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Economic Assessment Of The Effects Of

Public Expenditures On Jordan Economy

Summary

This study aims at investigating the structure of public finance,
and the classfications of government expenditures in Jordan. It Also,
aims at analyzing the economic impact of these expenditures on a
selected macroeconomic variables: the GNP, level of employment, private
consumption and investment, and the general level of prices. The study
has utilized a number of econometrics models to estimate these effects,

and it measured the value of the government expenditure multiplier.

This thesis consists of three chapters. The First Chapter analyzes
the structure of public expenditures (P.E.) in a representative sample
of LDCs. The Second Chapter investigates the Jordanian public finance
structure, and analyzes the causes of increasing P.E. while the Third
Chapter estimates and measures statistically the economic effects of
F.L. on a major macroeconomic variables. Following is a concise summary

of the findings are:

I. About three-fourth (74%) of P.E. in LDCs are current expenditures

which were spent on finance purchased goods & services.

II. The local government revenues in Jordan were not sufficient to
finance the current expenditures through out the study -:period -
1970-1986. This deficit situation led the Jordanian Government to

seek external lecans in addition to internal sources of borrowing.
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III. The relative size of P.E. is very high with respect to the GNP,

It is estimated to have been 46% during 1973-1986.

IV. Aconsiderable percentage of 40% of Jordan P.E. was channeled to
national defence and public administration, while the commadity

sectors received anegligable of percentage of 14.6% ofthe total P.E.

V. The increasing P.E., is being investigated thoroughly and were
found clesely related to several factors such as, the changing
role of the state as being more active in executing investment

projects, demographic aspects and the general price rise.

VI, The study indicates that the direct effect of P.E. on GNP is weak,
as compared with the effect of money supply. The indirect effect
as measured through the estimation of the P.E. Multiplier is also
low. This Multiplier is estimated at 1.755 during the periaod
1970-1986, and was low due to the high Marginal Propensity to
import (M.P to Import) and to the marrow preductive base of Jordan

economy.

VII. The direct effect of P.E. an employment level is reasonable good
as Jordanian government employes about half 47% of the total labor
force, but the indirect effect was low due to the weakness of F.E.

multiplier.

VILII. The direct impact of P.E. on private consumption is estimated
through the huge amount of salaries paid to government employees.
These Wages in turn go tc Private Consumption as the M.P.C. is
estimated at 0.B85, while the indirect effect is measured through

the Consumption Multiplier which is estimated at 1.3
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The direct influence of P.E. on investment is analyzed by dis-

cussing the share of government investment spending with respect
to the t0£al investment expenditures, which are estimated at 49%
during 1970-1986. The direct effect of P.E. on private investment
is assessed by the benefits of the infrastructure which provide

better environment to the investors. However, the indirect impact
of P.E. on investment was found to=be npegligable low due to the

weak P.E. multiplier.

The study has endeavoured to estimate the effects of P.E. on the
general price level in Jordan through estimating the role of P.E.
in the creation of excess domestic demand, Which was considered to be -
regponsible for 29% of the excess demand. Furthermore, the effects of
P.E. on prices were measured by assessing its £mpact on the crea-
tion of excess money supply. This led the government to seek loans
from the banking system, and therefore, increase the money supply,

a matter which contributed to enhanc the inflation rate in Jordan.

The study concludes that as a result of the high M.P to import and
to the limited productive base of the Jordanian econcmy, the in-

crease in P.E. will ultimately lead to a rise in imports, and this

in turn adversely effect the size of Jordan's foreign reserves and,

Caonsequently, Leads to adeterioration in the state of the balance

af payment.
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