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The identification problem:*

By using the order condition for identifiability, we can states
that wether the model is identfied or not.

The order. condltlon for identification problem, States that a
hecessary condition for identification of agiven structural equatton
is that the number of excluded variables (exogenous) from the given
equation is at least as large as the number of endogenous variables
included in the equation less onet '),

Since, in our Model WG have (5) structural equtions {equations,
1, 2, 3, 5, 8) and (3} exogenous variables (G, X, Ms), then we can say

that-depending on the above condition-our Model is identified.

Estimation procedures:

The choice of estimation procedure for simultaneous systems
(ike our Model) depend crucially -upon sample size. Specifically,
smél! samples necessitate the utilization of single equation

techuiques, becuase they require fewer degrees of freedom

wlrlmlfuauluwluwru&ljwi Tigaual s
| a1y julasy)

1 - Kmenta, J., Elements. of Econometrics, (Macmillan
publishing co., INC., 1971), P. 543.
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compared to the system approach“). The single-equation Methods
of estimation which are available, Ordinary least squares (OLS),
indirect least squares (ILS), Two stage least squares (2SLS), and
limited information Maximum likelihood (LIMI). |
Since the number of observation available to us is rather small
(M=16), we propose to utilize the (OLS) Method as the best procedure
for our needs. Althogh the application of OLS to the structural
equation of a simultaneous eauation system in general leads to
inconsistent estimates, it can be defended on the followinb
growndsw}:
1- in the case of small samples, all alternatives result in biased
estimates of the structural parameters.
2 - Among all the biased estimates, OLS has Minimum variance.
thus it is possible that OLS Might have aminimum square error.
3 - Monte Carlo studies have shown that the properties of OLS
estimators are less sensitive than the alternatives to the
presence of estimation problems i.e. Multicollinearity, errors in
variables and Misspecification, especially in small samples.
4 - prediction from OLS have been shown to compare favourably
with prediction from same Models estimated by alternative
Methods.

{1 - Yousef, A and Mohammad, Y., "The Role of Government
Expenditures in The Development of The Non-Oli Sectors in
Kuwait, The Middle East Business and Economic Review, Vol. 2,
No. 1 (1990), P.17. |

2 - Yousef, A and Mohammad, Y, (1990), op. cit., P. 18.
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Abstract

Government Expenditures In Jordan:

Causes of Growth And It's Economic Effects.

The main aim of this study is to draw attention, so far lacking, on the main factors that,
arc responsible for increasing public expenditures in Jordan. It also aims at investigating the
effects of these expcnditufcs on selected macro-economic variables, such as, GNP, privite
investment, trade blance, budget deficit, borrowing (Domestic and Forigen), and the gencml
level of prices. To ascertain the possible factors that are responsible for increasing puh]lb‘
expenditures in Jordan, the study utilized several single equation models reflecting the impaci
of these factors on government expenditure. While in estimating-the effect ol government
expenditures on Jordan's economy, the study utlized simple comprehnsive models.

The study showed that, the high increases in public expenditures in Jordan was rel.ued'
10 several factors, such as, the change in the structure of the output of Jordan's economy and
the role of the government in this transition, the impact of foriegen assistance, the role of;
import ratio (high degree of opennes) as being the main source of domestic revenue in
Jordan, the growth of public sector employment, the large share of military and nauondl
security in GDP and total expenditures, the rapid increases in the pubhc sector debt setvicin g,
payment, domgraphic factors, and general price rise.

The study indactes that the positive effects of government expenditures on the scleucd'
economic variables exmained in this study was very low, as compared [0 its negative eftects.
It was found that the indirect effect of public cxpendnure on GNP was very low as ref lu,tcd
by the low value of the government's expenditure multiplier which is estimated at 0. (;(J
cluung the period 1972-1987. Also, this study showed that the behaviour of gover nmuu

current expenditures in Jordan had a negative impact on private investment, while

government investment expenditures had « positive impact on private investrment.
Finally, the study showed that the increase in govenrment expenditure was ICS[)O['I‘&I”)L
for increasing deficit in trade balance, large budget deticit, increase in borrowing (domestic

and forigen), and increaes in price level.



