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Abstract 

The objective of this paper is to investigate the impact of public expenditures on economic 

growth using a time series data on Jordan for the period (1990 – 2010) using for these purposes 

the different regression model, and Dicky- fuller and Phillips- perron unit root tests were 

examine the integration order of the variables, Johansson co-integration test was also used. The 

study found that the government expenditure at the aggregate level has positive impact on the 

growth of GDP which is compatible with the Keynesians theory. It was also found that the 

payment is proven to have no influence on GDP growth. 

Keywords: Public Expenditure, Economic growth. 

1. Introduction 

Much attention has been given to the remarkable economic success is often attributed to the 

government role of these countries, the dominant view among economists as well as public 

policy makers is that the government can play a very important. This intervention considered a 

short-run policy to control, the fluctuation in the real gross domestic product and unemployment 

rate. In a context of simple Keynesian model, an expansionary fiscal policy aims to stimulate the 

economy can be done either by an increase in the government expenditure or by a tax cut or 
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both. But, IF this policy failed to a chive the desired growth rate then we expect the government 

will not get the desired tax revenue collection to finance the government spending in the next 

period. 

In all economists who discussed the relation between government expenditure and economic 

growth in Jordan during the period (1990 – 2010). The country of Jordan is selected for this 

study because it is well-documented in the literature, that the government of Jordan has played 

an important role in its successful economic development, despite the shortage of natural 

resources in the country in addition, the Jordanian case is a special one not appropriate for 

generalized conclusion relating to government spending and economic growth. 

2. Materials and Methods 

This study attempts to analyze the impact of public expenditure in economic growth in 

Jordan during the period (1990 – 2010) using for this purpose statistical techniques: sources of 

data: the study is based on central bank of Jordan reports.  

3. Objectives of the Study  

This paper aims to analyze:  

1- The composition of public expenditure in Jordan during the period (1990 – 2010). 

2- The impact of public expenditures in GDP growth Jordan.  

4. Review of the Literature  

The theoretical relationship between government expenditure and economic growth this well 

document in the literature and therefore it will only be briefly discussed here.  

There are two major divergent theories in economics concerning the relationship between 

government expenditure and economic growth. While Keynesian macroeconomic theory has 

generally assumed that increased government expenditure tends to lead to high aggregate 
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demand and in turn, rapid economic growth, Wagnerian theory, however, leans toward the 

opposite view. The latter contends that an increase in national income causes more government 

expenditure. 

A number of studies focused on the relation between government expenditure and economic 

growth
(i)

. 

Jafari, Nademi and Zoberi
(ii)

 (2010) say we apply a two- sector production function 

developed by ram (1986) to estimate the threshold regression model for Islamic countries, 

regarding the effect of government size on economic growth. The ratio of final government 

consumption on GDP is used to find out the threshold points. Our empirical results indicate that 

there is a nonlinear relationship between government size and economic growth in the selected 

Islamic countries under consideration. 

Abu Al-Foul and Al-Khazali
(iii)

 (2003) found using data from the Jordanian economy, the 

paper conducts a causality test of the Wagner’s law which states that there is a relationship 

between the growth in government expenditures and the economic growth. The findings of the 

study show that the growth in the economy granger causes the growth in the government sector. 

Thus, the Wagner’s law applies to the case of Jordan. Using co integration technique and the 

VAR model, the study suggests that there is a uni-directional relationship between the economic 

growth and the growth is the government expenditures. 

Al-Zeaud
(iv)

 (2009) examines the dynamic import of fiscal policy on the Jordanian economy 

over the period 1992-2009, using the vector auto regressive (VAR) model, the result show that 

one positive structural shock in exports and government spending by % (or Jordanian dinar) will 

have positively a significant on real gross domestic product (GDP) in the medium term and long 
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term, also shock in government spending and export result in inflationary pressure in the short 

term and term. 

Abu Tayeh
(v)

 (2009) aims at analyzing the factors that affect the Jordanian total government 

expenditures. This study also employs a specific methodology to assess the natural of the 

relationship between Jordanian public spending and its determinants. A main result of this 

research is that population, unemployment and inflation rates are significantly related to the 

public expenditures.  

In his study (Y-lin, 2006)
(vi)

 reviewed recent empirical studies providing fresh evidence if the 

impact of government spending on economic growth, it is followed by a new theoretical 

synthesis and this as well as the other models, are in turn subjected to empirical validation . The 

empirical validation is conducted for both developed and less- developed economies based on 

simultaneous equations as well as single equation models, with or without adjusting for 

differences in the total factor productivity growth, government size is estimated to have positive 

impaction economic growth in the short-run but not in the intermediate-run (25 year in the 

study). 

Arabia and Turrini
(vii)

 (2003) analyzed both the long and the short-run relation between 

government’s expenditure and potential output in EU countries by means of pooled group 

estimation. Result show that, over a sample comprising EU – 15 countries over the 1970-2003 

periods, it cannot be rejected the hypothesis of common long- term elasticity between cyclically 

– adjusted primary expenditure and potential output close to unity. However, the long-run 

elasticity decreased considerably over the decades and is significantly higher than unity in 

catching-up countries, in fast-geing countries, in low- debt countries, and in countries with weak 

numerical rules for the control of government spending. The average speed of adjustment of 
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government expenditure to its long-term relation is 3 years; there are significant differences 

across countries. Anglo- Saxon and Nordic countries exhibit in general a faster adjustment 

process, while adjustment in southern European countries appears somehow slower. 

Snyder and Yackovleu
(viii)

 (2000) in their paper address the following question: what factor 

or political circumstances make different types of social protection programs more or less 

vulnerable to being dismantled, gutted, or slashed during economic crises or change in the 

political regime or climate? Can we identify characteristics that paper to make programs less 

vulnerable to shifting political circumstances? The paper is organized in three parts. First, we 

present several of the main arguments the previous theoretical and empirical literature has 

offered that bear on our question. Second, we conduct a detailed analysis of spending patterns in 

the U.S over the post-war period. Third, we conduct parallel analysis of spending patterns in 

abroad set of LAC countries and in tow specific countries, Brazil and Colombia. 

Alexiou
(ix)

 (2009) provides further evidence on the relationship between economic growth 

and government spending. For the first time two different panel data methodologies have been 

applied to seven transition economies in the south Eastern Europe. Generating significant result 

which, if considered, may enhance the economic performance of the countries in the region. 

More specifically, the evidence generated indicate that four out of the five variables and in the 

estimation i.e. government spending on capital formation, development assistance, private and 

significant effect on economic growth. Population growth in contrast, is found to be statistically 

insignificant. 

Fan, Hazel and Thoral
(x)

 (2000) using state level data for 1970-1993, a simultaneous equation 

model was developed to estimate the direct and indirect effects of different types of government 

expenditure on rural poverty and productivity growth in India the results show that in order to 
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reduce rural poverty, the Indian government should give highest priority to addition a 

investments in rural roads and agricultural research. These types of investment not only have 

much larger poverty impacts per rupee spent than any other government investment, but also 

generate higher productivity growth. Apart from government spending on education, which has 

the third largest marginal impact on rural poverty and productivity growth, other investments 

(including irrigation, soil and water conservation, health and rural and community development) 

have only modest impacts on growth and poverty per additional rupee spent.  

Alesina and Roderick
(xi)

 (2010) in their paper study the relationship between political conflict 

and economic growth in a simple model endogenous growth with distributive conflicts. We study 

both the case of two “classes” (workers and capitalists) and the case of a continuum distribution 

of gents, characterized by different capital / labor shares. We establish several results concerning 

the relationship between the political influences of the two groups and the level of taxation, 

public investment, redistribution of income and growth, for example, it is shown that policies 

which maximize growth are optimal only for government that cares only about the “capitalists” 

also, we show that in a democracy (where the “median voter theorem” apples) the rate of 

taxation higher and the rate of growth lower, the more unequal is the distribution of wealth we 

present empirical result consistent with these implications of the model. 

5. Government Expenditure in Jordan  

Jordan is small country with a small population and a few natural resources, in the late 1980s, 

Jordan was completed to impact not only many capital and consumer goods but also such vital 

commodities as fuel and food, the Jordanian economy flourished in the 1970s as the gross 

domestic product (GDP) enjoyed double- digit growth. The economy continued to far well in the 

early 1980s despite a reversionary regional environment. Indeed, by the total of 1980s, 



      ijcrb.webs.com 

      INTERDISCIPLINARY JOURNAL OF CONTEMPORARY RESEARCH IN BUSINESS 

 

COPY RIGHT © 2012  Institute of Interdisciplinary Business Research                               1326 

 
 

OCTOBER 2012 

VOL 4, NO 6 

 

Jordanians had become measurably more affluent than many of their Arab neighbors. The 2005 

per capital GDP of approximately US$2533 placed Jordan’s citizens well within the world’s 

upper-middle income bracket. Economic prosperity rested on three primary bases. Jordan’s 

status as the world’s third largest producer of phosphates ensured a steady –if relatively modest –

flow of export income that offset some of its high import bills. More important, Jordan received 

billions of dollars of invisible or unearned income in the form of inflows of foreign aid and 

remittances from expatriates. These financial inflows permitted domestic consumption to 

outpace production and caused the gross national product (GNP) to exceed the GDP. In the late 

1970s and early 1980s, GNP exceeded GDP by 10 percent to 25 percent. High financial in flows 

from the mid-1970s to the mid-1980s allowed Jordan to maintain a low current account surplus, 

without much external borrowing and despite trade and budget deficit. Jordan’s economy, 

therefore, demonstrated many of characteristics of wealthier and more technologically advanced 

renter economies. Jordan also capitalized on its strategic geographic economy to become a 

regional transit point for exports and imports between Western Europe and the Middle East. 

Because of these factors, it also becomes a magnet for foreign direct investment.  

The three main parts, besides interest payment, of the government expenditure of Jordan are 

recurring, capital and transfers. Transfer payments are the reallocation of resources from the 

public sector to the private sector, e.g. pension system, business subsidies food and fuel 

subsidies. Recurring expenditure (government consumption) is for instance, salaries paid to 

government employees and the purchase of goods and services. Capital expenditure (government 

investment) is concerned with acquiring and constructing long term assets such as roads, 

building, and machinery. While interest payment are mainly interest on the government internal 

and debt, but also interest subsides for loans given to certain sectors. 
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Government revenues are made up from internal and external sources. Internal sources are 

mainly made of income and sales taxes, while external sources are loans and assistance. 

6. The growth of government expenditure in Jordan 

The size of the government of Jordan as well as the Jordanian economy has increased 

significantly throughout the last decades. The growth of public expenditure in Jordan is to large 

extent due to increased income redistribution which is clear from the increase in the same of 

transfer payment. 

7. Discussion  

Many types of studies were under taken by different authors in order to understand the 

impact of government expenditure at the aggregate and disaggregate level on the economic 

development and many methods and variable were used for this purpose. Some of these studies 

focused on the study of impact of government expenditure on different sectors of the economy, 

GDP growth etc. while some other researchers paid much attention to study the role of economic 

growth on government expenditure. There is down the analysis to the impact of government 

expenditure on GDP growth
(xii)

. 
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* The Table below shown the government of Jordan expenditure by economic category and 

GDP at current Jordanian dinar. 

 *source: central bank of Jordan 2010  number in Jordanian dinar
(xiii)

.  

OBs Recurring Interest capital Transfer Total GDP 

1990 406.2 175.3 191.2 205.9 1032.6 2760.9 

1991 518.2 180.1 195.6 205.8 1099.7 2958.0 

1992 582.5 155.8 248.2 191.2 1177.7 3610.6 

1993 674.2 122.0 292.3 248.1 1336.6 3884.3 

1994 738.2 234.5 272.7 514.5 1759.9 43558.3 

1995 822.4 247.6 333.8 534.4 1938.2 4714.6 

1996 864.7 235.6 363.6 597.8 2061.7 4912.2 

1997 897.0 238.0 287.0 637.0 2059 5137.5 

1998 987.2 247.7 443.1 409.4 2087.4 5609.8 

1999 973.3 278.1 396.4 391.7 2039.5 5778.1 

2000 1016.8 293.1 335.8 408.4 2054.1 5998.6 

2001 1058.0 278.0 403.8 452.5 2192.3 6363.8 

2002 1584.9 251.4 438.8 519.3 2794.4 6794.0 

2003 1249.4 270.3 646.1 644.6 2810.4 7228.7 

2004 1308.5 229.0 802.7 577.9 2918.1 8090.7 

2005 1396.6 267.1 630.9 1244.3 3538.9 8941.5 

2006 1684.5 317.8 794.1 1115.8 3912.2 9997.4 

2007 1861.1 3367.3 842.6 137.7 4586.5 10805.1 

2008 2674.1 352.4 958.5 268.8 5431.9 13971.2 

2009 2453.3 392.2 1444.5 325.1 6030.5 15044.5 

2010 2820.5 470.0 1027.3 303.1 5970.2 6417.2 
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The regression model is fitted to data. The quadratic model is given 

GDP= a + β1re + β2cap + β3tra + β4int ………………….. (1) 

* where GDP: Gross domestic product. 

 a: constant  

 re: Recurring expenditure. 

 cap: Capital expenditure. 

 tra: Transfer payment. 

 int: Interest payment.  

GDP= 1600.1 + 2.1229re + 3.0446cap + 1.3353tra+1.204int  

Coefficient data: 

Overall significance of model (f) = 1.79940 

A= (1600.1) 

β 1=2.1229( t statistic =3.7517) sig  

β 2=3.0446( t statistic =2.245) sig  

β 3= 1.3353( t statistic = 2.0775) sig  

β 4= 1.204( t statistic =4.3601) sig  

R²= .9876 

Standard error =1206.026 

Correlation coefficient (r) =.985 =98% 

The result shows the positive effect of government expenditure on GDP during the period 

(1990-2010), as the β 1, β 2, β 3 and β 4. The entire coefficients are significant. The value of R² 

is 98 variation in GDP explained with the help of government expenditure. And there is 98% 

correlation between government expenditure and GDP in Jordan. 
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I have been using (AR) and (MA) to disengagement and have found that all the independent 

variables affect on the dependent variable.  

And show that Trace test indicates 1 co-integrating eqn(s) at the 0.05 level. 

8. Conclusion  

The main of this study was to study the impact of government expenditure on economic growth 

in Jordan, during the period (1990-2010), by testing the related data of government expenditure 

and GDP of Jordan at the aggregate level, Dicky – fuller and Phillips – perron unit root tests to 

examine the integration test, it was found that government expenditure does cause the growth of 

GDP. This is compatible with the Keynesians’ theory.  

Units root test 

Augmented Ducky Fuller test: 

1- CAP 

At level 

Null Hypothesis: CAP has a unit root   

Exogenous: None     

Lag Length: 1 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic  2.347195  0.9929 

Test critical values: 1% level   -2.692358   

  5% level   -1.960171   

  10% level   -1.607051   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 19 
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At 1
st
 difference 

Null Hypothesis: D(CAP) has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -5.258707  0.0000 

Test critical values: 1% level   -2.692358   

  5% level   -1.960171   

  10% level   -1.607051   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 19 

 

2- Gdp 

 At level  

Null Hypothesis: GDP has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -2.554395  0.0136 

Test critical values: 1% level   -2.685718   

  5% level   -1.959071   

  10% level   -1.607456   

*MacKinnon (1996) one-sided p-values.   
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at 1
st
 difference  

Null Hypothesis: D(GDP) has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -7.197002  0.0000 

Test critical values: 1% level   -2.692358   

  5% level   -1.960171   

  10% level   -1.607051   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 19 

 

3- int 

At level 

Null Hypothesis: INT has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -3.252642  0.0026 

Test critical values: 1% level   -2.685718   

  5% level   -1.959071   

  10% level   -1.607456   

*MacKinnon (1996) one-sided p-values.   
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at 1
st
 difference 

Null Hypothesis: D(INT) has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -7.320993  0.0000 

Test critical values: 1% level   -2.692358   

  5% level   -1.960171   

  10% level   -1.607051   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 19 

 

4- re 

At level 

Null Hypothesis: RE has a unit root   

Exogenous: None     

Lag Length: 1 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic  3.254454  0.9991 

Test critical values: 1% level   -2.692358   

  5% level   -1.960171   

  10% level   -1.607051   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 19 
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at 1
st
 difference 

Null Hypothesis: D(RE) has a unit root   

Exogenous: None     

Lag Length: 1 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -1.882424  0.0586 

Test critical values: 1% level   -2.699769   

  5% level   -1.961409   

  10% level   -1.606610   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 18 

 

5- tra 

At level 

 Null Hypothesis: TRA has a unit root   

Exogenous: None     

Lag Length: 0 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -1.106152  0.2343 

Test critical values: 1% level   -2.685718   

  5% level   -1.959071   

  10% level   -1.607456   

*MacKinnon (1996) one-sided p-values.   
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At 1
st
 difference 

 Null Hypothesis: D(TRA) has a unit root   

Exogenous: None     

Lag Length: 1 (Automatic based on SIC, MAXLAG=1) 

      t-Statistic  Prob.* 

Augmented Dickey-Fuller test statistic -4.487532  0.0001 

Test critical values: 1% level   -2.699769   

  5% level   -1.961409   

  10% level   -1.606610   

*MacKinnon (1996) one-sided p-values.   

Warning: Probabilities and critical values calculated for 20 

 observations and may not be accurate for a sample size of 18 
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Co-integration  

Date: 03/05/12 Time: 10:56     

Sample (adjusted): 1992 2010     

Included observations: 19 after adjustments   

Trend assumption: Linear deterministic trend   

Series: CAP GDP INT RE TRA      

Lags interval (in first differences): 1 to 1   

Unrestricted Cointegration Rank Test (Trace)   

Hypothesized   Trace 0.05   

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.943860  99.30463  69.81889  0.0000 

At most 1  0.715562  44.58625  47.85613  0.0982 

At most 2  0.474964  20.69870  29.79707  0.3767 

At most 3  0.296596  8.457207  15.49471  0.4179 

At most 4  0.089073  1.772552  3.841466  0.1831 

 Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values 

 Ols 

Dependent Variable: GDP     

Method: Least Squares     

Date: 03/05/12 Time: 19:08     

Sample (adjusted): 1992 2010     

Included observations: 19 after adjustments   

Convergence achieved after 30 iterations   

Backcast: 1986 1991     
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Variable Coefficient Std. Error t-Statistic Prob.  

C 1600.080 788.9628 2.028081 0.0653 

INT 1.204616 0.276261 4.360421 0.0009 

RE 2.122901 0.565842 3.751754 0.0028 

TRA 1.335308 0.642744 2.077511 0.0599 

CAP 3.044689 1.355981 2.245376 0.0444 

AR(2) -1.953683 0.559260 -3.493335 0.0044 

MA(6) -0.985072 1.18E-07 -8313718. 0.0000 

R-squared 0.987678  Mean dependent var 9308.321 

Adjusted R-squared 0.981517  S.D. dependent var 8871.047 

S.E. of regression 1206.026  Akaike info criterion 17.30536 

Sum squared resid 17453992  Schwarz criterion 17.65331 

Log likelihood -157.4009  F-statistic 160.3146 

Durbin-Watson stat 1.799740  Prob(F-statistic) 0.000000 

Inverted MA Roots  1.00  .50+.86i  .50-.86i -.50+.86i 

  -.50-.86i  -1.00   

 

The study found that the government expenditure at the aggregate level has positive impact 

on the growth of GDP which is compatible with the Keynesians theory. It was also found that the 

payment is proven to have no influence on GDP growth. 
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