 software

Table 2. Results of estimation the impact of Regulatory Quality on Health Economics (life expectancy) by using
GLS method in middle-income selected countries

Dependent Variables: Life Expectancy

Independent Variables Coefficients T-Statistic
C 72.57366 83.41135

LGDP (-1.006161) (-12.89464)
GG 0.273040 9.121731

INF (-0.045676) (-6.838138)
EN 0.112120 8.709841

R-Squared 0.454138

D.W 0.208590

Included Observations 159

F(21,133) 350.108373

P-Value 1.0000

Source: calculated by EVEIWS.7 software.

Table 3. Results of estimation the impact of Regulatory Quality on Health Economics (life expectancy) by using
GMM method in middle-income selected countries

Dependent Variable: Life Expectancy
Independent Coefficients T-Statistic
Variables
LE(-1) 0.997521 244.7776
LGDP (-0.077546) (-3.16466)
GG 0.009820 3.947515
INF (-0.001676) (-4.985795)
EN 0.001984 3.891221
J-Statistic 20.85528

Source: calculated by EVEIWS.7 software.

* J-statistic means the Sarjen statistic used to test the correlation between the residuals and instrumental variables.
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