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Abstract  

The objective of the study is to examine the nexus between economic growth and quality of life in 

Ethiopia by using annual   time series data over the period 1990-2020 which obtained from 

World Bank National Bank of Ethiopia Central statistics Agency and National planning& 

Economic development commission to achieve the stated objective of the study. The researcher 

used Per Capita Growth Domestic Product as independent variable and privet consumption 

which peroxides Quality of life, Growth Enrollment ratio, Urbanization Rate, growth Capital 

Formation and labor force participation Rate are as the dependent variables. 

 The study applied autoregressive distributed lag (ARDL) approach to examine the nexus among 

the stated variable. Granger causality test approach was applied to examine the directions of 

causality between variables. From the result of Auto Regressive Distributive Lag, there is 

positive association between Per Capita Growth Domestic Product and Quality Of Life as well 

as positive association and statistically significant between Per Capita Growth Domestic 

Product and Urbanization Rate and Negative association between Per Capita Growth Domestic 

Product and Growth Enrollment ratio Bounds co integration test shows that there is significant 

relationship between Per capital Growth Domestic product and Quality of Life in the short and 

long run. Error correction model also identified the last period deviation from long run 

Equilibrium is highly adjustable because CointEq(-1)* -0.962545. Based on the result of the 

study 

Key words: Economic growth, Quality of life, Autoregressive Distributed Lag 
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CHAPTER ONE:  INTRODUCTION 

1.1. Background of the Study 

Quality of life (QOL) is a ubiquitous concept that has different philosophical, political and 

health-related definitions. (Fallowfield, 2009) There is a very wide range of definitions and 

interpretations of QOL - over 100 definitions according to Schalock. (Galloway et al, 2006) 

When we analyze scientific papers over the past 20 years shows that a precise, clear and shared 

definition is a long way off. Often researchers don't even attempt to define the concept, using it 

instead as an indicator.( IESE Business School Contributor, 2013) Among the observations made 

about "quality of life" is that it encompasses: - How an individual measures the ‗goodness‘ of 

multiple aspects of their life. These evaluations include one‘s emotional reactions to life 

occurrences, disposition, sense of life fulfillment and satisfaction, and satisfaction with work and 

personal relationships almost 30 years ago, in one of the seminal geographical studies in this 

field. (Diener et al, 1999). - The basis will be the definition of quality that means ―the degree to 

which a set of characteristics meets the demands‖ and the connection of this definition with life 

allows us to perceive quality of life as the degree to which a set of characteristics of human life 

meets the demands placed upon it. (Andráško,2013) 

- The degree to which specified standards of living are met by the objectively verifiable 

Conditions, activities, and activity consequences of an individual‘s life, 

(MADIHABAKHOUCHE,2019).  

QOL is captured in both objective and subjective indicators. Objective indicators are those 

external to the individual and encompass measures of material living levels and their 

components, as well as family life, physical and mental health, work, environment, and so on. 

The measures relate both to circumstances whose increase raises QoL, such as level of nutrition 

or life expectancy, and to ―bad‖, like pollutants and crime, whose increase lowers QoL. 

Subjective measures are self-reports of personal wellbeing, as obtained in surveys of happiness, 

general life satisfaction, prevalence of positive and negative moods, and the like (Wondimu and 

Aklilu, 2000). 
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Conventionally, it could be seems that  due to the growth of Real Growth Domestic Product 

(GDP), the life of society is improved, but it needs prove, to find the magnitude of growth and 

quality of life, different researches have been done on this issue , according to material living 

conditions(2016 ) material resources as the means which can be transformed into well-being in 

accordance with preferences, capabilities, free will and values of a person.in spite of the fact that 

the economic conditions do not reflect Quality of Life(QOL), they can provide a measurement 

framework for the potential of the individuals and households to achieve and ensure their own 

self-defined well-being. It is important to assess dimension of material living standards in this 

wider context and not only in monetary terms. Standard of living of an individual can be stated 

by the means of three different parts income, consumption and material conditions (Eurostat, 

2015a). Both subjective and objective QOL indicators determine the overall QOL which is the 

reason their importance in QOL assessment. There for the question must be raised here is what is 

happening to consumption, Education, 

The new defined that  Development must therefore be conceived of as a multidimensional 

process involving major changes in social structures, popular attitudes, and national institutions, 

as well as the acceleration of economic growth, the reduction of inequality, and the eradication 

of poverty. Development, in its essence, must represent the whole gamut of change by which an 

entire social system, tuned to the diverse basic needs and evolving aspirations of individuals and 

social groups within that system, moves away from a condition of life widely perceived as 

unsatisfactory toward a situation or condition of life regarded as materially and spiritually better. 

No one has identified the human goals of economic development as well (Murgaš and Böhm, 

2015). 

According to the African Development Bank Group (2010) Ethiopia is experiencing a fast 

economic growth with a real GDP growth at or near double digit in recent years since 2003/04 

and it is higher than the continent wide average. The country has consistently outperformed most 

other countries in Africa and expanded much faster than the continent-wide average. Real GDP 

growth averaged 11.2% per annum during the 2003/04 and 2008/09 period, placing Ethiopia 

among the top performing economies in Sub-Sahara Africa. This growth performance is well in 

excess of the population growth rate and the 7 percent rate required for attaining the millennium 
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development goals (MDG) of halving poverty by 2015 (Dercon, Hoddinott and Woldehanna, 

2012).Therefore, Policies designed to bring economics growth needs to take into account that the 

ultimate goal that people need is not the mere production but wellbeing improvement. It is 

fundamental to know whether economic growth is resulting approximately equal improvement in 

the quality of life or not. Generally the focal point of this study is that is really economic growth 

matter quality of life?  
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1.2.  Statement of the problem  

Income per head increased in most nations during the last half of the 20
th 

century, but was this 

growth in wealth accompanied by rising happiness? Richard Easterlin claims it has not. In a 

seminal paper entitled 'Does economic growth improve the human lot?' he argues that happiness 

remained at the same level in the US between 1946 and 1974, in spite of a doubling in income 

per head over that period (Easterlin 1974). In later papers Easterlin showed that this pattern 

persisted in the US and that it also appears in other countries (Easterlin 1995, 2004). This 

position has come to be known as the 'Easterlin paradox' and is generally taken as a fact, (Ruut 

Veenhoven, 2006 

In Ethiopia sustained economic growth recorded over the last 15 years according to the report of 

national Bank of Ethiopian, the Ethiopian economy has recorded 9 per cent growth in 2018/19, 

however it is an important to analysis the magnitude of growth with relation quality of life in 

macro levee & happiness of individuals at micro level and or empirically tested and 

understanding of Ethiopian economy and wellbeing of the society is essential to improve the 

Ethiopian quality of life. Given the economy is rising, what ultimately matters to the people is, 

the rising economy has to be reflected in the form of quality life, the wellbeing. There is a need 

for a detail study and analysis on the relationship between economic growth and QOL, the way 

on how economic growth influences the wellbeing of the society (Dercon, 2006). 

Quality of life can be affected by various; variable such as, time geography {environmental 

demonstration} and income. Here, for this study status or level of growth is the dominant In the 

Ethiopian context, quality of life is related with the state of individuals' life to do with having 

economic security (having their own source of income) to satisfying their needs and wants. The 

study by Aklilu and Dessalegne (2000) indicates that wellbeing has to do with having farmland, 

cattle, farm implements and a house in rural settings. It is having some job or business (some 

income) in the urban setting. Hence, those without land, ox/cattle, or income are poor and their 

wellbeing is in jeopardy 

Conventionally it seems that Economic growth is the fortune for the society, this thinking might 

be works immediately in post-world war the 2
nd

 in some countries that follow socialism & 
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communism ideology. But currently in modern world this thinking is an illusion even, because 

the nexus of quality of life is determined mainly by institution& externality, According to Paris 

and Wiesbaden (2010) GDP does not capture all the aspects of human life. It has many flaws and 

gaps as an indicator of material wellbeing (Veenhoven and Hagerty, 2006).. 

Consequently, there is no well-established relationship between PCGDP and QOL. In most 

definitions and measurements of QOL, even if PCGDP is considered as one variable among the 

determinants of QOL, empirical, studies show mixed results on the impact of PCGDP on QOL. It 

is common for studies based on time serious analysis and for countries at different levels of 

development confirm this (Georgiou and Hancock, 2009).  

The quality of life indicators covers eight domains: health, work–life balance, education, social 

connections, personal security, civic engagement and governance, environment and subjective 

well-being. 

Hence, for a rising economy to be transferred to the improvement into the quality of life it needs 

the concerned body to have a detail knowledge and understanding on the relationship between 

economic growth and quality of life. According to Esubale Asmarew (2013) in the model the 

role of consumption expenditure /proxy of Quality Of life /, education enrolment, and 

urbanization are found significantly and positively influence economic growth. Hence, it also 

calls for to place much investment on these variables to make better the economy. It is important 

to consider that the aggregate indices could be sometimes deceptive particularly in cases when 

there are large differences between social groups and households. 

Economic performance can be improved significantly when the ratio of public expenditure on 

health services to GDP increases and when secondary school enrolment improves. Holding other 

things constant, a one percent change in health (peroxide by the ratio of public health 

expenditure to real GDP) brought 0.5929 percent change in real GDP. Next to health, education 

has significant long run impact on the Ethiopian economy .A one percent increase in secondary 

school enrolment has resulted in 0.5096 percent change in real GDP per capita (Kidane Mariam 

Gidey Gebrehiwot, 2014).  
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Other researchers examined the nexuses of Quality of life and Economic growth by using 

development indicator variables such as Education enrollment, health, Real Growth Domestic 

Product and Geographic Distribution in local or aggregate level economic growth in Ethiopia 

from different perspective. For example, among the aggregate level studies Esubalew (2013) 

studied Nexus of quality of life and economic growth evidence from Ethiopia but excluded 

production function therefore the researcher included labor force participation rate and Growth 

Capital Formation, because these variables are the best indicator of Economic performance  

Also according to Article in Easterlin paradox interpretation (2013) the only restraint on 

consumption results from the degree of satiety, which grows gradually with the increase of 

wealth without ever being fully sated. a demand for sophisticated and complicated good and 

service the non-satiety result doesn‘t applicable for the consumer whose demand for basic need 

such as health service Education residence Energy and Food Security.  

Therefore the researcher fill the gap by taking the data of Economic &social determinant to 

analyze the relation of Quality of life &PCGDP  

1.3.  Research Question  

This study was answered the following questions. 

 What is the relationship between Quality of life and Economic growth in Ethiopia? 

 What is causality direction between economic growth and quality of life in Ethiopia? 

 What the trend of Quality of life and Per capita income Growth Domestic Product in 

Ethiopia? 
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     1.4. Objective of the study 

    1.4.1. General Objective 

The general objective of the study is to examine the nexus between economic growth and quality 

of life in Ethiopia over the period 1990-2020. 

1.4.2. Specific Objectives 

 To investigate the relationship between Quality of life and Economic growth in Ethiopia. 

 To examine the direction of causality between per capital gross domestic product and 

quality of life in Ethiopia. 

 To analyze the trend of Quality of life and Per capita income Growth Domestic Product in 

Ethiopia  

 

1.5. Significance of the Study 

This research will provides individuals, the scientific understanding of QOL that can guide 

important decisions in life such as where and how to lives also enables an individual to 

understand the precise definition of QOL for the matter of measurement and adding value on the 

life of the society. It will encourages better communication and cooperation between citizens and 

their local government and make the government alert to seek the best option and digging out the 

potential for improving the life of the society. 

It will provide valuable input for policy makers to make informed decisions about EG and QOL 

nexus it will provide the basis for further discussion between the public, policy makers and 

academics. 

1.6. Limitation Scope of the study 

Here, even though so many indicator of quality of life, this study was limited on the variable 

GDP per capital  personal consumption which is proxy for  Quality of Life Gross Enrolment Geo 

Graphic  Distribution labour participation ratio &gross capital formation   which indicates the 

pattern of Economic, socio and geographical Distribution in Ethiopia. To capture the researcher 
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was used Time series data 1990-2020 from secondary source such us World Bank National Bank 

of Ethiopia SSA&MOFED here the researcher limited to objective measurement and or 

quantitative Approach to Analyse Quality Of life. Since happiness Economics generally a new 

issue, specially Quality of Life in Ethiopia in Africa too, there was a problem of exact instrument 

to measure Quality Of life and there also gating structured data was challenging task 

1.7. Organization of the study 

This study is organized into five chapters. Chapter one has already dealt with the introduction 

consisting of background of the study, statement of the problem, research questions, and 

objectives of the study, significance of the study, and scope and limitations of the study Chapter 

two deals with the review of related literature including theoretical and empirical literature 

Chapter three deals with the methodology of the study It consists sources of data, method of data 

collection, method of data analysis and Model specification. Chapter four presents the results and 

discussion Chapter five is about Summary, conclusion and recommendations of the study 
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CHAPTER TWO: LITERATURES REVIEW 

2.1. Definitions and Discussion of Different concept 

Quality of life the degree which an individual is healthy comfortable and able to participate in or 

enjoy life events within the arena of health care. 

Economic growth is an increase of production of Economic good and service compered from one 

period of time to another. 

Per capita gross domestic product (PCGDP) GDP per capita is gross domestic product divided 

by midyear population. GDP at purchaser's prices is the sum of gross value added by all resident 

producers in the economy plus any product taxes and minus any subsidies not included in the 

value of the products 

Consumption: refers to the behavior of individuals by which they tries to satisfy their needs and 

wants by having and using varieties of products 

Geographical distributionit is concerned with the level of urbanization and or the number of 

inhabitant in or spread across designated subdivisions of an area  

Labour force participation rate, total (% of total population ages 15-64) (modelled ILO estimate). 

Labour force participation rate is the proportion of the population ages 15-64 that is 

economically active: all people who supply labour for the production of goods and services 

during a specified period.  

Gross capital formation (constant LCU) Gross capital formation (formerly gross domestic 

investment) consists of outlays on additions to the fixed assets of the economy plus net changes 

in the level of inventories. Fixed assets include land improvements (fences, ditches, drains, and 

so on); plant, machinery, and equipment purchases; and the construction of roads, railways, and 

the like, including schools, offices, hospitals, private residential dwellings, and commercial and 

industrial buildings. Inventories are stocks of goods held by firms to meet temporary or 

unexpected fluctuations in production or sales, and "work in progress". According to the 1993 

SNA, net acquisitions of valuables are also considered capital formation. Data are in constant 

local currency. 
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According to Bowling, Brown and Flynn (2004), quality of life is a multi-dimensional and 

amorphous concept that lacks universally accepted definition. It is usually taken as an end in the 

evaluation of policies particularly of health and social care policies. Despite the use of objective 

and subjective indicators in many researches, there is no widely accepted theory or measurement 

of quality of life. They further point out, models used to capture quality of life ranges from needs 

based approaches including elements like deficiency needs and growth needs: learning, mastery 

and self-actualization, to models based on psychological wellbeing, happiness, morale, life 

satisfaction, social expectations or the individual's unique perceptions. Quality of life is thus a 

complex collection of interacting objective and subjective dimensions (Lawton, 1991). 

Veenhoven (2000), on the other hand has, distinguished four categories of quality of life. (i), 

livability of the environment (environmental chances/social capital); (ii), life-ability of the 

individual (personal capacities/psychological capital); (iii), external utility of life (a good life 

must have an aim other than the life itself, or higher values); (iv), inner appreciation of life (inner 

outcomes of life/the perceived quality of the life). For these categories can have a knock on each 

other, makes quality of life is multidimensional and its parts affect each other as well as the sum. 

He further adds quality of life is a dynamic concept, which is made up of both positive and 

negative experiences of life, makes evaluation of life to change over time in response to the 

change(Henderson et al., 1994) 

There is three philosophical approaches to define and determine quality of life. The first 

approach is to define by describing the characteristics of good life directed by normative ideas 

like religion, philosophical or other systems. I.e. For good life to exist, it requires to keep and 

follow the ideas of these systems and ultimately improve quality of life. This approach has 

nothing to do with subjective perception of individuals about their life or objective indicators of 

life(Graham, 2010) 

The second approach is based on satisfaction of preferences. Quality of life here is defined based 

on whether the needs and wants of individuals are satisfied or not with the assumption people 

prefer things that give them more satisfaction. Hence, if individuals are satisfied with their 

desires, with the assumption of limited resources, quality of life is assumed to be improved. This 
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approach to utility or the good life based on people‘s choices undergirds much of modern 

economic thinking(Vega-gordillo, 2003) 

McGillivray and Clarke (2006, p. 4) state that subjective wellbeing (SWB) involves a 

multidimensional evaluation of life, including cognitive judgments of life satisfaction and 

affective evaluations of emotions and moods. Some use the phrase ―subjective wellbeing‖ as a 

synonym for ―happiness‖ but in psychology, happiness is a narrower concept than (SWB). 

Despite the differences, economists have used the terms ―happiness‖ and ―life satisfaction‖ 

interchangeably as measures of subjective wellbeing (Easterlin, 2004). 

2.1.1. Measurements of quality of life 

The same to its definition, measuring quality of life is challenging. There is no single standard 

and generally accepted way of measuring it. It is a tiresome task to measure for it needs the 

overall assessment of wellbeing of the society. Even Cummins (1995) has indicated that, 

interpreting of research studies on subjective wellbeing is hampered by the absence of the gold 

standard measures. 

There are numerous attempts to construct for measuring the quality of life. Different individuals, 

scholars, scientists, as well as institutions both at national and international level and at group 

level have suggested various indices with specific indicators to capture for the quality of life. 

However, the challenging issues for is on how to select for indicators and more seriously on how 

to assign weights for the different indicators a technocratic and unsatisfying device that is 

sometimes used is to resort to expert opinion" (Rogerson et al. 1989; bowling 2001). 

Venhooven (1996) suggests measurement of quality of life has changed and widened from time 

to time. In the first half of 20th century, quality of life was largely measured by the gross 

national product (GNP) related measures, like GDP per head. Yet by the 1960s, the base has 

widened to the broader indicators of quality of life called social indicators Felce& Perry (1997) 

suggests the life domains quality of life should incorporate and agreed by many researchers. In 

their survey of many literatures, they have found the life domains /aspects mentioned can be 

categorized into five under the objective and subjective classification. A) Physical wellbeing sub 

assumes health, fitness, and physical safety. B) Material wellbeing contains income, quality of 
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the living environment, privacy, possession, meals or food etc. C) Social wellbeing includes the 

strength of family relationships and with other relatives. D) Development and activity concerned 

with the possession and use of skills and choice and control of functional activities. E), 

Emotional wellbeing affects mood and satisfaction. In their assessment of an overall model of 

quality of life, they categorize the life domains into the three-element model of quality of life 

where each of the life domains need to be evaluated from objective life conditions, subjective 

feeling of wellbeing and personal values and aspirations on each sub classifications (Fatah, 

Othman and Abdullah, 2012). 

Georgiou (2009) further adds although there appears to be no universal definition of the concept 

of QOL, it is usually measured in terms of ‗objective‘ and ‗subjective‘ indicators (O-QOL and S-

QOL indicators). ―Quality of Life is both objective and subjective, so its measurement should 

include how people think about their lives‖ (Eckersley, 1999, p. Ix While all the above are 

attempts about the measurement of quality of life and are proposed by writers, researchers and 

scholars, there are also attempts by the group of scholars and institutions to measure the quality 

of life by establishing of indexes and get acceptance at the international level. Numerous indices 

attempt to measure the quality of life of individuals using different indicators. The most 

prominent indices among them are the Economist's quality of Life Index, the UN Human 

Development Index, and the quality of Life chapter in the OECD Fact book. These indices utilize 

a range of methodologies and examine diverse components of Quality of Life. In the following 

paragraphs, the study will look for these indices by emphasizing on the indicators each approach 

uses(National Bank of Ethiopia, 2019). 

2.2. Theoretical literatures      

2.2.1. The Economists intelligence unit index 

The Economist Intelligence Unit (EIU) is the research arm of The Economist Group, the 

publisher of The Economist magazine by collecting data from Varity of sources like UN. The 

index is formulated by combining the subjective indicators with the objective determinants of 

quality of life across nations Published by "The Economist" in the year 2005,  
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2.2.2. Human development index    

Initially created by economist MahbubulHaq, followed by economist Amartyasenin , (1990) and 

published by the United Nations Development Program (UNDP) it is the index used to measure 

and compare the level of social and economic development across nations. The breakthrough for 

the HDI is to set a single statistic and measure the level of development among nations. It has the 

minimum and maximum goal points ranges from 0 to 1 for each indicators used. It uses the 

following indicators to measure human development and rank countries accordingly (2005,). 

Life expectancy at birth: number of infant could expect to live if prevailing patterns of age-

specific mortality rates at the time of birth stay the same throughout the infant‘s life. Mean years 

of schooling: average number of years of education received by people ages 25 and older, 

converted from education attainment levels using official durations of each level. Expected years 

of schooling: number of years of schooling that a child of school entrance age can expect to 

receive if prevailing patterns of age-specific enrolment rates persist throughout the child‘s 

life(Myers, 2005:Grandgirardet al,2002) 

Following this brief discussion on the concept of happiness in the Greek world, we can return to 

mainstream economic theory, particularly the neo-classical economic thought. We must bear in 

mind that the dichotomy between subjectivism and objectivism, naturalism and mechanism on 

one side and finalism on another, which is still evolving in contemporary philosophy, is mirrored 

in the dominant In fact, neo-classical economic thought, despite the impact of positivism, 

resumes and revises many of the concepts and categories already present in the first school of 

thought described in the third paragraph, the philosophy of the so-called physicals and pre-

Socratics. Utilitarian theory fully borrows the relativism of Protagoras, according to which man 

is the measure of all things, so that what is pleasing is also rightful. The Utilitarian‘s see 

happiness as individualistic, as discussed in Sophist philosophy and, especially, in the 

assumptions of the Cyrenaic school, although endowed with a substantial innovation. Two of the 

axioms on which the neoclassical theory of the consumer is based and that constitute the key 

principles of methodological individualism are i) the hypothesis of non-satiety, or the monotony 

of the utility function, and ii) diminishing marginal utility. This means that for the individual, 

there is no inhibition unlike his own satisfaction. In other words, the only restraint on 
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consumption results from the degree of satiety, which grows gradually with the increase of 

wealth without ever being fully sated. The balance the consumer reaches is a constraint optimum, 

limiting and always diverging from absolute optimum. In such a scenario, non-satiety results in 

the infinite growth of needs. Hegel noted that this was one of the essential aspects of work, 

considered by the German philosopher as a mediation between man and the world, together with 

the division of labor and the importance of class division ((Hegel, 2008), Philosophy of Right, 

§195, 241-245). Consequently, the continuous increase of needs comes to be associated with the 

necessity of increasing work productivity, which is responsible for removing the consumer‘s 

constraint represented by income. The need can be removed through work activity and the 

growth of needs through the improvement of this activity, namely through the increase of labour 

productivity. This situation is anyway is provided by the capability for the material 

transformation of reality, which is provided by technology and resumes the myth of Prometheus 

economic thinking, (Article in SSRN Electronic Journal Easterlin paradox interpretation, 2013). 

2.2.3. The OECD Fact book 

Organization for economic development and cooperation (OECD fact book) in its chapter of 

quality of life index, uses and generates data for more than 100 indicators. It include areas of 

population, economic production, foreign trade and investment, energy, labour force, 

information and communications, public finances, innovation, the environment, foreign aid, 

agriculture, taxation, education, health and quality of life for its member countries and in some 

cases for others. 

2.2.4. Journal of “international living” 

Another set of indicators is used to derive a quality of life index by the journal "international 

living." this magazine assigns percentages to its analysis of the value of each nation's cost of 

living, economy, infrastructure, culture, leisure, environment, health, safety versus risk, and 

climate. 
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2.3. Empirical Literatures  

the study made by Esterly (1990), based on cross-country and time-series analysis of the 

relationship between GDP growth and improvements in objective indicators of wellbeing using 

approximately 81 indicators of QOL categorized into 7 classes, come to the conclusion that, 

there was only robust indication that GDP growth was the prime cause for the improvement in 

three out of possible 81 indicators (calorie intake, protein intake, and telephones) (Easterly 

1999). In addition, the evidence indicates that economic growth is associated with ―bads‖ that 

lower quality of life, such as higher levels of pollution and, beyond a certain income threshold, 

the consumption of more fat that increase obesity. Thus, growth sometimes brings with it the 

consumption of aspects that tend to lower wellbeing.Brown, Bowling and Flynn (2004), in their 

review of the literature on the taxonomy of models of quality of life, among the elements 

included under the objective indicators, high levels of wellbeing have been reported to be 

associated in the expected directions with higher incomes and socio-economic status, 

employment, being married (without young children under the age of 5 in the household), nation 

of residence, good health and functional ability (Haug and Folmar, 1986). 

By using both cross sectional and time serious analysis indicated that, economic growth on 

average brings improvement in the quality of life. In particular, concerning objective indicators, 

a rise in economic growth per capita GDP, results advancement in objective indicators of QOL 

for a cross sectional analysis. It states consumption of the society in terms of quality and quantity 

and choosing according to,{ quality of Life Research material living condition2016}, research 

contains different areas of life of the people which imply its complexity. Therefore, Eurostat 

distinguishes between 9 dimensions of QOL which can be measured statistically to access the 

different complementary aspects of QOL. In this paper we focused on the first dimension, 

namely material living conditions in the V4 countries during the time period of 2005-2013. 

(Easterlin, Angelescu, and Laura, 2007). 

The fact that western societies got richer but not more satisfied led to the formulation of quality 

of life concept. The discrepancy between growing prosperity and stagnating and sometimes even 

decreasing life satisfaction is called Easterlin´s paradox. Quality of life is a multi-dimensional 

concept based on a complicated causality of mutual relationship of their indicators (variables). 



 

16 

 

As it is true for all concepts, it is not measurable. What can be measured are the indicators or 

domains (groups of indicators). Its important characteristics are dichotomy and it does not have 

standardized stabilized methodology and terminology. In a major simplification we can define it 

as a subjective living the life in objective territorially differentiated conditions (Frantisek 

murgas, 2015). 

Concerning the subjective indicators of QOL, in the cross sectional analysis, the study shows 

economic growth and subjective wellbeing in terms of happiness have a positive association. The 

study concluded that, an increase in GDP per capita increases happiness but at a decreasing rate 

The time serious analysis on the other, come up with the result, as there is no a clear-cut 

relationship between RGD and SWB. In both rich and poor countries, the study found countries 

with similar GDP per capita growth might have different happiness trends. and even the study 

indicates the need for more comprehensive time series studies that examine the effect on 

happiness, not just of economic growth, but the variety of factors at work, such as health, family 

circumstances, unemployment and the like, including the effects of public policies. 

Darnton-Hill (1995) indicated that the underlying importance of income in determining health, 

life expectancy, health behavior, lifestyle, leisure pursuits and quality of life in all age groups, 

and older age in particular. Adequate income has implications for health, standard of housing, 

education, nutrition, clothing, transport, opportunities for leisure and social participation. Of 

course, particularly in relation to older people, the influence of level of income reflects both past 

income, present income and accumulated income over their life course according to 

(KidanemariamGideyGebrehiwot, 2014), as elasticity with respect to real GDP per Capita The 

coefficient of health is 0.5929. This indicates that, in the long run, holding other things constant, 

a one percent change in health (proxied by the ratio of public health expenditure to GDP) 

brought 0.5929 percent change in real GDP. Next to health, education has significant long run 

impact on the Ethiopian economy. A one percent increase in secondary school enrolment has 

resulted in 0.5096 percent change in real GDP per capita. The findings of this research 

concerning the long run positive impact of the education and health human capital are consistent 

with the endogenous growth theories 
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The study made by Esubalew Asmarew at Addis Abeba University (2013) one standard 

deviation in economic growth has a positive and significant impact on economic representative 

variable-private consumption expenditure and social representative variable-primary education 

enrollment in the initial period. But it has insignificant positive impacts on the political 

representative variable polity composite index unlike its result in the long run. In the reveres 

impact, economic growth is found to respond positively and significantly for a one standard 

deviation in economic growth itself, consumption expenditure and education enrollment. And it 

has insignificant response to political freedom and urbanization in the initial periods. 

Bowling and Windsor (2001) reported, on the basis of a population survey of adults in Britain, 

their objective variables (age, sex, marital status, income, housing tenure, social class, economic 

activity, household size, having children under the age of 5, age left full-time education, region 

of residence) explained collectively just 5% of the variance in their model of overall quality of 

life ratings. Adding self-reported long-standing illness did not contribute anything to the model, 

suggesting this is not a sufficiently sensitive indicator of health status. However, the subjective 

variables including (relationships, finances, own health, health of close others, work, and social 

life) by self-ratings of respondents own lives on each indicator from the range of "As good as can 

be" to "As bad as can be" explained a further 11% of the variance in overall quality of life 

ratings. That the total variance explained by both the objective and subjective variables was still 

just 16% reflects the complexity of measuring quality of life. The study supported the power of 

subjective over objective indicators with the finding that while objective indicators of income 

and economic activity explained a small proportion of the variance in the model, respondents 

themselves self- nominated finances, standard of living and housing as one of the top six most 

important area of life (mentioned by 48%, rank 2 out of 6 areas nominated), and ability to work 

and satisfaction with work was mentioned by 26% (rank 5 out of 6 areas nominated). This is 

consistent with Bowling and Gabriel (2004) finding from their national survey of QOL in older 

age, that while actual income explained little of the variance in self-rated QOL, people 

nominated finances as one of the main contributors to quality of life. 

Of course, defenders of the objective approach argue that the data is needed to inform social 

policy, undistorted by, and independent of, public opinions surveys which can reflect random 
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errors and biases (Johansson 2002). Burholt (2001) has summarized some of this literature, and 

emphasizes the need for a multidimensional approach. Heylighen and Bernheim (2000) have 

defined the dimensions that make up wellbeing and quality of life, including happiness, as the 

sum of mainly relative subjective factors but with a small contribution from objective factors. 

As mentioned above, to measure the nexus of RGDP &QOL the role of subjective variable is an 

important equivalently with objective variable but in Ethiopian case using subjective variable is 

not easy to pleas. Because 1 it lacks standard parameter 2 outstretched in to the interest of 

concerned officers in sum, the objective approach is essentially a needs based approach, which 

assumes that there are basic needs in society, and that satisfying these needs determines people's 

wellbeing (Delhey et al. 2002). Here to test the effect of RGDP especially following the fast 

growth of GDP of the country, the researcher will apply objective variables to measure the 

pattern of QOL. 

Ethiopia‘s population is considerably young and predominantly rural. The national labour force 

surveys point to an overwhelmingly rural population. The Ethiopian population is largely young 

population in both rural and urban areas. The proportion of the population in the 10-64 age group 

has increased, which led to a falling dependency ratio. The large youth population (between the 

age of 10 and 29 years) in urban areas and broad-based rural population pyramid indicate a 

challenge for the country in terms of employment and job creation. The working age population 

has also increased by 3.9% per year, which led to an increase of the labour force. Urban areas 

saw a rapid increase in labour force, compared with the rural areas of the country. Simple 

averages and employment weighted averages are presented for the periods 2005 and 2013 (Table 

11). The within-sector productivity represents the largest contribution to aggregate labor 

productivity growth, accounting for about 66% of total labour productivity growth. Structural 

effect, which consists of employment and the interaction effects, contributed close to a third of 

the total labor productivity growth, with the employment effect accounting for about 40% of the 

total labor productivity growth (Tadele Ferede, Shiferaw Kebede, 2015).  

 According to Abdi Angerasa (2018) Capital productivity measures the level of output (in €) 

obtained for each euro invested in manufactured capital. Capital productivity indicates how well 

this capital type is used in providing goods and services. An increase of capital productivity 
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means that for a given level of production less capital is needed (Stocker, et al, 2015). It is also 

measured as the proportion between the quantity of output, and the quantity of capital 

involvement. 
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2.4. Conceptual frame work 

Wellbeing measures can be classified into two broad categories: objective and subjective the first 

category measures wellbeing through certain observable facts such as economic, social and 

political statistics. People‘s wellbeing is assessed indirectly using cardinal measures. On the 

other hand, subjective measures of wellbeing capture people‘s happiness general life satisfaction 

and feelings or real experience in a direct way by assessing wellbeing through ordinal measures 

(McGillivray and Clarke 2006; van Hoorn 2007). 

Figure 1: Dimensions of Quality of life 

                                                       Diagram2.1 conceptual frame work 

Source: self-developing with micro soft word 
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CHAPTER THREE: METHODOLOGY OF THE STUDY 

 3.1. Type and Source of Data 

In this study seconder type of time series data were employed for the specified period. Different 

sources were exploited for data collection purpose. Both national and international institutions 

such as CSA National bank of Ethiopia plan &Economic Development commission & World 

Bank were surveyed for the purpose data relating to economic growth and indicators of quality 

of life. 

3.2. Method of Data analysis  

In case of data analysis the researcher used statistical tools such as percentage, graphics and 

tabulation the researcher showed the relation of the variables by using graphic representation. 

Before inferring to Econometrics interpretation, the appropriateness of the data was tested by 

statistical instruments such as mean Midian desperation kurtosis skewness these instruments 

showed the pattern of the data with respect to normal distribution and the econometrics 

techniques such as ADF test, and ARDL test were also applied to test the unit root problem and 

the relationship between variables respectively. The granger causality test was also used to the 

check the direction of the causality among stated variables. And finally diagnostic test were 

employed to check the eligibility of the model before going to further recommendation. 

3.3. Model specification  

In this research the relevant theoretical analysis of capturing the nexus between PCGDP & QOL 

would be the analysis of Easterlin, (2007) was employed. This study used the recently developed 

model of objective and subjective indicators of QOL by land (2007). It states quality of life 

indicators as the independent variable and economic growth per capita as the dependent what 

follows, based on above and insights from the literature. Whereas, the Econometrics model to 

analyze the empirically validation of the above stated theory was Auto Regressive Distributed 

Lag Model.  
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3.3.1. Auto Regressive distributed Lag model  

This choice is due to the fact that this technique has the advantage of being more efficient for 

studies with a small sample and applies to series that are integrated of order 1,level 0 or  

mutually integrated ,unlike the traditional tests such as Engle and granger, Johansen and Juselius 

. The ARDL model has some advantages over other co-integration approaches. 

Firstly, this technique is comparatively more robust in small or finite samples consisting of 30 to 

80 observations. Secondly, it can be utilized irrespective of whether regressors are of I(0) or I(1) 

or mutually integrated, There is still perquisite that none of the explanatory variables is of I(2) or 

higher order, i.e. the ARDL procedure will, however, be inefficient in the existence of I(2) or 

higher order series. 

Structurally in this paper The Autoregressive Distributed Lag Model. An ARDL (p, 

q) model assumes that a time series    can be represented by a linear function of p of 

its lagged values and q lags of another time series 

                                                             

    …………………………………………………………………………………3.1 

       (   
        

 ) …………………………………...3.2 

                                ……………………………………………………..3.3 

Where, f =represents the function of the equations 

PCGDP=per capital growth Domestic Product 

QOL= quality of life 

UR=Urbanization 

EDU=Educational enrollment 

LPR=Labor participation Rate 

GCF=growth capital formation 
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Substitute Equation 3.3 into 3.2 

It gives        (                               )………….3.4 

To linearize equation 3.4, we apply logarithm to equation 3.3 which gives: 

         (                                         ) ………..3.5 

Log transformation is the 1
st
 step it help us to smooth the variable for further analysis iin 

Eviewes9 after that the researcher substituted the variables into the formula of Auto regressive 

distributed lag model (ARDL) why ARDL is necessary?  In time series analysis ARDL used to 

test the directional relation of the variable and also to test the variables whether it has long run or 

short run relation Depending on this model the researcher applied bound co-integration approach  

Let              and           

                                                            

   …………………………………………………………………………………………………3.6 

        Lag operator of LNPCGDP and        is lag Operator of LNQOL    is error term 

Hence, the model is expected to capture the impact of PCGDP and other possible exogenous 

variables on the QOL indicators. Further, the study would show the long run and short run 

analysis of the existence of causality here VAR approach superficially resembles simultaneous 

equation modeling, in that we consider several endogenous variables together. Nevertheless, 

each endogenous variable is explained by its lagged values and the lagged values of all other 

endogenous variables in the model. 

Hence, the econometric model through the reduced form of the general linear dynamic model of 

this process, a vector auto regression of order P, VAR(P), formulation (1990)  

                                              

Where                                     is a vector process 5×1 variable 
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   = is a (5x1) vector of deterministic terms like trends and intercepts 

A1...AP is (5×5) matrix of coefficients for dependent variablesA1...    is (5×5) matrix of 

coefficients for dependent variables. 

Ut s are a (5x1) vector the stochastic error terms, called impulses or Innovations or shocks in the 

language of VAR Vector of error terms with Σ representing the contemporaneous Covariance 

matrix Alternatively, assuming the roots of the polynomial in the lag operator lie outside the unit 

circle The VAR model in  3.7 can be written as; 

       ∑           
           .8 

Estimating a vector auto regression is very easy. As the conventional one, it is appropriate to 

estimate a linear system like 3.6 in which the same regressors appear in every equation, by 

ordinary least squares (OLS). In such a case, OLS is like both the efficient generalized least 

square (GLS) estimator and the maximum likelihood (ML) estimator under the assumption of 

multivariate normal errors (Davidson &Makinno, 2004). 

3.4. Variable description 

The variables of interest used to capture are categorized as subjective & objective indicator of 

QOL. Subjective indicator is measures feeling of individuals about their environment (DIENER 

and SUH, 1997). Whereas objective indicator measures, tangible and quantitative statistical 

measure These are external to individuals, and designed to be obtained and measured from 

documented data over time. Objective indicators broadly include; economic, social and political 

indicators 

Per capita gross domestic product (PCGDP) 

GDP per capita is gross domestic product divided by midyear population. GDP at purchaser's 

prices is the sum of gross value added by all resident producers in the economy plus any product 

taxes and minus any subsidies not included in the value of the products. It is a macroeconomic 

measure of the size of an economy adjusted for price changes (that is, adjusted for changes in the 

value of money inflation or deflation). It is calculated without making deductions for 
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depreciation of fabricated assets or for depletion and degradation of natural resources. Data are 

in constant local currency. 

Consumption/Quality of life: refers to the behaviour of individuals by which they tries to 

satisfy their needs and wants by having and using varieties of products. These may include all 

types of necessity, normal, and luxuries products purchased for consumption purpose. The 

quality of life is to be identified with the quantity and quality of products consumed. This study 

will show how much the change in the quantity and quality of consumption is accompanied with 

the rise in the economy. 

Labour force participation rate (% of total population ages 15-64) (modeled ILO 

estimate). Labour force participation rate is the proportion of the population ages 15-64 that is 

economically active: all people who supply labour for the production of goods and services 

during a specified period. 

Urbanization: it is concerned with the level of urbanization. On average, peoples' quality of 

life is positively associated with living places where living facilities are available 

Growth enrollment Ret: Gross school enrolment ratio is often used to capture for the 

general level of education in a given nation. It shows the general level of participation in a given 

level of education. It indicates the capacity of the education system to enroll students of a 

particular age group (UNISCO, 2009). 

In this study educational enrollment level will use the usual group of most country is using to 

calculate the Gross Enrollment Ratio is that, the country divides the number of individuals who 

are actually enrolled in schools by the number of children who are of the corresponding school 

enrollment age. Gross primary school enrollment ratio considers children usually between the 

ages of 6-11 Gross secondary school enrollment ratio considers children usually between the 

ages of 12 - 17. Gross tertiary education enrollment ratio considers the number of young people 

in the five-year age group following the secondary school leaving age that is usually, 17. GER is 

given by the number of students enrolled in educational sector of different levels - 'Primary', 

'secondary' and 'tertiary' level of education by the population of school age children of these 



 

26 

 

levels. The aim of the study here is to show the change in gross school enrollment ratio (GER) 

accompanied with economic growth. 

Gross capital formation (constant LCU): Gross capital formation (formerly gross domestic 

investment) consists of outlays on additions to the fixed assets of the economy plus net changes 

in the level of inventories. Fixed assets include land improvements (fences, ditches, drains, and 

so on); plant, machinery, and equipment purchases; and the construction of roads, railways, and 

the like, including schools, offices, hospitals, private residential dwellings, and commercial and 

industrial buildings. Inventories are stocks of goods held by firms to meet temporary or 

unexpected fluctuations in production or sales, and "work in progress." According to the 1993 

SNA, net acquisitions of valuables are also considered capital formation. Data are in Table 4.1.  

 

 3. 1.  Definition of the variable and expected sign of independent variable against the dependent 

 

Source own Design 

3.5. Method of Econometric Estimation Test 

There are three steps involved in estimating the relationship between the variables. The first 

Step is to test the stationary of the series or their order of integration in all variables. A time 

Series is not stationary if the mean and the variance of time series is increasing over time 

No  
Represent 

variable Name of the variable  Expected 

sign 

1 PCGDP Per capita gross domestic product dependent  

2 QOL Quality of life Positive(+) 

3 UR Urbanization Positive(+) 

4 GER Growth enrollment Ret Positive(+) 

5 GCF Gross capital formation Positive(+) 

6 LFPR Labor force participation rate Positive(+) 
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Depending on the time Otherwise, a time series is said to be stationary if the mean and its 

variance are fixed over time. Stationarity of a variable is usually determined by Augmented the 

next step is measuring the determination of autoregressive lag length for a time series is 

especially important in economics studies in short these step a pin point for the analysis of time 

series of Econometrics 3
rd

 step was Auto Regressive Distributive Lag model (ARDL) from 

ARDL test Bound co-integration long run test and short run error correction were calculated. 

3.5.1. Unit root test 

To apply standard estimation or testing procedures in a dynamic time series model, it is typically 

required that the various variables are stationary, because the majority of economic theory is 

built upon the assumption of stationary. According to Davidson and Mackinnon (1999), 

empirical work based on time-series data assumes that the underlying time series is stationary 

There are several ways of testing for the presence of a unit root for a given series; in this study, , 

Augmented Dickey-Fuller (ADF) test employed. Time series said to be strictly stationary if the 

joint distribution of any set of n Observation      } is the same as the joint distribution of 

                         for all n and k (Maddla Econometrics 2
nd

 edition university 

of Florida and OHIO stat of university)  

Non-stationarity of a time series presents problems on the consistency of estimation, misleading 

estimators and the problem of test statistic techniques and inference is greatly complicated 

(Taylor et al, 1992). Hence, it is necessary to check for the stationary of all the variables under 

consideration. Why are stationary time series so important? Because if a time series is non-

stationary, we can study its behavior only for the period under consideration each set of time 

series data therefore be for a particular episode. Consequently, it is not possible to generalize it to 

other periods. Therefore, for forecasting, such (non-stationary) time series may be of little 

practical value.  

 

The classical time series regression model is based on the assumption that the data generating 

processes are stationary, i.e., the moments of the variables under consideration are time invariant. 

However, as the economy grows and evolves over time, most macroeconomic variables are 

likely to grow over time rendering them non-stationary (Granger and Newbold, 1974). 
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Regression using non-stationary variables will only reveal a relationship that is not real, and 

accordingly such regression is termed as ―spurious regression. Methodological approach for 

analyzing time series data containing stochastic trends. Thus, before turning to the analysis of the 

long run relationships between the variables we check for the unit root properties of the single 

series, as non-stationary behavior is a precondition for including them in the co integration 

analysis. By using Augmented Dickey-Fuller (ADF) unit root test. This study used a test which 

became popular over the past years. Thus, unit root tests for stationary was examined on the 

levels and first differences for all variables using the most common unit root tests, which is the 

Augmented Dickey-Fuller (ADF)  

3.5.2. Optimal Lag Length Selection 

The determination of autoregressive lag length for a time series is especially important in 

economics studies. Various lag length selection criteria such as the Aikaike‟s information 

criterion (AIC), Schwarz information criterion (SIC), Hannan-Quinn criterion (HQC), Final 

prediction error (FPE) and Bayesian information criterion (BIC) have been employed. As the 

outcomes of these criteria may influence the ultimate findings of a study, a throughout 

understanding on the empirical performance of these criteria is necessary the researcher used 

Schwarz Information Criterion (SIC)  since it  is a small sample measure of less than thirty 

observations. Moreover, Liew and Venus; Khim Sen (2004) as cited in Biruk (2014) provide 

useful insights for empirical researchers. First, these criteria managed to pick up the correct lag 

length at least half of the time in small sample. Second, this performance increases substantially 

as sample size grows. Third, with relatively large sample (120 or more observations) according 

to Engle et al (1995) it is the mostly used and recommended methodology was used to determine 

the lag length. Accordingly, lag that provides the minimum value is chosen as the optimal lag 

length, in other words, among the IC that provides majority lag is chosen as optimal lag length 

3.5.3. Bound Co-integration Analysis 

An important exception to the spurious regression is when two or more I (1) variables are co-

integrated, that is, if there exists a particular linear combination of these non-stationary variables 

that is stationary, a long-run relationship between these variables exists. Often economic theory 
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suggests the existence of such long run or equilibrium relationships. Co-integration means that 

despite being individually non-stationary, a linear combination of two or more time series can be 

stationary. Co-integration of two or more time series suggests that there is a long run, or 

equilibrium, relationship between them. The long run equilibrium exists due to the fact non-

stationarity of variables implies each are dominated by the long wave unlike their linear 

combination. 

3.5.4. Error correction mechanism 

Engle and Granger (1987) stated that once the variables are determined to be co-integrated, there 

always exists a corresponding error correction representation, implying that changes in the 

dependent variable are a function of the level of disequilibrium in the co-integrating relationship 

captured by the error correction term (ECT). The ECT is the method to correct the Co-integration 

and Error-correction Mechanisms. The Granger representation theorem (Engle and Granger, 

1987) states that if a set of variables are co-integrated, then there exists a valid error-correction 

representation of the data. Thus, if                and have a co-integrating vector      , 

there exists an error correction representation with                         

   ) Yt    L  t              ………………3.9 

Where is white noise and where θ (L), φ (L) and α (L) are polynomials in the lag operator L 

(With θ0≡ 1) Let us consider a special case of (3.9) 

 

                              ……….3.10 

Where the error term has no moving average part and the systematic dynamics are kept as 

Simple as possible intuitively, it is clear why the Granger representation theorem should hold.  

If           are both I (1) but have a long-run relationship, there must be some force which 

pulls the equilibrium back towards zero. The error-correction model does exactly this it describes 

how    and    behaves in the short-run consistent with a long-run co-integrating relationship If 

the co-integrating parameter β is known, all terms in (2) are I (0) and no inferential problems 

arise we can estimate it by OLS in the usual way. 

3.6 Granger Causality Test 

It is noted that regression analysis deals with the dependence of one variable on other variables 

or in the reverse way, but it does not necessarily imply causation. In other words, the existence of 
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a relationship between variables does not prove causality or the direction of influence The 

Granger representation theorem implies that if two variables, say,    and    are cointegrated and 

i.e., each is individually non stationary, then either   must Granger-cause    or    must Granger-

cause   . 

3.7. Diagnostic check 

Autocorrelation normally occurs only when using time series data. This occurs when two or 

more consecutive error terms are correlated, and we say that the error term is subject to 

autocorrelation or serial correlation, i.e. (V {ε} = σ2i) is violated, It leads OLS though remains 

unbiased, it becomes inefficient and its standard errors are estimated in the wrong way the 

researcher will use the autocorrelation Lagrange multiplier (LM) Test the existence of 

autocorrelation. 

3.7.1. Normality Test 

It reports the multivariate extensions of the Jarque-Bera residual normality test, which compares 

the third and fourth moments of the residuals to those from the normal distribution this study will 

use Cholesky factorization of the residuals 

3.7.2. Heteroscedasticity Test 

Heteroscedasticity of the residuals results for inappropriate standard errors which leads for OLS 

results in a given model are misleading.  In this study null will be designed of homoscedasticity 

and that there is no problem of misspecification against a variety of alternative hypotheses of 

heteroscedasticity. 

. 

3.7.3. Model Stability Test 

The inverse roots of the characteristic AR polynomial help test stability (stationarity) of VECM. 

The estimated VECM is stable (stationary) if all roots have modulus less than one and lie inside 

the unit circle (Johnston and Dinardo, 1997). 
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CHAPTER FOUR: EMPIRICAL RESULTS AND DISCUSSIONS 

 4.1 Introduction 

In this chapter, the study analyses the relationship between Quality of life and economic growth 

in Ethiopia using annual data from 1990-2020. Before we go to the direct estimation of the 

model, we need to first employ the unit root test to check whether the time-series is stationary or 

not. After identifying the optimal lag length, the presence of the co-integrating vectors was tested 

using the bond co-integration procedure. Furthermore, the granger causality test was employed to 

find the direction of causality between Quality of life and economic growth. Finally, the long-run 

and short-run relationship is also identified followed by the diagnostic tests. 

To examine the impacts of the relationship between Quality of life and economic growth using 

time series data over the period 1990-2020. The data was obtained from Ministry of Finance and 

Economic Cooperation and National bank of Ethiopia central statistics Agency & World Bank 

development indicator for Macroeconomic variables. 

4.2. Descriptive analysis  

Hence, if quality of life is to be measured as a positive function of the quantity and quality of 

products consumed Brock (1993), and Esterlin (2007) the data obtained ensures the rise of 

wellbeing of the people attributed to the rise of consumption of goods. Also this figure shows 

that the life-cycle hypothesis, Random walk hypothesis and others, though they differ on the 

elasticity and other assumptions, they agree on the idea behind consumption rises with income. 

One would expect, therefore, that consumption would be higher in recent periods where PCGDP 

shows a rising trend. 

While it is often asserted that economists are primarily concerned with GDP levels and Growth, 

it is important to step back a little and remember that what matters most as an ―objective 

function‖ is people‘s wellbeing. A fundamental assumption of standard economic analysis is that 

people‘s well-being increases with consumption (of food, clothing, housing, entertainment, and 

many other goods and services). It is primarily due to this assumption that GDP—all that is 

produced, and therefore either consumed or invested, by a country in a year—is so often taken as 
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the yardstick of progress. The fact that GDP is the sum of consumption and investment should, 

by itself, give an indication that GDP may not be the ideal yardstick of wellbeing. If large 

increases in GDP take the form of growth in investment rather than consumption, then GDP 

itself does not necessarily mean improved wellbeing, (Pedro Conceição and Romina Bandura, 

2008) 

 

Figure 2:  Quality of and PCGDP (1990-2020) 
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Source: Own computation, EViews version 9  

 The above graph shows Considered Over the period, per capita private consumption expenditure 

on all types of goods and services including durable products (such as cars, washing machines, 

and home computers), purchased by households using constant local currency price is shows an 

increment in the trend of PCGDP and QOL both approximately in similar fashion. Looking for 

the trend of QOL the data shows that growth but shows a sharp decries PCGDP in 2000 after 

that, which is the same tendency with QOL it, may imply with economic growth households 

expenditure on food, cloth, shelter and other expenditures of nonprofit institutions serving 

households is raising with following in the PCGD growth. Despite its flaws, given that PCGDP 
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data is readily available and reliable, it is still widely used as a proxy for wellbeing (McGillivray 

and Clarke 2006). However, there is widespread agreement that wellbeing is multidimensional, 

that it encompasses all aspects of human life. Thus, different approaches have been taken to go 

beyond the GDP measure, conceptualizing wellbeing in a more holistic way. 

 Figure 3: pie graph QUAL GER UR GCF LFPR PCGDP (1990-2020) 
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Source: Own computation, EViews version 9 

It has long been accepted that material wellbeing, as measured by GDP per person, cannot alone 

explain the broader quality of life in a country one strand of the literature has tried to adjust 

PCGDP by quantifying facets That are omitted by the PCGDP  measure various nonmarket activities 

and social ills such as environmental Pollution But the approach has faced insurmountable 

difficulties in assigning monetary values to the various   Factors and intangibles that comprise a 

wider measure of socio-economic wellbeing one approach, (The Economist Intelligence Unit’s 

quality-of-life index, 2005). 

To construct objective measures to complement PCGDP, offering social and environmental 

information beyond the economic stance. Since the 1970s many non-economic indicators have 

been created to complement PCGDP. Indicators in areas such as education, health and nutrition, 
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environment and empowerment and participation have been elaborated to complement GDP. 

These non-economic indicators tend to capture more medium and long term assessment of 

wellbeing, as they asses the outcomes of policy (such as being healthy or educated) rather than 

the inputs (such as having more income). However, the quality and availability of this data 

makes intercountry comparisons difficult (Sumner 2006; McGillivray 2007). 

Here the researcher added data social indicator for validation the above paragraph  from the 

above graph urbanization and labor force participation rate near to zero slop this implies that an 

Economy too infant to absorb the highly growth  labor force and population which growing with 

alarming rate here also the graph showing that growth capital formation was well moving until 

the year of 2017 and sharp declining this obviously that due capital out flying due following 

currency depreciation in 2017 and covid-19. Here the researcher measured the fitness of the data 

for further Econometrics analysis by using statistical instruments. 

Table 4. 1: Descriptive Statistics  

 LNGPD LNGENR LNGCF LNLLFPR LNPOP LNQOL 

 Mean  3.417447  1.538276  5.003276  1.912183  0.670017  5.450351 

 Median  3.227902  1.635484  4.849533  1.913337  0.681241  5.375040 

 Maximum  4.380350  1.709100  6.800196  1.922777  0.741152  6.110498 

 Minimum  1.924279  1.170262  4.224130  1.897682  0.605305  4.997249 

 Std. Dev.  0.633834  0.164529  0.565940  0.007954  0.046733  0.370707 

 Skewness  0.010457 -0.799138  1.177385 0.574192 -0.037228  0.572146 

 Kurtosis  2.226530  2.290357  4.429492  2.194804  1.501035  1.993359 

 Jarque-Bera  0.773313  3.950018  9.801667  2.540871  2.909400  3.000192 

 Probability  0.679324  0.138760  0.007440  0.280709  0.233470  0.223109 

 Sum  105.9409  47.68656  155.1016  59.27766  20.77054  168.9609 

Sum Sq. Dev.  12.05237  0.812094  9.608633  0.001898  0.065519  4.122710 

Observations  31  31  31  31  31  31 

Source: Own computation, EViews version 9  

The above table 4.1 shows the summary of statistics for the variables. The skewness values for 

most of the variables are nearly positive for all variables. This shows skewness to the right. The 
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kurtosis which measures whether data are peaked or flat relative to a normal distribution with an 

expected variables are required to have normal distribution before they are used in any 

parametric statistical method. Skewness and kurtosis give indication as to the nature of 

distribution of variables. Skewness is a measure of symmetry or the lack of symmetry. The 

skewness for normal distribution is zero and any symmetric data should have skewness near 

zero. 

The probability value of all variables are high accepting that the normal distribution for all the 

variables indicating a normality of their unused conditional distributions. The jarque bera test is 

used to check hypothesis about the fact that a given sample of normal random variable with 

unknown mean and dispersion. Jarque bera test has the null hypothesis of normal residual hence 

its rejection requires low probability that a Jaque bera statistics exceeds the observed value. The 

mean to median ratio of each variable is within the unit proximity and standard deviation are on 

the low side showing small variability individually shows that all the variables are normally 

distributed. Also, the most of variables are positively skewed with LNRGDP.  
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4.3. Econometric test result 

 4.3.1. Unit Root test result 

As clearly discussed under methodology chapter, it is necessary to test the nature of stationary of 

the variables before running regression analysis. This helps us to avoid the possibility of running 

a spurious regression, which makes the result to be unreliable and inconsistent.  This test can be 

done using the Augmented Dickey-Fuller (ADF) unit root tests. When the ADF test statistics is 

larger than the critical value in absolute terms at 5 % level of significance, the null hypothesis of 

unit root is rejected, and if the ADF test statistics is less than the critical value in absolute terms, 

we fail to reject the null hypothesis. The results of ADF test for unit root of variables used in the 

study is presented in the following  

Table 4. 2: Augmented Dickey Fuller Test Result 

Variable Level 

intercept 

Level 

interceot 

&trend 

1st 

Difference 

intercept 

1st 

Difference 

intercept & 

trend 

P(0) 

intercept   

P(0) 

intercept 

& trend 

P(I) 

intercept 

P(I) 

intercept 

trend 

                                                                                                          

Level of 

integratio

n                                                              

LNGCF 0.004929 0.425574   0.9574 0.3281   (0) 

D(LNGCF)   -1.318623 -2.005823   0.0000 0.0142 (I) 

LNUR -0.205749 -0.222843   0.2914 0.4921   (0) 

D(LNUR)   -1.063509 -1088828   0.0001 0.0004 (I) 

LNLFPR 0.006474 -0.354650   0.9910 0.1364   (0) 

D(LNLFPR)   -1.251063 -1.291471   0.0000 0.0000 (I) 

LNGER -0.071291 -0.218885   0.5977 0.7159   (0) 

(LNGER)   -0.960267 -0.964314   0.0002 0.0015 (I) 

 
-0.026641 -0.623221   0.9095 0.0465   (0) 

D(LNPCGP

D) 

  -1.493072 -1.499607   0.0000 0.0000 (I) 

LNQOL 0.006721 -0.21678   0.9694 0.5715   (0) 

D(LNQOL)   -0.962979 -3.693039   0.0001 0.0007 (I) 

LNPCGPD
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Source: Own computation, EViews version 9  

N.B.: 1. Lag length are decided based on: Schwarz information criterion (SIC)  

2. Prefix ‗‘ D' stands for first difference operator.  

3. Prefix ‗LN‘ stands for natural logarithm of the variable 4. Mackinnon (1996) one-sided critical 

values for rejection of a unit root are used. 

The test was done; at level and intercept level, intercept &trend, 1ts difference, intercept and 

difference, intercept and trend @5% level of significance. There is no variable would be 

stationary at level and intercept but LNPCGD is stationary at   level, intercept and trend and also 

LNPCGD is stationary 1ts difference and intercept and difference, intercept and trend LNGCF, 

LNUR, LNGER, LNLFPR& LNQOL are not stationary at level but there are stationary at 1
st
 

difference and intercept and 1
st
 difference, intercept and trend there for the data is eligible for 

further analysis. 

Generally stationarity test is the 1step in time series analysis. To proceed to the next task in this 

research, the variables must be stationary. Here, the variables either stationary at the same level 

or at different level. But where the variables stationary will determines the type of the approach 

will be conducted. Here 

1. If all the variables stationary at level the linier regression will be conducted. 

2. If the variables stationary at level and 1
st
 difference bound co-integration will be conducted. 

3. If all the variables stationary 1
st
 difference juheinsen co-integration will be conducted from 

the above table most of the variables are stationary at 1
st
 difference and trend but only 

PCGDP stationary at level and trend  Here the above table shows  that  the appropriate 

approach will be bound  co-integration. 

4.2.3. Optimal Lag Length 

An important issue in constructing a model is determining the model optimal lag length. The 

following table shows optimal lag length determination for all variables obviously, there are 

five methods of lag order selection criterion, this study focuses only on the two criterions AIC 
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and SIC that have high relevance for the data set. The table provides the correct lag length 

determination procedure according to the five information criterion. It has to be noted here 

that when the lag length is known correctly it alleviates the problem of forecasting error as 

well as overestimated/underestimated parameters, and consequently the parameter stability 

test is examined by employing various testing procedures (Yang, 2001). 

To determine the optimal lag order, VAR lag length is run up to three lags to include. Based 

on that the result shows the optimal lag length for the system is three (3), chosen by the AIC 

criterion exhibited the lowest value among the selection criteria. In the following table 4.3, 

there is a star on the results that show an optimal lag. Optimal lag order of three inform 

further steps in examining short-run and long-run properties from the previous 30 years 

onward and will have an interesting implication in the ARDL and ECM setting. 

Table 4. 3:  Lag Order Selection Criterions 

 

VAR Lag Order Selection Criteria     

Endogenous variables: LNGPD LNGENR LNGCF LNLLFPR LNQUALI LNUR    

Exogenous variables: C      

Date: 06/15/21   Time: 10:07     

Sample: 1 31      

Included observations: 28     

       
        Lag LogL LR FPE AIC SC HQ 

       
       0  229.2289 NA   4.79e-15 -15.94492 -15.65945 -15.85765 

1  376.2162   220.4810*   1.84e-18* -23.87258  -21.87428*  -23.26168* 

2  408.1691  34.23530  3.66e-18 -23.58351 -19.87237 -22.44898 

3  459.8990  33.25492  4.42e-18  -24.70707* -19.28310 -23.04891 
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 * indicates lag order selected by the criterion    

 LR: sequential modified LR test statistic (each test at 5% level)   

 FPE: Final prediction error     

 AIC: Akaike information criterion     

 SC: Schwarz information criterion     

 HQ: Hannan-Quinn information criterion    

Source: - Own computation using Eviews9 

The other features that, this research has possessed all variables have got their optimal lag 

length in the same fashion used to determine the whole system optimal lag length. This is very 

important in ARDL, ECM, and Granger causality models that come after some topic to see 

how the dynamics work when we specify the model with individual level 

 

4. 3.  Long and short run result  

A co-integration test is a tool used to establish whether there exists a linear long-term economic 

relationship among variables. In this regard, Bounds test of co-integration, allows us to specify a 

process of dynamic adjustment among the co-integrated series in dis-equilibrated markets. Given 

that the series is I(0) and I(1), the co-integration of these series is a necessary condition for the 

existence of a long-run relationship. The consecutive section shows the ARDL estimation, Bonds 

test of co-integration, and the short run Error correction will follow 

4. 3.1.   Autoregressive Distributed Lag Model Result 

 Auto regressive Distributed Lag Model used to estimate structural Equations with auto 

correlation residual. It deals with the dynamic relationship between the dependent and 

independent variables. Here the researcher computed the magnitude of independent variable 

withe independents    

Table 4. 4: 1ARDL Model Estimation 
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Dependent Variable: LNGPD   

Method: ARDL    

Date: 06/15/21   Time: 08:55   

Sample (adjusted): 2 31   

Included observations: 30 after adjustments  

Maximum dependent lags: 1 (Automatic selection) 

Model selection method: Akaike info criterion (AIC) 

Dynamic regressors (1 lag, automatic): LNGENR LNGCF LNLLFPR 

        LNQUALI LNUR      

Fixed regressors: C   

Number of models evalulated: 32  

Selected Model: ARDL(1, 0, 0, 0, 0, 0)  

     
     

Variable 

Coefficien

t Std. Error t-Statistic Prob.*   

     
     LNGPD(-1) 0.037455 0.201656 0.185737 0.8543 

LNGENR -0.312258 1.047082 -0.298217 0.7682 

LNGCF 0.051183 0.234686 0.218094 0.8293 

LNLLFPR 10.47763 13.77861 0.760427 0.4547 

LNQOL 1.423805 0.569067 2.502000 0.0199 



 

41 

 

LNUR 2.465088 1.234794 1.996357 0.0579 

C -25.92911 26.47856 -0.979249 0.3376 

     
     R-squared 0.903555     Mean dependent var 3.439710 

Adjusted R-squared 0.878395     S.D. dependent var 0.632222 

S.E. of regression 0.220468     Akaike info criterion 0.014833 

Sum squared resid 1.117939     Schwarz criterion 0.341779 

Log likelihood 6.777504     Hannan-Quinn criter. 0.119426 

F-statistic 35.91293     Durbin-Watson stat 2.197188 

Prob(F-statistic) 0.000000    

     
     *Note: p-values and any subsequent tests do not account for model 

        Selection.   

Source: - Own computation using Eviews9  

Generally ARDL model is the starting point and shows Necessary and sufficient condition to 

analyze the data which has relatively short period. in this research it was mandatory to applies 

ARDL for the reason 1 to test the result of short run relationship between   the sated variables 

2 to drive bound test short run Error correction and long run test.in this study the model is best 

feat significantly with F-statistic 35.91293 and with the probability of (F-statistic)   0.000000 

the R-squared 0.903555 it mean that approximately the model Explains 90% of the stated 

variables in this Research. 
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Generally from ARDL test QOL AND UR are positive and significantly associated to PCGDP 

where as GCF and LFPR have insignificant Positive relationship with independent variable and 

GER is negatively associated with PCGDP in the short run. 

As showed from the above table there is a long run relation with per capital Growth Domestic 

product with consumption. Here the researcher has taken house hold consumption as proxy 

variable of quality of life because Higher income allows people to satisfy their needs better and 

leads  to better life  house hold consumption means covers Differences in food consumption, in 

turn, translate 

Into sizeable nutritional differences, as reflected in energy and protein intake, and fruits The 

difference between rich and poor is even more pronounced when one goes Further up the 

pyramid of material needs and look at the consumption of durables. Radios, Cars, and 

television sets are all much more plentiful in higher income countries one of the main 

characteristics of modern economic growth is the introduction of new goods. The consumer 

durables just discussed -- cars, radios, and TV sets -- were new goods introduced over the 

course of the first half of the twentieth century. Examples of their counterparts at the start of 

the twenty-first century are cellular phones and internet. These even newer goods are already 

becoming commonplace in developed countries, (Richard A. Easterlin: 2007).  

From the above table the coefficient of Urbanization confirms Easterlin (1999) that 

technologies underlying modern economic Growth dramatically alter the location of economic 

activity and, in consequence, where People live. Prior to the onset of economic growth, 

manufacturing is typically carried on with hand tools in shops and homes for limited local 

markets, and is, in consequence, widely dispersed among towns and villages. With the shift to 

mechanization and factory   Production, a strong trend toward geographic centralization of 

production sets in, with Location in cities and towns with good access to transportation 

increasingly favored  

4.3.2 Bonds Co-integration- Test Result 

Conventionally co-integration testing, we're testing for the absence of a long-run equilibrium 

relationship between the variables. This absence coincides with zero long- run coefficients  In 
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this approach, the exact critical values for the F-test aren't available for an arbitrary mix of 

I(0) and I(1) variables. However, Pesaran et al. (2001) supply bounds on the critical values for 

the asymptotic distribution of the F-statistic. For various situations, ((for example, different 

numbers of variables, (k + 1)), they give lower and upper bounds on the critical values. In 

each case, the lower bound is based on the assumption that all of the variables are I(0), and 

the upper bound is based on the assumption that all of the variables are I(1). The following 

table provides the bounds test result shown using Bonds-test.  

If the computed F-statistic falls below the lower bound we would conclude that the variables 

are I(0), so no co-integration is possible, by definition. If the F-statistic exceeds the upper 

bound, we conclude that we have co-integration. Therefore, if the F-statistic falls between the 

bounds, the test is inconclusive. The Pesaran et.al (2001) table provides the upper and lower 

bound for the computed F statistic.  

Table 4. 5: Bound test  

 

     

F-Bounds Test 

Null Hypothesis: No levels 

relationship 

     
     Test Statistic Value Signif. I(0) I(1) 

     
     F-statistic  3.715064 10%   2.08 3 

K 5 5%   2.39 3.38 

  2.5%   2.7 3.73 

  1%   3.06 4.15 

     
     

Source:-Own computation using views 9 

 

In this manner, the co-integration test results are shown in Table 4.3.2. Exhibits there are 

evidence of long-run relationships among the dependent and independent variables. The F-Bond 

Test statistic provides a value of 3.715064 which is greater than the upper bound of the 

asymptotic distribution at levels of significance, 5%, and 10%). Therefore we reject the null 



 

44 

 

hypothesis of no level relationship Between PCGD&QOL in the Ethiopian context over the past 

30 years, which means these variables move together in the long-run. 

                

  4.3.3. The Long-run result  

The other finding obtained from the ARDL estimate is the normalized long-run coefficients, 

which shows how the dependent and independent variables behave over a prolonged period of 

time. The result shows that Quality of Life and Urbanization are positively associated with 

economic growth   

Table 4. 6: Long-run test Result  

Variable LNGENR LNGCF LNLLFPR LNQOL LNUR C 

Coefficient -0.324409 

(1.082815) 

0.053175 

(0.242152) 

10.88534 

(14.21565) 

1.479209 

(0.521605) 

2.561011 

(1.205617) 

-26.93808. 

(27.15823) 

t-Statistic -0.299598 0.219594 0.765729 2.835879 2.124233 -0.991894 

Source own design 

The transformed form of the long run Equation can be written as follow 

LNPCGDP=26.93808+03244*LNGER-0.0532*LNGCF-10.8853*LNLFPR-1.4792*LNQOL-2.5610*LNUR 

The above table shown that there is significantly long run relationship between per capital gross 

domestic product and Quality of life which peroxide with house hold consumption that means as 

disposable income increase the marginal propensity to consume the Good and service which 

improves quality of life also increase the officiant of QOL is 1.479209 from this A 1% increase 

in QOL leads to approximately 1.479209 % increase in PCGDP all things being equal. As can be 

Seen from the above result, QOL is significant indicating that it does have a major impact on 

PCGDP in the long run this result supported by The debate on Easterlin‘s paradox was heated up 

even further by Stevenson and Wolfers (2008) who analyses multiple rich data sets including the 

USA, the EU and developing countries spanning in some cases to several decades. They argued 

that they found a clear positive link between average well-being and GDP per capita across 
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countries. They also claim that data do not show any evidence existence a point of satiation. The 

link between growing wealth and life satisfaction is positive in both rich and poor countries 

(Mindaugas Degutis 2010:10). 

According to Pedro Conceição and Romina Bandura (2008), in more technical language, 

consumption is the most important (often, the only) Argument in the utility function used by 

economists in order to capture the extent to which consumption translates into the well-being of 

an individual? The distinction between consumption and utility may seem like a technicality, but 

it is important for reasons that measures quality of life. The particular kind of happiness question 

that is used matters to the results. For example, respondents‘ income level seems to matter more 

to their answers to life Satisfaction questions than it does to their answers to questions which are 

designed to Gauge the innate character component of happiness (affect), as gauged by questions 

such As ―how many times did you smile yesterday. Standard economics relies on Revealed 

preferences – typically measured by consumption choices as a gauge of Individual welfare 

Indeed, for many years, economists shied away from survey data –e.g. expressed preferences,( 

Carol Graham,2010).Generally the above table indicates that PCGDP and QOL have a positive 

relation with statistically significant and rejection of the null hypothesis that claims there is 

negative association in Economic growth and quality of life.  

Generally Findings of our study suggest that Easterlin‘s paradox may be not valid, at least in 

some countries and/or for a certain period of time. They also suggest that there might be other 

variables that influence the shape of life satisfaction curve. Nevertheless, it clearly indicates that 

a sharp denial of any relation between life satisfaction and income growth, advocated by 

Easterlin, is not correct 

Also  from the result the officiant of urbanization shown as 2.561011 From this the study 

concluded that urbanization positively and significantly association with Economic growth in the 

long run it mean that A 1% increase in UR leads to increase 2.561011% increase in PCGDP 

other thing remain constant this supports the conclusion of  grows and competition intensifies. 

Economies of scale have two aspects. Internal economies of scale are internal to the firm and 

relate to the lower unit costs or efficiencies that result from larger-scale production. External 

economies of scale (or ―agglomeration economies‖) are the benefits firms obtain from being 
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close to other firms in order to reduce transaction costs (such as transport and communication) 

and to gain from network effects, such as shared information. The bigger the network, the more 

knowledge and intelligence are available to learn from. Agglomeration economies include 

proximity to a large labor pool, suppliers, customers and competitors within the same industry 

(localization economies), and firms in other industries  

In other hand obviously implies that as income increase the demand of living in urban area to 

easily access to recreation and whit smith jobs This also confirms that structural change of 

Growth theory, according to Todaro (2015) structural change focuses on the sequential process 

through which the economic, industrial, and institutional structure of an underdeveloped 

economy is transformed over time to permit new industries to replace traditional agriculture as 

the engine of economic growth 

Alternatively demonstrated that rapid population increases accompanied by heavy rural-urban 

migration are leading to unprecedented rates of urban population growth, sometimes at twice the 

rate of national growth consequently few governments are prepared to cope with the vastly 

increased strain on existing urban water supplies and sanitation facilities. The resulting 

environmental ills pose extreme health hazards for the growing numbers of people exposed to 

them. Such conditions threaten to precipitate the collapse of the existing urban infrastructure and 

create circumstances ripe for epidemics and national health crises. These conditions are 

exacerbated by the fact that under existing legislation, much urban housing is illegal. This makes 

private household investments risky and renders large portions of urban populations ineligible 

for government services, (Todaro, 2015). 

Africa has been growing at the same rate as the rest of the world, if not better in the recent few 

years. In 2012, six of the fastest economic growth countries in the world were in Africa Rapid 

urbanization and investment in human capital seems to be modifying the pattern of economic 

growth in Africa in the recent period, even if there are no academic studies confirming that 

observation  Governments have often tried to influence the pace or location of urbanization. 

Generally, efforts consisted in shifting resources from agriculture to finance the expansion of 

modern and more economic sectors usually manufacturing and services which were concentrated 

in cities (Mohamed Arouri, Adel Ben Youssef, Cuong Nguyen-Viet and Agnès Soucat, 2014).        
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In the long run GCF is positive association but statistically insignificant this result implies that 

Capital formation is important for achieving long term or short term economic growth, rapid or 

persistent growth. However, capital formation is the process of adding to the stock of real 

productivity. (John Black, 2003). Capital formation can be achieved through capital 

accumulation and can also be referred to as capital accumulation. Capital accumulation is a 

process which involves saving, borrows from accumulated savings for investment purposes.. 

Hence, capital formation supports growth and increases income. The transformation of an initial 

growth into an expanded growth, require the formulation of capital and its corresponding 

financing. An economic ability to produce increases overtime when there is capital accumulation 

and technology change which enhance labor productivity and growth of population, which, with 

a lag, increases the economy‘s labor supply as this study maintained above Labour force 

participation rat and capital formation are positively associated but statistically insignificant It 

reflects that the capacity of the country to intake labor towards in new investment and the 

growing Economy is as not as adding additional capital as expected.  

This result is empirical evidence for the main reason for low labor participation rates are linked 

to the development level of the country. The basic reason for this is that 

Labor force in underdeveloped regions live at a large proportion in rural areas and a great 

majority has no similar to retirement (gundoga, 2001; 99). Participation rates in an economy with 

rapid growth process, naturally rises will not be wrong Even if targets regarding for increasing 

labor participation rates are put in development plans  

Harrod-Domar contains the crucial assumption that production takes place under conditions of 

fixed proportions, and there is no possibility of substituting labor for capital in production   and 

the analysis shows that both saving rate and capital- output rations are the main determinants of 

the growth rate. Still, these indicators are amongst the first aspects that are examined in any 

proposed or actual growth path  According to the model also, the most obstacle of economic 

development in less developed countries is the relatively low level of new capital formation in 

these country.( Dr. Sultan Ahmad Taraki1, Dr. Mesut Murat Arslan ,2018) 
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Ethiopian employment problem is about the quantity as well as quality of jobs. The types of jobs 

that have been generated lack decent quality. The challenge confronting the country is not only 

to maintain, but to translate the rapid economic growth into sustained and inclusive development, 

based on economic diversification that creates decent jobs, and reduction of inequality and 

poverty rates, (Tadele Ferede &Shiferaw Kebede, 2015) 

The aggregated model used in study of the source of growth Economy in developed and 

developing country are uneven tool. Yet the study pointed out in the same general direction. 

1 the major source of growth per worker in developing country is capital per worker increase 

productivity of each unit of capital per worker less significance  

2 the major source of growth per worker in developed is increase productivity with increase 

capital per worker relatively unimportant. Accordingly capital accumulation appears to have 

been more important and technical less important as a source of growth in developing country 

than in developed country, (Economic Development E.wayne Nafzinger 4th Edition: 363).  

Here one paradox result come out from this result which is growth enrolment rate LNGER it is 

an indicator of quality of life but as we can see from the above table it associate Negatively with 

Economic growth  The amount of schooling received by an individual, although affected by  

many nonmarket factors, can be regarded as largely determined by demand and supply, like any 

other commodity or service On the demand side, the two principal influences on the amount of 

schooling desired are (1) a more educated student‘s prospects of earning considerably more 

income through future modern-sector employment (the family‘s private benefits of education) 

and (2) the educational costs, both direct and indirect, that a student or family must bear. The 

amount of education demanded is thus in reality a derived demand for high-wage opportunities 

in the modern sector. This is because access to such jobs is largely determined by an individual‘s 

education. (Tdaro, 2015:401). 

These results are consistent with those produced by Ozsoy (2010), who investigated the 

relationship between school enrollment rates and economic growth during the period of 1923–

2005 in Turkey. She found that there was a bi-directional relationship between the variables at 

the primary level, but there was no relationship at the tertiary level. Erdogan and Yildirim (2009) 
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also found a positive relationship between economic growth and primary schooling, but it was 

uni-directional, running from economic growth to primary schooling. Yaylalar and Lebe (2010) 

found the same relationship but the direction of causality is running from primary schooling to 

economic growth. Also, they presented results similar to ours on the relationship between 

economic growth and schooling at the tertiary level. Duman (2008) implied that there were 

positive relationships between economic growth and schooling in Turkey at both the primary and 

secondary levels between 1987 and 2005. The direction of causality ran from schooling to 

growth. Our results also correspond to those of Sari and Soytas (2006), but they found that 

causality was running from the enrollment rate to economic growth at both the primary and 

secondary levels. (Sedata Gumus, 2012). 

In terms of the relationship between enrollment in higher education and economic growth, could 

be interpreted in several ways. It is easy to interpret the lack of causal relationship running from 

the GDP per capita to enrollment rates in higher education in the context of Turkish educational 

system, as enrollment rates are directly related to the predetermined enrollment quotas. In, there 

is a national university entrance examination and millions of young people have been in line to a 

higher-education institution because a centralized system controls enrollment quotas for all and 

private universities. Whatever the economic situation might be, it is expected that all quotas are 

filled since there is much higher demand than all the space available at the institutions. Thus, 

economic conditions may not directly affect enrollment in higher education. It is relatively 

harder, however, to explain the lack of causal relationship running from enrollment in higher 

education to GDP per capita. This result may be explained by the quality of higher education 

graduates and their impact on the country‘s economic growth. Increases in the enrollment rate 

(Sedata Gumus, 2012). 

 Even though the above paragraph might be bench mark to improve the Ethiopian   Enrolment 

The result is different in  the  case  of Ethiopian as income increase the young students chooses 

to be self-employee rather than completing their higher education in Ethiopia the opportunity 

cost of completing higher Education is very high  the other important point is that Even though 

the Government invest on Educational sector the expansion of informal economy such as driving 

Bajaj Jebena Buna etc. and underground Economy are being the bottle neck to joining high 

school and university for young. 
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4.3.4 Short run Error correction model (ECM) 

Conventionally we are thinking that as PCGDP grows Educational Enrolment also increase but 

in this ARDL result it shows negative association with PCGDOP so if the policy maker takes an 

appropriate action in what speed the sign would be adjusted? So an error correction model is the 

most commonly used for data where the underlying variables have a long-run stochastic trend, 

also known as co-integration. ECM is a theoretically-driven approach useful for estimating both 

short-term and long-term effects of one-time series on another.  

Table 4. 7: ECM Result 

     
     ECM Regression 

Case 2: Restricted Constant and No Trend 

     
     Variable Coefficient Std. Error t-Statistic Prob.    

     
     CointEq(-1)* -0.962545 0.168095 -5.726210 0.0000 

Source:- Own computation using Eviews9 

The term error-correction relates to the fact that last-periods deviation from a long-run 

equilibrium influences its short-run dynamics. Thus ECM directly estimates the speed at 

which a dependent variable returns to equilibrium after a shock happened in other variables 

accordingly, using the ARDL framework, ECM has estimated. The optimal lag length is 

selected based on the information criterion (i.e., AIC for individual series). Thus, in order to 

determine the short-run dynamics between variables the same lag order is used as the ARDL 

model 

From the above Table estimates the short-run coefficients of variables. An important term 

generated to capture the short-run dynamics of the system is the ECT, which measures the 

disequilibrium corrected each year if shock happens to the model. The speed of adjustment or 

the error correction term (ECT) in the model is represented by CointEq(-1) and come up with 

the expected sign and level of significance. In an empirical sense, it implies, if shock happens 

on the system 96% of the disturbance in the short run is corrected each year or the system is 

getting a The speed of adjustment asserts the dependent variable converges towards its long-

run equilibrium level at a very high speed. In consideration of the great investment made in 
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the education sector over the past 30 years traversing paying off, every movement in the 

dependent variable is paramount affected by the movements made in the education sector. 

      4.4. Granger Causality 

 Causality between variables is tested in this paper. The causality test shows whether there is 

cause and effect relation, and the granger causality test is designed to show the existence of 

the same between two variables. Likewise, causality, test has run up to three lag (i.e., as 

ARDG lag length flexibility warranted) here the lag selection is based on information criteria 

it could be either of the 5 criteria accordingly in this paper the lag length is one based on 

acacia information criteria so the lag of granger will be one. 

Table:4.4 Granger Causality 

Pairwise Granger Causality Tests 

Date: 06/15/21   Time: 10:11 

Sample: 1 31  

Lags: 1   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
     LNGENR does not Granger Cause LNGPD  30  4.32540 0.0472 

 LNGPD does not Granger Cause LNGENR  3.3E-05 0.9955 

    
     LNGCF does not Granger Cause LNGPD  30  3.47728 0.0731 

 LNGPD does not Granger Cause LNGCF  10.2205 0.0035 

    
     LNLLFPR does not Granger Cause LNGPD  30  1.15321 0.2924 

 LNGPD does not Granger Cause LNLLFPR  20.6312 0.0001 

    
     LNQUALI does not Granger Cause LNGPD  30  13.1961 0.0012 

 LNGPD does not Granger Cause LNQUALI  0.91959 0.3461 

    
     LNUR does not Granger Cause LNGPD  30  0.12789 0.7234 

 LNGPD does not Granger Cause LNUR  1.86207 0.1837 
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 LNGCF does not Granger Cause LNGENR  30  0.92221 0.3454 

 LNGENR does not Granger Cause LNGCF  3.18267 0.0857 

    
     LNLLFPR does not Granger Cause 

LNGENR  30  3.02749 0.0933 

 LNGENR does not Granger Cause LNLLFPR  28.0270 1.E-05 

    
     LNQUALI does not Granger Cause 

LNGENR  30  0.21570 0.6461 

 LNGENR does not Granger Cause LNQUALI  2.04430 0.1642 

    
     LNUR does not Granger Cause LNGENR  30  2.49929 0.1255 

 LNGENR does not Granger Cause LNUR  3.79771 0.0618 

    
     LNLLFPR does not Granger Cause LNGCF  30  0.40361 0.5306 

 LNGCF does not Granger Cause LNLLFPR  6.57140 0.0162 

    
     LNQUALI does not Granger Cause LNGCF  30  33.1495 4.E-06 

 LNGCF does not Granger Cause LNQUALI  1.79478 0.1915 

    
     LNUR does not Granger Cause LNGCF  30  0.25832 0.6154 

 LNGCF does not Granger Cause LNUR  0.77358 0.3869 

    
     LNQUALI does not Granger Cause 

LNLLFPR  30  15.7388 0.0005 

 LNLLFPR does not Granger Cause LNQUALI  1.47605 0.2349 

    
     LNUR does not Granger Cause LNLLFPR  30  25.2093 3.E-05 

 LNLLFPR does not Granger Cause LNUR  1.64303 0.2108 

    
     LNUR does not Granger Cause LNQUALI  30  0.01460 0.9047 

 LNQUALI does not Granger Cause LNUR  1.72451 0.2002 

    
    

Source:-OwncomputationusingEviews9 
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From the above tale GCF& PCGD are Granger   Couse   each other Bai directionally GER Couse 

PCGDP   this implies that well Educated and trained man power improves the level of output 

PCGDP Granger   Couse   LFPR the result shows indirect relation meaning that as income 

improved the productivity of lour force will be improved in other hand as income increase the 

Economy which absorb the large number of labour force will expanded QUALI Granger cause 

PCGDP GENR Granger cause GCF and QUALI Granger cause  Granger Cause LFPR   LNGCF 

Granger Cause  LNLFPR according to Dr. Sultan Ahmad Taraki& Dr. Mesut Murat Arslan 

(2018) Capital formation through new business creation has a direct impact on local employment 

growth. The direct effect of capital formation on local employment growth by definition is 

positive in short-run. This effect refers to the new job opportunities that create within the new 

firm for both entrepreneurs and new employees immediately at the first and following years. 

While the medium and long-run dynamics effects of capital formation on employment 

 Generally most of the variables show the long run causation of aech other there for the model is 

best indicator  

 4.5. Diagnostic test  

Before proceed to policy recommendation inference from any estimated regression model it is 

necessary to check to perform relevant post estimation test to check the validity of the model 

those the specification of Avery Econometrics model should be thoroughly tested before we 

accept its result these test includes normality serial correlation homoscedasticity& stability test 

4.5.1 The Normality Test 

Jarque-Bera is one of the most commonly applied tests for normality. This study also used 

Jarque-Bera test to check the null hypothesis of normally distributed errors assumptions. The 

Jarque-Bera statistic is not significant, which means the p-value in the Jarque-Bera statistic test 

result must be greater than 5% to fail to reject the null hypothesis of normality. The p-value of 

the result is 0.53 which is greater than 0.05 and the kurtosis value is 3.74 which is approximated 

to 3. Moreover, residuals are normally distributed and bell shaped due to positively skewed. As 

a result, the researcher concluded that there is no normality problem.   
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4.5.2 Serial Correlation LM Test 

The researcher employed both Breusch test and Durbin-Watson test to identify the problem of 

autocorrelation. From output of vector error correction model regression result shows that the 

values of Durbin–Watson test is 1.92 approximated to 2.0 which implies that no autocorrelation 

problem in the model.  Moreover, the Breusch-Godfrey serial correlation LM test result shows 

that probability p-value of F-statistic 0.17 and p-value of Chi-square 0.71 greater than 0.05, 

which indicates that null hypothesis of no autocorrelation problems in the model should not be 

rejected.                    

4.5.3 Heteroscedasticity Test 

Among the OLS assumptions, heteroskedastic test is conducted by using Breusch-Pagan-

Godfrey.  The Breusch-Pagan-Godfrey heteroscedasticity test result from the table below shows 

that probability p-value of both F-statistic and Chi-square statistic bigger than 0.05 and it Implies 

that no evidence for the existence of heteroscedasticity. Therefore, the researcher concluded that 

there is no heteroscedasticity problem in the model.                     

4.5.4. Model Stability Test 

This study tests model stability using Cumulative sum (CUSUM) of recursive residuals with two 

5% critical lines. As we can see from the figure below, the test result shows that the Cumulative 

Sum of recursive residuals lie between the two 5% critical lines. Therefore, we can conclude that 

the model is stable and can be used for policy purposes. 
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Chapter Five: SUMMARY CONCLUSION   AND POLCY SUGGESTIONS 

In this chapter the researcher have given the highlight of the whole thesis through conclusion and 

give policy recommendation for the country based on the time series analyzed using 

econometrics and EIEWs 9. 

5.1 SUMMARY 

Following the rising of the Ethiopian economy from the last three decades onwards, this study 

aims to look into the change and possible nexus in the quality of life using a time series approach 

ranges for the period (1990-2020) it tries to investigate the possible nexus that can exist between 

economic growth and quality of life through its indicators. The researcher used Esterlen paradox 

for theoretical model.  Even though quality of life indicators can be broadly of classified as 

objective and subjective indicators, the researcher took objective which represents Economic& 

social indicator such as per capital Growth Domestic product, Growth Capital Formation, Labor 

Force Participation Rate, House hold Consumption which used as A proxy variable for quality of 

life, Growth Enrolment Ratio &Urbanization, for the purpose of quantitative statistics.  

This study found all variables were stationary 1
st
 difference except LNPCGDP which was 

stationary at level with trend and lag length of the model was one. Since the period of this study 

is too short to use Juhansen approach, The appropriate empirical model of this study which is 

Autoregressive distributed lag model (ARDL).The researcher tested ARDL, bound co-

integration, long run relation, Short Run or Error correction& granger causality test based on lag 

length maintained above by using this model, the researcher found positive and significant 

relationship between PCGDP &QOL. Since bound co-integration is significant @10%and 5% 

level the variables have long run and short run  

5.2 CONCLUSION 

From descriptive statistics urbanization and labor force participation rate near to zero slop this 

implies that an Economy too infant to absorb the highly growth labor force and population which 

growing with alarming rate. This implies that the steady stat growth which thought constant 
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growth from this the researcher infer that the country expected to Economize the increasing labor 

force. 

In conclusion, the evidence provided in this study based on our empirical findings the analytical 

result showed that there exist a significant relationship between Quality of life and economic 

growth in Ethiopia. Since bound co-integration is significant @10%and 5% level the variables 

have long run and short run relationship this result is shows that Even though the cross of poor 

and rich country had been under taken to analyze Esterlen paradox which concluded that Even 

though PCGDP raised Quality of life were remained constant.  

Depending on its  finding this paper argues that ,this model focused on the countries whose 

consumers demand for sophisticated and complicated good and service the non-satiety result 

doesn‘t applicable for the consumer whose demand for basic need such as health service 

Education residence Energy and Food Security. in Ethiopia Growth is at initial point and the 

demand of most society is inelastic it is just for basic need there for little bit change in income is 

satisfies demand other thing remain constant  also there is positive and  statistically significant 

this result supported by structural change focuses on the sequential process through which the 

economic, industrial, and institutional structure of an underdeveloped economy is transformed 

over time to permit new industries to replace traditional agriculture as the engine of economic 

growth, initially an Economy increase the  new opened industrial sector pools labour force from 

agricultural sector but  unless governments are prepared to cope with the vastly increased strain 

on existing urban water supplies and sanitation facilities The resulting environmental ills pose 

extreme health hazards for the growing numbers of people exposed to them. Such conditions 

threaten to precipitate the collapse of the existing urban infrastructure and create circumstances 

ripe for epidemics and national health crises.it followed by the fact that under existing 

legislation, much urban housing is illegal. This makes private household investments risky and 

renders large portions of urban populations ineligible for government services. 

In this study the production function i.e. labor participation rat &Growth capital formation are 

positive relation with Economic Growth but statistically insignificant this Therefore, the study 

supported the position that capital formation and labor participation rat are relevant and but 

insignificant determinant of real development in Ethiopia, however, due to the fact that Ethiopian 

employment problem is about the quantity as well as quality of jobs. The types of jobs that have 
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been generated lack decent quality. The challenge confronting the country is not only to 

maintain, but to translate the rapid economic growth into sustained and inclusive development, 

based on economic diversification that creates decent jobs, and reduction of inequality and 

poverty rates  Therefore, in order to solve the problem and to provide long-run endogenous 

economic growth, the related researchers proposed that it is necessary to change the assumption 

of diminishing marginal product of capital to an increasing or at least to a constant return to 

capital. The solution was taken place through a radical change in the Solow‘s model by entering 

human or knowledge capital in the production function.  

 This study shows that there is negative relation with economic growth finding although we 

found no causal relationship between the enrollment rate and economic Growth at the tertiary 

level, some studies, such as Turkmen (2002) and Ay and Yardimci (2008), found a causal 

relationship running from the tertiary enrollment rate to economic growth. On the other hand, 

Erdogan and Yildirim (2009) found a negative relationship  between economic growth and 

schooling at both the secondary and higher education levels associated with higher education 

enrollment in Turkey(sedat gumus,2012).  

Generally in Ethiopia Even though the above paragraph might be bench mark to improve the 

Ethiopian   Enrolment  The result is different in  the  case  of Ethiopian as income increase the 

young students chooses to be self-employee rather than completing their higher education in 

Ethiopia the opportunity cost of completing higher Education is very high  the other important 

point is that Even though the Government invest on Educational sector the expansion of informal 

economy such as driving Bajaj Jebena Buna etc. and underground Economy are being the bottle 

neck to joining high school and university for young 

5.3 POLCY SUGGESTIONS 

Given the ultimate goal of a particular study is recommending of potential solutions for  the 

studied problem, it is vital to forward some policy suggestions around the area for improvement 

Quality of life To strength the role of economic growth in refining quality of life in both long run 

and short run, economic growth needs to be augmented. to make actions on the mechanisms of 

economic growth including expanding physical infrastructures like road and communication 

facilities, improve both private and public and institution which encourage Education on the 
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guaranty of employees forms structural procedure to enable coordination between Education and 

Employment  in social Administration and Business management in the model the role of 

consumption expenditure which peroxide Quality of life, and urbanization are found significantly 

and positively influence economic growth. The Government expects to influence QOL positively 

with Economic Growth and or at least steady stet growth. In order do so, due attention shall be 

given for external dis economy such as problem of fair distribution environmental issue in 

distribution of budget positive discrimination should  be given to education heath  care rural 

development &women empowerment  

The economy and Growth enrolment is Negative relation with Economic growth but from error 

correction model found that CointEq(-1)* -0.962545 this implies the error is easily correctable  

to beer the education Enrollment positively the Ethiopian Government expected to Adopt the 

experience of Turkeys Education policy which   in higher educational system, as enrollment rates 

are directly related to the predetermined enrollment quotas. In Turkey, there is a national 

university entrance examination and millions of young people have been in line to enter a higher-

education institution because a centralized system controls enrollment quotas for all public and 

private universities. Whatever the economic situation might be, it is expected that all quotas are 

easily filled since there is much higher demand than all the space available at the institutions. 

Thus, economic conditions may not directly affect enrollment in higher education. 

Even though urbanization is positively and significant relation with Economic growth it surly 

followed by  rapid urbanization through rural urban migration this expends illegality un 

employment in urban and un utilization  rural land therefore the government expected to use  

balancing method instead of budgeting to manage Urban residence. the Government expand 

infrastructure on regional city by pooling investors who invest on hotel, cinema & holistic 

market and the government expected to disperse activity in to different city it includes to locate 

some head quarter office such as Development Bank   ministry of Agricultural and the like office 

in zonal and regional city in order pool from crowded city. 

Feature outlook; here in this research Urbanization is positively associated with Per capital 

Growth Domestic. This result is almost supports liwis theory of structural transformation, but 

due to over population in urban area, Quality of life might be suffer from pollution security 
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problem health  and residential issue so, to suggest mitigation, further research needed on 

―Quality of life Urbanization and Economic Growth nexuses  in Ethiopia‘‘.  
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Appendix I 

 

ARDL Long Run Form and Bounds Test  

Dependent Variable: D(LNGPD)   

Selected Model: ARDL(1, 0, 0, 0, 0, 0)  

Case 2: Restricted Constant and No Trend  

Date: 06/15/21   Time: 08:59   

Sample: 1 31    

Included observations: 30   

 

Levels Equation 

Case 2: Restricted Constant and No Trend 

     
     Variable Coefficient Std. Error t-Statistic Prob.    

     
     LNGENR -0.324409 1.082815 -0.299598 0.7672 

LNGCF 0.053175 0.242152 0.219594 0.8281 

LNLLFPR 10.88534 14.21565 0.765729 0.4516 

LNQOL 1.479209 0.521605 2.835879 0.0094 

LNUR 2.561011 1.205617 2.124233 0.0446 

C -26.93808 27.15823 -0.991894 0.3316 

     
     EC = LNGPD - (-0.3244*LNGENR + 0.0532*LNGCF + 10.8853*LNLLFPR + 

        1.4792*LNQUALI + 2.5610*LNUR  -26.9381 ) 

     
     
     

Source: - Own computation using Eviews9  
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Appendix II graphical description 

 

Figure 4.5.1:  normality test 
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Figure 4.5.2 stably test 
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Source:- Own computation using Eviews9 
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Appendix III tabular presentation 

 Table: 4.5.3 serial correlation 

Breusch-Godfrey Serial Correlation LM Test:  

     
     F-statistic 0.099456     Prob. F(1,22) 0.7555 

Obs*R-squared 0.135012     Prob. Chi-Square(1) 0.7133 

     
          

Test Equation:    

Dependent Variable: RESID   

Method: ARDL    

Date: 05/22/21   Time: 14:38   

Sample: 1991 2020   

Included observations: 30   

Presample missing value lagged residuals set to zero. 

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     LNPCGDP (-1) 0.049599 0.275584 0.179978 0.8588 

LNQOL  -0.053143 0.357112 -0.148813 0.8831 

LNLLFPR 0.418411 3.413947 0.122559 0.9036 

LNGER -0.016360 0.241957 -0.067615 0.9467 

LNUR 0.004603 0.064758 0.071084 0.9440 

LNGCF -0.008756 0.143383 -0.061066 0.9519 

C -0.727899 6.514440 -0.111736 0.9120 
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RESID(-1) -0.093404 0.296177 -0.315367 0.7555 

     
     R-squared 0.004500     Mean dependent var -2.61E-15 

Adjusted R-squared -0.312249     S.D. dependent var 0.040168 

S.E. of regression 0.046013     Akaike info criterion -3.096594 

Sum squared resid 0.046579     Schwarz criterion -2.722942 

Log likelihood 54.44891     Hannan-Quinn criter. -2.977060 

F-statistic 0.014208     Durbin-Watson stat 1.920899 

Prob(F-statistic) 0.999997    

     
     

Source:- Own computation using Eviews9 

Appendix IV 

Table: 4.5.3 heteroscedasticity 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

     
     F-statistic 1.651790     Prob. F(9,18) 0.1743 

Obs*R-squared 12.66505     Prob. Chi-Square(9) 0.1784 

Scaled explained SS 10.75325     Prob. Chi-Square(9) 0.2930 

     
          

Test Equation:    

Dependent Variable: RESID^2   

Method: Least Squares   

Date: 05/22/21   Time: 14:40   

Sample: 1993 2020   

Included observations: 28   
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Variable Coefficient Std. Error t-Statistic Prob.   

     
     C -0.091705 0.076648 -1.196441 0.2470 

LNRGDP(-1) 0.000146 0.001865 0.078106 0.9386 

LNLLFPR 0.153383 0.060410 2.539037 0.0206 

LNLLFPR(-1) -0.105553 0.052719 -2.002175 0.0606 

LNGENRO -0.003125 0.002282 -1.369556 0.1877 

LNGENRO(-1) 0.000904 0.001270 0.711478 0.4859 

LNQOL -1.34E-06 0.000271 -0.004937 0.9961 

LNGCF 0.000615 0.000705 0.872795 0.3943 

     
     R-squared 0.452323     Mean dependent var 9.25E-05 

Adjusted R-squared 0.178485     S.D. dependent var 0.000191 

S.E. of regression 0.000173     Akaike info criterion -14.21329 

Sum squared resid 5.39E-07     Schwarz criterion -13.73751 

Log likelihood 208.9861     Hannan-Quinn criter. -14.06784 

F-statistic 1.651790     Durbin-Watson stat 2.010651 

Prob(F-statistic) 0.174308    

     
     

Source:- Own computation using Eviews9 


