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Inclusive growth in Africa: Do fiscal measures
matter?

Suleiman 0. Mamman?, Kazi Sohag® and Attahir B. Abubakar?*

Abstract: In recent times, Africa has experienced remarkable economic growth;
nonetheless, this advancement remains far from being considered inclusive, given
the persistently high levels of poverty and income inequality across the continent.
To this end, this study investigates the role of fiscal policy measures on inclusive
growth using absolute and relative pro-poor measures of growth. The study utilizes
panel data from 48 African countries spanning the period 1996 to 2020 and
employs the Panel System Generalized Method of Moments (GMM) technique for
analysis. Estimation results reveal a concerning trend where public debt service
exacerbates both poverty and income inequality, underscoring the adverse conse-
quences of mounting public debt pressures in the region. Interestingly, while gov-
ernment expenditure reduces inequality and worsens poverty, an increase in
taxation reduces poverty but worsens income inequality. Further, an increase in
taxation negatively affects the income shares of the bottom and middle-income
groups while the top-income groups benefit. The findings of this study have sig-
nificant policy implications for improving inclusive growth in the continent.

Subjects: Development Studies; Development Policy; Economics and Development;
Regional Development; Sustainable Development; Political Economy; Economics

Keywords: inclusive growth; poverty; income inequality; debt service; government
expenditure; taxation; Africa; fiscal policy; sustainable growth

JEL classification: E25; E62; H24; H25; 132

1. Introduction

The concept of inclusive growth has gained attention due to the central place it holds in the
economic development of countries (Aoyagi & Ganelli, 2015; Ngepah, 2017; Ranieri & Ramos, 2013;
Sen, 2014). Several countries pursue inclusive growth policies to eradicate poverty and income
inequality while also fostering long-term development. This becomes critical in a country’s devel-
opment pattern as it entails a sustainable, broad-based, and paced growth process.

This study is motivated by the increased misalignment between economic growth and inclusive
growth (in this case proxied by income inequality and poverty) in Africa. The study also aligns with
some of the Sustainable Development Goals (SDG) of the United Nations that aim to eradicate
poverty and other deprivations. Specifically, the goals are as follows: 1 - “End poverty in all its forms
everywhere” and 10 - “Reduce inequality within and among countries”. According to UNSDG (2021,
2022), COVID-19 has reversed more than four years of progress against poverty. In addition, the
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Figure 1. Poverty and income
inequality in selected African
countries.

Source: World Bank PovcalNet
& World Inequality Database.
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pandemic also widened income inequality between nations in a generation. This is anticipated to
reverse the decline in inequality since the global financial crisis of 2007-2009.

According to the World Economic Forum (2018), countries such as Norway, Iceland,
Luxembourg, and Switzerland have been identified as the leading countries in terms of inclusive
growth (see also Samans et al., 2015, 2017). On the other hand, developing countries such as
Zimbabwe, Malawi, Lesotho, and Mozambique are among the countries with the least inclusive
growth. Most of these countries are in the African continent. Although most African countries have
enjoyed stable economic growth in the decade before COVID-19, this has not translated into
a significant improvement in the economic well-being of the populace, with poverty and inequality
still being a key challenge (see Figure 1). Effectively addressing the state of poverty in the region
has remained challenging because the sectors responsible for inclusive economic growth are
impeded by wage disparities and insufficient skilled labour (Mutiiria et al., 2020).

Heshmati et al. (2019) noted that the growing income disparity between the rich and the poor,
both between and within countries, has heightened the need to better understand the underlying
causes of inequality and develop policy initiatives capable of effectively addressing the income
gap. In addition, unchecked income disparities can erode a country’s comparative advantage,
causing political and social unrest (Stiglitz, 2012, 2016). Furthermore, widening inequality can
weaken consumption levels in a way that sees those at the top spend a smaller percentage of
their income than poorer segments of society Stiglitz (2016). Income inequality could constrain the
poor and vulnerable from accessing opportunities that drive growth. Concerning this, Nolan et al.
(2012) echoed that income inequality is not healthy and could inhibit long-term growth. In
addition, a significant income gap between the rich and the poor can make it difficult for the
poor to access adequate educational and medical opportunities (Neckerman & Torche, 2007).
Improved education and medical services are key to achieving more productivity, therefore, any
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distortion to aggregate productivity may limit the long-term economic progress of a country. Fiscal
policy tools in the form of expenditures and taxes can be employed to address income inequality.
For instance, Stiglitz (2016) demonstrates that based on a country’s growth pattern, welfare
system, and level of fiscal constraint, the government can use a variety of fiscal policies, including
tax and benefit systems, to reduce inequality and the negative consequences of that inequality.

Given the foregoing, this study sets out to determine the impact of fiscal measures on inclusive
growth in Africa. More specifically, the study examines the impact across the socio-economic
indicators of poverty and inequality. Given that inclusive growth is thought to be pro-poor, previous
studies on inclusive growth looked at the use of economic indicators in determining inclusive
growth. These include per capita GDP (Amponsah et al., 2021; Anand et al, 2013; Qyinlola &
Adedeji, 2021; Qyinlola et al., 2020; Tella & Alimi, 2016), and employment growth (Ianchovichina &
Lundstrém, 2009). In contrast to prior studies (Aslam & Farooqg, 2019; Aslam & Shabbir, 2019;
Aslam et al., 2021; Ghouse et al., 2022; Nchake & Shuaibu, 2022; Oyinlola & Adedeji, 2021; Qyinlola
et al.,, 2020; Zulfigar et al., 2016), this study employs a disaggregated measure of inclusive growth.
This approach is adopted for two primary reasons: firstly, to mitigate the potential bias that may
arise from aggregating variables, and secondly, to assess the individual responsiveness of each
component of inclusive growth to fiscal measures. This disaggregated measure is particularly
useful in cases where the government aims to address issues sequentially. The study further
considered the use of various fiscal policy measures not relying only on tax but also on govern-
ment domestic spending and debt servicing. In addition, the dynamic effect of these fiscal
measures on the distribution of income was examined.

The findings of the study indicate that government expenditure has the effect of reducing
inequality and impairing poverty. Conversely, a rise in taxation has the consequence of reducing
poverty but exacerbating income inequality. In the prior scenario, it is posited that government
expenditure tends to exhibit an inclination for unproductive or regressive distribution such as debt
service. Additionally, it is suggested that this expenditure may potentially contribute to inflationary
pressures, thereby limiting its ability to enhance the living conditions of poor people or fulfil their
fundamental requirements. However, in the latter scenario, the observed effect could be attributed
to the increased tax-to-GDP ratio, particularly when it surpasses the threshold level of 15% set by
the World Bank. This phenomenon is commonly observed in many African countries and is believed
to have a positive impact on welfare by providing additional resources for social development.
Considering the income group model, the study observed that debt servicing increases the income
of the top earners while decreasing the income of the lowest earners. This could be attributed to
the fact that all income groups are taxed, but in some cases, the top class receive a rebate
because they are often the government’s fund lenders. In addition, it was observed that govern-
ment expenditure has a positive impact on the Top 1% and Top 10% income groups, but
a negative impact on the middle 40 and bottom 50 income groups. It is however important to
state that these findings are limited to the observed relationship for African countries; conse-
quently, generalization of the findings should be pursued with caution.

2. Literature review

Several approaches to inclusive growth have been identified in the literature. These approaches
include the World Bank approach, the Asian Development Bank’s approach, the OECD approach,
and the UNDP approach among others. The World Bank approach could be identified with the work
of Ianchovichina and Lundstrom (2009). The World Bank defines inclusive growth as growth that is
paced and broad-based across all sectors of the economy, with most of the country’s labour force
making substantial contributions. On the other hand, the Asian Development Bank’s approach (Ali
& Son, 2007; Asian Development Bank, 2011; Rauniyar & Kanbur, 2010a, 2010b) sees inclusive
growth as growth accompanied by equity and fairness as well as providing economic opportunities
for all (Asian Development Bank, 2011). However, the approach is argued to render inclusive
growth analytics unworkable because it requires determining how everyone contributed to such
growth (Ngepah, 2017). The OECD (2014, 2016) approach is based on three broad pillars:
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multidimensionality, distributional considerations, and policy impact. The multidimensionality
pillar asserts looking beyond the traditional growth measures of GDP-based, and GDP per capita-
based linked welfare to include additional important dimensions of people’s well-being that
promote their productive capacity in the economy and society, such as social relations and
happiness. The distributional pillar also necessitates analyses of distribution that consider the
distributions of multidimensional well-being beyond income (per capita). The UNDP approach
(Hirvay, 2011; Kjeller-Hansen & Lindbjerg Sperling, 2020) demonstrates that growth is inclusive if
it occurs in sectors that employ the vulnerable and poor it notes that increasing returns to labour
is, therefore, a process that benefits the poor.

Kireyev and Chen (2017) provide a framework for evaluating inclusive growth based on the
decomposition of the change in poverty into growth, distribution, and decile effects, which can be
obtained using distributive analysis. Similarly, Anand et al. (2013) proposed a strategy that centres
on the social opportunity created by social welfare. This requires not only income redistribution but
also access to resources and opportunity equity. In addition, McKinley (2010) identified three
strands of measures, including poverty and inequality measures (horizontal (share of the popula-
tion below the set poverty target level) and vertical (Gini coefficient and income share of the
poorest 60% of the population)).

This study relies on the premise of fiscal policy theory and assumes that it serves as a stability
policy for achieving economic stability. For instance, the traditional Keynesian fiscal policy was
designed to stimulate aggregate demand and subsequently boost aggregate output. In this
regard, Tanzi and Zee (1997) points out that modern monetary and fiscal policy transcends
stabilization into income redistribution as well as resource reallocation. This is supported by
Gavin and Hausmann (1998) who argue that low fiscal deficits promote economic growth by
lowering the likelihood of a financial crisis. Also, Gupta et al. (2002) and Li and Sarte (2004)
contend that personal income tax progressivity programs could be implemented as a strategy
for improving equity.

A fiscal system could be in the form of government spending or a tax system, all of which have
implications for inclusive growth. Studies such as Mutiu Abimbola Oyinlola and Adedeji (2021) and
Whajah et al. (2019) found that the size of the government, measured by government expenditure,
has a substantial effect on inclusive growth. Similarly, Kneller et al. (1999) argued that distorting
tax systems can impede growth because an efficient and equitable tax system is a crucial
component of a growth-promoting strategy. According to Mckay (2002), fiscal policy measures
are an important tool for governments to influence income distribution and poverty, but the
relationships between fiscal policy and poverty are not well understood. For instance,
Gunasinghe et al. (2021) and Muinelo-Gallo and Miranda Lescano (2022) found evidence of
a trade-off between efficiency and equity, noting that increasing redistributive spending reduces
income inequality while slowing economic growth. According to these studies, a direct tax would
be an effective means of reducing income inequality. On the other hand, reduced non-
redistributive spending could promote both efficiency and equity objectives, especially in countries
with structural budget deficits.

A handful of empirical studies have attempted to identify determinants of pro-poor growth
(Kakwani et al., 2003; Ravallion, 2004; Siwar et al.,, 2021) and inclusive growth. Along this line,
Aoyagi and Ganelli (2015) observed that redistributive fiscal policy and monetary policies are
effective at fostering inclusive growth. Also, Amponsah et al. (2021) found the impact of govern-
ment spending on inclusive growth varies based on informality and financial inclusion. Mutiu
Abimbola Oyinlola and Adedeji (2021) point out that both aggregate and disaggregated taxes
have no significant impact on inclusive growth. However, evidence suggests that all aspects of
governance have an impact on inclusive growth. For instance, Satrio et al. (2019) establish that
government spending on education and health has a positive and significant impact on inclusive
growth, whereas RGDP has a positive but insignificant impact. Similarly, Alekhina and Ganelli
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(2020) find that fiscal redistribution, female labour force participation, productivity growth, FDI
inflows, digitalization, and savings contribute significantly to inclusive growth. In line with this,
Ofori and Asongu (2021) emphasize the importance of FDI and ICT diffusion in promoting inclusive
growth. It was also discovered that poorer people benefit more from infrastructure than rich
people, indicating that infrastructure plays an important role in income distribution (Mutiiria
et al., 2020).

3. Methodology

This study follows the lead of Chenery et al. (1974) and Shorrocks et al. (1976) who advocate
poverty reduction through income redistribution. This aligns with Li and Sarte (2004) who
suggest that the change in progressiveness has a significant impact on income inequality.
Similarly, McKinley’s (2010) method identified three strands of measures of inclusive growth
which include poverty and inequality measures. Likewise, this study utilizes the percentile
measure of inequality to determine the fiscal sensitivity of each quartile measure of
inequality.

The functional model is given as.

IG = f(fps) 1)

Where IG is the inclusive growth measure. FPS is the fiscal policy measure (tax to GDP ratio, debt
service, and government expenditure). The model controls other factors such as GDP, Institutional
quality, Remittance, and ICT. Hence, the extended empirical model takes the form of:

IG = f(fps, Inst,gov, gdp,rem, ICT) (2)

North (1990) argues the significance of institutional quality in guaranteeing efficiency, hence its
inclusion in the model. Through the efficient allocation of resources and economic liberty, the
institutionalization of good governance practices stimulates economic growth, promotes income
redistribution, and tackles income equality (Acemoglu et al., 2006). The role of governance in
enhancing resource mobilization and inclusive growth cannot be overstated. Indeed, the SSA has
made some progress in governance as evidenced by the peaceful transition of power in its
member countries (Oyinlola et al, 2020). Benmamoun and Lehnert (2013) and Cazachevici
et al. (2020) found evidence that international remittances boost economic growth, and this
could also influence poverty. Alekhina and Ganelli (2020) and Ofori and Asongu (2021) identify
information and communication technology (ICT) and digitalization as significant drivers for
inclusive growth.

3.1. Estimation technique

This study employs the System Generalized Method of Moments estimator for analysis due to
potential endogeneity in the model. The system GMM estimator combines moment conditions
for the model in first differences with moment conditions for the model in levels to deal with
endogeneity. The GMM estimator accounts for the dependent variable’s persistent nature, the
omitted variable problem, measurement error, reverse causality, and cross-sectional hetero-
geneity (Arellano & Bond, 1991; Arellano & Bover, 1995; Blundell & Bond, 1998; Roodman,
2009). When the number of cross-sections is greater than the number of periods (N > T), the
GMM estimator is efficient. The Hansen test of overidentification restrictions is used to test the
overall validity of the instruments and the Arellano-Bond second-order serial correlation test is
used to assess the consistency of the estimated model (Roodman, 2009). The two-step system
GMM was used in this study. The panel model specification of the empirical model is presented
as follows:

IGt = a;j + ﬂoIGit—l + ﬂldEbt,'t + prgovie + pstaxi + fulic + €i (3)
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Table 1. Data description

Variable Description Source
Pov Share of the population in extreme World Bank PovcalNet
poverty
Gini Gini-coefficient measure of inequality which World Inequality Database
ranges from 0 to 1.

Topl Share of income of the top 1% in

a country.
Top10 Share of income of the top 10% in

a country.
Mid40 Share of income of the middle 40% in

a country.
Bot50 Share of income of the bottom 50% in

a country.
tax Tax to GDP ratio
Debts Debt service on external debt (US $) World Development Indicators
Gov. General government final consumption

expenditure (% of GDP)

IQ A Principal component of world

governance indicators (includes voice &
accountability, political stability,
government effectiveness, rule of law,
and control of corruption)

remit Remittances from citizens abroad (US $)
ICT Individuals using the Internet (% of the
population)

Where Z; is a vector of control variables that includes Institution, Remittance, and ICT, ¢;; is
the white noise error term. Given that different measures of inclusive growth are adopted, IG;
is given as Poverty, Gini coefficient, and Income distribution, all to be estimated in separate
models.

3.2. Data and sources
Table 1 presents a detailed description of the data used in the study. Based on data availability, the
study covers the period 1996 to 2020.

4. Empirical results and discussion

This section presents the estimated result and the discussion of the findings. Table 2 reports the
descriptive statistics for the variables used in the study. Table 2 reveals that Africa has suffered
from extreme poverty and income inequality. A maximum poverty level of over 95% of the
population is observed, while the most extreme case of income inequality is a Gini coefficient
score of 0.84.

The Table further shows that the average level of income inequality score (Gini) in the region is
0.62 with an average poverty incidence of about 40% of the population. This underscores the
enormity of the development challenges in Africa hence the need for quick and effective policy
actions.

4.1. Fiscal measures and poverty in Africa

Table 3 reports the poverty model estimates. Model 1 of the equation shows the relationship
between poverty and debt servicing. Here, debt servicing increases poverty indicating
a significant adverse effect on the poor across all models. This could be due to channelling
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Table 2. Descriptive statistics

Variable Obs Mean Std. Dev. Min Max
pov 1,185 40.00 25.11 0.13 95.29
gini 1,272 0.62 0.06 0.49 0.84
Topl 1,272 0.17 0.05 0.09 0.64
Top10 1,272 0.51 0.07 0.38 0.80
mid40 1,272 0.36 0.04 0.15 0.43
bot50 1,272 0.12 0.03 0.05 0.19
IQ 1,324 0.00 2.19 -6.26 5.52
debts 1,189 0.59 1.14 -7.16 4.09
remit 1,086 18.57 2.24 9.35 2411
ICT 1,262 10.30 15.44 0.00 84.12

Source: Author’s computation from sourced data.

resources that could be used for social development towards debt servicing, thereby increas-
ing the vulnerability of the poor. The effect could be compounded by the fact that Africa’s
debt is largely external, hence the debt service payment is largely to creditors outside the
African economies. More so, according to ONE (n.d.), African countries accumulated a total
external debt of US$644.9 billion as of the year 2021. Furthermore, it is projected that these
countries will be obligated to make external debt service payments amounting to about US
$68.9 billion in the year 2023. The report additionally indicates that a total of 21 African
countries with low-income status are currently experiencing or at risk of debt distress. This
signifies that the countries encounter challenges in fulfilling their debt obligations or are
anticipated to encounter such challenges in the immediate future. Fitch Ratings (2022)
projected that the combined external debt service burden of countries it rates in sub-
Saharan Africa (excluding South Africa) is expected to rise from 2023 through 2025.
Furthermore, this burden is expected to remain notably higher than the average level
observed from 2019 to 2021. This implies that enormous resources that could be used for
poverty reduction measures could be directed towards external debt servicing. The negative
effect of external debt servicing is likely to be higher than internal debt because external debt
servicing transfers resources out of the economy. Consequently, the worsening effect of
public debt service on poverty could be attributed to the significant external debt burden of
African countries.

Model 2 shows the relationship between poverty and government expenditure. Government
expenditure is found to have a positive and significant impact on poverty. The worsening
effect could be based on two factors. Firstly, as argued by Millsap (2021), government
spending, if not properly managed could be inflationary and reduce the real purchasing
power of the poor. Inflation’s transmission effect could be considered strong because it
affects consumption patterns as the poor have a high marginal propensity to consume.
Secondly, it is observed that government spending in Africa is largely skewed towards
recurrent expenditure. Model 3 presents the impact of the tax-to-GDP ratio on poverty. The
result reveals a reducing effect of taxation on poverty. Gaspar et al. (2016) and Raul and
Bernard (2018) infer that the incidence of poverty in countries with low tax-to-GDP ratios is
relatively higher. The studies argued that an increase in tax to GDP ratio especially above the
threshold level of 15% benchmark may be welfare improvement as this will provide additional
resources for social development. A cursory view of Figure 2 reveals that the average tax-to-
GDP ratio of the sample African countries is below the 15% threshold level. This probably
explains why the reduction effect of an increase in taxation on poverty is only significant at
a 10% level.
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Table 3. Inclusive growth (poverty)

VARIABLES modell model2 model3
Pov(-1) 0.391*** 0.733*** 0.714***
(0.0596) (0.0404) (0.0585)
debts 2.830%**
(0.604)
expd 0.372%*
(0.130)
taxtogdp -0.340*
(0.201)
IQ —3.881*** -1.249* -0.907
(0.813) (0.668) (1.246)
internet -0.328*** —0.195*** -0.119*
(0.0837) (0.0503) (0.0619)
remit -0.209 0.0257 -0.423
(0.334) (0.296) (0.447)
gdp -0.850 -0.123 0.132
(0.637) (0.575) (0.516)
Constant 48.12%** 7.471 21.14%
(12.94) (10.63) (9.846)
AR2! 0.2 0.16 0.08
Hansen 0.62 0.36 0.40
Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1.
DV:Poverty.
Figure 2. Relationship between
poverty and tax-to-GDP ratio in
Africa. &
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Figure 3. Relationship between
Gini and tax-to-GDP ratio in
Africa.

An improvement in institutional quality is found to reduce poverty thereby underscoring the role of
good governance in poverty eradication. As noted by Acemoglu et al. (2006), institutions play a key role
in the development process as well as poverty reduction. An increase in internet usage is also found to
reduce poverty. This implies that as economies transit to a digital economy, they may incur less
processing costs and access to information usage. It could also indirectly have a positive effect by
increasing national income and by extension a reduction in poverty. Mora-Rivera and Garcia-Mora (2021)
established that ICT is more likely to reduce poverty in households with internet access than in those
without it. Although other control factors such as GDP and remittance largely have the a priori expected
signs, the effects are statistically insignificant. This also aligns with the study of Aslam and Shabbir
(2019) and Ghouse et al. (2022) that an increase in digitalization could spur inclusive growth The
insignificant effect of GDP expansion is not surprising considering that the GDP of African economies
have been expanding, with poverty also exhibiting an upward trend.

4.2. Fiscal measures and income inequality in Africa

Table 4 reports the estimates of the inequality model. From model 1, the study observes that
debt service has a significant positive effect on income inequality. A rationale for this finding
could be that in terms of debt servicing, the government mostly borrows from the rich
(especially in the case of internal debt). To service the debt, both the poor and rich are taxed
with the ultimate payment going to the rich. This could explain how debt servicing widens the
inequality gap. This finding is corroborated by the result of the income shares model presented
in Table 5 where debt servicing is found to increase the income shares of the top 1%- and
10%-income groups but decrease the income shares of the middle 40% and bottom 50%
income groups. As indicated in the report of the Africa Policy Research Institute (n.d.),
a substantial proportion (about 75% since 2011) of debt service paid by sub-Saharan African
countries is to private bondholders and commercial lenders. This is likely to increase the
income of the high-income groups, especially for the domestic lenders, thereby widening
inequality. Further, an increase in government expenditure is revealed to reduce income
inequality. This aligns with the findings of Akgun et al. (2018). Government expenditure has
the potential to mitigate income inequality through the provision of public goods and services
that disproportionately benefit individuals with lower socioeconomic status, such as education,
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Table 4. Inclusive growth (Gini)

VARIABLES modell model2 model3
gini(-1) 1.080*** 1121+ 0.960***
(0.0241) (0.0210) (0.0582)
debts 0.00225***
(0.000812)
expd -0.00105***
(0.000358)
taxtogdp 0.00116*
(0.000694)
1Q -0.00377*** 8.86e-05 -0.00845**
(0.00106) (0.00128) (0.00368)
internet 0.000203** 0.000168** 0.000338**
(8.37e-05) (8.08e-05) (0.000136)
remit —0.000709* -0.000707* -0.00121
(0.000398) (0.000430) (0.000739)
gdp 0.00266*** 0.00115 0.00355***
(0.000674) (0.00116) (0.00118)
Constant -0.101*** -0.0750** -0.0570
(0.0173) (0.0314) (0.0385)
AR2 0.58 0.23 0.32
Hansen 0.20 0.16 0.51
Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.
DV: Gini.

healthcare, and social protection. These expenditures have the potential to enhance the
productivity and income levels of individuals with lower socioeconomic status, thereby mitigat-
ing the income gap between rich and poor groups.

Interestingly, an increase in taxation is revealed to increase income inequality. Though this
effect is significant at 10%, the finding is reinforced by the income shares model result
presented in Table 5 with taxation having a positive effect on the income shares of the top
1%- and 10%-income groups, but a negative effect on the income shares of the middle 40
and bottom 50 income groups. In addition, the scatterplot of income inequality against the
tax-to-GDP ratio, presented in Figure 3, reveals that countries with a high tax-to-GDP ratio
have higher income inequality as observed in Namibia, Botswana, Lesotho, and Eswatini. This
reinforces the earlier finding of a worsening effect of taxation on income inequality in the
region.

An improvement in institutional quality reduces income inequality. This illustrates the
significant role of good governance in achieving redistribution of resources. This is found to
be consistent with the income share estimates (see Table 5) where institutional quality is
observed to reduce the shares of the top 1 and top 10 income groups but increases the
income shares of the middle 40 and bottom 50 categories. GDP expansion is found to worsen
income inequality in the region. This illustrates that the effect of economic prosperity might
be beneficial for some while leaving others behind. Remittances were observed to reduce
income inequality, though the effect is not strongly significant. This could signify that those
at the bottom of the economic ladder are probably the main beneficiaries of remittance
flows.
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Table 5. Income shares and fiscal measures

VARIABLES modell model2 model3 model4
L.Topl 0.822***
(0.0504)
L.Topl0 1.086***
(0.0419)
L.mid40 1.028**
(0.0502)
L.bot50 1.060***
(0.0394)
taxtogdp 0.00129 0.00152** -0.00107* —0.000837***
(0.000976) (0.000677) (0.000641) (0.000290)
|debtsev 0.00626*** 0.00351*** -0.00279*** —-0.00100**
(0.000655) (0.00125) (0.000865) (0.000435)
ggep 0.00134*** —0.00248*** 0.00187*** 0.00102***
(0.000444) (0.000900) (0.000507) (0.000319)
instil —0.00825 —0.00607 0.00407 0.00354**
(0.00509) (0.00413) (0.00300) (0.00147)
internet —0.000118 0.000331* -0.000211** —0.000164***
(0.000170) (0.000165) (0.000105) (5.65e-05)
lremit -0.00183* 0.000279 6.60e-05 0.000270
(0.000994) (0.000738) (0.000593) (0.000286)
lgdp 0.00188 —0.000457 0.000725 0.000106
(0.00242) (0.00141) (0.000839) (0.000571)
Constant -0.0212 -0.0301 -0.0368 -0.0149
(0.0546) (0.0509) (0.0225) (0.0142)
AR2 0.55 0.81 0.89 0.06
Hansen 0.65 0.3 0.42 0.22

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1

5. Conclusion

The study adds to the literature on the role of fiscal policy measures in achieving inclusive
growth in Africa. The model estimates show that while an increase in public debt servicing and
government expenditure worsens poverty, an increase in taxation is beneficial for poverty
reduction. In terms of income inequality, public debt servicing and taxation increase inequality,
while government expenditure reduces it. An implication of these findings is the constraining
effect of debt service payments on the fiscal space of African countries which could translate
into lesser resources for poverty reduction measures. Further, debt servicing (especially for
internal debt) could increase the income shares of the rich (who own the government bonds)
thereby worsening inequality levels. The stimulating effect of taxation on inequality points to the
ineffectiveness of the tax systems in the region, hence the need for an overhaul of the existing
system. Other factors that reduce poverty include internet penetration and the improvement of
institutional quality. In addition, an increase in remittance inflow and an improvement in
institutional quality improve inequality in the region.

Consequent to these findings, the study highlights the potential of fiscal policy measures in achieving
inclusive growth; however, careful design and implementation should be based on the dynamics of each
country. Thus, to achieve more inclusive growth, the study recommends the need to review government
expenditure in the region by paying more attention to poverty alleviation and social welfare schemes.
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Further, public debt accumulation needs to be pursued with caution to avoid the worsening effect of huge
debt servicing on poverty and inequality. In addition, pursuing debt relief could help reduce the current

debt service burden of African countries.
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