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Government Expenditure and its Effect on Private
Consumption: a vector Auto-Regression Approach

Hamed Alhoshan

Assistant Professor
Department of Economics, King Saud University, Qasseem Branch.

Abstract

Using A vector auto-regression approach (VAR), this paper
mainly studys the effect of the government domestic expenditure,
and other variables, on the behavior of the private consumption in
Saudi Arabia during the period 1960-1997 by analyzing the
response of the latter to the structural shocks in the former.

The findings are as expected; that is the government
domestic expenditure plays the most important role in explaining
the behavior of private consumption, especially in the long run.
The second important factor is the money supply, paricularly in the
short run. Furthermore, the inflation and the real income come
third and forth in importance, respectivily.

These results are of vital importance for policy makers who
are involved in the setting of fiscal and monetary policies aimed at
stabilizing economic activities. The results of the paper indicate
the great importance of government domestic expenditure in
determining the fluctuations in private consumption expenditure
compared with other explanatory variables in the model. Since
private consumption represents the bigger percentage in national
income, policies aimed at atabilizing this variable are particularly
important. Based on the foregoing results, measures to stabilize
government domestic expenditure may be one of the most
important of these policies.
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1 0.01 100.00 0.00 0.00 0.00 0.00
2 0.02 82.47 12.01 2.09E-07 4.85 0.667
3 0.03 38.37 1 30.85 19.56 10.89 0.32
4 0.05 17.19 23.60 46.06 12.97 0.19
5 0.07 10.06 21.10 53.20 15.41 0.22
6 0.09 10.13 20.23 53.20 15.68 0.74
M2

sl SE Y M2 G P C

1 0.02 55.41 44,59 0.00 0.00 0.00
2 0.04 60.25 37.36 2.35 0.04 0.03
3 0.04 41.96 4271 11.91 2.88 0.55
4 0.06 19.77 45.51 20.69 12.21 1.83
5 0.09 10.41 42776 27.99 16.67 2.17
6 0.12 7.50 39.02 32.72 18.52 2.25
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1 0.06 0.80 18.14 81.06 0.00 0.00
2 0.07 3.98 14.55 70.78 6.95 3.75
3 0.13 12.03 4.06 78.02 477 1.13
4 0.20 16.75 2.37 71.48 8.90 0.51
5 0.27 21.29 1.73 67.03 9.66 0.29
6 0.36 22.98 1.24 65.94 9.42 0.41
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1 0.02 0.01 36.38 24.03 39.58 0.00
2 0.02 6.84 31.14 27.38 34.42 0.22
3 0.03 17.45 23.56 39.08 19.78 0.13
4 0.03 16.32 34.22 33.98 15.16 0.32
5 0.03 16.15 33.93 33.65 15.58 0.70
6 0.03 16.07 34.91 33.05 14.85 1.11
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Y M2 G P C
Al -2.080037 ~1.490097 7416637 -0.011831 -3.450469
[-4.87833] [-1.95961] [-3.71744] [-0.02377) [-2.67154]
A2 1.291479 0.326483 3761833 -0.148977 1.807331
[ 5.12946] [0.72711] [3.19315] [-0.50695] [2.36977]
A3 0.173783 0.070790 0.661263 0.021737 0.413510
[3.79485] [ 0.86680] [ 3.08602] [0.40667] [2.98097]
Y(-1) 1.906898 2.088536 7.771413 0.498029 4.009659
[ 3.64966] [2.24141] [3.17878] [0.81666] [2.53347]
Y(-2) 0.962354 0.615016 5300405 -0.018116 4.204749
[ 1.85875] [ 0.66608] [2.18792] [-0.02998] [2.68108]
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The Property of No-Mor@l{ey Illusion,

Imagination or Ré}ality?

Dr. Mohammed Saad Al-Jasim”

Abstract |

In this paper, it is shown that imagination has a big role in
the emergence of the property of no money illusion in the
economic thinking, and probably one c:i;»f the reasons that make it
subject to controversy. To show this, the paper presents a model
that has the property of being the general mathematical form of
most economic textbook theories. It is then used as a vehicle to
show that the reason for the decision functions to have the property
of no money illusion is due to the implici%l;;}hypothetical assumption
that either both the objective and constraint functions are
homogenous functions of the same dl.;ragree in the exogenous
variables, or at least one of them is. Finally, the paper briefly
discusses two well-known economic theories in the light of
homogeneity assumption. ]

Economic Department,College of Administrative Sciences King Saud University
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The Demand of Meat and Fish
in the Kingdom of Saudi Arabia :

(An Econometric Analysis)

Dr. Yousef A. Alseleem Dr. Ahmed A. El-Rasoul

Abstract

The research aimed at estimating of the demand meat and
fish in the Kingdom of Saudi Arabia on the basis of yearly data
between the period of 1980-1998. The demand of meat and fish in
the kingdom was estimated depending on the Linear Approximate
Almost Ideal Demand system (LA/AIDS) using Three-Stage Least
Squares method to estimate the AIDS model. The estimated
coefficients were used to estimate the compensated and

uncompensated price elasticities and expenditure elasticity.

Fish was aggregated in three groups; Pelagic Fish, Demersal
Fish and Fresh Water Fish. Similarly, meat was aggregate in four
groups; mutton, Camel, imported beef meat, and poultry.
The study achieves some results; as follows:
1) The price variable has significant effect on consuming the
four kinds of meat. While, The expenditure variable has

significant effect on all commodities except sheep meat.
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2)

3)

4)

The consuming of pelagic fish and demersal fish is sensitive
to changes in the prices of mutton and imported beef meat.
Whereas, the consuming of mutton is sensitive to changes in
the own price and the prices of imported beef meat and
poultry while the consumption of camel meat is affected by
the price of camel meat and price of imported beef meat.
Therewithal, The consumption of imported beef meat is
sensitive to changes in its price and the price of poultry.

The uncompensated own price elasticities have negative
sign for all commodities included in the study and they are
significant at level of 0.5 and greater than one (as absolute
value), for all kinds of fish, which means that the
consumption of fish is sensitive for changes in fish price.
On the other hand, the own price elasticities of meat and
poultry are less than one. This means the consumption of
meat and poultry is not sensitive to changes in own prices.
Remarkably, regarding the own price changes, Camel meat
is the most inelastic commodity

The expenditure elasticities of all commodities included in
the study are positive and significant at 0.05% significant
level, except demersal fish and fresh water fish. In addition,
expenditure elasticities of fish are greater than one meaning
they are luxury commodities, while the expenditure

elasticities of meat and poultry are inelastic (they are less

Y4



S)

6)

7)

than one) which means that they are necessity in the
kingdom.

Consumption of mutton, camel, and poultry is more
sensitive to changes in consumer's income than changes in
prices. While the consumption of imported beef meat is
affected by the price changes more than changes in
consumer's income.

There is a substitute relation among fish products but they
are inelastic and not significant. Meaning, consuming one
group of fish is not effected by price changes occur in other
groups. Generally, the consumption of meat in the kingdom
is not elastic to changes in fish prices. Additionally, it
shows that the fish consumption is effected by meat prices.
The results showed that there is a substitute relation among
mutton and the rest of commodities within the study, and
the same saying goes for poultry.

Price of imported beef meat has no impact on the per capita
consumption of mutton, camel, and poultry. On the other
side, the prices of mutton, camel, and poultry has impact on
per capita consumption of imported beef consumption. This
can be explained by the consumer's preference. The
consumer prefers the mutton, camel, and poultry meat than

the imported beef meat.
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Industrialization Experiment In Saudi Arabia

1930-2000

Dr. Naglaa M.I. Bakr

Abstract

This Paper aims at investigation of the Manufacturing sector in
Saudi Arabia and its influence on Saudi Economy.

The first section discusses industrial strategy and the structure
of manufacturing sector and the most important industries that has an
important role in the Economy, whether in absorbing the workers or in
production and exporting like chemicals, steel & Iron, papers &
printing.. etc.

While the second section concerned in applying the Cobb-
Douglas function on this sector from 70th of this century till 1998

using the statistical method.
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