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ABSTRACT

The purpose of this study was to analyze the impact of government expenditure on gross
domestic product of Singapore, Malaysia, Indonesia, and Thailand using panel cointegration.
This analysis included annual data from 1980 to 2009, a total of 30 observations were used. The
analytical techniques of panel unit root tests, panel equation tests and analysis estimation models were
employed during this study.

The study of government expenditure and gross domestic product of these South East
Asian countries showed that Indonesia has the highest average government expenditure and
gross domestic product. Moreover, the proportion of government expenditure on gross
domestic product showed that Malaysia has highest proportion of government expenditure on

gross domestic product.



Regarding the panel unit root tests using the Levin, Lin and Chu (LLC) test, Breitung Test,
Hadri Test Im, Pesaran and Shin (IPS) test, and Fisher-Type Tests such as Fisher-ADF and Fisher-PP,
the results showed that government expenditure and gross domestic product had no unit root and
were stationary within an order of integration /(1) process. Thus, panel cointegration tests and
analysis estimation models were the next step.

The panel equation test used the Pedroni test and the Kao test. The results showed that
government expenditure and gross domestic product had cointegration. The estimates for the model
included pooled estimator, fixed effect and random effect. The result showed that the random effect
method was the best method for the analysis estimation models.

The analysis estimation models used the Ordinary Least Square (OLS) method, Dynamic
Ordinary Least Square (DOLS), and Generalized Method of Moments (GMM). The results of OLS
DOLS and GMM showed that government expenditure related with gross domestic product in the
same way. In addition, the study found that the long run adjustment process operates when there is
a short-run drift of government expenditure from equilibrium.

In the long-term relationship, considering the impact of government expenditure to gross
domestic product of each country, the findings of this research show that Malaysia has the most
effect of government expenditure to gross domestic product, followed by Thailand, Indonesia,

and Singapore.
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