Estimation Of Market Volatility-A Case Of Logistic Brownian Motion.
D. B. Oduor, N. Omolo Ongati, N. B. Okelo and Silas N. Onyango

Assessment Of Library Service Quality From Researchers’ Perspective.
Ms. Sunil Kumari, Ms. Poonam Khurana and Ms. Madhu Arora

Economy.
Dr. Ashish Mathur

n International Marketing And The Impact Of Technology On The Integration Of The Global
n Work / Life Balance In Corporate Sector.
Prerna =g

A Study On Customer Involvement In Purchase Of Home Appliance.
P. Janaki and S. Premila

Domestic brands.
A. Pughazhendi and R. Thirunavukkarasu

Measuring The Service Quality Gap Between The Perceived And Expected Services In Retail
Banking.
Ganesh P

. A Study on Consumer perceptions and Brand Equity Analysis of Men’s shirts: Foreign Brands Vs
12




LMTESSRT PSSR SSN: 2249-1058f

Chief Patron

Dr. JOSE G. VARGAS-HERNANDEZ
Member of the National System of Researchers, Mexico

Research professor at University Center of Economic and Managerial Sciences,
- University of Guadalajara .
Director of Mass Media at Ayuntamiento de Cd. Guzman
Ex. director of Centro de Capacitacion y Adiestramiento

Patron

Dr. Mohammad Reza Noruzi
PhD: Public Administration, Public Sector Policy Making Management,
Tarbiat Modarres University, Tehran, Iran
Faculty of Economics and Management, Tarbiat Modarres University, Tehran, Iran
Young Researchers' Club Member, Islamic Azad University, Bonab, Iran

Chief Adhigsors

Dr. NAGENDRA. S.
Senior Asst. Professor,
Department of MBA, Mangalore Institute of Technology and Engineering, Moodabidri

Dr. SUNIL KUMAR MISHRA
Associate Professor,
Dronacharya College of Engineering, Gurgaon, INDIA

Mr. GARRY TAN WEI HAN
Lecturer and Chairperson (Centre for Business and Management),
Department of Marketing, University Tunku Abdul Rahman, MALAYSIA

MS. R. KAVITHA
Assistant Professor,-
Aloysius Institute of Management and Information, Mangalore, INDIA

Dr. A. JUSTIN DIRAVIAM
Assistant Professor, .
Dept of Computer Science and Engineering, Sardar Raja College of Englneerlng
Alangulam Tirunelveli, TAMIL NADU, INDIA

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., [OJIIINECECIMNLIE as well as in Cabell’s Directories of Publishing Opportunities, U.S.A.

International Journal of Marketing and Technology
http://www.ijmra.us



@ Vplume 2, Issue 1 | A
Ehitorial Board

Dr. CRAIG E. REESE
Professor, School of Business, St: Thomas University, Miami Gardens

‘Dr. S. N. TAKALIKAR
Principal, St. Johns Institute of Engineering, PALGHAR (M.S.)

Dr. RAMPRATAP SINGH
Professor, Bangalore Institute of International Management, KARNATAKA

Dr. P. MALYADRI
Principal, Government Degree College, Osmania University, TANDUR

Dr. Y. LOKESWARA CHOUDARY
Asst. Professor Cum, SRM B-School, SRM University, CHENNAI

Prof. Dr. TEKI SURAYYA
Professor, Adikavi Nannaya University, ANDHRA PRADESH, INDIA

Dr. T. DULABABU
Principal, The Oxford College of Business Management, BANGALORE

Dr. A. ARUL LAWRENCE SELVAKUMAR
Professor, Adhiparasakthi Engineering College, MELMARAVATHUR, TN

Dr.S. D. SURYAWANSHI
Lecturer, College of Engineering Pune, SHIVAJINAGAR

Dr. S. KALIYAMOORTHY
Professor & Director, Alagappa Institute of Management, KARAIKUDI

Prof S. R. BADRINARAYAN
Sinhgad Institute for Management & Computer Applications, PUNE

Mr. GURSEL ILIPINAR
ESADE Business School, Départment of Marketing, SPAIN

Mr. ZEESHAN AHMED
Software Research Eng, Department of -Bioinformatics, GERMANY

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., [OJIIINECECIMNLIE as well as in Cabell’s Directories of Publishing Opportunities, U.S.A.

International Journal of Marketing and Technology
http://www.ijmra.us



LMTESSRT PSSR SSN: 2249-1058f

Mr. SANJAY ASATI
Dept of ME, M. Patel Institute of Engg. & Tech., GONDIA(M.S.)

Mr. G. Y. KUDALE
N.M.D. College of Management and Research, GONDIA(M.S.)

Enitorial dvisory Woard

Dr. MANJIT DAS
Assistant Professor, Deptt. of Economics, M.C.College, ASSAM

Dr. ROLI PRADHAN
Maulana Azad National Institute of Technology, BHOPAL

Dr. N. KAVITHA
Assistant Professor, Department of Management, Mekelle University, ETHIOPIA

Prof C. M. MARAN
Assistant Professor (Senior), VIT Business School, TAMIL NADU

Dr. RAJIV KHOSLA
Associate Professor and Head, Chandigarh Business School, MOHALI

Dr. S. K. SINGH
Asst. Professor, R. D. Foundation Group of Institutions, MODINAGAR

Dr. (Mrs.) MANISHA N. PALIWAL
Associate Professor, Sinhgad Institute of Management, PUNE

Dr. (Mrs.) ARCHANA ARJUN GHATULE
Director, SPSPM, SKN Sinhgad Business School, MAHARASHTRA

Dr: NEELAM RANI DHANDA
Associate Professor, Department of Commerce, kuk, HARYANA

Dr. FARAH NAAZ GAURI

Associate Professor, Department of Commerce, Dr. Babasaheb Ambedkar Marathwada
University, AURANGABAD

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., [OJIIINECECIMNLIE as well as in Cabell’s Directories of Publishing Opportunities, U.S.A.

International Journal of Marketing and Technology
http://www.ijmra.us



M TESSR PR SSN : 2249-1058)

Prof. Dr. BADAR ALAM IQBAL
Associate Professor, Department of Commerce, Aligarh Muslim University, UP

Dr. CH. JAYASANKARAPRASAD
Assistant Professor, Dept. of Business Management, Krishna University, A. P., INDIA

Wechnical Adbisors

Mr. Vishal Verma
Lecturer, Department of Computer Science, Ambala, INDIA

Mr. Ankit Jain
Department of Chemical Engineering, NIT Karnataka, Mangalore, INDIA

Aggociate Eoitorg

Dr. SANJAY J. BHAYANI
Associate Professor ,Department of Business Management, RAJKOT, INDIA

MOID UDDIN AHMAD
Assistant Professor, Jaipuria Institute of Management, NOIDA

Dr. SUNEEL ARORA
Assistant Professor, G D Goenka World Institute, Lancaster University, NEW DELHI

Mr. P. PRABHU
Assistant Professor, Alagappa University, KARAIKUDI

Mr. MANISH KUMAR
Assistant Professor, DBIT, Deptt. Of MBA, DEHRADUN

Mrs. BABITA VERMA
Assistant Professor, Bhilai Institute Of Technology, DURG

Ms. MONIKA BHATNAGAR
Assistant Professor, Technocrat Institute of Technology, BHOPAL

Ms. SUPRIYA RAHEJA
Assistant Professor, CSE Department of ITM University, GURGAON

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., [OJIIINECECIMNLIE as well as in Cabell’s Directories of Publishing Opportunities, U.S.A.

International Journal of Marketing and Technology
http://www.ijmra.us



LIV TIPSR SSN : 2249-10585

= R

FISCAL POLICY, PUBLIC DEBT, AND ECONOMIC
GROWTH

William R. DiPietro
ﬂsrgfé&mr (37[' fconomz’c&

IS

\h‘

T A

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at: Ulrich's Periodicals Directory ©, U.S.A., [ INECEFMARIE as well as in Cabell’s Directories of Publishing Opportunities, U.S.A.

International Journal of Marketing and Technology
http://www.ijmra.us



S MIYE volume2, tssued ISSN: 2249-1058

2012

ABSTRACT:

This paper employs the variability of real government expenditure as a measure of fiscal
policy and uses cross country regression analysis, first, to see whether fiscal policy is favorable
for economic growth, and, second, to test the hypothesis that greater public debt tends to dampen
the effectiveness of fiscal policy on economic growth. The results lend support to both

contentions.

Public debt is becoming a real worldwide concern. Debt is no longer just a problem of poor
developing countries, but is now becoming a major issue for rich, highly developed countries as
well. Europe is experiencing debt crisis in a number of its countries and even the U.S. is having

difficulties raising debt ceilings in U.S. Congress.

One of the potential consequences of high levels of public debt is that it may hamstring a
government’s ability to conduct fiscal policy. In order to sustain economic growth, a government
needs to maintain adequate demand in the economy. Although private investment is critical for
invention, innovation, capital accumulation, and economic progress, private investment is very
fragile and erratic because it depends on the maintenance of demand in the economy. Investment
depends on profits, and profits depend on sales, but sales ultimately depend on demand. To
achieve economic growth, the government needs to create an environment conducive to
investment. So that there will be high levels of investment and economic growth, it must assure

sufficient demand.

The main purpose of the paper is to investigate whether increases in the public debt dampen
the clout of fiscal policy with regard to economic growth. As this presupposes that fiscal policy
matters for economic growth, the study also needs to consider this question. A unique feature of
the paper is that it employs, contrary to the typical measures of fiscal policy generally employed
such as government spending, taxation, and budget deficits, an index of variation in government
spending over time as a rough measure of overall fiscal policy use by government. The simple
rationale for using a variation variable as a fiscal policy measure is that, on the spending side,
over time, fiscal policy consists of the changes in government spending in response to changes in

the state of the economy

The paper is divided into five sections. The first section reviews some of the literature with

regard to fiscal policy and its effect on the economy. The second section presents a simple two
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equation model explaining, first, the proposed relationship between economic growth and the
employment of fiscal policy, and, second, the effect of debt on this relationship. The third
section -explains the variables that are used in the empirical section to estimate the model and
provides the details on their sources. The fourth section presents the empirical results for cross

country growth regressions, and the fifth section wraps the paper up with a short conclusion.

I. LITERATURE REVIEW:

The literature with regard to fiscal policy and economic growth is extensive and on going. To
get some flavor of the research in this area, this section provides a quick look at a few of the

more recent undertakings.

Zagler develops a theoretical framework for reviewing articles on fiscal policy and economic
growth and reviews articles in the area based on this framework (Zagler 2003).

Under the assumption that different kinds of government spending have a differential effect
on economic growth, Nikos Benos breaks down government spending into a number of
components in his analysis. Consistent with the hypothesis, he finds, using unbalanced panel data
on fourteen European Union countries on annual data from 1990 through 2006 and taking into
account that both spending and revenues matter for fiscal policy in terms of economic growth in
an endogenous growth specification, that government spending on infrastructure and that
government expenditure on property rights has a positive effect on economic growth, but that
government outlays on human capital items such as education and health do not seem to matter
(Benos 2009).

Hadiwibowo looks at the effect of fiscal policy on economic growth operating through the
channel of investment (Hadiwibowo 2010). He uses vector auto regression analysis on quarterly
data for the Indonesian economy, a developing economy, for the period of 1969 through 2008,
and finds that fiscal policy in the form of development expenditure on items such as
infrastructure has a positive effect on investment, but government current consumption

expenditure and government revenues have a negative effect.

Despairing of the empirical results on the relationship between growth and fiscal policy
through the use of single individual measures of fiscal policy, Fu, Taylor and Yucel employ pair-
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wise combinations of fiscal indicators, such as increases in government spending financed by
increases in taxes, in their research (Fu, Taylor, and Yucel 2003). Using vector autoregressive
analysis on monthly data for the U.S. from 1983 through 2002 and utilizing the growth in
nonfarm employment as the measures of economic growth, they conclude that, contrary to the
expected effect of standard Keynesian theory, increases in government spending, regardless of
how the spending is financed, lowers job growth.

Ocran looks at the effect of four fiscal policy variables, government gross fixed capital
formation, tax expenditure, government consumption, and budget deficit, on economic growth
(Ocran 2009). He finds, using a Vector Autoregressive model that accounts for more than one
fiscal policy on quarterly data from 1990 to 2004 for South Africa that government gross fixed
capital formation and tax receipts have a positive effect on economic growth, government

consumption has a negative effect, and budget deficits seem to have no effect.

Senbet uses a vector autoregressive approach to assess the relative effectiveness of monetary
policy compared to fiscal policy on real output (Senbet 2011). Using two alternative measures of
monetary policy, the federal funds rate and borrowed reserves, and actual government
expenditures as a measure of fiscal policy, he looks at quarterly data on the U.S. economy from
1959 to 2010. His results indicate that monetary policy is more potent than fiscal policy in
affecting real output.

II. THE DATA:

The average annual rate of real economic growth from 2000 through 2008 in constant 2000
U.S. dollars is used as the dependent variable in the regression analysis. The World Bank
provides yearly data by country on the annual percentage growth of GDP in constant 2000 U.S.
dollars (World Bank 2011). Calculations were performed, based on the World Bank figures, to
obtain the average annual rate of real economic growth. over the ten year period from 2000
through 2008.

The coefficient of variation on annual real government expenditure in constant 2000 U.S.
dollars for the period 1998 to 2008 is employed as a proxy to gauge the extent of the application
of fiscal policy. The coefficient of variation for each country is computed using real government
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expenditure data abstracted from the World Bank’s World Development Indicators. It is assigned
the variable name CVGOVT.

In order to test the hypothesis that public debt reduces the effectiveness of fiscal policy
with regard to economic performance, an interaction variable is created. The interaction term is
equal to the coefficient of variation of government expenditure (CVGOVT) multiplied by the
percent of public debt to GDP for the year 2008. The percentage of public debt to GDP for the
year 2008 is taken from the dataset on public debt by Jaimovich and Panizza (Jaimovich and
Panizza 2010). The interaction term is labeled with the variable name CVGOVT*PUBDEBT. Of
course, if it is true, as hypothesized, that higher levels of public debt reduces the effectiveness of
government spending, then one would expect the interaction variable, CVGOVT*PUBDEBT , to
be negative and significant when used in combination with the fiscal policy variable, CVGOVT,

as a regressor on growth.

The most important control variable considered is the level of economic development. To
capture the extent of economic development, real GDP per capita in constant 2000 U.S. dollars
for the year 2005 is employed. The data comes from the World Bank. The development

variable is given the variable name GDPPC.

Secondarily, two other control variables are considered. They are the extent of globalization
and government size. Trade openness is measured by the percentage of the sum of exports to
imports to GDP for the year 2005, and the index for the size of government is the percentage of
government spending to GDP for 2005. Both variables come from the World Bank. The trade
openness variable is identified with the variable name TRADETOGDP and the government size
variable with the name GOVTTOGDP

. THE MODEL:

The model consists of two equations. They are as follows.
G=f(F,C) 8G/0F>0

AG/AF =h (D) 8(3G/3F)/6D <0
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In the equations, G is the long run growth performance of the economy, F is the extent of
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government fiscal policy use, D is the amount of public debt, and C is a set of control variables.

The first equation expresses the notion that economic growth depends on the pursuit of fiscal
policy and is positively related to its employment. The second equation mathematically
articulates the hypothesis that the effectiveness of fiscal policy falls with increases in the level of
public debt.

IV. THE EMPIRICAL FINDINGS:

Table | shows cross country regressions using ordinary least squares of percentage average
annual growth rate over ten years on the government fiscal policy variable, CVGOVT, and the
fiscal policy public debt interaction variable, CVGOVT*PUBDEBT.

TABLE |

CROSS COUNTRY REGRESSIONS OF AVERAGE ANNUAL REAL PERCNTAGE
GROWTH RATE IN REAL 2000 U.S. DOLLARS FROM 2000 THROUGH 2008 ON FISCAL
POLICY ACTIVITY AND OTHER VARIABLES

1) (2) (©)) 4) ®) (6)
CONSTANT | 2537 |3103 |3312 |2820 |2205 |3.095
(7.00) | (9.04) |(®00) |(900) |(520) |(5.15)*
. . A . .
CVGOVT 1240 | 1077 | 1448 |17.84 |1881 | 17.62
8.85)* | (5.90)* |(651)* |(7.70)* |(8.01)* | (7.38)*
CVGOVT “2122 |-1.163 |-1476 |-1.361
EHERbR; (-2.94) | (-2.34) | (-287) | (-266)*
y 5 *
GDPPC 1000046 Z000044 | -.000046 | -.000038
(-2.84)* (-3.06)* | (-3.23)* | (-2.50)**
TRADETOGDP 0077 | .0081
(2.18)* | (2.31)**
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GOVTTOGDP -.0582
(-2.06)**

RSQ 268 311 439 480 499 516

N 136 135 132 131 128 128

The table is set-up with the first column providing a list of the potential explanatory
variables, and with each column subsequent to the first column containing the results from a
single regression run. The estimated coefficients appear as the topmost numbers in the body of
table. The individual t-statistics are right under the estimated coefficients (in parenthesis). The
equations are numbered in the in the first row, and the last two rows provide the r-squared values
(RSQ) and the number of countries entering the equations (N). A single asterisk (*) under the
individual t-statistic indicates significance at the one percent level of significance or better and

two asterisks (**) indicate significance at the five percent level of significance or better.

Table | contains six equations. The first is a regression of economic growth on the
government activity variable, the coefficient of variation in government spending, alone. The
second looks at the effect of government fiscal policy on growth, after adjusting for the level of
economic development. The third equation adds the interaction term, the coefficient of variation
on government spending multiplied by the percentage of public debt, in order to see whether the
effect of government activity on economic growth is dampened by higher levels of public debt.
The fourth equation adjusts equation three for the level of economic development. The last two
equations add two other control variables to equation four. The fifth equation adds a measure of
trade openness, the percentage of exports plus imports to GDP, and the sixth adds a measure of
the size of the government, the percentage of government spending to GDP.

If, in reality, government expenditure activity positively effects economic growth then one
expects, in the growth regressions in table I, to find a positive and significant sign on the
coefficient for the government expenditure activity variable, CVGOVT, and if, in the real world,
public debt dampens the effectiveness of government activity, then one expects to find a negative
and significant sign on the coefficient for the interaction variable between government
expenditure activity and public debt, CVGOVT*PUBDEBT, when the variable appears in the

growth regressions of table I.
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The results are consistent with the hypothesis that government activity, government fiscal
policy, is positive for economic growth, and the hypothesis that higher levels of debt reduce the

effectiveness of government activity on economic growth.

The government activity variable, CVGOVT, is positive and significant at the one percent
level or better in each of the six equations of table I. Government activity is positive and
significant on economic growth when used alone (equation 1), when adjusting for the level of
development (equation 2), and when adjusting for the interactive effect between government
spending and public debt, the level of economic development, and the other two control variables

(equation 6).

The government activity public debt interaction term is significant at the one percent level of
significance in three of the four equations in which it appears and is significant at the five
percent level in the other equation. In all four equations, it has a positive sign indicating that
higher levels of public debt reduce the effect of any given amount of government activity on

economic growth.

The three control variables, the level of economic development, the extent of globalization,

and the size of the government, also behave appropriately.

V. CONCLUSION:

The cross country regression analysis provides evidence in support of the hypothesis that a
government’s ability to influence the economy through fiscal policy is weakened when there is
excessive public debt. As a result, care must be taken to avoid debt build-up since the
consequence of higher debt is likely to be reduced economic growth emanating from greater
constraint on the government’s ability to maintain demand in the economy. As economic growth
is the vehicle for improvement in the standard of living, policymakers and the public at large
need to be made aware of the growth inhibiting potential of public debt so as to make sure public

debt is kept in check and under control.
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