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ABSTRACT

This paper uses time-series regression analysis to investigate the long-run effect
of fiscal and monetary policies on economic growth in Saudi Arabia from 1999
to 2022. Regarding fiscal policy, we focus on government spending and exclude
taxes because the latter had not been used in the Kingdom as a fiscal tool
during most of the study period. For monetary policy, we focus on money
supply (i.e., open market operations) and exclude interest rate, because by
following a fixed-exchange-rate policy to the US dollar, the Saudi Central Bank
has lost some of its monetary independence to the Federal Reserve when it
comes to setting interest rates. Our results show a statistically significant
positive impact of government spending on economic growth and a statistically
significant negative impact of unemployment on economic growth in the long
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run. Also, we find the effect of money supply and inflation on economic growth
in the long run to be statistically insignificant. These results are consistent with
economic theory and empirical research which show countries that follow a
fixed-exchange-rate policy usually lose the effectiveness of their monetary
policy. Finally, we recommend taking extra care not to overuse government
spending as the only tool for growth: on one hand, government spending boosts
growth and lowers unemployment, but on the other, it fuels inflation and
increases the national debt if it happens to be deficit spending. Therefore, it is
important for Saudi Arabia to be less dependent on government spending by
diversifying its income resources, creating jobs in the private sector, and
creating a stable and attractive business environment for domestic and foreign
investments.

Keywords: Economic Growth, Government Spending, Money Supply,
Unemployment, Inflation, Fiscal Policy, Monetary Policy.
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Growth ddud! dy)lyasl Hlast (1) Jous
(EViews 10 gely plastiwby duwhdl Oldaxe plasuuwl (Wl slie] ¢ro 1Hduasll)

Null Hypothesis: GROWTH has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.291900  0.0936
Test critical values: 1% level -4.440739

5% level -3.632896

10% level -3.254671

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(GROWTH)

Method: Least Squares

Date: 11/25/23 Time: 21:15

Sample (adjusted): 2001 2022
Included observations: 22 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

GROWTH(-1) -0.775684 0.235634  -3.291900 0.0041
D(GROWTH(-1)) 0.534986 0.246361 2.171552 0.0435
C 2.83E+11 1.46E+11 1.938774 0.0684
@TREND("1999") 1.11E+11  3.23E+10 3.423478 0.0030

R-squared 0.402494 Mean dependent var 157E+11
Adjusted R-squared 0.302910  S.D. dependent var 3.10E+11
S.E. of regression 2.59E+11 Akaike Info criterion 55.56263
Sum squared resid 1.21E+24  Schwarz criterion, 55.76100
Log likelihood -607.1889 Hannan-Quinn criter. 55.60936
F-statistic 4.041745 Durbin-Watson stat 1.753278
Prob(F-statistic) 0.023219

s jLast NS o9 (Growth Aludud! Ayl Jasl dalxiolls (1) Jsaadl g5 IS (ye
oo ST (29 prob=0,0936 ded Lasdi colill uxlly pladl olxidl dS5e oy S 39292 B>l
28 @1 g Ayl 3823 pde g ey Busgll yi 3929 dubyd Jgd (sa 1oy 0,05
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D(Growth) dludadl dylyaial jlasl 1(2) Jgd=r
(EViews 10 gely pldsviwby dwhldl ldazs pliscwl gl slie] o Hduasll)

Null Hypothesis: D(GROWTH) has a unit root
Exogenous: None .
Lag Length: 0 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.594215 0.0121
Test critical values: 1% level -2.674290

5% level -1.957204

10% level -1.608175

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(GROWTH,2)
Method: Least Squares

Date: 11/25/23 Time: 21:21

Sample (adjusted): 2001 2022

Included observations: 22 after adjustments

Variable Coefficient  Std. Error t-Statistic Prob.
D(GROWTH(-1)) -0.652866 0.251662  -2.594215 0.0169
R-squared 0.235637 Mean dependent var 3.61E+10
Adjusted R-squared 0.235637 S.D. dependent var 3.83E+11
S.E. of regression 3.35E+11  Akaike Info criterion 55.95442
Sum squared resid 2.35E+24  Schwarz criterion. 56.00401
Log likelihood -614.4986 Hannan-Quinn criter. 55.96610
Durbin-Watson stat 1.620044
DGROWTH
1E+12
8E+11 |
6E+11 _|
4E+11 |
2E+11 |
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Byl slyz] dmS (£ (31 (2) Jgidl (§ dasedly D(Growth) dluduad &)yl jlisl IS oo
ol d>g ple olaxdl (g puwgall JJgd LSAJ Ot I 09 adeg «Growth el dludud)
G ag Bugll Hdz 929 dubyd (ad) (aaes 0,05 o JBT (29 prob=0,0121 daxd Lasd
91 1 oyl o dleiio Growth duboYl Al O dudeg 8w g5l aaes «dylyaiwd] Gases
A(1)

Unemployment :dUad!l Juae /LS6

Unemployment dlududl &)lyasl jlas 1(3) J9d=
(EViews 10 geliy plisciwbg duwhyldl Oldane plusuiwb Wl slae] e 1Hduasll)

Null Hypothesis: UNEMPLOYMENT has a unit root
Exogenous: None .
Lag Length: 2 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic 0.908593 0.8963
Test critical values: 1% level -2.679735

5% level -1.958088

10% level -1.607830

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: DIUNEMPLOYMENT)
Method: Least Squares

Date: 11/25/23 Time: 21:39

Sample (adjusted): 2002 2022

Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

UNEMPLOYMENT(-1) 0.023226 0.025563 0.908593 0.3756
D§UNEMPLOYMENT§—% -0.209108 0.293256  -0.713054 0.4850

D(UNEMPLOYMENT -0.885675 0.306056  -2.893832 0.0097
R-squared 0.319942 Mean dependent var 0.007080
Adjusted R-squared 0.244380 S.D. dependent var 0.688988
S.E. of regression 0.598912  Akaike Info criterion 1.944160
Sum squared resid 6.456524  Schwarz criterion 2.093378
Log likelihood -17.41368 Hannan-Quinn criter. 1.976544
Durbin-Watson stat 1.519900

M= 09 cUnemployment dudud! &yl jlasb dilaally (3) Jedadl @l UM (e
ST 29 prob=0,8963 dasd Lo colidl asl 0359 pladl oLVl &85e 093 Bamgll ydr sl
@l gaoy et 325 pde g 1ag Bamgll sl 3979 duiyd Jgud g 189 0,05 oo
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D(Unemployment) dludud! &)lyaiul jlas :(4) Jgd=
(EViews 10 geliy plisciwbg duwhyldl Oldaxe pluasuiwb =Wl slae] e DHduasll)

Null Hypothesis: D(IUNEMPLOYMENT) has a unit root
Exogenous: None .
Lag Length: 1 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.441958  0.0001
Test critical values: 1% level -2.679735
5% level -1.958088
10% level -1.607830
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(UNEMPLOYMENT,2)
Method: Least Squares
Date: 11/25/23 Time: 21:42
Sample (adjusted): 2002 2022
Included observations: 21 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
D(UNEMPLOYMENT(—l%) -1.886660 0.424736 -4.441958 0.0003
D(UNEMPLOYMENT(-1 0.772640 0.278344 2.775846 0.0120
R-squared 0.515660 Mean dependent var -0.103872
Adjusted R-squared 0.490168 S.D. dependent var 0.834923
S.E. of regression 0.596156  Akaike info criterion 1.893765
Sum squared resid 6.752642 Schwarz criterion 1.993243
Log likelihood -17.88453 Hannan-Quinn criter. 1.915354
Durbin-Watson stat 1.538666
DUNEMPLOYMENT
6E+11
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Axds (p (@I (4) Jsixd! § duselly D(Unemployment) dludud! &lpainl jlast M ¢y
09 wgall Jgd (S5 sl IS (o9 ey cUnemployment dubod! duudd) 39,801 ¢ly=)
2 3979 dubyd (jady (aaws 0,05 e JBT (29 prob=0,0001 daxd Laxd ol d>g ple ol
Ao Akl OB adey Bytas @l gae AphEidl GExS ga ey sl
(1) o1 1 &yl e Ao Unemployment

:Inflation el Juas /BIG

Inflation dludud) d)lyaial jLasl :(5) Jgd=
(EViews 10 geliy pldsuuwby dwhldl Oldazs plascuwl (iUl slie] o Hduasll)

Null Hypothesis: INFLATION has a unit root
Exogenous: None .
Lag Length: 1 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -0.958666 0.2911
Test critical values: 1% level -2.674290

5% level -1.957204

10% level -1.608175

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(INFLATION)
Method: Least Squares

Date: 11/25/23 Time: 21:54

Sample (adjusted): 2001 2022

Included observations: 22 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
INFLATION(-1) -0.146366 0.152676  -0.958666 0.3492
D(INFLATION(-1)) -0.406256 0.207799  -1.955044 0.0647
R-squared 0.263777 Mean dependent var 0.163594
Adjusted R-squared 0.226966 S.D. dependent var 2.656086
S.E. of regression 2.335293  Akaike info criterion 4.620660
Sum squared resid 109.0719  Schwarz criterion 4.719846
Log likelihood -48.82726  Hannan-Quinn criter. 4.644025
Durbin-Watson stat 1.933856

od sl M (e cInflation dwuud! dyylydil Hlasb dalaialy (5) Jgdardl S UM o0
0,05 oo ST (23 prob=0,2911 dad Lasdi colidl usdl 0909 plall ol &85 (193 Bu>sll
W Lo 1dng (DS g9l o Byiius st il gam Busgll sz 3929 dubyd Jgud g oy
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D(Inflation) dludwd! dyylyaiw Hluz! :(6) Jgd=
(EViews 10 geliy plisciwbg duwhyldl Oldaxe pluasuiwb =Wl slae] e DHduasll)

Null Hypothesis: D(INFLATION) has a unit root
Exogenous: None )
Lag Length: O (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -7.752877 0.0000
Test critical values: 1% level -2.674290
5% level -1.957204
10% level -1.608175
*MacKinnon (1996) one-sided p-values.
Augmented Diqke¥-FuIIer Test Equation
Dependent Variable: D(INFLATION,2)
Method: Least Squares
Date: 11/25/23 Time: 21:57
Sample (adjusted): 2001 2022
Included observations: 22 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
D(INFLATION(-1)) -1.483188 0.191308 -7.752877 0.0000
R-squared 0.741066 Mean dependent var -0.036272
Adjusted R-squared 0.741066 S.D. dependent var 4.580451
S.E. of regression 2.330788  Akaike Info criterion 4.574679
Sum squared resid 114.0840 Schwarz criterion 4.624271
Log likelihood -49.32146 Hannan-Quinn criter. 4586361
Durbin-Watson stat 1.976687
DINFLATION
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Null Hypothesis: G has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.103768  0.1298
Test critical values: 1% level -4.440739

5% level -3.632896

10% level -3.254671

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(G)

Method: Least Squares

Date: 11/25/23 Time: 09:50

Sample (adjusted): 2001 2022

Included observations: 22 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
G(-1) -0.547269 0.176324  -3.103768 0.0061
D(G(-1)) 0.425065 0.207675 2.046775 0.0556
40617.27 21531.41 1.886420 0.0755
@TREND("1999") 18901.68 6055.031 3.121650 0.0059
R-squared 0.370126 Mean dependent var 30052.41
Ad'i__usted R-squared 0.265147  S.D. dependent var 48598.18
S.E. of regression 41660.10 Akaike info criterion 24.27544
Sum squared resid 3.12E+10 Schwarz criterion 24.47381

Bugll da sl NS (109 ¢G Al dylyatnl HWiSY (esatally (7) Jgunl gL IS (1
@ 1429 0,05 ¢y ST 29 prob=0,1298 ded Laxd colidl dsdly pladl olxidl &85e 39290
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Null Hypothesis: D(G) has a unit root
Exogenous: None

Lag Length: 0 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.899909 0.0058
Test critical values: 1% level -2.674290
5% level -1.957204
10% level -1.608175
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(G,2)
Method: Least Squares
Date: 11/25/23 Time: 09:56
Sample (adjusted): 2001 2022
Included observations: 22 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
D(G(-1)) -0.595783 0.205449  -2.899909 0.0086
R-squared 0.285462 Mean dependent var 1587.298
Adjusted R-squared 0.285462  S.D. dependent var 62521.45
S.E. of regression 52849.60 Akaike Info criterion 24.63268
Sum squared resid 5.87E+10 Schwarz criterion 24.68227
Log likelihood -269.9594  Hannan-Quinn criter. 24.64436
Durbin-Watson stat 1.811800
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Null Hypothesis: M has a unit root

Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=4)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.880766 0.1875
Test critical values: 1% level -4.467895
5% level -3.644963
10% level -3.261452
*MacKinnon (1996) one-sided p-values.
Augmented Dilex{-FuIIer Test Equation
Dependent Variable: D(M)
Method: Least Squares
Date: 11/25/23 Time: 22:09
Sample (adjusted): 2002 2022
Included observations: 21 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
M(-1) -0.379228 0.131642 -2.880766 0.0104
D(M(-1)) 0.459651 0.182648 2.516591 0.0222
C -11970.68 30906.47 -0.387320 0.7033
@TREND("1999") 36944.56 12515.21 2.951972 0.0089
R-squared 0.463342 Mean dependent var 91038.56
Adjusted R-squared 0.368638 S.D. dependent var 54944.70
S.E. of regression 43658.14  Akaike info criterion 24.37581
Sum squared resid 3.24E+10 Schwarz criterion 2457477
Log likelihood -251.9460 Hannan-Quinn criter. 24.41899
F-statistic 4.892509 Durbin-Watson stat 2.179028

Prob(F-statistic) 0.012459
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Null Hypothesis: D(M) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.919887 0.0599
Test critical values: 1% level -3.788030

5% level -3.012363

10% level -2.646119

*MacKinnon (1996) one-sided p-values.

Augmented Diqke¥-FuIIer Test Equation
Dependent Variable: D(M,2)

Method: Least Squares

Date: 11/25/23 Time: 22:10

Sample (adjusted): 2002 2022

Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
D(M(-1)) -0.584760 0.200268  -2.919887 0.0088
C 55377.81 20474.55 2.704715 0.0140
R-squared 0.309737 Mean dependent var 5158.746
Adjusted R-squared 0.273407 S.D. dependent var 59720.84
S.E. of regression 50906.29  Akaike info criterion 24.60375
Sum squared resid 4.92E+10 Schwarz criterion 24.70323
Log likelihood -256.3394 Hannan-Quinn criter. 24.62534
F-statistic 8.525742  Durbin-Watson stat 1.969648
Prob(F-statistic) 0.008786
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Dependent Variable: D(GROWTH)

Method: Least Squares

Date: 11/22/23 Time: 16:02

Sample (adjusted): 2001 2022

Included observations: 22 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

C 1.60E+11 8.75E+10 1.825740 0.0855
D(UNEMPLOYMENT) -3.16E+11 7.20E+10  -4.392905 0.0004

D(INFLATION) 3.05E+10  1.85E+10 1.651109 0.1171
D(G 2590963. 1060101. 2.444073 0.0257
D(M -950092.5 935415.0 -1.015691 0.3240
R-squared 0.614880 Mean dependent var 1.57E+11
Adjusted R-squared 0.524264 S.D. dependent var 3.10E+11
S.E. of regression 2.14E+11 Akaike info criterion 55.21432
Sum squared resid 7.80E+23  Schwarz criterion 55.46229
Log likelihood -602.3576  Hannan-Quinn criter. 55.27274
F-statistic 6.785530 Durbin-Watson stat 1.726465
Prob(F-statistic) 0.001870
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