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ABSTRACT

This study is to investigate the impacts of government expenditure components on
economic growth in Malaysia. The issues of this study is to know and get the clear
picture in response to the financial crisis and its impact towards the economic growth
when the government has increased government expenditure markedly in order to
stimulate economic growth. Besides that, the purpose of this study is to examine
whether government expenditure actually promotes economic growth. The research
study observation is over 30 year period from 1986 to 2015. A total of 30 years of
observations for each variable were taken into consideration for this study by using
time series data for the country of Malaysia. The data has been analysed by using E-
views 8.0 to do descriptive, unit root test, multiple regression, correlation analysis
and test on assumption. The findings shows that all the variables are stationary
where all the significant level is lower than 5%. Thus, it concludes that at least one
of independent variables is affects the dependent variable. The T-test also shows that
only variable of defense has no positive significant relationship with the economic
growth while others variable which are education, health and infrastructure has a

positive significant relationship with the economic growth.
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CHAPTER 1
INTRODUCTION

1.1 INTRODUCTION

Government expenditure and economic growth can be relate as long term run
equilibrium relationship between them. It means that the government spending have
either positive or negative influence towards economic growth in the country. For the
recent years, many researcher had developed the hypothesis that have been
empirically tested for the developed as well as developing country that give mixed
results of the research. For example, Devlin and Hansen (2001) and Biswal et al.
(1999) found evidence of causality between the economic growth and government
spending. It also can review that many factors can give huge impacts to the economic
growth. This paper will be more focus on the link between government spending and
the economic growth in Malaysia. In addition, following other studies (Samudram et
al. 2009;Kolluri et al. 2000), it also can be consider the link between economic growth

and the components of government spending.

Actually, government expenditure could be classified into two which are current
expenditure and capital expenditure. The expenditure of government in which
regularly occur for every year referred to the current expenditure. They should be
made frequently if the elements of government must be kept up. They includes
incorporate the consistent pay rates of all workers, cash spent on the running of
fundamental administrations or general support of infrastructural offices and cash
spent on organization. Capital expenditure on the other hand are the expenditures of
government on the acquisition of things of permanent nature (Nwaeze 2010). They
incorporate all consumption on capital undertakings, for example, structures,
development of streets, bridges and every lasting structure and resources of assets.
These include huge sums of cash and also create the basis of development for the

country.



