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This paper aims to determine the existence of convergence in health expenditures
among Association for South East Asian Nations (ASEAN) countries. Based on the SPSM
procedure and panel KSS unit root test results, the public health expenditures (PUHE)
in Indonesia, Lao PDR, Cambodia, the Philippines, and Myanmar are converging, while
that of Brunei Darussalam, Malaysia, Vietnam, Singapore, and Thailand are diverging.
In addition, the sequences of private health expenditures (PRHE) in ASEAN member
states are stationary, which implies convergence. This finding is in accordance with
Wagner’s law, that is, as nations develop, they are forced to expand public expenditure.
Specifically, countries with low levels of PUHE tend to catch up with the high health
spending countries. This research has policy implications with regard to the convergence
of health expenditure across countries. The government in low- and lower-middle income
countries should raise PUHE to provide access to health services for those who are
unaffordable individuals.

Keywords: convergence, public health expenditures, private health expenditures, panel unit root test, sequential
panel selection method, ASEAN

INTRODUCTION

This paper strives to debate the convergence of public health expenditure (PUHE) and private
health expenditure (PRHE) among the Association for South East Asian Nations (ASEAN).
Enriched health conditions are of great importance for human well-being and sustainable
development strategy in any country (1, 2). The government’s spending on health will promote
public health outcomes and health capital accumulation (3, 4). Therefore, many authorities have
adopted policies to highlight medical and health expenditures (5). Convergence is regarded as
the consequence of a process in which the structures of different groups resemble each other
(6). Following this, all countries would converge to a common equilibrium level of income (7).
Health service is considered as a normal good in economics, which should exhibit similar dynamics
to income. If there is evidence of health expenditure convergence, this suggests that targets to
raise spending on public health are feasible. Reductions in disparities in health expenditure per
capita between countries are, thus, evidence that such policies have been successful (8, 9). It is
important to know how health expenditure changes concerning growth in the Gross Domestic
Production (GDP).

There is evidence of a converging pattern of increases in health expenditure between low- and
high-income countries, however, there still exist inequalities across countries (10). Currently,
although most Asian countries have some form of state-run pension or social security program for
health expenditure, coverage varies greatly (11). Coverage in PUHE tends to be higher in countries
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with higher GDP per capita (12). On the contrary, PRHE in
ASEAN countries is approximately double that of the world
average. According to Rancic and Jakovljevic (13), a high
proportion of private expenditure on health has been found
in Bangladesh and the Philippines. This high proportion of
PRHE is a major concern, as it will aggravate existing poverty
and compromise the welfare of the wider population of the
ASEAN region (14). Since the resources are scarce in developing
countries, if the allocation of budget in the health sector increases,
individual health expenditure is expected to reduce significantly.
Therefore, PRHE in parallel with PUHE to render health
services has become the predominant concern for developing
countries (15).

With  the increasing  globalization,  urbanization,
industrialization, and energy consumption, many countries
pay attention to environmental pollution, social protection,
and health conditions in ASEAN countries (14, 16). Health
expenditure can be affected by macroeconomic variables, such as
per capita GDP (17), technological advancement (5), population
aging (18), and environmental pollution (19), etc. Countries
with a higher proportion of older population tend to have
larger health expenditure (16). Accompanied with the pressure
of population aging (such as Singapore, Thailand, Vietnam,
Indonesia, and Myanmar), health expenditure is emphasized
in the ASEAN region (7, 20). Convergence is likely to have
occurred in the economies that are more similar in medical
technology, consumer preferences, health-related policies, and
the health care system (21). Since the establishment of the
ASEAN economic community in 2015, the economic integration
in this region aims to achieve a competitive and equitable single
market and enhance the status in the global economy (22).
Economic integration also promotes the medical and health
industry and has become an important development goal. The
response has been positive to the concept of Universal Health
Coverage (UHC) proposed by the World Health Organization
(WHO) to achieve the Millennium Development Goals (MDG)
(22). The government in ASEAN countries actively promotes
the medical and health industry and related policy planning. For
instance, Malaysia has included the development of health ICT
in the 11th Malaysia Plan from 2016 to 2020, while Thailand
has announced the “2016-2020 eHealth strategy” to drive the
health care business in 2016'. However, the health expenditure
still varies in ASEAN countries because of their distinctive
conditions. Hence, it is urgent to examine whether the health
expenditure in ASEAN countries converges in the context of
economic integration.

We contribute to the current literature in the following
aspects. Firstly, we concentrate on the healthcare expenditure
issues in ASEAN countries, which have been neglected in
previous studies. On the one hand, these countries have similar
economic development levels, technique progress, and problems
associated with aging. On the other hand, they have heterogenous
health policies, which reflect the market and social choices
concerning the supply of services, remuneration of health care
providers, and the institutional arrangements for the finance

ISourced from: https://www.sohu.com/a/260435973_100091613

of the health industry. These factors attract our interest to
highlight the convergence of health expenditure in this region.
Additionally, we distinguish the health expenditure into public
and private segments across developing countries to evaluate the
equity of their health systems. Finally, taking potential structural
changes into account, we improve the non-linear Sequential
Panel Selection Method (SPSM) and panel Kapetanios et al.
(23) (KSS) unit root techniques to overcome the low power in
detecting mean reversion. Furthermore, to deal with the cross-
section dependence in the panel, we approximate the bootstrap
distribution and this was not done in the previous study which
assumes the cross-section independence. The empirical results
report that the sequences of PUHE in Indonesia, Lao PDR,
Cambodia, the Philippines, and Myanmar are stable, which
implies that the PUHE are convergent. The PRHE in ASEAN
member states has converging patterns, which is consistent with
Woagner’s Law. That, is, as nations become more advanced,
they are forced to become more regulatory and improved,
thereby expanding the public expenditures. Specifically, Hitiris
(24) proposes that nations with low levels of health expenditure
will catch up with high health spending nations. Therefore,
the government in low- and lower-middle-income countries
should offer more health resources for the poor to promote
human capital.

The remainder of the paper contains the following sections.
Section Literature Review summarizes related literature about
this topic. Section Wagner’s Law in Health Expenditure
constructs the theoretical foundation in the field of public
expenditure. Section Methodology describes the Sequential Panel
Selection technique and advanced panel unit root test method.
Section Data introduces the data and section Empirical Results
analyzes the empirical result. The last section gives conclusions
and implications.

LITERATURE REVIEW

The concept of convergence has attracted lots of attention in an
economic context. Theoretical discussions about convergence are
based on the catch-up effect (24), which states that the GDP of
slow-growing economies tends to converge to the fast-growing
economies. Garrett et al. (25) propose that welfare would be
converging because government size and growth are determined
by the demand of its citizens or a collection of citizens organized
into special interest groups. Interest groups can increase the
size of government by organizing members and applying
political pressure more effectively than individual citizens. Swank
(26) argues that the social-economic issues created by market
integration will put pressure on the government to expand
welfare expenditure in the globalization process. By contrast,
neo-liberal economics think globalization has limited the policy-
making choices by forcing them to prioritize international
competitiveness in their fiscal and economic policies while
cutting back welfare expenditure. Wagner (27) believes that
with the development of nations, they are forced to become
more improved and expand public expenditure, which is
fundamentally consistent with Swank (26).
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Empirical studies mainly focus on the convergence
phenomenon in developed countries. In specific, Hitiris and
Nixon (28) employ the panel of European Union (EU) members’
data and reveal that health expenditure exhibits S-convergence.
Specifically, both absolute and conditional B-convergence are
evident in per capita healthcare expenditure whereas only
absolute B-convergence is supported for health expenditure as
a share of GDP. Most scholars use a battery of unit root test
to approximate the convergence process in empirical research.
Hofmarcher et al. (29) recognize that health expenditure
convergence occurs since the establishment of the Monetary
Union, while before that, there is an extending wide gap in the
average health expenditure levels in EU countries. Pekkurnaz
(18) investigates the convergence of health expenditure by panel
unit root tests in the Organization of Economic Cooperation
and Development (OECD) countries and suggests that almost
one-fourth of the countries were found to be converging between
1980 and 2012. Payne et al. (30) also take the OECD countries as
an example and the unit root test results support for per capita
health expenditure convergence among most OECD countries,
and converging to the USA (31). Musgrove et al. (32) think
that as income rises there is a convergence in the healthcare
spending represented by public expenditure and out-of-pocket
spending in WHO member states. Clemente et al. (33) found
several convergence groups and reveal the existence of different
patterns of behavior and disparities in the Spanish health system.
However, contradictory conclusions are also proved by Lau
et al. (7), who provide evidence that cannot be rejected by the
existence of unit root for the health expenditure of most EU
member states, even after taking non-linearity into account.
Panopoulou and Pantelidis (34) propose that divergence in the
full panel, but groups of countries can converge to different
equilibria by using the Phillips and Sul (35) panel convergence
analysis. Montanari and Nelson (36) confirm that European
healthcare systems are not particularly hit by retrenchment and
that convergence is absent in public healthcare dimensions.
The existence of a single pattern of behavior of personal health
care expenditure across the US states is rejected by Clemente
et al. (37).

Despite extensive literature on the topic, studies about
the path of health expenditure among developing regions is
limited. The co-integration approach was applied to investigate
convergence in health expenditure among the Economic
Community of West African states by Oyedele and Adebayo
(38). The finding is that the divergence exists in health
expenditures, which indicates that there are differences across
countries in health expenditures. In other words, the spending
on the health industry will converge to its steady-state for each
country. Odhiambo et al. (39) give evidence of the absolute and
conditional convergence of health expenditure on a panel of 41
Sub-Saharan Africa countries for the period 2000 to 2011. Zhang
et al. (40) point out that the government health expenditure
disparities among the provinces in China are narrowing during
2003-2007 and the supply-side variables contribute to the
government health expenditure convergence by taking the widely
applied o and B-convergence tests. In the context of ASEAN
countries, Sagarik (20) examines the determinants of PUHE and

finds that older population and economic openness are negatively
correlated with government health expenditure. Rahman et al. (5)
reveal that the increase in health expenditure can promote the
performance of health outcomes and quality of life (41).
However, there are obvious shortcomings in the extant
studies. Firstly, from the perspective of this research object, most
of the literature about the convergence of health expenditure
has been conducted in OECD countries and other developed
regions, while few focus on this issue in fast-growing emerging
economies, such as ASEAN countries, or consider that the
economic community has stimulated the integration of these
member countries. This, an examination of whether the
existence of convergence of health expenditure in ASEAN is
necessary. Furthermore, most studies concentrate on aggregated
or government health expenditure, while few studies distinguish
specific health expenditure. Finally, considering the research
method, the test procedure in most previous studies included o-
and B-convergence which is based on the restrictive assumptions
that countries follow the same growth path due to common
technology, similar preferences, policies, and the potential for
growth. The traditional linear unit root tests have low power
when structural changes exist (42) and when there are problems
with cross-section dependence. As we know, the global financial
crisis in 2008 and the establishment of the ASEAN economic
community will shock the stability of the series, then lead to
structural breaks. The panel-based unit root tests are joint tests
of a unit root for all members of a panel and are incapable of
determining the mix of the I(0) and I(1) series in a panel setting.

WAGNER’S LAW IN HEALTH
EXPENDITURE

As we mentioned in the literature review, Swank (26) and
neo-liberal economics have opposite ideas about public welfare
expenditure in the globalization process. However, Wagner (27)
found a common trend in public expenditure, which increases
constantly over time within a nation. Therefore, they outline
that as the economy grows, the activities and functions of the
government also increase, which is called Wagner’s Law. The
mechanism can be explained from three perspectives. First, with
the development of the economy, the demands for infrastructure
and social protection increase because of the increased division
of labor that increases with industrialization. Thus, nations
have to increase their role in terms of public, regulatory,
and protective activity. Moreover, increased urbanization and
population density would require more public expenditure on
law and economic regulation, highlighting administrative, and
protective functions. Hence, as nations become more advanced,
the market forces nations to become more regulatory and
improved, thereby expanding public expenditure (20).

It can be further inferred that as citizens have higher incomes,
they demand more education, entertainment, more equitable
distribution of wealth and income, and generally more public
services. In the meanwhile, people would like to have better
access to and availability of knowledge on medical advances,
which drives them to demand more diagnostic services, screening
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and monitoring, surgical procedures, and medical resources to
raise life expectancy (43). More advanced health and medical
technologies are thus invented or introduced from developed
countries to less developed regions. Investment in health can
improve human capital, which thus increases productivity and
finally contributes to economic growth (44). Hence, from this
point of view, the authorities must ensure a healthy workforce
with the help of technological advances. In addition, spending
on the healthcare industry can promote income equality and
eliminate poverty (45). However, individuals tend to increase
PRHE if they do not receive adequate public health services.
Ultimately, countries with low levels of PUHE tend to catch up
with high health spending countries (24). Fundamentally, the
catch-up effect complements the application of Wagner’s Law in
the field of public expenditure.

METHODOLOGY

Since non-linearities generally exist in macroeconomic and
financial time series, which leads to conventional unit root
tests having low power to detect the mean-reverting tendency
of the series (42). Ucar and Omay (46) propose a non-linear
panel unit root test by combining the non-linear framework in
Kapetanios et al. (23) (KSS) with the panel unit root testing
procedure of Im et al. (47). Perron (48) argues that if there is
a structural break, the power to reject a unit root will decrease.
Meanwhile, structural breaks are ignored in the data generating
process, with analysis accepting the null hypothesis of a unit root.
Therefore, Chortareas and Kapetanios (49) highlight the SPSM,
considering the Fourier function. We believe this method is the
best way to test for stationarity health expenditure among 10
ASEAN countries.

According to Kapetanios et al. (23), the KSS unit root
test can detect non-stationarity against a non-linear but
globally stationary exponential smooth transition autoregressive
(hereafter, ESTAR) process. The model can be given by

AHE; = yHE;_ [1 — exp (—BHE;_,)] + o (1)

where HE; refers to health expenditure, @; obeys the standard
normal distribution of zero mean with constant variance,
and B > 0 governs the speed of transition in the ESTAR
process. Under the null hypothesis, HE; has a linear unit root,
but follows a non-linear stationary ESTAR process under the
alternative. Kapetanios et al. (23) used a first-order Taylor
function approximation for 1 — exp (—BHE;_,) under the null
hypothesis § = 0, as shown in the following function:

AHE; =8+ pH; |+ Y 1\ BAHE i+ o, t=1,2,...,T
)

In this function, the null hypothesis is p = 0 (non-stationarity)

and the alternative hypothesis are expressed as p < 0 (non-

linear ESTAR stationarity). Then, Ucar and Omay (46) expand
a non-linear panel unit root test based on Equation (1), that is:

AHE;; = y;H;, 1 [1 — exp (—BHE} _))] + wis (3)

Similarly, we consider the first-order Taylor series with the
ESTAR model around g; = 0 for all i in Equation (3):

AHEj; = 8+ piH},_y + Y ¥ BijAHEy j+ oy (4)
where p; = y;fi and we can get the hypotheses as follows:

Hy: p; = 0, for all i (linear non — stationarity)

H;: p; < 0, for some i (non — linear stationarity) (5)

Combining the Fourier function with Equation (4), we
construct as:

AHE;; = §; + PiH?,t,l + ZJEDBLjAHEi,t—j

27kt 27kt
+ aj) sin(—-—) + b;; cos(——) + w (6)
T T it

where t = 1,2,...,T, k represents the frequency selected
for the approximation, [a;, bj]’ measures the amplitude and

displacement of the frequency, and [sin (Z’T—Tkt) s cos(ZT‘Tkt)] is

selected in that a Fourier expression is capable of approximating
integrable functions to any desired degree of accuracy. If there
is a structural break, it must contain one frequency component?.
Gallant (50), Becker et al. (51), Enders and Lee (52), and Pascalau
(53) provide evidence that a Fourier approximation can capture
the detail of an unknown aperiodic function. Moreover, the grid-
search technique is performed to find the optimal frequency.
Ucar and Omay (46) further explain that the statistic (hereafter,
OU statistic) particularly suits small N observations.

The SPSM procedure contains three steps: firstly, the panel
KSS test with a Fourier function is applied to all series in the
panel. If the null hypothesis of unit root cannot be rejected, the
procedure is terminated, which means all the series in the panel
are non-stationary. Otherwise, we proceed to the next step; that
is, we remove the series with the minimum KSS value from the
panel because it is regarded as stationary; finally, we repeat the
first step for the remaining series, or stop the procedure if all the
series are removed from the panel. After the above three steps,
the stationary series and non-stationary series can be separated.

DATA

The annual data ranging from 2000 to 2018 for PUHE and PRHE
per capita of 10 ASEAN member states® is sourced from WHO
database. Health expenditure per capita series for these countries
are adjusted by 2011 purchasing power parity (PPP) US Dollar
to avoid the issues of exchange rate and inflation. To obtain the
convergence effect, the health expenditure of country relative

2Enders and Lee (52) suggest that the frequencies should be obtained according
to the principle of minimization of the sum of squared residuals. However, their
Monte Carlo experiments suggest that high frequency will leads to the loss of
power, while one or two frequencies are appropriate.

3The ASEAN member states include Brunei Darussalam, Cambodia, Indonesia,
Lao PDR, Malaysia, Myanmar, the Philippines, Singapore, Thailand, and Vietnam.
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FIGURE 1 | Plots of PUHE and fitted nonlinearities across ASEAN countries.
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to the average health expenditure per capita among ASEAN
countries should be constructed as indicated below (18, 30):

aj = In[HE;;/average (HE),] (7)

where i denotes the country; t represents time; In is the
natural logarithm.

Association for South East Asian Nations has achieved notable
economic outcomes in recent decades (54, 55), which indicate
that the total GDP in ASEAN has grown more than five-fold
from 2000 and become the fifth-largest economy worldwide
(56). However, these countries have undergone tremendous
demographic, political, economic, and sociocultural transitions
along with rapid economic development (57). Brunei, Cambodia,
Malaysia, Singapore, and Thailand present the negative growth of
the economy with the shock of the global financial crisis in 2008.
The economy has been gradually recovering from the crisis in
ASEAN since 2011. Moving to 2015, the economic community
has been built. Due to the expansion of the middle class and
the improvement of health awareness, the corresponding medical
policies have been issued successively (22). The entire population
has been covered by social health insurance in Thailand. In
the case of Malaysia, the entire population has access to public
health services, whilst in Singapore, more than 90% of the
individuals are served by the compulsory government-organized
health insurance scheme (58). Health insurance is available to
more than half of Indonesians, with an ambition to achieve
national coverage of UHC by 2019. Although big progress has
been acquired in using health equity funds in Cambodia, the
coverage of health insurance is still low in Cambodia (24%) and
Lao PDR (15%).

In the process of globalization, Southeast Asia is the most
active region, with many migrant workers flowing both within
the region and between ASEAN. This presents other potential
health concerns (58). Most migrants, still need to pay for medical
expenditure privately in Singapore and the Philippines (58).
Indonesia consists of many islands, which results in diseconomies
of scale in the provision of health services by the government.
Thus, private involvement was more dominant than government
provision in health expenditure before 2010 (41). As a result, the
Indonesian population is often forced to rely on private medical
services out of necessity. As a complement to the public health
care system, the rapidly-growing private sector offers curative
and rehabilitative services and is financed on a non-subsidized,
fee-for-service basis in Malaysia (59).

In Figures 1, 2 the deterministic trend plotted in red is closely
fitted to the path of health expenditure at unknown breaking
dates. Health expenditure in ASEAN countries shows fluctuating
upward trends in the sample period. The PUHE shows a slight
decline at the turning point of the global financial crisis in 2008,
while PVHE keeps the increasing path during 2000-2018. The
potential structural breaks in our dataset require a non-linear
approach in the following trend analysis.

EMPIRICAL RESULTS

Table 1 lists the descriptive statistics of PUHE and PRHE in
ASEAN members. It can be observed that there are huge
differences in PUHE among ASEAN countries. Except for
Brunei, Malaysia, and Thailand, the mean values of PUHEs
exceed PRHESs, and the situation is opposite in other countries.
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FIGURE 2 | Plots of PRHE and fitted nonlinearities across ASEAN countries.
TABLE 1 | Descriptive statistics.
PUHE PRHE
Mean Max. Min. Std. Dev. Mean Max. Min. Std. Dev.
Brunei Darussalam 1606.875 1891.943 1407.643 167.290 200.708 351.669 94.878 94.047
Cambodia 31.076 55.556 14.046 13.116 108.479 151.962 53.754 34.440
Indonesia 84.590 185.061 27.633 46.778 146.019 209.340 65.603 50.486
Lao PDR 33.747 64.667 16.857 14.716 64.005 84.392 46.506 11.981
Malaysia 371.624 611.028 165.784 141.682 338.532 582.672 188.896 123.307
Myanmar 17.753 61.403 2.752 19.316 85.339 223.027 18.652 72.639
Philippines 70.214 128.622 36.115 26.575 149.194 262.291 55.215 67.165
Singapore 1007.087 2243.973 367.028 585.863 1461.443 2204.309 886.624 429.183
Thailand 322.323 551.219 125.161 133.306 120.878 169.057 92.354 22.496
Vietnam 98.715 200.541 33.384 54.496 136.449 231.499 60.447 51.763

Brunei has the highest mean PUHE while the lowest mean value
is in Myanmar. Except for Singapore, there is little difference in
PRHE among countries.

The linear augmented Dickey-Fuller (ADF) (60), Phillips
and Perron (PP) (61), and KPSS (23) unit root tests (with
the trend and without trend) are applied to investigate the
null hypothesis of a unit root in the PUHE and PRHE,
respectively. The results for PUHE in Table2 reveal clearly
that the null hypothesis of a unit root without trend cannot
be rejected except for in Thailand according to the PP test,
while KPSS shows Indonesia and Lao PDR are stationary. In
another case, we need to consider that there is a unit root
for sample countries. Table 3 shows that the null hypothesis
can be rejected for Cambodia and Thailand based on ADF

and PP tests, while the KPSS test implies that Cambodia and
Indonesia are stable. The results of unit root tests with the trend
are basically in accordance with the above findings. However,
structural breaks often exist in time series and are ignored
by the linear unit root tests, which reduce the power of the
linear unit root test (48). Moreover, the individual unit root
tests do not consider the cross-section dependence across the
ASEAN panel.

As the beginning, we apply the first-generation panel unit root
methods by Levin, Lin, and Chu (LLC) (63). Im, Pesaran, and
Shin (IPS) (47), and Maddala and Wu (MW) (64) to test the
panels of PUHE and PRHE in Table 4. The results show that
it cannot be rejected the null hypothesis of a unit root even
under the 10% significance level. However, the first-generation

Frontiers in Public Health | www.frontiersin.org

6 September 2021 | Volume 9 | Article 699821


https://www.frontiersin.org/journals/public-health
https://www.frontiersin.org
https://www.frontiersin.org/journals/public-health#articles

Lietal

Convergence of Health Expenditures

TABLE 2 | Univariate unit root tests of the PUHE.

Sequence ADF PP KPSS

Without trend With trend Without trend With trend Without trend With trend
Brunei Darussalam —2.120(0) —3.220(0) —2.233(1) -3.215(2) 0.573[1]** 0.113[0]*
Cambodia —0.015(3) —3.984(3) 1.912(1) —1.693(1) 0.466[3]** 0.121[2]**
Indonesia 1.579(0) —3.248(2) —1.604(1) —3.038(1) 0.297[3] 0.155[2]**
Lao PDR —0.962(0) —2.892(0) —0.843(0) —2.741(3) 0.191[0] 0.160[2]**
Malaysia 0.167(0) —1.857(0) 1.638(0) —1.838(1) 0.449[3]* 0.174[2]**
Myanmar —0.639(0) —3.095(2) -0.727(1) —2.036(2) 0.505[3]** 0.133[2]*
Philippines 1.629(0) —2.564(0) 2.073(3) —2.655(1) 0.387[2]* 0.150[2]**
Singapore —0.505(1) —0.819(0) 0.361(1) -0.781(2) 0.559[3]** 0.160[3]**
Thailand —2.540(0) —2.735(1) —2.811(3) —2.604(4) 0.445(3] 0.072[1]
Vietnam —1.327(0) —2.385(0) —1.302(3) -2.118(2) 0.532[3]** 0.186[1]**

*and ** indicate significance at the 10 and 5% level, respectively. The number in parenthesis suggests the lag order selected based on the recursive t-statistic by Perron (48). The
number in the brackets indicates the truncation for the Bartlett Kernel proposed by the Newey-West (62) test (similarly hereinafter).

TABLE 3 | Univariate unit root tests of the PRHE.

Sequence ADF PP KPSS

Without trend With trend Without trend With trend Without trend With trend
Brunei Darussalam 0.124(0) —2.084(0) 0.202(2) —2.296(2) 0.569[3]** 0.099[2]
Cambodia —0.287(0)* —3.044(0) —2.857(1) —3.048(1) 0.278[2] 0.088[1]
Indonesia —1.579(0) —0.598(0) —1.604(1) —0.609(0) 0.297[3] 0.155[2]*
Lao PDR —2.347(0) —3.307(0) —2.290(2) —3.269(3) 0.573[2]** 0.079[2]
Malaysia —0.403(2) 0.815(2) 0.719(1) 0.080(6) 0.562[3]** 0.161[3]**
Myanmar —0.780(0) —1.812(1) —0.829(2) —0.101(1) 0.505[3]** 0.146[3]**
Philippines —1.518(0) —3.553(2)* —1.486(1) —3.167(1) 0.491[3]"* 0.057[1]
Singapore —1.575(0) —1.257(0) —1.488(1) —1.219(4) 0.525[3]"* 0.155[3]"*
Thailand —2.125(0) —1.293(0) —3.282(1)* —0.881(5) 0.514[3]** 0.180[2]**
Vietnam —2.157(0) —3.285(0) —2.089(3) —3.066(5) 0.460[3]* 0.188[3]**

*and ** indicate significance at 10 and 5%, respectively.

panel unit root tests assume cross-sectional independence,
which may not be applicable in a panel constructed by
neighboring countries in the process of economic integration.
In light of this consideration, the second-generation panel
unit root tests by Bai and Ng (65), Choi (66), Moon and
Perron (67), and Pesaran (68) are further employed. Table 4
provides evidence that PUHE and PRHE sequences contain a
stationarity process under second generation panel unit root
tests. Thus, the consideration of cross-sectional assumption
gives more consistent results of convergence. However, the
panel unit root tests cannot give the individual characteristics
of certain economies. As we analyzed in methodology, the
panel KSS unit root test with Fourier function not only takes
account of structural breaks but also cross-section dependence,
which allows individual nations to follow distinctive non-linear
growth paths.

We then employ a panel KSS unit root test combined
with the SPSM, under the non-linear framework with Fourier
function. Fourier functions can capture any structural breaks
of an unknown form as a smooth process (52). This test is

also applicable for the existence of a cross-section dependence
problem. The results shown in Tables5, 6 are for 10,000
replication simulations.

Table 5 indicates that after the panel KSS test, the null
hypothesis was rejected at the 1% significant level with the
statistic of —3.206. Therefore, we implemented the SPSM process
and found the minimum KSS value in Indonesia, which reveals
that the PUHE in Indonesia is stationary. We then removed
this sequence from the entire panel and continued the first
step for the remaining sequences. The statistics of —2.882 still
imply we should reject the unit root at a 1% significance level.
The corresponding series is Lao PDR, which has the lowest
KSS based on SPSM, should be removed from the panel. This
procedure continued until we could not reject the null hypothesis
at the 10% significance level. We removed five sequences for
Indonesia, Lao PDR, Cambodia, the Philippines, and Myanmar
from these procedures, which indicates that only these five series
are stationary. Similarly, the results shown in Table 6 reveal that
all the series of PRHE can be rejected by the panel KSS unit root
test, implying that PRHE in ASEAN countries is stable.
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The government of the Philippines started the National Health
Insurance Program (NHIP) to ensure financial risk protection
for all citizens in 1995. All retirees from government and
the private sectors, government employees, and their spouses,
children, and retired parents are eligible for insurance coverage,
and employer mandates ensure coverage for Filipinos working
in the formal sector of the economy (69). Coupled with the
UHC program, NHIP has covered 80% population, including
the poorest 9.6 million families being subsidized by the national
and local government. In 2013, the NHIP was amended in
terms of the benefit design and provider payment mechanisms,
and co-payments were reduced (58). In December 2010, the
Philippines Department of Health decided to extend the NHIP
to achieve UHC for all Filipinos (70). In the revised version,
increasing support and reducing out-of-pocket payments became
an important focus of health policy (71).

Indonesia highlights progress in terms of UHC and migrant
protection because health expenditure can be regarded as
an investment in human capital (72). Good human resource
management used by Malaysia during the financial crisis has been
proved to help the country overcome turmoil (73). In 2014, the
government has aimed to achieve UHC by 2019 (58). Meanwhile,
the authority implements the NHIP, named Jaminan Kesehatan
Nasional (JKN). The JKN aims to integrate the three main
existing fragmented schemes, that is, the government-financed
health insurance program for the poor, Askes for civil servants
and pensioners, and Jamsostek for formal sector workers. In
addition to covering medical insurance, Askes and Jamsostek
schemes also provide work-related injury, retirement, and death
benefits. This health insurance program covers the workers
in formal and informal sectors, and benefits for 60% of the
population (74).

The Lao PDR is a low-income country where the poor and
informal workers comprise 80% of the total population, private
spending on health is more than 60% of total health expenditure
(75). To provide more health services, financial protection, and
generate resources for the health sector, the government intends
to create a national health insurance authority to unify the four
different social health protection schemes (76). In this program,
the self-employed and families who live in poverty can be served
and get subsidies. The expectation is that a unified institutional
arrangement will lead to UHC by 2020. In addition, the Global
Health Action proposed by the EU in 2015 is to strengthen the
capacity of national institutes of public health in several low- and
middle-income countries, including Lao PDR (77).

Cambodia, like many lower-middle-income countries, has
committed to UHC and implemented reforms to expand the
quality of services in the health system over recent decades (78).
Policies include formal user fee exemptions, health equity funds
sponsored by the government, vouchers, and health insurance
(79). The funded target is especially for the poor, by removing
financial barriers to public health facilities and reimbursement of
health-related fees for the poor (80). Studies have confirmed the
positive effect of public health services on the poor.

After the civil war and military regime, the Myanmar health
system is a mix of public and private systems in terms of
both financing and service provision. The Myanmar Ministry of

TABLE 4 | Panel unit root tests.

PUHE PRHE
Type of test Statistic p-value Statistic p-value
FIRST GENERATION
LLC 0.482 0.685 1.1567 0.876
IPS —0.206 0.418 0.193 0.577
MW 23.065 0.286 19.609 0.483
SECOND GENERATION
Bai & Ng —0.974 0.835 —-0.716 0.763
Moon Perron —7.598*** 0.000 —8.287** 0.000
Choi (Pm) 1.651* 0.049 1.503** 0.066
Perron —1.607 0.620 —2.235" 0.095
*, **, and *** indicate significance at the 10, 5, and 1%, respectively.
TABLE 5 | Results of panel KSS with Fourier test on PUHE.
Sequence  OU statistic  p-Value Min KSS k  Series
1 —3.206*** 0.000 —4.024 2 Indonesia
2 —2.882"** 0.006 —2.736 2 Lao PDR
3 —2.736™ 0.010 —2.574 2 Cambodia
4 —2.693* 0.026 —2.504 2 Philippines
5 —2.276" 0.091 —1.838 2 Myanmar
6 —2.088 0.172 —1.687 2 Brunei Darussalam
7 —2.441 0.152 —1.341 2 Malaysia
8 —2.612 0.140 —1.209 2 Vietnam
9 —2.327 0.174 —1.169 2 Singapore
10 —1.510 0.275 —0.304 2 Thailand

=, ** and * indicate significance at the 1, 5, and 10% significant levels, respectively; k
is the frequency; The asymptotic p-values are simulated by the Bootstrap method using
10,000 replications.

TABLE 6 | Results of panel KSS with Fourier test on PRHE.

Sequence OU statistic p-Value MinKSS k  Series

1 —3.571** 0.000 —3.926 2 Cambodia
2 —3.408*** 0.000 —2.870 2 Singapore
3 —3.392*** 0.000 —2.835 2 Vietnam

4 —3.251** 0.001 —2.576 2 Lao PDR
5 —3.130"** 0.002 —2.426 2 Thailand

6 —2.955"* 0.005 —1.954 2 Malaysia

7 —2.514* 0.040 —1.947 2 Brunei Darussalam
8 —2.466" 0.093 —0.854 2 Myanmar
9 —2.984* 0.090 —0.845 2 Philippines
10 —2.297* 0.097 —0.276 2 Indonesia

** ** and * indicate significance at the 1, 5, and 10% significant levels, respectively; k
is the frequency; The asymptotic p-values are simulated by the Bootstrap method using
10,000 replications.

Health started to repair the fragile health system in 2011 and
increased health-related investment, setting the goal of achieving
UHC by 2030. However, due to the lack of reliable medical
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insurance systems and the shortage of health financial funding,
dependence on private funds is high, accounting for 80% of
Myanmar’s total health expenditure (81). As an important step
to achieve universal medical coverage, the government increased
medical expenditure by 8.7 times from 2011 to 2015.

The PUHE in the above countries shows the convergence
attribution, while Brunei Darussalam, Malaysia, Vietnam,
Singapore, and Thailand diverge. It can be found that the
PUHE are relatively high in these economies, such as Brunei
Darussalam and Malaysia, with an advanced economy and
social development indicators. This result is in line with
the study of Sagarik (20), who found that the Philippines,
Cambodia, Indonesia, and Laos are in the bottom group in
terms of public expenditure share of GDP. Healthcare for
citizens and permanent residents is virtually free of charge. This
supports the study by Lagomarsino et al. who believe many
upper-income groups are progressing toward, or have already
achieved UHC (82). On the contrary, the government in many
low- and middle-income countries is striving toward universal
coverage and trying its best to raise funds through various
channels to expand welfare and health expenditure (83). On the
other hand, Southeast Asia has huge population mobility and
there are many migrant workers. The convergence in ASEAN
countries confirms the compensation theory, which believes
that globalization has a positive impact on public spending
because of social and economic problems such as unemployment
migrant and unequal income distribution. This will spur public
welfare expenditure to help those who are negatively affected by
globalization (26).

Based on the empirical results in Table 6, all the sample
countries show convergence in PRHE. The backbone of health
services is in the public sector, but the transition to a market
economy has promoted the growth of the private health sector.
In urban areas, private pharmacies and clinics are often the
first choice for medical services (84). Urbanization can lead to
expensive services because overcrowded medical facilities cause
diseconomies of scale (85). The payment method of the medical
market will also affect the difference in medical expenditure.
Private or out-of-pocket systems are health payment schemes
that fund health care (86, 87). Meanwhile, marketization brings
diversified health products and promotes the prosperity of
the health and medical industry. With the improvement of
health awareness and the income level of nations, PRHE will
increase accordingly.

CONCLUSIONS AND IMPLICATIONS

This paper explores the convergence of health expenditure in
ASEAN countries by the SPSM and panel KSS unit root test
method. The empirical results report that the PUHE in five
economies (Indonesia, Lao PDR, Cambodia, the Philippines, and
Myanmar) are stationary, which means they are converging.
These countries are classified as low- or lower-middle-income
countries, which are striving to increase PUHE to achieve UHC
goals. While the PUHE in the other five ASEAN member

states (Brunei Darussalam, Malaysia, Vietnam, Singapore, and
Thailand) are diverging, they have already made certain
achievements in the health industry. Additionally, the PRHE
in ASEAN countries shows the convergence, although most of
them are accepted to have the unit root by traditional unit root
tests. The reason may be that marketization and globalization
promote the prosperity of the health care industry, and leads
to the diversification of PRHE. This finding supports Wagner’s
Law, which states that as the economy grows, the activities
and functions of the government also tend to increase (27). In
this context, economic development and urbanization would
lead to an increase in PUHE, due to the increasing need for
public health facilities. Consequently, countries with low levels
of health expenditure may catch up with countries that have high
healthcare spending.

According to the results, the following recommendations
can be made: firstly, achieving convergence across countries
can promote economic growth by encouraging countries to
undertake expenditure on health care in a cost-effective way
(18). The convergence in PRHE reflects the improvement
of public health awareness and the high cost of medical
technology. The government should assume more responsibility
in offering PUHE for the poor, to whom health services
may be unavailable. Furthermore, low- and lower-middle-
income countries need to improve health expenditure to achieve
the positive cycle of a labor-capital promoting economy and
economic feedback of human capital (20). Finally, even though
convergence in health expenditure has been confirmed in
certain countries, governments should take into account the
particular situation of that country, particularly the development
process to implement appropriate health-related policies rather
than copy the experiences of other countries (10, 36). As
political will and health awareness increase, ASEAN has
significant potential to become a force for better health
services in this region. Ultimately, people can enjoy higher
health standards, comprehensive social protection, and improved
health status.

There are shortcomings to this study due to the limited
availability of the sample period, and future research should
therefore focus on the issues affecting healthcare or welfare
expenditure in ASEAN countries to verify our conclusions.
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