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Abstract
The purpose of this study is to examine 1) relationship between

government expenditure and economic growth of Lao PDR in short-
term and long-term period, and 2) the Granger Causlity between the
government expenditure and economic growth of Lao PDR. The
research target group is monetary policy instruments of Lao PDR
government, and the instrument used to collect data is annual
economic report of the Bank of the Lao PDR and Asian Development
Bank in the period of 1986-2020 (35 year), including government
expenditure, GDP and GDP per capital. The research tested a
relationship between the government expenditure and economic
growth of Lao PDR for long-term period by applying the Engle and
Grenger method and short-term through the Error Correction
Mechanism. And the Granger Causality test for variables relationship.
The results of unit root test found that all of government
expenditure variables, GDP variables and GDP per capital are non-
stationary at | (0) and characterization of stationary by I (1) process at
the 1% level. Therefore, 1) relationship between government
expenditure and economic growth of Lao PDR, the results indicate
that the government expenditure and GDP of Lao PDR has
bidirectional relationship in the short-term and long-term period,
which the short-term adjustment of government expenditure deviates
to the long-term equilibrium with a velocity of 63.09%, and short-term
adjustment of GDP deviates to the long-term equilibrium with a
velocity of 40.52%. Moreover, the results indicate that the government
expenditure and GDP per capital of Lao PDR has unidirectional
relationship in the short-term and long-term period, which the short-
term adjustment of government expenditure deviates to the long-term
equilibrium with a velocity of 55.05%, and short-term adjustment of
GDP deviates to the long-term equilibrium with a velocity of 37.42%.
2) The results of Granger Causality test show that the growth of GDP
and the growth of government expenditure have bidirectional
relationship in the short term, as well. Furthermore, the results of
Granger Causality test indicate that the growth of GDP per capital and
government expenditure have bidirectional relationship in the short
term.
Keywords: Government expenditure, GDP, GDP per capital,

Cointegration, ECM
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701279 1 Bunaudingou Unit root (ioeSH ADF €zt Level

Stationary test (Unit Root at Level)

nodsu | Lag t-SfE\iE)iIS:tiC 1|(\)2)acK|nnon5%)/£|t|cal Valllg; % P-Value WHUNIWNNKISU

LnG; 2 |-2.454422 | -3.639407 [-2.951125| -2.614300 0.1352 Non-Stationary
LnY: 0 [-2.536222 | -3.653730 [-2.957110 | -2.617434 0.1167 Non-Stationary
Ln(Y/Ny) | 1 |-2.282831 | -3.646342 [-2.954021 | -2.615817 0.1832 Non-Stationary

010219 2 Bunaudingsu Unit root (1081331 ADF eJastiu First Difference

Stationary test (Unit Root at First Difference)

o ADF MacKinnon Critical Value o~ o~
Modju | Lag t-statistic 1% 506 10% P-Value WUNIWNNKISY
LnG; 0 |-4.340070 | -3.646342 [2.954021| -2.615817 0.0017 Stationary
LnY: 0 |-2.798409 | -3.646342 t2.954021| -2.615817 0.0694 Stationary
Ln(Y/Ny) | 0 |-2.870640 | -3.646342 2.954021| -2.615817 0.0597 Stationary

£190279 3 2UNYTINIWNNISUNDIUK W 1RS102891F1E29IANTI3 U (A2 NI 18G0mI)
(07NN 299 WU 10

Dependent| Independent Cofficient t-statistic Adjusted ADF 29361010U
Variable Variable  |(Standard Error) |  (Prob.) R2 07089
Contant -1.454562 -7.394307 e
LnG: (0.196714) | (0.0000) | ggs171 --3.888283
LnY, 0.993121 82.46328 (1% CV=-2.634731)
(0.012043) | (0.0000)
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1535695 | 1.002064
™ Contant (0.179639) | (0.0000) | go5171 -3.882037%%*
G 0.160453 | 82.46328 (1% CV=-2.634731)
(0.012152) | (0.0000)
13.86228 | 446.5367
LnG, Contant (0.031044) | (0.0000) | 994301 -3.482817%**
Ln(YINg 1081987 | 75.87815 (1% CV=-2.634731)
(0.014260) | (0.0000)
Contant 1273491 | -71.12959 -
(YN (0.179038) | (0.0000) | 490301 -3.487531
G 0.018958 | 75.87815 (1% CV=-2.634731)
(0.012111) | (0.0000)

BN *** QeQunIUSEVNIIR:TE 0.05(5% MacKinnon CV & -2.634731)
M1012R79 4 N YHINIWARNISUND KU 1R RU2998NMANTFU (€2 (JUS1S9jemIgUstnn.

Dependen| Independent Cofficient t-statistic F-statistic Adjusted
t Variable|  Variable (Standard Error) (Prob.) (Prob.) R2
Contant 0.028104 0.701358
(0.040071) (0.4883)
0.865080 5.989313 25.04254™
LnG LnYt (0.144437) (0.0000) (0.000000) | 017686
-0.630939 -3.809252
ECM1 (0.165633) (0.0000)
0.080936 2.651399
Contant (0.030526) (0.0125)
0.616393 6.091452 18.61039***
LnYt LnG (0.101190) (0.0000) (0.000005) | O0°49°9
-0.405190 20.005280
ECM2 (0.150069) (0.0111)
0.043013 1.099357
Contant (0.039126) (0.2801)
0.868577 5.824333 22.91454***
LGt Ln(Y/Ny) (0.149129) (0.0000) (0.000001) 0596507
-0.550495 -3.475595
ECM3 (0.158389) (0.0015)
Contant 0.066193 2.163965
(0.030589) (0.0383)
0.597692 5017544 | 17.56483"
Ln(Y/Ny LnG (0.101003) (0.0000) (0.000008) 0531224
-0.374202 -2.465836
ECM4 (0.151755) (0.0194)

VIBON: ***unorugiauniRega 0.01
MI01279 5 NIWEINZDJ0NTUE I US1Fun1uinggundudutnduEuesI9nnacandsuidy

(ocU Q2 (JusisegRemaUznngs) UY 10

Lag AIC SC HQ
0 3.196321 3.287929 3.226686
1 -1.964796 -1.689971* -1.873699
2 -2.078308 -1.620265 -1.926480
-1.544511
3 -2.185771* -1.973211*
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M12R79 6 NIUEISNZD 0NV LS RAUNWRNIsuadLdumNiduiiuesISnncandsunici|g
(2 (JUS1s93:mI1Yenn29] YU 10

Lag AIC sC
0 3.217112 3.308720 3.247477
1 -1.930728 -1.655902* -1.839631
2 -2.019373 -1.561330 -1.867545
3 -2.129045* -1.487785 -1.916485*
M99 7 Buniuingsuaorucdutmncduiiu(Granger Causality Test)
Juuon Lag F-Statistic Prob.
LnG: Siugmecmneeg LnY: 3 3.38142 0.0339
LnY: idugiecngsy LnGy 3 5.43781 0.0051
LnG: Ucdugiecnnzsg Ln(Y/Ny) 3 4.96785 0.0077
Ln(Y/Nt)ﬁc’ﬂn:}ﬂecmnesj LnGy 3 3.43265 0.0322
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