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1- Introduction:

The size of government expenditures and its effects on long-run economic growth, and vice versa, have been an issue of sustained interest for decades. In the economic literature, there are two opposing views on the relationship between economic growth and the size of the public sector. The “Law of increasing expansion of public and particularly state activities” (Wagner, 1893) is one of the earliest attempts that emphasizes economic growth as the fundamental determinant of public sector growth. Literature provides various specifications of Wagner’s law, see for example (Huang, 2006; Samudram, et.al., 2009; Hussain, et.al., 2010; Mahdi and Majid, 2012; Abdullah, 2012) have yielded results that differ considerably from one country to another. 
On the contrary, the Keynesian school considers public expenditure as a determinant of aggregate income, involving a reverse causality, running from public expenditure to GDP (Keynes, 1936). The Keynesian school of thought suggests that government expenditure accelerates economic growth. Thus, government expenditure is regarded as an exogenous force that changes aggregate output. See (Tan, 2003; Kumar, 2009; Afzal and Abbas, 2010).
Although each line of enquiry has thrown interesting light on the phenomena, in neither case has the assumed causative process been subjected to rigorous empirical pre-testing in ASE. Purely a priori judgments for choosing between the two competing postulates are rendered difficult for at least three reasons: Firstly, there is a possibility of feedback in macro relations, which tend to obscure both the direction and the nature of causality. Second, as demonstrated by (Ahsan, Kwan and Sahni, 1992), in the public expenditure national income nexus, failure to account for omitted variables can give rise to misleading causal ordering among variables and, in general, yields biased results. Third, if co-integration among the variables of the system is admitted, then the Error-Correction terms would provide an additional source of causality. 

The principal aim of this paper is to empirically evaluate the causal link between the size of government expenditure (GE) and gross domestic product (GDP), by resorting to recent developments in the theory of co-integrated processes. The analysis offers a possible causal pattern. To this end, the study employs cointegration analysis, Error-Correction Modeling - Causality Tests. The study tests for a causal link between the size of government expenditure (hereafter denoted as GEt), and gross domestic product (hereafter denoted as GDPt) using time series data drawn from IMF's database for thw time period of 1990-2011.

The rest of the paper proceeds as follows. In section ii, the study briefly outlines the data set and provides some stylized facts of the main characteristics of the variables that we used in the analysis. Section iii considers some theoretical issues as well as some empirical results of past studies. section iv present the econometric methodology. Section v provides the empirical results of the study, while section vi concludes.
2-
Data and some Stylized Facts:

The data set used in this study relates to Jordan and consists of annual observations. (GDPt) is measured as Gross Domestic Product at market prices in year t. (GEt)  is measured as the government expenditure of goods and services (excluding transfer payments), i.e. consumption and gross fixed capital formation. Data for GDP and GE come from the IMF’s database. all variables are expressed in natural logarithms.

Before proceeding to the estimation of the causal link between GDP and GE, it is of interest to have a bird’s eye view on the basic characteristics of the variables used in this study. The evolution of GE and growth rates of GDP during the period 1990-2011 reveals that government expenditure on 1990 was around (44%) of GDP.  During the 21 years since then, the GE to GDP rate in Jordan has decreased to be around (34%).
3-
Theoretical Issues and Empirical Evidence:

The substantial growth of the size of government expenditures since World War II, and its effect(s) on long-run economic growth (or vice versa), has spawned a vast literature that offers diverse attempts to explain the observed phenomenon. 

On the one hand, public finance studies have been directed towards identifying the principal causes of public sector growth. Wagner’s Law of public expenditure is one of the earliest attempts that emphasize economic growth as the fundamental determinant of public sector growth, Wagner stated that during the industrialization rocess, as the real income per capita of a country increases, the share of its public expenditure in total expenditure increases. Three main reasons are advocated to support this hypothesis: the administrative and regulatory functions of the state, the cultural and welfare services and the state participation to finance large-scale projects for technological needs. In other words, Wagner’s Law states that government grows because there is an increasing demand for public goods and for the control of externalities. Based on these arguments, this law also implies causality running from national income to public sector expenditure. Hence, public expenditure is considered as endogenous to the growth of national income.

 The literature on this topic is enormous to say the least. Some studies find a significant positive relationship between public sector growth and economic growth only for developing nations but not for developed countries. Others even report a negative relationship between government expenditure and GDP.

On the other hand, macroeconomics, especially the Keynesian school of thought puts the emphasis on a different place.

Keynesian hypothesis postulates the fiscal aspect of macroeconomics, and suggests that government spending boosts economic growth in a recession. This means that causality runs from government expenditure to economic growth (Kumar 2009).
 The analysis bears upon the question of the role of government in economic growth. A considerable amount of attention has been directed towards assessing the effect of the general flow of government services on economic growth.

During the last twenty years or so, studying the underlying causal process between government expenditure and GDP, or their close variants, has been given parallel efforts. The principle reason that led researchers to this field of analysis was the difficulty of a possible feedback in macro relations, which tend to obscure both the direction and the nature of causality. It is clear that knowledge of the true nature of the causative process between government expenditure and GDP will help determine the robustness of the estimated relationship. Should the causality be Wagnerian, the estimates derived from macro-econometric models would evidently suffer from simultaneity bias. On the other hand, if the causality were Keynesian, the estimates reported in public finance studies would similarly be biased. Nevertheless, knowledge of the precise causative process has important policy implications. For example, if the causality were Wagnerian, public expenditure is relegated to a passive role, if Keynesian, it acquires the status of an important policy variable. 

Mahdi, et.al. (2012) used A Panel-Vector Error Correction causality framework based on Wald’s test to investigate short-run and long-run causality between government expenditure and economic growth. The results indicate bidirectional causality for Asian developing panel, while the results of long-run causality for advanced and newly industrialized countries does not support causality in any direction. Inuwa (2012) applied unrestricted Error Correction Model and Pair wise Granger Causality tests to investigate the relationship between government expenditure and economic growth in Nigeria over the period (1961-2010). The results from the Bounds Test indicate that there exists no long-run relationship between government expenditure and economic growth in Nigeria only when real GDP is taken as dependent variable. In addition, the causality results reveal that government capital expenditure granger causes economic growth. While no causal relationship was observed between government recurrent expenditure and economic growth. Tapan (2010), investigates the causal relationship between government expenditure, GDP and exports for Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka for the period between 1960 and 2010. Using cointegration and Granger causality, the results suggest that there exists bidirectional causality between exports and economic growth in India. For Bangladesh, Maldives, Nepal and Pakistan there is unidirectional causality from exports to economic growth. The unidirectional causality from government expenditure to economic growth is found in Bangladesh and Maldives, whereas the reverse causality is found in Bhutan and Pakistan. For Maldives and Sri Lanka Government expenditure causes exports, whereas for Pakistan export causes government expenditure. The panel analysis finally suggests and existence of unidirectional causality from export to government expenditure and from economic growth to government expenditure. Samudram et al. (2009) examined the relationship between different category of public expenditure and growth for Malaysia over the 1970 to 2004 years. The result indicates bi-directional causality between economic growth and spending on health and administration and for other kinds of spending causality run from economic growth to spending.

Karagianni et al. (2002) employ the two-step Engle and Granger cointegration method, the Johansen maximum likelihood method and the Granger causality test, in order to investigate the long run and causal relationship between government spending and income. For this purpose, they employ six alternative functional forms, using data for the EU-15 countries over the time period 1949-1998.The results, accruing from this study, are ambiguous accordingly to the method applied. The major points that emerge from the Εngle and Granger test are that in most of the EU countries, no long term relationship has been observed, except for some sub-cases in Finland, Italy and the Netherlands.
Akitoby et al. (2006) examine the short- and long-term behaviour of government spending with respect to output in 51 developing countries using an Error-Correction model. They find evidence that is consistent with the existence of cyclical ratcheting and voracity in government spending in developing countries, resulting in a tendency for government spending to rise over time. So, the researchers derive three main policy conclusions: first, the long-term and short-term elasticity of capital spending in relation to GDP is relatively high; second, there may be scope for fiscal rules or fiscal responsibility laws in some countries that limit the discretion for pro-cyclical fiscal policy; third, in many countries, there is a long-term relationship between the level of output and government spending To be sure, several studies examined the influence of government activity on economic growth and vice versa (see Wu, et al., 2010; Samudram, et al., 2009; Cooray, 2009; Narayan, et al., 2008; Ranjan and Sharma, 2008; Akitoby, et al., 2006; Chang, et al., 2004; Wahab, 2004; Olomola, 2004; Lyare and Lorde, 2004; Abu-Bader and Abu-Quar, 2003; Chang, 2002; Dar and Amir Khalkhali, 2002; Peacock and Scott, 2000; Poot, 2000; Abdullah, 2000; Kolluri, et al., 2000). However, the conclusions here are not having already tested the conclusive, particularly with respect to direction of causality. Most of their empirical findings confirm Wagner’s Law that is, government expenditure tends to be income elastic in the long run. This disparate evidence calls for a re-examination of the differences in the causality results. As mentioned in the introduction, the focus of this paper is to empirically evaluate the causal link between GDPt and GEt within the bivariate frameworks, by resorting to recent developments in the theory of co-integration process.
4-
Econometric Methodology:

The opinion that there is a long-run tendency for the government expenditure to grow relative to gross domestic product or vice-versa has been an issue in economics that is questioned. Thus, if the variables GDPt and GEt are considered as stochastic trends and if they follow a common long-run equilibrium relationship, then these variables should be co-integrated. According to Engle and Granger (1987), co-integrated variables must have an ECM representation. The main reason for the popularity of co-integration analysis is that it provides a formal background for testing and estimating short-run and long run relationships among economic variables. Furthermore, the ECM strategy provides an answer to the problem of spurious correlation.

If GDPt and GEt are co-integrated, an ECM representation could have the following form:
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i are stationary, implying that their right-hand side must also be stationary. It is obvious that (1) and (2) compose a bivariate VAR in first differences augmented by the Error-Correction terms (
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), indicating that ECM and cointegration are equivalent representations.

According to Granger (1969; 1988), in a co-integrated system of two series expressed by ECM representation causality must run in at least one way. Within the ECM equation (1), GEt does not Granger cause GDPt if all β2i = 0 and β3 = 0. Equivalently, in equation (2) GDPt does not Granger cause GEt if all β2i = 0 and β3 = 0. 

Finally, the choice of the number of lags actually employed was assigned according to the Schwarz Information Criterion (SIC).

5- Empirical Results:

In this section, The first phase of our analysis is based on descriptive statistics of the variables.
The results of unit root test are discussed below with the output of Phillips-Perron (PP) test. To see the long run relationship, co-integration results also elaborated. Finally, the direction of causality will be analyzed. Table 1 shows the descriptive statistics of these two series. Table (1) provides summary statistics; all the series seem to display "stylized" facts common to many economic variables such as nonnormality in the form of fat tails. As indicated by skewness statistics, LGDP, LGE seem to be positively skewed which indicates along right tail in empirical distributions, Kurtosis behavior is apparent in LGDP, LGE which is lower than normal distribution, (kurtosis = 3).
Table 1

 Descriptive Statistics

	variables
	Mean
	Median
	Max
	Min
	Std.

Dev.
	Skewness
	Kurtosis

	LGDP
	0.79765
	0.62217
	1.72330
	0.01489
	0.51218
	0.32826
	1.92439

	LGE
	0.91817
	0.72829
	1.92512
	0.20049
	0.54036
	0.49333
	1.94916


5-1 Testing unit roots:
The first step in empirical work was to determine the degree of integration of both variables. The PP unit root test with intercept and with intercept and trend are adopted to check whether the variables contain a unit root or not. The results of PP test are reported in Table 2 for the level as well as for the first difference of each of variable. The results show  that the null hypothesis that the series contain unit root cannot be rejected in both cases at zero order levels. But the hypothesis of a unit root is strongly rejected for the differenced series of both variables. Given the consistency and ambiguity of the results from this testing approach, we conclude that the series should be investigated are the first difference I(1). This reveals that all both the gross domestic product and government expenditure are non-stationary in its levels and stationary in first difference. 

Table 2

Results of PP test
	Series
	With intercept
	With intercept and trend

	Levels
	PP
	PP

	LGDP
	-3.012363

[ 0.609084]
	-3.644963
[-1.025860]

	LGE
	-3.012363

[1.597031 ]
	-3.644963

	First difference
	
	

	∆LGDP
	-3.020686*
[-3.768808]
	-3.658446*
[-3.751376]

	∆LGE
	-3.020686*
[-4.145667]
	-3.658446*
[-4.865945]


Note: * test critical values which denotes significant at 5% level.

The number in parenthesis is the [t] statistic value.

5-2
Testing Co-integration and Error Correction mechanism: 

Since the first difference series are stationary, Let us examine the existence of co-integration between GDP and GE. To test the co-integration or long run relationship, first we run the regression, Table 3 reports the results obtained from the co-integration tests.
Table 3

Co-integration tests

	Regression
	PP of residual

	LGDP on LGE
	-3.012363*  [-3.243244]

	LGE on LGDP
	-3.012363*  [-3.091982]


Note: * test critical values which denotes significant at 5% level.

The number in parenthesis is the [t] statistic value.
The PP unit root test suggests that the estimated residuals from the regression of GDP on GE and the regression of GE on GDP are stationary: in both cases, the null hypothesis of a unit-root can be rejected, meaning that there is evidence of a co-integration relationship between the series gross domestic product and government expenditure.

 Having established the long run relationship by the Engle-Granger two-steps co-integration test, Johansen-Juselius procedure is used to further test for co-integration between gross domestic product and government expenditure. Table 4 presents the result of the trace test (
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max) statistics for the existence of long run equilibrium between the government expenditure and revenues.

Table 4

Co-integration test

	Null Hypothesis
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	r=0
	35.75287

[25.87211]
	28.91383

[19.38704]

	r
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1
	6.839044

[12.51798]
	6.839044

[12.51798]


* Terms in [ ] indicates 5% level critical value.

The null hypothesis of no Cointegration (r=0) based on both the trace test and the maximum eignvalues test between gross domestic product and government expenditure is rejected at (5%) level of significance. However, the null hypothesis that (r
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1) could not be rejected. The estimated two tests indicate that there is only one Cointegration vector.

5-3 causality tests:

The above analysis suggests that there exists a long-run relationship between gross domestic product and government expenditure in Jordan. But in order to determine which variable causes the other, Granger causality test was used. The Granger causality test results are presented in Table 5-1.
Table 5-1

Granger causality test

	Regression
	Lag
	F-statistics
	P-Value
	Granger causality

	LGDP on LGE

Null hypothesis: LGE does not granger cause LGDP
	1
	15.8204

	0.0009

	YES

	LGE on LGDP 

Null hypothesis: LGDP does not granger cause LGE
	1
	0.60207
	0.4479

	NO


Table 5-2

Granger causality test

	Regression
	Lag
	F-statistics
	P-Value
	Granger causality

	LGDP on LGE

Null hypothesis: LGE does not granger cause LGDP
	2
	12.2314

	0.0007

	YES

	LGE on LGDP 

Null hypothesis: LGDP does not granger cause LGE 
	2
	1.07304
	0.3668

	NO


As shown in table 5-1 and 5-2, GDP on GE for both lag 1 and lag 2 are statistically significant at the 5% level, implying that there is causality running from GE to GDP.  The F statistics imply that the null hypothesis GE does not granger causes GDP can be rejected at the 5% significance level. This indicates that an increases in expenditure would induce higher economic growth. On the other hand, the effect of GE on GDP isn't statistically significant at 5% level and the F statistics imply that the null hypothesis that GDP does not granger cause GE can't be rejected at the 5% significance level. Therefore, the study reveals unidirectional causation between gross domestic product and government expenditure in Jordan, which is running from government expenditure (GE) to gross domestic product (GDP), which imply that the lag 1 and lag 2 of government expenditure (GE) significantly cause and decide the growth of gross domestic product (GDP).

Above findings lend support to the Keynesian school of thought which suggests that government expenditure accelerates economic growth. Thus, government expenditure is regarded as an exogenous force that changes aggregate output.
5-4
Vector Error Correction Model (VECM): 

 The vector Error Correction Model (VECM) is used to generate the short run dynamics. The number of lags in the model is one lag. Table 6 reports the results of Vector Error Correction Model. The findings from VECM are similar the ones resulting from the application of standard Granger Causality test. Which is meaning that evidence of causal relationship in Jordan results from data.
Table 6

Vector Error Correction Model

	Regression
	∆LGDP

	CONSTANT
	0.059709

[ 1.68084]
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	-0.778881

[-1.96263]

	∆LGDP-1
	0.214966

[ 0.67403]

	∆LGE-1
	0.109475

[ 0.35480]

	R2
	0.233919

	S.E
	0.085867


 * Terms in [ ] are t – statistics.

Table 6 presents the Error Correction Models estimations. The lagged error term coefficient (
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) in GDP equation is negative and statistically significant. The value of (
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) indicates the speed of adjustment of any disequilibrium towards a long-run equilibrium which shows that seventy eight percent of the disequilibrium in (GDP) is corrected each year. In addition, the significant error term in the (GDP) equation support the existence of a long run equilibrium relationship between (GDP) and (GE). Furthermore, the estimates of the VECM indicate the existence of unidirectional causality running from (GE) to (GDP).

The results of VECM emphasizes the unidirectional Granger causality between government expenditures and gross domestic product. These results are consistent with the Keynesian school of thought, suggests that government expenditure accelerates economic growth.

6- Conclusions:

Utilizing annual data drawn from IMF database for Jordan, this paper has examined the relationship between government size growth and income growth based on cointegration analysis, VECM strategy and Granger causality tests. On the basis of our empirical results, the following conclusions come out.

 First, government expenditure Granger causes growth in gross domestic product either in the short or the long run. The analysis generally shows that government expenditure has a positive effect on gross domestic product in Jordan, which means that government expenditure encourages overall economic growth.

Second, the findings are supportive to the Keynesian school of thought, suggesting that government expenditure accelerates economic growth. Thus, government expenditure is regarded as an exogenous force that changes aggregate output, and therefore decision-makers should be adopting public spending as a policy tool to stimulate the economy.
References:

Abdullah, “Government Expenditure and Economic Growth in Qatar: A Time series Analysis, European Journal of scientific Research, 79(3), 2012, 457-466.
Abdullah, H.A., “The relationship between government expenditure and Economic growth in Saudi Arabia”, Journal of Administrative Science, 12(2), 2000, 173–191. 
Abrams, Burton A., “The Effects of Government Size on the Unemployment Rate,” Public Choice, 99, 1999, 395-401.

Abu-Bader, S. and Abu-Quar, A., “Government expenditures, military spending and economic growth: causality evidence from Egypt, Israel and Syria”, Journal of Policy Modeling, 25(6-7), 2003, 567–583.

Afzal, M. & Abbas, Q., “Wagner's Law in Pakistan: Another Look, Journal of Economics and International Finance, 2(1). 2010, 12-19. 

Ahsan, Syed M., Kwan, Andy C. and Sahni, Balbir S., “Cointegration and Wagner’s Hypothesis: Time-series Evidence for Canada,” Applied Economics, 28, 1996, 1055-58.

Ahsan, Syed M., Kwan, Andy C. and Sahni, Balbir S., “Public Expenditure and National Income Causality: Further Evidence on the Role of Omitted Variables”, Southern Economic Journal, 58(3), 1992, 623-34.

Akitoby, B., Clements, B., Gupta, S. and  Inchauste, G., “Public spending, voracity, and Wagner’s law in developing countries”, European Journal of Political Economy, 22, 2006, 908-924.

Akopoulos, George, Theodore, A. and Loizides, John, “The Growth of the Public Sector: Tests of Alternative Hypotheses with Data from Greece”, The Cyprus Journal of Economics, 7, 1994, 12-29.

Aldcroft, Derek H., The European Economy 1914-2000, 4th Edition, London, Rutledge, 2001.

Barro, Robert J., “Economic Growth in a Cross-section of Countries”, Quarterly Journal of Economics, 106, 1991, 407-44.

Bohl, Martin T., “Some International Evidence of Wagner’s Law”, Public Finance, 51, 1996, 185-200.

Burderkin, Richard C. K., Goodwin, Thomas Suyono Salamun, and Willet, Thomas D., “The Effects of Inflation on Economic Growth in Industrial and Developing Countries: Is There a Difference?”, Applied Economics Letters, 1, 1994, 175-77. 

Chang, T., “An Econometric Test of Wagner’s Law for Six Countries Based on Cointegration and rror-Correction Modeling Techniques”, Applied Economics, 34, 2002, 1157-1169. 
Chang, T., Liu, W. and Caudill, S.B., “A Re-examination of Wagner’s Law for Ten Countries Based on Cointegration and Error-Correction Modeling Techniques”, Applied Financial Economics, 14, 2004, 577-589.

Chletsos, Michael, and Kollias, Christos, “Testing Wagner’s Law using Disaggregated Public Expenditure Data in the Case of Greece: 1958-1993”, Applied Economics, 29, 1997, 371-377.

Clark, Todd E., “Cross-country Evidence on Long-run Growth and Inflation”, Economic Inquiry, 35, 1997, 70-81.

Cooray, A. “Government expenditure, governance and economic growth”, Comparative Economic Studies, 51(3), 2009, 401–418.

Cullis, John G., and Jones, Phillips R., Microeconomics and the Public Economy: A Defense of Leviathan, Oxford, and Basil Blackwell, 1987.

Dar, A.A. and Amir Khalkhali S., “Government size, factor accumulation, and economic growth: evidence from OECD countries”, Journal Policy Modeling, 24(7-8), 2002, 679–692.

Enders, Walter, Applied Econometric Time-Series, New York, John Wiley and Sons, 1998.

Engle, Robert F. and Granger, Clive W. J., “Cointegration and Error correction Representation, Estimation, and Testing”, Econometrica, 55, 1987, 251-76.

Fischer, Stanley, “The Role of Macroeconomic Factors in Growth”, Journal of Monetary Economics, 32, 1993, 485-512.

Ganti, Subrahmanyam, and Kolluri, Bharat R., “Wagner’s Law of Public Expenditures Some Efficient Results for the United States”, Public Finance/ Finances Publiques, 34, 1979, 225-33.

Ghali, Khalifa H., “Government Size and Economic Growth: Evidence from a Multivariate Cointegration Analysis”, Applied Economics, 31, 1998, 975-987. 
Granger, Clive W. J., “Investigating Causal Relationship by Econometric Models and   Cross-spectral Methods”, Econometrica, 37, 1969, 424-38.

Granger, Clive W. J., “Some Recent Developments in a Concept of Causality”, Journal of  Econometrics, 39, 1988, 199-211.

Henrekson, Martin, and Lybeck, Johan A., “Explaining the Growth of Government in Sweden: A Disequilibrium Approach”, Public Choice, 57, 1988, 213-232.

Hondroyiannis, George and Papapetrou, Evangelia, “An Explanation of Wagner’s Law for Greece: A Cointegration Analysis”, Public Finance, 50, 1995, 67-79.

Huang, C.J., “Government expenditures in China and Taiwan: Do they follow Wagner’s law?”, Journal of Economic Developments, 31(2), 2006, 139-148.

Hussain, T., Iqbal, A. & Siddiqi, M. W., ”Growth, Population, Exports and Wagner's Law: A Case Study of Pakistan (1972-2007)”, International Journal of Human and Social Sciences, 5(5), 2010, 318-323.

Inuwa, W., “Government expenditure and economic growth in NIGERA”, Academic Research International, 2(3), 2012. 

Johansen, Soren, “Estimation and Hypothesis Testing of Cointegration Vectors in Gaussian Vector Autoregressive Models”, Econometrica, 59, 1991, 1551-80.

Karagianni S., Pempetzoglou M., Strikou S., Testing Wagner’s Law For The European Union Economies, The Journal of Applied Business Research, 18(4), 2002, 107-114.

Keynes, J.M., The General Theory of Interest, Employment and Money, London, Macmillan, 1936.

Kolluri, Brahat R., Panik, Michael J. and Wahab, Mahmoud S., “Government Expenditure and Economic Growth: Evidence from G7 Countries”, Applied Economics, 32(8), 2000, 1059-1068.

Kumar, S., “Further Evidence on Public Spending and Economic Growth in East Asian Countries”, Munich Personal RePEc Archive, 2009. MPRA Paper No. 19298 http://mpra.up.unimunechende/192980.

Landau, Daniel, “Government Expenditure and Economic Growth: A Cross-section Study”, Southern Economic Journal, 49, 1983, 783-92.

Lyare, S.O., Lorde, T., “Co-integration, causality and Wagner's law: tests for selected Caribbean countries”, Applied Economics Letters, 11, 2004, 815-825.

Mackinnon, James G., “Critical Values for Cointegration Tests in Long run Economic Relationships”. In R.F. Engle and C.W.J. Granger, eds., Readings in Cointegration,  Oxford University Press, 1991.

Musgrave, Richard A. and Musgrave, Peggy B., Public Finance in Theory and Practice, New York, McGraw Hill, 1980.

Narayan, P.K., Nielsen, I. and Smyth, R., “Panel data, cointegration, causality and Wagner’s law: empirical evidence from Chinese provinces”, China Economic Review, 19(2), 2008, 297–307.

Olomola, P.A., “Cointegration analysis-causality testing and Wagner’s law: the case of Nigeria, 1970–2001”, Journal of Social and Economic Development, 6(1), 2004, 76–90.
Olukayode, M. E., “Does Government Spending Spur Economic Growth in Nigeria?”, MP Turkey Using Bound Test Approach” International Research Journal of Finance and Economics, 48, 2009, 184-193.

Peacock, A.T. and Scott, A. ‘The curious attraction of Wagner’s law”, Public Choice, 102(1-2), 2000, 1-17.

Poot, J., “A synthesis of empirical research on the impact of government on long run growth”, Growth and Change, 31(4), 2000, 516–546.

Ram, Rati, “Government Size and Economic Growth: A New Framework and some Evidence from Cross-section and Time-series Data”, American Economic Review, 76, 1986, 191-203. 

Ram, Rati, “Wagner’s Hypothesis in Time-series and Cross-section Perspectives: Evidence from Real Data’ for 115 Countries”, The Review of Economics and Statistics, 69, 1987, 194-204.

Ranjan, K.D. and Sharma, C., “Government expenditure and economic growth: evidence from India”, The ICFAI University Journal of Public Finance, 6(3), 2008, 60–69.
Razzolini, Laura and Shughart, William F. II, “On the (Relative) Unimportance of Balanced Budget”, Public Choice, 90, 1997, 215-233.

Mahdi, Saftan, Majid, Mohmad, and Elable, “Government Expenditure and Economic growth”, Life Science Journal, 9(2), 2012. 

Samudram, M., Nair, M., Vaithilingam, S., “Keynes and Wagner on government expenditures and economic development: the case of a developing economy”,  Empirical Economics, 36(3), 2009, 697-712.

Singh, Balvir, and Sahni, Balbir S., “Causality between Public Expenditure and National Income,” The Review of Economics and Statistics, 66, 1984, 630-44.

Tan, E.C., “Does Wagner's Law or Keynesian Paradigm Hold in the Case of Malaysia?”,  Thammasat Review, 8(1), 2003, 62-75.
Tapan, An Examination of the Government Spending and Economic Growth Nexus for Turkey Using Bound Test Approach, International Research Journal  of Finance and Economics, 48, 2010, 184-193. 

Wagner, A.H., “Economic growth and government expenditure: evidence from a new test specification”, Applied Economics, 36, 2004, 2125-2135.

Wagner, Adolph, Grundlegung der Politischen Okonomie, 3rd ed., Leipzig, C. F. Winter, 1893.

Wahab, Economic Growth and Government Expenditure :Evidence from a new Test Specification Applied Economic, 36(19), 2004, 2125-2135.

WU SY, Tang J.H., Lin, E.S., “The impact of government expenditure on economic growth: How sensitive to the level of development?”, Journal of Policy Modeling, 32, 2010, 804-817.
ملخص


      تهدف هذة الدراسة الى اختبار فيما إذا كان هناك علاقة سببية بين الإنفاق الحكومي ونمو الناتج  المحلي الإجمالي ، أو بالعكس من الناتج المحلي الإجمالي  و الإنفاق الحكومي , ولهذا الهدف تم استخدام نموذج تصحيح الخطا ونموذج (جرانجر) للسببية , وقد تم الحصول على البيانات من صندوق النقد الدولي, بين التحليل أن الإنفاق الحكومي يسبب الناتج المحلي الإجمالي في الفترة القصيرة والطويلة، وهذا يثبت الأثر الإيجابي للإنفاق الحكومي على الناتج المحلي الإجمالي , والذي يتفق مع المدرسة (الكنزية) أي أن الإنفاق الحكومي يسرع النمو الاقتصادي.


كلمات مفتاحية: النمو الاقتصادي , اختبار السببية , نموذج تصحيح الخطا


"The Causal Relationship between Government Expenditures and Economic Growth: Evidence form Jordan"


Abstract


      This paper seeks to examine if the size of government expenditures (GE) that can be determined to Granger, cause the growth of gross domestic product (GDP), or the growth of (GDP) can be determined to Granger cause (GE). For this purpose, we use Error Correction Model within a Granger causality framework, this analysis offers a possible causal patterns. Using data from IMF database of Jordan, the analysis shows that government expenditure (GE) Granger causes (GDP) in Jordan in the short run and in the long run, which generally proves that government expenditure has a positive effect on gross domestic product in Jordan. Furthermore, it supports the Keynesian school of thought which suggests that government expenditure accelerates economic growth. Thus, government expenditure is regarded as an exogenous force that changes aggregate output.


Keywords: Economic Growth, Causality Tests, Error Correction Modeling.
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