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Government Expenditures,
Budget Financing and Economic
Growth: The Case of Iran ( 1967 - 2003 )

M. A. Ghetmiri, K. Eslamloueyan and Masoud Shirazi*

Abstract:

Studies on the effect of government expenditures on economic
growth usually focus on the mix of government expenditure and
how investment and consumption expenditures affect economic
growth. But, the impact of budget financing methods on output
growth is usually neglected. This paper examines both government
expenditure and alternative budget financing methods. Auto-
Regressive Distributed Lag (ARDL) method is employed to
estimate our models. The results indicate that there is an
equilibrium long- run relationship between gross domestic
product, government expenditures. Also there is a long-run
relationship between share of taxes, debt and oil revenues in the
budget and gross domestic product. Estimation results show a
positive and significant relationship between the growth of the
ratio of oil revenues to government expenditures and economic
growth in the short run. The results also show that the ratio of
taxes to government expenditures and growth are positively
related. However, no significant relationship between the ratio of
government debt to government expenditures and growth was
found. The results imply that less reliance on oil revenues and an
increase in the share of taxes in the budget does not necessarily
reduce the growth rate of the Iranian economy.
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