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The objective of this thesis is to study the impacts of the economic
variables on the government spending. Dynamic change of the government
spending was affected by the change in various economic variables, such as
Money Supply (MS1), Gross Domestic Product (GDP), Inflation Rate (INF)
and Total Tax Revenue (TAX) in the previous period are also examined.

The study used monthly data from January 1996 to May 2002. Vector
Autoregressive (VARs) technique was employed in this study. The step and
method of this study are as follows:

1. Constructing Vector Autoregressive Model.

2. Studying the dynamic respond of the government spending to the

economic variables shock by using Impulse Response Function (IRF)

3. Investigation the effect of changes in the economic shocks on the
government spending fluctuation by using Variance Decomposition method.

VARs model consisted of five variables, i.e. Government Spending |
(GOV), Money Supply (MS1), Gross Domestic Product (GDP), Inflation Rate
(INF) and Total Tax Revenue (TAX). Checking stationary properties of the
data by ADF-Test found that the MS1, GDP, INF and TAX were stationary at
first difference but GOV was stationary at level. When checking optimal lag
length by Akaike Information Criteria (AIC Test), the result showed that 5
lags length was an optimal lag for this model.

The Impulse Response Funciions of the Government Spending showed
that shock of MS1, GDP, INF and TAX have positive effect on GOV.

The result of Various Decomposition analysis showed that in all short
run and long run, the Government Spending in the previous period is the most

important cause of the government spending fluctuation.





