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Abstract 

This study aims to investigate the effects of fiscal policy instruments on economic growth in Jordan using annual data from 1970 to 2019, 
by applying the VAR model (Vector Auto regression) and the Vector Error Correction Model (VECM). The study also examines the 
dynamic relationship among economic variables over time using the Granger casualty test, Impulse Response Function, and Variance 
Decomposition. The results show that not only the public expenditures have a positive effect on economic growth in Jordan, but also the 
tax revenues positively affect the economic growth in the short-run, and this is because of using the tax revenues to finance the government 
activities in Jordan. This effect becomes negative in the long run, and this is explained because the tax seems a source of distortions in the 
economy, The extreme taxes may cause huge distortions in the economy, and these distortions destroys the purchasing power, the aggregate 
demand, and supply. More governmental dependence on tax revenues is the main source of tax evasion and less efficiency. The effect of 
taxation will curb any prosperity in the economy. Therefore, the government should estimate the fair tax rates to generate sufficient revenues 
to finance the public expenditure required to enhance economic prosperity. 
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The great depression backs the question about the relative 
importance of fiscal policy on economic growth (Vav der 
Wielen, 2020). At the end of the Second World War, Marshal 
started the economic reconstruction model for the European 
economy, the governments defined the responsibilities and 
the size of investments needed to promote economic activity, 
thus they determined the necessary and sufficient conditions 
for economic growth (Gurdal, et al., 2020). 

Perhaps the most popular models in the economic growth 
such as the Harrod Domar model says that the new economic 
indicators and the benchmarking determines the economic 
success, these indicators are national income and the growth 
rate in per capita income. The fiscal policy through public 
revenues and expenditures are vital tools for economic 
growth. The two groups of variables have an impact on the 
level and the size of national income through the aggregate 
demand. The public (governmental) demand for goods and 
services and investment are necessary factors for economic 
stability and the full employment level in the economy 
(Halkos & Paizanos, 2015). This point will be achieved by 
increasing the size of public expenditures, compared to the 
public revenues in the depression stage, and vice versa in the 
inflation stage (Rosoiu, 2015). 

 The fiscal policy in the period of inflation, means that 
the level of national income is less than the full employment 
point, so it is possible to move the aggregate demand for 
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1. Introduction 

Economic growth has occupied an important place in 
the economic theory and this refers to the government role 
and responsibility in the economic activities. The economic 
responsibility of government in the last century was limited 
because it focused on creating the necessary circumstances for 
market performance. Liberalizing the economy and decreasing 
the unemployment rates are one of the main responsibilities of 
local government (Gabriel & Ezekiel, 2019). 
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higher point through public expenditures, increase in 
the public demand for goods and services will increase 
the demand for the production factors, and as a result the 
national income may increase (Ozer & Karagol, 2018). 
The multiplier and the accelerator may affect the level of 
national income, and this effect depends on the situation in 
the economic activity, so the total effect of the fiscal policy 
at the level of national income have direct effects on the size 
of public expenditure and revenues ( Rosoiu, 2015). 

In most countries, especially in the developing countries, 
the fiscal policy is a key factor of the direction of the 
economic cycle (Procyclical), public expenditures increase 
and taxes decrease in economic prosperity, and on the 
contrary, the public expenditures decrease and taxes may 
arise in the economic recession (Alesina, et al. 2008). On 
the other hand, higher tax rates may lead to higher levels 
of public expenditures, some of which may boost economic 
growth (Stoilova, 2017). Changes in tax policy and public 
expenditure affect the level of personal income, which in 
turn affects the purchasing power of goods and services, and 
the output level and income gets affected as well.

Moreover, there is confirmed evidence that fiscal 
discipline has a negative effect on economic growth in 
the short-run and at the same time the increases in the 
tax multiplier tend to be larger than the cuts in the public 
expenditure (Van der Wielen, 2020). This means that the 
fiscal policy plays a significant and direct influence on the 
level and structure of output and income through changes in 
the public expenditure and taxation.

The theoretical and practical studies have not agreed 
on the importance of fiscal policy in economic activity, 
the results of earlier studies are different because of a set 
of methodological factors such as the selected countries in 
the sample, level of the economic activity in such countries, 
the study time, the control variables, and the method used 
(Alqadi & Ismail, 2019). Jordan, like other developing 
countries, depends on the fiscal policy for economic stability. 
Therefore, this study aims to analyze the role of fiscal policy 
in economic prosperity in Jordan.

2. Literature Review

Most of the research results have found that the fiscal 
policy is a key reason for economic growth in the short as 
well as in the long run (Ozer & Karagol, 2018), also, there 
is a significant relationships among public expenditures, 
tax revenues, and economic growth in most countries. The 
Empirical evidence found a weak relationship between fiscal 
policy and economic activity but it is still vital (Halkos & 
Paizanos, 2015).

The other results found the positive causal relationship 
between fiscal policy and economic growth (Benos, 2009; 
Ozer & Karagol, 2018; Boiciuc & Orțan, 2020). The study of 
Easterly and Rebelo, (1993) proved the importance of fiscal 

policy for economic growth, trade taxes, and income tax in 
the poor and developed countries, Ocran (2011) supports the 
significant positive effect of public expenditure and tax on 
economic growth. Other studies confirmed the positive effect 
of public expenditure and the negative effect of tax revenues 
on economic growth, (Almasaeed & Tsaregorodtsev, 2018). 
Engen and Skinner (1992) found a strong negative impact of 
public expenditure and taxation on economic growth. The 
public expenditure has a positive effect on growth and the 
tax revenues curb the growth.

By using the Granger causality to investigate the 
causality between fiscal policy and economic growth, 
the study by Aremo and Abiodun (2020) showed that no 
significant causality between the two variables could be 
established among the variables in the low and middle-
income Sub-Saharan African countries. Gurdal et al. (2020) 
found a bidirectional causality relation between economic 
growth and public expenditure, and no causal relationship 
between economic growth and tax revenue, also they showed 
a bidirectional short and long run causality relationships 
between economic growth and tax revenue, while the long-
run causality relationship between economic growth and 
public expenditure has been proved.

The relationship between public expenditures and 
economic growth is subject to change in the long run, 
because it seems a cause and effect at the same time. 
While other studies indicate that the growth rate of public 
expenditure over time is the engine for economic growth 
(Angelopoulos & Philippopoulos, 2007), on the contrary, 
the weak relationship is proved as well (Auteri & Costantini, 
2004; Zulfiqar, 2018). The studies refer to such contradiction 
in the fundamental differences and the assumptions of the 
model, the first point of view depend on the Wagner’s law, 
which emphasizes that economic growth contributes to the 
growth in the public sector, i.e. the impact runs from the 
economic growth to public expenditure, but Wagner says that 
such expenditure has faster increases than economic growth, 
this point of view indicates that large public expenditure 
will curb and destroy the economic growth and the fact 
that government activities are implemented ineffectively is 
proved (Gatsi et al., 2019).

The other point of view relies on the Keynesian model, 
which considered public expenditure to be a vital tool for 
the fiscal policy which can accelerate economic growth 
(Loizides & Vamvoukas, 2005). Keynesians emphasize the 
positive effect of public expenditure on economic growth by 
the multiplier effect, while the neo-classical argue that the 
negative effect of public expenditure on economic growth 
will happen in the economy. The expansionary fiscal policy 
by of the public expenditure will lead to the crowding-out 
effect and the compaction between the private and public 
activities will increase the interest rates and tax rates, and 
as a result the economic growth may be failed in the end 
(Alqadi & Ismail, 2019).
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 The role of public expenditure in stimulating economic 
growth is a subject of debate in developed and developing 
countries (Lindaue & Velenchik, 1992). The practical 
research proved the contradiction results, for example, 
some studies show that the effect of public expenditure on 
economic growth is insignificant (Lindaue & Velenchik, 
1992; Anwar et al., 1996; Alesina & Perotti, 1996; Lee et al., 
2019). Hsieh and Lai (1994) found that public expenditure 
has a small proportion of economic growth, while the study 
of (Saez et al., 2017) suggested that public expenditure and 
economic growth have no significant relationship in the EU 
countries, but the other studies have confirmed the key role of 
public expenditure in economic growth (Ahsan et al., 1989; 
Kneller, 2007; Alexiou, 2009; Dudzevicitue et al., 2018; 
Nguyen, 2019a). Wu et al. (2010) strongly support Wagner›s 
law which says that public expenditure is a helpful factor 
for economic growth and the causal relationship between tax 
revenue and economic growth is proved as well (Canicio & 
Zachary, 2014). 

The positive effect of expenditure and the size of the 
public sector on economic growth is proved (Diamond, 
1989; Tanzi, 2000; Alesina et al., 1998; Cakerri et al., 2014). 
The increase of 1% in the public expenditure will increase 
the economic growth by 0.2365% (Havi & Enu, 2014). The 
size of government in the economy is measured by the share 
of total expenditure to GNP positively affected the economic 
growth in the short and the long run (Loizides & Vamvoukas, 
2005), so the smaller public sector may be good for economic 
growth (Angelopoulos & Philippopoulos, 2007).

The Studies distinguished between the effect of public 
expenditure on economic growth over time, the positive 
relationship between public expenditure and economic 
growth in the long run is proved (Oladele et al., 2017; 
Yoong et al., 2020 ), and the significant negative relationship 
between them in the short run is proved as well (Lin, 1994), 
while Gebreegziabher (2018) confirms that government 
consumption positively affected the economic growth in the 
short and the long run, so the size of government has played 
a positive effect on economic growth in the short and the 
long run (Koeda & Kramarenko, 2008) 

Most of the studies have confirmed the negative effect of 
the public expenditure components on the economic growth 
in most of the surveyed countries (Barro, 1991), and the 
effect of capital expenditure on economic growth are not 
proved. Some studies have found that capital expenditure 
has less effect on growth than private investment, while the 
capital expenditure has a positive and significant effect on 
economic growth (Gupta, 2018). Devarajan, et al. (1996) 
found that current expenditure has positive effect on the 
economic growth in developing countries; by contrast, the 
capital expenditure has negative effect on per-capita income.

The study of Lee et al. (2019) analyzed the function of 
public expenditure in the Chinese and the Korean economies 
and they found that public expenditure has a low effect on 

economic growth in China, while the source of expenditure 
by general public service and social security has a significant 
positive effect on growth rate. In the Korean economy, the 
results have differed, so there is a positive and a negative 
relationship between functional public expenditure and 
economic growth. Maingi (2017) concludes that the 
components of public expenditure positively affect the 
economic growth, and the study of (Babalola & Aminu, 2011; 
Bojanic, 2013: Adeline et al., 2014; Cyril, 2016) indicate 
that public expenditures on education, health, economic 
services and other main activities is an engine of the private 
sector, economic stability and growth. Basuki et al. (2020) 
found that regional public expenditure on education, health, 
marine, fisheries and agriculture in Indonesia ineffectively in 
promoting economic growth.

The taxation policy in the economy plays an important 
role in generating economic growth, and the conclusion of the 
previous studies is that the relationship between tax revenues 
and economic growth is not proved, while some studies have 
discussed the distortions caused by tax revenues on the 
economy, so the final effect of tax is usually negative on the 
growth, so the taxation system is the source of inefficiency 
in the economy and the influence of quantities supplied 
and demanded is confirmed. Other studies emphasized 
the importance of tax revenues in financing the public 
expenditure (Yi & Suyono, 2014; Rosoiu, 2015). Mcnabb 
(2018) and Dladla and Khobai (2018) show the negative 
effect of tax revenues on economic growth. Atems (2015) 
and Al-tarawneh et al. (2020) confirmed the negative effect 
of tax on the economic growth in the short and long run, 
while Romer and Romer (2010) suggest that increase the 
tax / GDP by 1% will decrease the GDP by 3%. In contrast, 
Gebreegziabher (2018) and Munir and Sultan (2018) found 
that tax revenue has positively affected economic growth in 
the short and the long run.

Gashi et al. (2018) confirms the positive relationship 
between tax revenues and economic growth (Oboh et al., 
2018; Nguyen, 2019a; Gabriel & Ezekiel, 2019; Joseph & 
Omodero, 2020). Many studies have not found much impact 
of income taxes on growth in the long run (Anastassiou & 
Dritsaki, 2005; Palic et al., 2017; Olabode & Abraham, 2020; 
Neog & Gaur, 2020). While a few of such studies have also 
shown less significance of tax revenues on the GDP (Das, 
2019). So it can be said that the effect of the tax on economic 
growth should be explained with taking into consideration 
the methodology used and economic situation of the country 
for which the study is being done (Saafi et al. 2017).

Finally, the discussions about the role of taxation in 
economic growth can be divided into two parts. The first 
part confirms that tax rates reductions are the only way to 
motivate the economic growth, while other part of studies 
confirm the direct negative effect of tax reductions on 
the economic growth and such reductions has a negative 
effect on the budget revenues, and as a result the financial 
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resources will be lower than estimated for government 
expenditure on infrastructure, education, administration, 
etc., which can harm the economic growth (Wołowiec 
et al., 2014).

3. Methodology and Model Specifications

To assess the role of fiscal policy in the economy, the 
literatures showed that there are different views regarding 
which variable best represents fiscal policy. While many 
researchers have used tax as a proxy for fiscal policy (Dladla 
& Khobai, 2018; Al-tarawneh, 2020). Other researchers used 
budget deficit as a proxy of fiscal policy in their estimates 
(Ali, & Ahmad, 2010; Shihab, 2014). Other studies used 
public expenditure for fiscal policy (Easterly & Rebelo, 
1993; Kneller, 2007; Angelopoulos & Philippopoulos, 2007; 
Benos, 2009; Havi & Enu, 2014; Halkos & Paizanos, 2015; 
Aremo & Abiodun, 2020). Some studies have divided public 
expenditure into various components (Devarajan et al., 
1996; Auteri & Costantini, 2004; Adeline et al., 2014; Cyril, 
2016). Researchers argued that there is no strong correlation 
between the three policy variables and economic growth 
when studied individually (Ocran, 2011). Most literature 
on fiscal policy and economic growth which has emerged 
attempts to examine the two fiscal policy instruments namely 
public expenditure and taxation simultaneously (Ocran, 
2011; Babalola & Aminu, 2011).

This study aims to analyze the effects of fiscal policy 
on the economic growth in Jordan; annual data of 1970 
- 2019 is used. Economic growth measured by the growth 
rate of real GDP. The public expenditures and tax revenues 
represent fiscal policy. Following (Loizides & Vamvoukas, 
2005; (Anastassiou & Dritsaki, 2005; Ocran, 2011; Joharji 
& Starr, 2011; Babalola & Aminu, 2011; Canicio & Zachary, 
2014; Rosoiu, 2015; Oladele et al., 2017; Zulfiqar, 2018; 
Hlongwane et al., 2018; Aremo & Abiodun, 2020; Olabode & 
Abraham, 2020) Vector Auto-regression (VAR) will be used 
to determine the relationships between research variables. In 
addition to the Impulse Response, Function (IRF), the Granger 
Causality, Variance Decomposition test and Unrestricted 
Vector Auto-regression (UVAR) will be used.

0 1 1 2 2 ....− − −= + + + + +t t t t p tX X X Xα α α α ε

Where represents the vector of variables used to estimate, 
and can be rewritten as follows. [ ], ,=t t t tX Y G T , Yt: Gross 
domestic product (GDP), Gt: Government expenditure, Tt: 
Tax revenues. The lags for variables in the model makes it 
suitable for analyzing the transition mechanisms of fiscal 
policy effects. If the variables in the model are jointly 
integrated, the Vector Error Correction Model (VECM) can 
be used, which is a restricted model for the VAR model, in 

order to determine the direction of causation and estimate 
the speed of adjustment of short-term disequilibrium to the 
long-term equilibrium between variables (Jang & Ogaki, 
2004). The VAR model can be rewritten as a Vector Error 
Correction Model (VECM) as follows (Oxley and Greasley, 
1998):

0 1
1 1

− − −
= =

∆ = + ∆ + ∆ + +∑ ∑
m n

t i t i j t j t t
i j

X X X EC Uα α α δ

The EC represents error correction term, to express the 
dynamic by which a return to the equilibrium condition 
in the long term, in other words, to correct any imbalance 
to reach the equilibrium position in the long run between 
the dependent variable and the independent variables. The 
VECM model for two variables X and Y illustrated using 
two equations as follows (Oxley and Greasley, 1998):

0 1 2
1 1

− − −
= =

∆ = + ∆ + ∆ + +∑ ∑
m n

t i t i j t i t t
i j

X Y X ECα β β δ ε

0 1
1 1

− −
= =

∆ = + ∆ + ∆ + +∑ ∑
m n

t i t i j t i t
i j

Y a b Y c X dEC ε

4. Empirical Results and Interpretations

The Time series data has the trend factor and this factor 
reflects the conditions affecting on all research variables, 
either in the same direction or in the opposite one. The 
stationary of the time-series tested using the Augmented 
Dickey-Fuller (ADF) according to the regressed equation 
that includes the intercept and the trend variable (Dickey, 
and Fuller, 1981):

1

0 1
1

−

− −
=

∆ = + + + ∆ +∑
m

t t j t i t
j

X T X Xα β δ β ε

Table (1) shows the unit root tests using the ADF test, 
all variables are stationary in the first difference, which 
means that the time series used in the study are integrated 
from the first time lag (1). The null hypothesis is rejected 
because of the non-stationary and the unit root test from the 
first difference of time series data at a significant level (5%). 

To determine the required number of time lags, the 
test AIC (Akaike Information Criterion), SC (Schwartz’s 
Criterion) are used. Table (2) shows the results of the tow 
tests mentioned above, the results determining the two-time 
lags, the number of time lags reaches (2), and this result is 
consistent with the data period and the other literature.
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Determining the non-stationary variables in the long-run 
equilibrium, the co-integration test is used as well as to find 
the equilibrium relationship among variables in the long run 
using the maximum likelihood method (Johansen & Juselius, 
1990). The tables 3 and 4 show that the co-integration 
relationship is existing and the research variables are co-
integrated. This means that there are long-run equilibrium 
relationships among variables, and there is no difference 
between each other in the long run. The conclusion shows 
that there is a long-run relationship between economic growth 
and fiscal policy instruments (government expenditure and 
tax revenues). In this case, the Vector Error Correction 
Model (VECM) may be used.

The VECM results show that the Error Correction Term 
(ECT) in the economic growth model is significant and 
negative; which means that economic growth in Jordan is 
adjustable for the changes in the long run, so the economic 
growth is a function in the changes in the fiscal policy 
components (public expenditure and tax revenues). The 
Error Correction coefficient in the equation estimates 0.01, 
and this statistically indicated that the level of the back for 
equilibrium on among variables in the long-term reach is 

1% annually, so the economy can automatically be adjusted 
for any changes in the long-term equilibrium in the one year 
coming later. 

The table 5 illustrate the VECM results which indicate 
that the economic growth in Jordan can adjust to changes 
in the fiscal policy in the long run, and as a result the public 
expenditure is positively affected while the tax revenues 
are negatively affected the economic growth in Jordan in 
the long run. The table also illustrates the economic growth 
in Jordan can respond to changes in the fiscal policy in the 
short run, finally the result confirms that public expenditures 
and tax revenues positively affect the economic growth in 
Jordan in the short run.

The Granger Causality test used to decide the directional 
relationship between the research variables (Stock and 
Watson, 2001), the table (6) shows that causal relationship 
between the fiscal policy and economic growth in the 
Jordanian economy is significant, in more details the Granger 
casualty test shows that there is a causal bidirectional 
relationship between public expenditure and economic 
growth, while the causal unidirectional relationship between 
tax revenues and economic growth is proved.

Table 1: Augmented Dickey-Fuller Test

Variable
Level 1st difference

Intercept Trend and Intercept Intercept Trend and Intercept
G 2.750105* -0.445348 -3.177003* -4.241419*
T 2.196682 -0.589278 -3.101498* -3.856295*
GDP 2.360194 0.178142 -1.217577 -2.313017*

* Means that it is significant at the level of 5%

Table 2: Results Time lags test

Data Trend: None None Linear Linear Quadratic
Rank or No Intercept Intercept Intercept Intercept Intercept
No. of CEs No Trend No Trend No Trend Trend Trend

Akaike Information Criteria by Model and Rank
0 41.81581 41.81581 41.84629 41.84629 41.66395
1 41.17303 40.98515 41.01259 40.65989 40.65886
2 41.10269 40.94981 40.94207 40.54314 40.52866
3 41.33836 41.18483 41.18483 40.72827 40.72827

Schwarz Criteria by Model and Rank
0 42.16666 42.16666 42.31409 42.31409 42.24870
1 41.75778 41.60888 41.71429 41.40057 41.47751
2 41.92134 41.84643 41.87768 41.55671 41.58121
3 42.39091 42.35433 42.35433 42.01472 42.01472
L.R. Test: Rank = 2 Rank = 1 Rank = 2 Rank = 1 Rank = 2



Jumah A. ALZYADAT, Iyad A. AL-NSOUR / Journal of Asian Finance, Economics and Business Vol 8 No 1 (2021) 113–122118

Table 3: Co-integration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigen Value Statistic Critical Value Prob.**
None *  0.454552  35.16459  35.01090  0.0481
At most 1  0.147524  7.887901  18.39771  0.6943
At most 2  0.015555  0.705457  3.841466  0.4010
Trace test indicates 1 co-integrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level

Table 4: Co-integration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None *  0.454552  27.27668  24.25202  0.0193
At most 1  0.147524  7.182444  17.14769  0.6930
At most 2  0.015555  0.705457  3.841466  0.4010
Max-eigenvalue test indicates 1 co-integrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level

Table 6: Granger causality test

Null Hypothesis: F-Statistic Probability
G does not Granger Cause GDP  13.0942  0.00000
GDP does not Granger Cause G  10.4995  0.00019
T does not Granger Cause GDP  3.62404  0.03512
GDP does not Granger Cause T  0.25595  0.77535
T does not Granger Cause G  2.78116  0.07314
G does not Granger Cause T  2.38044  0.10460

Table 5: Results of VECM

Variables
D(GDP)

Long Run Equation
EC(-1) -0.010018 [-2.04148]
G(-1) 3.458580 [ 3.83067]
T(-1) - 2.222779 [-3.01422]
Short Run Equation
D(GDP(-1)) -0.051846 [ 0.30246]
D(GDP(-2)) 0.33152 [ 1.55474]
D(G(-1)) 0.430019 [ 1.16310]
D(G(-2)) 0.681004 [ 1.84613]
D(T(-1)) 0.480665 [ 1.16495]
D(T(-2)) -0.051432 [ -0.12878] Figure 1: Impulse Response Function (IRF)
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The literature confirmed the size and type of shocks 
affect the fiscal policy instruments, so most of research aims 
to analyze the impact of random shocks on the economic 
growth. The Impulse Response Function and the Variance 
Decomposition are the main tools that implement this goal. 
In the figure (1), the GDP response to the random shock is 
measured by the constant deviation in public expenditure, and 
this deviation is subject to positive and direct changes in the 
second lag period, and in the coming periods. The table (7) 
describe the Variance Decomposition and indicates that the 
public expenditure can explain 1.5% of the random errors in 
the economic growth during the second period, so the impact 
continuously increased to the tenth period with 5%. The same 
result decides that the random deviation in the tax revenues is 
positively and directly affected in the second period and in the 
coming periods. The changes in tax revenues explain (1%) of 
random errors in the economic growth within all periods. The 
conclusion says that 5% of variation in the forecasting of the 
economic growth in Jordan refers to public expenditure, 1% 
refers to tax revenues and 94% of the variations refer to the 
economic growth itself in the period after ten. 

5. Conclusion and Policy Implications

This study aimed to analyze the effects of fiscal policy 
and its instruments on the economic growth in Jordan. The 
results not only shows that the public expenditures have a 
positive effect, and the tax revenues have a negative effect 
on the long-run economic growth in Jordan, but also that 
the public expenditures and tax revenues have a positive 
effect on the short-run economic growth in Jordan. Granger 
casualty confirms the causal bidirectional and unidirectional 
relationship of public expenditure and tax revenues with the 
economic growth respectively.

The Impulse Response Function and Variance 
Decomposition techniques show that public expenditures 
positively and directly affect the economic growth. 1.5% 
change in the public expenditures will increase the economic 
growth by 5%, while 1% change in the tax revenues will 
increase economic growth by 1%.

According to the research results, it can be said that public 
expenditures have a positive effect on economic growth in 
Jordan and this result is consistent with other studies that 
confirmed this result. The study of Quraan (1997) showed 
that the increase of public expenditures by 1% will increase 
the economic growth by 2.27%, the results are consistent 
with (Dandan, 2011; Al-Fawwaz, 2016; Alkasasbeh et al., 
2018; Almasaeed & Tsaregorodtsev, 2018), and it found that 
public expenditure has a positive effect on the economic 
growth in Jordan (Al-Shatti, 2014). 

The other studies, such as the study (Marian, 1997) 
proves that the public expenditures gave a negative effect 
on the economic growth measured by the per capita income. 
Other studies decided that the tax revenues have a positive 
effect on the economic growth in the short run, and such 
studies explain that tax revenues are a key source of finance 
to the government expenditures in Jordan, and the negative 
effect, in the long run, is confirmed, the study by Al-tarawneh 
(2020) shows that tax has a negative effect on economic 
growth in the short and long run in Jordan. The extreme 
taxes may cause huge distortions in the economy, and these 
distortions destroyed the purchasing power, the aggregate 
demand, and supply. More governmental dependence on 
tax revenues is the main source of tax evasion and less 
efficiency. The effect of taxation will curb any prosperity in 
the economy. Therefore, the government should estimate the 
fair tax rates to generate sufficient revenues to finance the 
public expenditure required to enhance economic prosperity.
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