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Abstract 
 
In this study, I use an ARDL cointegration approach to investigate the impacts of different 
categories of government expenditures according to its different organizations and functions on 
the growth of Iranian economy. I apply a Solow type growth model to evaluate the relative 
efficiency of different categories of government expenditures by comparing their effects on 
Iranian non-oil GDP for the period of 1967-2006. Therefore 13 proxies for government 
expenditures are used. The first one is total government expenditures which are distributed 
among three different government organizations (i.e. ministries, municipalities and social 
security organization). The government spending in ministries is distributed among different 
functions (such as; general services, defense, disciplinary services, education, health and medical 
services, social affairs, housing, cultural and recreational services and economic affairs). The 
results of the ARDL analysis indicate that government total expenditures, government spending 
in ministries, government spending in municipalities, disciplinary services expenditures, 
education expenditures, health expenditures and social affairs expenditures have significant and 
positive effects on non-oil GDP. The relative efficiency of government total expenditures is less 
than one both in short run and long run. This implies that the governments may have to increase 
its dependence on other control variables (related to monetary and exchange rate policies) to 
support the effectiveness of government expenditure in the short run and long run. Moreover 
according to my findings the relative efficiency of government spending in municipalities is 
more than the relative efficiency of government spending in ministries in both short run and long 
run. This suggests that there is to some extent the possibility for Iranian economy to increase its 
economic growth by transferring the financial supports from ministries to municipalities. As 
another result the findings show that while in the long run the relative efficiency of education 
expenditures is less than the relative efficiency of health expenditures in the short run this is 
reverse. This result indicate that in the short run the government should care about the education 
expenditures more than health expenditures but in the long run health expenditures are more 
important. This is maybe because the health and medical expenditures need longer time to show 
their effects on growth by affecting the labour force as an input of production. Moreover 
comparing the constant elasticities of non-oil GDP with respect to education expenditures and 
health expenditures clarifies that non-oil GDP is more sensitive to education expenditures both in 
long run and short run. 
 

 

 

 

 


