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Abstract—The recent global financial problem urges goverrtmen

to play role in stimulating the economy due to thaet that private
sector has little ability to purchase during theession. A concerned
question is whether the increased government spgntiowds out
private consumption and whether it helps stimutate economy. If
the government spending policy is effective; thggie consumption
is expected to increase and can compensate thentrepéra
government expense. In this study, the governmeending is
categorized into government consumption spendinhgavernment
capital spending. The study firstly examines corsmuoonsumption
along the line with the demand function in micrasmmic theory.
Three categories of private consumption are uselerstudy. Those
are food consumption, non food consumption, andvices
consumption. The dynamic Almost Ideal Demand Sysikthe three
categories of the private consumption is estimaigidg the Vector
Error Correction Mechanism model. The estimated ehaadlicates
the substituting effects (negative impacts) of thevernment
consumption spending on budget shares of privata fand
consumption and of the government capital spendimbudget share
of private food consumption, respectively. Nevelghe the result
does not necessarily indicate whether the negaffeets of changes
in the budget shares of the non food and the foeodwmption means
fallen total private consumption. Microeconomic somer demand
analysis clearly indicates changes in componentctstre of
aggregate expenditure in the economy as a restiteofovernment
spending policy. The macroeconomic concept of aggeedemand
comprising consumption, investment, government dimen (the
government consumption spending and the governnoampital
spending), export, and import are used to estinfate their
relationship using the Vector Error Correction Magcism model.
The macroeconomic study found no effect of the gavent capital
spending on either the private consumption or ttevth of GDP
while the government consumption spending has nhegaffect on
the growth of GDP. Therefore no crowding out effedt the
government spending is found on the private consiemgbut it is
ineffective and even inefficient expenditure asnfdueducing growth
of the GDP in the context of Thailand.
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|. INTRODUCTION

HE world financial crisis recently has brought many

countries to pay interested in the government dtisnu
measures to stimulate the economy and to get itobuhe
recession. The support of the role of the goverriraerthis
time of the crisis is on the fact that private secand
businesses have little ability to purchase. The §baernment
has announced few fiscal stimulus packages wheadbeomy
showed sign of recession in 2008. Consequently,fifoal
budget has turned to be deficit from then on. Toeegnment
expenditure rose significantly from around 12% dDR5in
2008 to 15% of GDP in 2009 (Table 1). The exparaipn
fiscal policy caused the budget to turn into théaoiteby 24.2
% of total revenue in 2009 compared to only 2.992005.
Although most economists see the necessity of tvergment
spending measure to revive the economy, it candudottll
whether the increased government spending canyrbalp
stimulate the economy such that the economy witwgup
more than it otherwise would be.

TABLE | GOVERNMENT EXPENDITURE, TAX REVENUE (MIL . BAHT), AND
PRIVATE CONSUMPTION

Tear 103 1% 1% W0 M0 N Al 2000k 20mQh 20
Y50 oot expiGDP ogmA 018% 1108% LLD% L% 1A% 124 126% 1318%  1509%
YPse ConslGLP HER DI ST B I SN SS0M MEM MY NI
Total diect o inbiwct s 67250 BEA0E ME%L WS TRl 1IKEG 1AM

YT 1563 1921% 15094 1470% 1470 1SR4 1790%

Source: Author's estimation from National Economand Social
development Boardyational Income Account, Bangkok, various issues.

Theoretically, the outcome of the increased govemm
spending policy will depend on several conditionsd a
economic situations in each particular country sastdegree
of price rigidity, deficit financing method, futuregax
expectation, liquidity condition, and consumerspegtation of

governmerthe economy. This study examines empirical evidevioether

the government spending affects the private confompin
what details and in which direction, and finallyoprotes the
economy to grow.

The structure of this paper is organized as follolse next
section discusses the related theories, relatedatitres, and
econometric models to be used in the study. Sedtiose
presents the empirical results of the study. Micom@mic
perspective of demand for private consumption aedrmpact
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of government spending on the private consumptien
estimated and examined. To investigate the macnmtic

impact, the study along the line of aggregate demal

compositions will also be estimated for the relagiwip
between the government spending, the private copisom
spending, and the overall economy. The last secteantion
four, briefly concludes all findings.

Il. RELATED ECONOMIC LITERATURES AND THEECONOMETRIC
MODEL

Basically, the economics problem can be analyzetivin

major points of view: macroeconomic and microecoisom Wi

aspects. Finding outcomes from both aspects arecesg to
give complete examination on the impact of the gowent
spending. Therefore, both microeconomic and macrmaic
aspects are employed and analyzed in this study.

In microeconomics theory, consumer demand theory c?
u

well be used to investigate the effect of governnsgrending
in the study. Pieroni (2009) [1] investigates erslumus
consumer’s decision of private expenditure andettegenous
public defense and civilian spending. The studyntbnegative
impact of defense spending on private consumpfiam lines
of reason can be explained that negative impaatst,Fi
increased public resource to defense spending nsaaber
supplied government purchases. The governmenthaite to
increase borrowing or raising taxes in the privegetor. The
trade off between defense and private consumpsowedl as
investment under fixed budget constraint is theeefossible.
Second, during the peace time, reduction in taxdés b&
turned back to tax payers for private consumptibimerefore
the impact of both defense and civilian governnsgending
on private categories of consumption
contemporaneous complementarity and substitutaleffects.
Pieroni employs cost function of the Almost Ideariand

riajzlzm:

producel P =a, +

The equation shows that the cost C(U, P) is ligearl
homogeneous in prices (P) provided that

y;k =Zy;k =Z,Bj =0
i j

And symmetry,y;k = y;

@
j k
®3)

Applying Shepherd Lemma to Equation (1) gives badge
share of consumption of good j jwTherefore the budget
shares of consumer demand for good j can be writien
function of prices and utility (Equation (4)).

=a;+) y, InB +BUBMP/
k

Where

(4)

1, . .
Vi =5(y,-k + V)
The linearly approximated Almost Ideal Demand Syste
nction in the form of budget shares can then bevdd
(Deaton and Muellbauer, 1980: 313) [2]. By givenutdity
maximizing consumer, total expenditure (X) is equal
consumption (C(U, P)) and is inverted to give theirect
utility function, U is a function of P and X, as itten in
Equation (5).

W =a,+> y, InB.+p, In(%) ®)
k
Where,% is real expenditure on all goods. The restriction
according to the consumer demand theory known disigqaip,
homogeneity of degree zero in all prices and incoarel
symmetry condition are held.
Price index (P) can be defined as in Equation (6).

>a;InpP, +%ZZyii InPInP
j T

The price index (P) is approximated by using Stene’

(6)

System (AIDS) approach. This long run dynamic daﬂnangeometric price index as in Equation (7) (Akmal &Btern,

model included adjustment response over time tdtssim
relative prices and to exogenous shocks can banebitdy
specifying a Vector Error Correction Mechanism nmode

In microeconomic perspective, the Almost Ideal Dedha
System (AIDS) model of cost function initiated bg&on and
Muellbauer (1980) [2] is used in this study. The dmlo
conforms to the equilibrium of consumer choicesarrulidget
constraint. It is recognized as long run statimaded model of
consumption equations system. Generally,
translogarithmic functional form of cost functianused in the
estimation of consumer demand in the study. TheoAtrideal

Demand System of cost function can be expressedih as

Equation (1).
NCU.P) =a+Ya P +>% Yy InR R +Ug, (R (1)
i ik !

Where C = consumption

U = utility
P = prices
ji=1,2,...,n
k=1,2,...,m

a flexibl !

001) [3].
InP:ZWj InP, (7)
]

From Equation (7) above, own price elasticigy), cross
price elasticity £), and income elasticityn() of consumer
demand for goods j can be calculated as follows.

Vi

=-1+— _ﬁj (®)
W;
£ = Yik _ ﬁj (ﬂ) 9)
i W;
g, =12 (10)
W,

J

k=1,2,3,...,n ¥k

The Almost Ideal Demand System model provides a
structured framework based on the consumer dentsewatyt
and the long run static equilibrium. The more ftégidynamic
type of the demand system for non stationary tiemes can
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be applied to the system demand model using ther EriWolff (2006) [11] used Structural Vector Autorega®

Correction Mechanism model and can well be estich&iag
run coefficients of the Almost Ideal
(Anderson and Blundell (1993) [4], Blundell (198§5],
Pesaran and Shin (1999) [6]).

Pattern of consumer demand was also examined
Tridimas (2000) [7] using data of Greece during 89994.
He introduced short run dynamics into the demandttfans
of the study due to the assumption of habit foramagffects
and allowed serial correlation in the error terrhthe demand
function to be incorporated in the model. The gahdynamic
Almost Ideal Demand System model for 4 categoriés

approach to investigate short run effects of figadicy shocks

Demand Systenon the German economy and found that the shocKd tawe

impact on output and private consumption in lowtistiaal
significance and the effect of the government edjtare has
bigort lived. Werner (2004) [12] modified Fisher ation of
the monetarist model to evaluate the Japanese exoride
discussed on various issues of why fiscal policyeither
ineffective or effective, such as real interesterdiased
crowding out effect and Ricardian equivalence, ¢badition
when debt required to be fully paid off in the figu The
@eneral Autoregressive Distributed Lag model of imatn

consumer non durable good was estimated. The stu@pDP growth that included money supply, wholesaldsep

investigated a search over the appropriate modestotheory
of consumer demand, the appropriate demand stajcamd
the empirical validity of the constraints of homaogiy and
symmetry. The specification test rejected the ctétimost
Ideal Demand System model. The general dynamic hafde
Almost Ideal Demand System was found fitted thea dsdtter
than that of the Rotterdam functional form modeheT
restrictions of homogeneity and symmetry of the aigit
demand function also were not rejected.

In  macroeconomy, the government expenditure is
significant element of the aggregate demand inettenomy.
The government spending is an important instruméfiscal
policy to influence the economy. The governmenmnsjg is
expectedly effective especially under recession nwilee
economy is under severe unemployment and low istteede
so that there does not exist crowding out effecthenprivate
sector and investment. Under full employment amditéid
resources, increase in government spending candciamwy
other demand elements to grow. Arguably, under ayma
approach, the economy is growing steadily so thatpgossible
the increased government spending can have no orgvedit
effect on the elements of the aggregate demand.

Many empirical studies in macro impact of the gowveent
spending were based on Vector Autoregressive nafdabjor
macroeconomic variables. Many of the studies werded
on the estimate of fiscal multiplier and the effeotf
government spending on output. The multiplierisrfd small
if interest rate rises in response to increasenflation as a
result of the expansionary government spending @&wod
2010) [8]. On the other hand, the government sipgncan be
effective if prices and wages can adjust slowlthie spending.
The estimated multiplier effect of the governmepersling on
the GDP is found larger than one (Fatas and Mif@301)
[9]). They also found that the effect of the govaemt
spending on investment is insignificant.

Blanchard and Perotti (1999) [10] used data of Uinéed
States in the post war period for Vector Autoreggiee
specification of taxes, government spending and @Dreal
per capita terms and showed that government spgstiiocks
can have positive effect on output but the spendingiplier
is rather small. On the contrary, they found argjroegative
effect on investment spending. Heppke-Falk, Tenhaded

index, and various types of interest rate as egiag
variables was used to estimate for nominal GDP trow
model. To test the ineffective fiscal policy, heopeeded by
substituting the empirical formulation of GDP o tleft hand
side of the equation by consumption, investment aet
export and examined whether the coefficient of goment
spending on the right hand side be equal to one niidified
Fisher model was empirically found supported higuarent
that the private demand is reduced one yen for yawe
iacrease in the government spending.

Fiscal policy can be ineffective in an open econdinupder
flexible exchange rate system and perfect capitability.
Once the interest rate increases causing capifwinto
increase and exchange rate appreciates. Wealtlct effe
consumption can also explain the reduction in conion if
an increase in interest rate due to expansionacalfipolicy
reduces financial asset value. Capet (2004) [18vsl in his
review of the literatures that many studies usitgicsural
macro models including studies of MULTIMOD of IMF,
QUEST of European Commission, and NiGEM of NIESR fo
Germany, France, and Italy found that governmepéesditure
multiplier has no long run multiplier effect excefitat of
INTERLINK of OECD which found negative long run eff.
Positive effect of the government expenditure rpliér could
only be found in the short run (in one year).

For Vector Autoregressive model of macroeconomic
perspective, the basic macroeconomic relationsHipthe
aggregate demand composition is used in this studgtimate
the relationship between the GDP, private conswmpti
import and export while government spending is exmgisly
given. It can be written as Equation (11) below.

p
yx:Ao"'ZAy1—i+quijt+5t 11)
= i

GDP,
PRC,
INVEST,
EX,

IM,

Vectory; is ; andx; is vector of exogenous
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GCt
variable ,
GK,

Here, j= 1 (GC), 2 (GK)

effect of them on the private consumption, accardin the
main purpose of the study.

S E
w =a+ gyjk NP+ 5,In(5) + ¢4 In(GC) +4,In(GK) + 44 (16)

GDP, PRC, INVEST, EX, and IM are output, private \Where

consumption, investment, export and import respelti

Here,x; or GC and GK are government consumption spending

and government capital spending, respectively. valliables
are used in logarithmic form for simple interpratatof the
result. These additional exogenous variableg @llow
measuring the effect of the government spendingttom

GC = government consumption spending
GK = government capital spending
P = prices
E = total expenditure per head
j» k =1 (private food consumption: PFD), 2 (prizaton

food consumption, PNF) and 3 (private consumption o

endogenous variableg, especially attention on the GDP, andservices, PSV)

on the private consumption.
For any stable VAR (P), the root of this equationsinlie
within the unit circle.

[l -AZ-AZ?-..-~AZ° EO 12)

w; = budget share of the private consumption on j
As total of the budget share is one, the only twb af the

three equations of the budget share of private food

consumption (FD) and of private non food consump{iNF)

Where Z is the root of this equation andyalare Integrated @ré used in the estimation. The homogeneity degese

process of order 0.

property of the microeconomic consumer demand regqui

In case ify, is Integrated process of order 1 and néelative prices of food and non food with respest the

cointegration exists, it is not expected to haveglaun
relationship between them. The first difference Eofuation
(11) will be the most suitable model. If all are Integrate

process of ordet, the system of this equations exists long rug, = g, + : y,in P B InE) +y,InGC +, InGK -
Lhing P
] k

relationship at least 1 relation of which it can Wwstten as

equation (13) below.
P-1

Ay, =A-az_,+ Z LAy, + WAX +¢& (13)
i=1
Or
P-1
By, = A —aB'y ., + Y Ty +WAX +¢ (14)
i=1
Where
Mn= aﬁ/ (15)

Rank ([7) =r; r is cointegrating vectorg3)

IIl.  THE EMPIRICAL RESULTS

All variables are used in real terms (valued in stant
price). Quarterly data drawn from the National dme
Account of Thailand during 1993:1 and 2009:3 isdusethe
model estimation. The government spending is amexous
variable as to see the impact of its change on atier
endogenous variables. In this study, the governrsganding

is composed of government consumption spending an

government capital spending. Data of public grosedf

capital formation of construction and equipmenised for the

government capital spending.

In  microeconomic consumption study, the
consumption consists of private food consumptigivape non
food consumption, and private consumption on sesvid he
microeconomic consumer demand system of equatised in
the study can be written in line with the dynamimaAst Ideal

Demand System model as in Equation (16) below.he t
estimation of the microeconomic consumer demand emno

here, both types of the government spending (GCGiKdare

exogenous in the consumption model so as to exathime

private

services price to be used as explanatory variabld® model.
The system of equations to be estimated is therefoitten as

g in Equation (17).

(7)
=1

Here, R is price of services.

j =1 (price of food), 2 (price of non food)

The Vector Error Correction Mechanism approach is

employed in the estimation for the dynamic Almodeadl
Demand System equations. In the Vector Error Ctimec
Mechanism estimation, the study also imposed tmensstry
property of the coefficients as the restrictionngldhe line of
the consumer demand function properties in microegocs
theory as in Equation (3). Own price elasticitypss price
elasticity, and income elasticity of food, non foadd services

can then be calculated using the estimated budgates

equation (17).

All variables were tested and found unit root white first
difference of them were found stationary. All serae said to
be I (1) (Table Al in Appendix). The Vector Autoregsive
equation system of the model (17) was firstly exadifor the
preferred lag length using the statistical standaitéria; i.e.,
LR statistic, Final Prediction Error (FPE), Akaikdormation
Cditerion, Schwarz Information Criterion, and HannQuinn
Information Criterion by selecting the longest $iigant lag

length among all the criteridhe test indicates 5 lags to be

used in the estimated model. The cointegrating veank tested
and cointegrating equations were then estimate@. Sthdy
selected the case of cointegrating equation estmatnder
the level data and linear trend in the cointeggasipecification
as these variables exhibit trend over time. In ¢thise, both the
Trace statistic and the Max-Eigen statistic indicaB
cointegrating vectors. Note however that the aiticalues
acalculated here (using EVIEWS) assume no exogeserss;
It does not account for these exogenous variaffles.number
of significant cointegrating equations reportedhisrefore not
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very reliable. Two meaningful cointegrating equasio(the
budget share of food consumption and the budget sifahe

The result of model estimation conforms to all the
properties of consumer demand theory. The regristiare

non food consumption) are estimated and showedwbeldmposed into the model in line with the propertieis the

(Table 1). Own price elasticity, cross price eldstj and
income elasticity of food, non food, and servicas then be
calculated using Equation (8) — (10) (Table 2).

TABLE | THE RESULT OFVECM ESTIMATION OF THEEQUATION (17)

Lag length = 5, Trace statistic indicates 3 coirdégg
equations, Max-Eigen statistic indicates 3 coirdégg
equations

Trace Statistic at most 2 = 56.8598 Critical vakie
42.9153 at 5% significance level [prob = 0.0012]aM
Eigen Statistic at most 2 = 32.7850 Critical vatu25.8232
at 5% significance level [prob = 0.0051]

Coefficients\ WFDy, WNF,
Cointegrating (1) 2)
equation ¢p’)
WFD,.; 1.0000 0.0000
WNF; 0.0000 1.0000
In(PFD/PSV), -0.1300* -0.0312%***
(t ratio) [-7.7165] [-1.5371]
In(PNF/PSV), -0.0312%*** -0.0758**
(t ratio) [-1.5371] [-1.9559]
In( E/P), 0.1196* -0.2542*
(t ratio) [11.8863] [-14.7582]
Trend -0.0004* 0.0017*
(t ratio) [-4.8172] [11.9778]
C -0.4047 -0.1168
Exogenous variablesH)
In(GC) 0.0103 -0.0213**
(t ratio) [1.0834] [-1.8936]
In(GKy) -0.0090**** 0.0086
(t ratio) [-1.4295] [1.1498]

Source: Author’s estimation.

Remark 1/ Equation of the budget share of the piwansumption on
services can be derived using the restriction doord.

* means 2.5% of two tailed significant level, ** ames 5% of two tailed
significant level, and ** means 10% of two taileignificant level, ****
means 20% of two tailed significant level

To test whether the estimated demand model of kxquat
(17) after being imposed all restrictions of Eqomat(2) and
(3) are significant, the LR test is used. The estéd LR
statistic of Chi Squared distribution is 0.1605 d°r =
0.6887); the null hypothesis of the restrictions gzt be
rejected. The study concludes that the estimate@N Enodel
of Almost Ideal Demand System has all the propeniethe

microeconomic demand function.
TABLE Il ESTIMATED AVERAGE ELASTICITIES OF CONSUMER DEMAND FOR
FooD (FD), NoN FOoD (NF), AND SERVICES(SV)

Elasticity \ With respect FD NF SV

to

Price elasticity of FD -0.2674 0.4211 -0.5900
Price Elasticity of NF -0.0467 -1.0982 -0.3788
Price Elasticity of SV -0.4387 -0.1377 0.0217
Income Elasticity 0.4361 1.5237 0.5547

Source: Author’s estimationon.

microeconomic demand function and all conditions cat be
rejected by statistical test. The estimated consiomp
equation is therefore ensured to represent the ucoers
demand function.

Own price elasticities of the consumer demand aued to
be negative and inelastic for food (-0.2674), negagnd
about unitary elastic for non food (-1.0982), bositive and
inelastic (0.0217) for services. Unexpected positignd
inelastic demand for services consumption indicamvices
to be a kind of special goods for the Thai peopl¢éhe sense
that the demand for services little falls if thécprfalls and the
demand little rises when the price rises.

Income effects of food and services are found simla
implying that demand for these two goods do notease
much by proportion when consumers’ income increaBgs
comparison with these two types of consumption,ititeme
elasticity of demand for non food is found highliasic
(greater than one). The finding implies that altimg continual
growth of the economy, the private consumption on food
is relatively getting larger share compared to dhieer two
consumption items, given relative prices among thming
unchanged.Relatively higher income elasticity of demand
consumption for non food suggests also that thegbushare
of non food consumption fell significantly duringhet
economic crisis (1997-1999) and it went up cleadfter the
economic recovered. It is noted as the result efestimation
suggests, the own price elasticity of demand copsiom for
services and the income elasticity of demand fovises are
both positive and small; the budget share of sesvic
consumption can be observed, as an evidence, Igliglagher
throughout the period of the study (Fig. 1).

0.6

0.5 =4 W"WW\/

0.4

— - -WFD

0.3 { A AN I A A [ ——WNF

—WwWsVv

FTIN e .
- \"—'v_.,\_v“_'

024N N -~

0.1

(O o AN R A

T T T S VR W
e N S
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Fig. 1 The budget shares of consumption on food, food, and
services

1095



International Journal of Business, Human and Social Sciences
ISSN: 2517-9411
Vol:4, No:6, 2010

The estimated cross price elasticities of demanjesst that
services is complementary goods for food but noodfis
substituting goods for food. Both food and servicae
complementary goods for non food. Both food and foard
are complementary goods for services.
findings, almost all goods are found complementagept for
non food that is substituting consumption for foothe
findings suggest when price of any good rises,etheitl be
less demand for all those complementary goods, péxtte
only case of non food when its price rises; the ataifor non
food consumption will fall but the demand for foadl rise.
Regarding the effect of the government spendingthen
private consumption, the model estimation indicatbe

substituting impact (negative effect) on the prvat
consumption spending. The government
spending is

consumption. The one per cent increase of the gowemt
consumption
budget share of the private non food consumpta{\WNF))

by 0.02 point. Furthermore, the government cagpainding is
found substituting the private food consumptiorhene per
cent increase of the government capital spendiig(GK))

will reduce the change of budget share of the pgivlaod

To sum @seth

Aln(GDP), In(GDP), AlIn(GDP),
Aln(PRC), / In(PRC),_, | AIn(PRC),., AIN(GO),
AIN(INVEST), |= A -ap'| In(INVEST),_, +;r, AIn(INVEST), H{Aln(GK)}rS‘
Aln(IM), In(IM),_, Aln(IM), ‘
AIn(EX), IN(EX),_, AIn(EX),,
(18)
Where

GDP = gross Domestic Product

PRC = private consumption

INVEST = investment spending

IM = import

EX = export

GC = government consumption spending
GK = government capital spending

'he Nt CONSUMPLON Ag ahove mention, all the variables were tested fandd
found substituting the private non foofnit oot while the first difference of them wereuhd

stationary. All series are said to be I(1). The fdec

spendingAln(GC)) will reduce the change of pytoregressive equation system of the model wastlyir

examined for the preferred lag length using theiousr
statistical standard criteria. The test indicatéads to be used
in the model estimation. The study selected thee cak
cointegrating equation estimation under the levatadand
linear trend in the cointegrating specification. eTArace

consumption Ad(WFD)) by 0.009 point. Remark that thestatistic indicates 3 cointegrating vectors while Max-Eigen
mentioned findings is referred to the effects oeg@tive) statistic indicates 2 coinetgrating vectors. Twoaniegful

changes in the budget shares slope, however @ris to tell

cointegrating equations (of the GDP and of the gdv

whether and by how much the amount of the privateonsumption) from the estimation are showed belbable 3).

consumption would change. Although the consumptiteres
of non food and of food account for about 70 pet c# the

In case of the GDP cointegrating equation, theysastimated
for both cases of cointegration: exclusion of thevgie

total consumption, it cannot been concluded thataimount of  consumption and inclusion of the private consumptin that
consumption will fall due to the increased governme the case of inclusion of private consumption can be

spending effect as total consumption growth isygdknown.  comparable with the aggregate demand relation in
In general, the microeconomic consumption modehfou macroeconomics theory.

the negative impacts of the government spendingtten

The result of the macro relation study indicated toth the

private spending in terms of consumers’ budget eshargovernment consumption spending and the governoasital

Nevertheless the finding of the microeconomic stiglynot
adequate to conclude the government spending effedhe

spending do not have any significant impact on phigate
consumption, neither substitution effect nor compmatary

aggregate  consumption  and  the macroeconomgffect. However, the government consumption spendoes
Microeconomic consumer demand analysis therefalizates have significant substituting impact (negative itpaon the
changes in component structure of aggregate exipeedin  GDP. A one per cent increase in the governmenturopson
the economy as a result of the government spenpiatigy.  spending will lower the change (growth) of the GBP0.11
The overall impact can be examined by its macrecefdf the per cent.
government spending on the components of the agtgeg Besides, import leads to increase in the privatesaemption
demand expenditure and the GDP. The macroeconamiact while export leads to reduce the private consumptio
study is therefore taken to examine the aggregtiéeteof Consumption and export are substitutable comporant
whether the government spending crowds out theaf®iv expenditure. Export of the Thai economy is partjyoation of
consumption and its impact on the overall econoBHR). production apart from those produced for domestic

In the estimation of macroeconomic relationshipween consumption. Moreover, among all expenditure coreptsof
macroeconomic variables, the Vector Error Correctiothe GDP (from the GDP cointegrating equation), ekithe
Mechanism model is used in the study as writteEduation largest positive influential factor (in percentageint) on the
(18) below. Both types of the government spendi@@ (@nd change in the GDP growth. In the other word, amtmg
GK) are exogenous in the consumption model. demand expenditure, export is found the most infiagfactor

in stimulating the Thai economy.
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Lag length =

5, Trace statistic indicates 3 coirdégg

equations, Max-Eigen statistic indicates 2 coirdaégg equations

Trace Statistic at most 2 = 48.7110 Critical vatu42.9152 at
5% significance level [prob = 0.0119]; Max-EigeratBttic at most
1 = 41.5210 Critical value = 33.1183 at 5% siguwifice level

[prob = 0.0.0027]

Cointegrating In (GDR,.;) Ln(PRG.,)
equation @) @) )
In(GDPR,.,) 1.0000 1.0000 0.0000
IN(PRG.,) -0.5861* 0.0000 1.0000
(t ratio) [-4.0659]
IN(INVEST,,) -0.5867* -0.5558* 0.0529
(t ratio) [-12.9035] [-7.8001] [0.5081]
In(IM ) 1.2152* 0.9837* -0.3950***
(t ratio) [11.8594] [5.7168] [-1.5711]
IN(EX4.1) -1.3801* -1.1130* 0.4556**
(t ratio) [-12.9488] [-6.1304] [1.7176]
Trend 0.0049* -0.0015 -0.0110*
(t ratio) [3.3258] [-0.8141] [-4.0325]
C 3.4271 -4.9011 -14.2092
Exogenous variable$H)
AIn(GGC) -0.1087* -0.1127 -0.0441
(t ratio) [-1.8590] [-1.9697] [-1.1514]
AIn(GKy) 0.0203 0.0178 -0.0070
(t ratio) [0.7814] [0.7023] [-0.4125]

Source: Author’s estimationon.
* means 2.5% of two tailed significant level, ** ames 5% of two tailed
significant level, and *** means 10% of two tails@jnificant level

It should be noted that the overall result of teéneation is

much on several specific conditions and econonti@agons.
This study investigates empirical findings whethdre
government spending affects the private consumgdiath the
GDP, in what details, and in which direction.

Microeconomic approach of the consumer demands#yfi
estimated to examine in details of the impact ofegoment
spending on the private consumption. The estimetedumer
demand however is inadequate to conclude the effethe
government spending on the aggregate consumptidnthan
economy. The macroeconomic study is therefore taken
examine the effect of whether and how much the gouent
spending crowds out the private spending and theradlv
economy (GDP). Macroeconomic impact along the lofe
aggregate demand compositions is investigated Ffair t
relationship between the government spending, theatp
consumption spending, and the economy (GDP).

The microeconomic private consumption is dividedo in
private food consumption, private non food consuomptand
private consumption on services and is estimatettiénstudy
in line with the dynamic Almost Ideal Demand Systerodel.
Both types of the government spending used in tindysi.e.,
government consumption spending, and governmenitatap
spending, are exogenous in the model so as to arathe
effect of them on the private consumption. The
macroeconomic study is additionally taken to examihe
effect of the government spending on the privaendmg and
the overall economy (GDP).

The Vector Error Correction Mechanism approachssdu
in the estimation for the dynamic Almost Ideal Dawha

consistent with the relation of the aggregate demarsystem equations in the microeconomic consumptiodysIn

composition; i.e., the first cointegrating equatiointhe GDP
indicates significant effects of the positive impaaf the
private consumption, positive impact of the inveshmn
negative impact of the import and positive impddhe export
on the GDP. Nevertheless, both types of governmseending
are not found to crowd out the aggregate privatesemption.
The study concludes that no evidence of the effefct
government capital spending on either the privatesamption
or the GDP while the government consumption spentiiss
the negative effect on the GDP.

IV. CONCLUSION

the Vector Error Correction Mechanism estimatidg study
imposed all the properties of the consumer dembhedry as
the restriction conditions into the estimation bé tdynamic
consumption Almost Ideal Demand System model. Ovicep
elasticity, cross price elasticity, and income #t#ty of food,
non food, and services are then calculated fronestienated
consumption model. The result of the estimated ehod
conforms to all the properties of consumer demand i
microeconomics theory.

The microeconomic consumption model indicates the
substituting effect (negative impact) of the goveemt
spending on the private consumption. Specificaltie

The role of government spending has been placea irffovernment consumption spending is found substguthe

attention recently after the world financial prablelue to the
fact that private sector and businesses have Hilgity to
purchase and invest. The Thai government has aceduew
fiscal stimulus packages when the economy begamwisbo
sign of recession in 2008. Consequently, the fiscalget has
turned from previously being surplus to being defiom then
on. Although most economists see the necessity hef
government spending measure to revive the econibicgn be
doubtful that the increased government spending reatly
help stimulate the economy such that the econornygvaw
up more than it otherwise would be. Theoreticaltiie
effectiveness of the government spending policyeddp very

private non food consumption budget share. Furtheznthe
government capital spending is found substitutimg private
food consumption budget share. Note that theriigglrefer to
the changes in the consumption budget shares’ slipe
however cannot tell whether and by how much theuarnof
the private consumption would change.

t In the study of macroeconomic relationship among
aggregate expenditure variables, the Vector Ermarection
Mechanism model is used in the estimation. Theatdes in
the model include GDP, private consumption, investn
import, export, and government consumption spendingd
government capital spending, where both types dof th
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government spending are exogenous in the model.r@hdt
indicates that the government capital spending catshave
any significant effect on either the GDP or thevate
consumption. However, the government consumpti@mding
has a negative significant effect on the growtlGoP.
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result of the negative impact on changes of budhate of the

APPENDIX

TABLE Al TEST FOR THEUNIT ROOT OFVARIABLES IN LEVEL AND IN FIRST
DIFFERENCE USINGAUGMENTED DICKEY FULLER TEST

non food and the food consumption means to lowertdial Variables tags TSt Prob C'glt:;r Trend
private consumption. Microeconomic consumer demang 2 1.8502 0.3530 v N
analysis therefore indicates changes in comporianttgre of  D(wid) 0 -2.3930 0.0174 N N
aggregate expenditure in the economy as a resulthef Wnf 1 -1.7519 0.4008 Y N
government spending policy. The macroeconomic study D(Wnf) g i;;ig g'gégi '\\(‘ m
addition concludes that no effect of the governmeapital pysy) 0 .3.2308 0.0017 N N
spending is found on either the private consumptiorthe Ln(Pfd/Psv) 0 -1.4147 0.1450 N N
GDP while the government consumption spending Ias tD(n(Pfd/Psv) 0 -1.8523 0.0614 N N
negative effect on the growth of GDP. Furthermobuh types -N(Pnf/Psv) 2 -2.3261 0.4140 M Y
. N D(In(Pnf/Psv) 1 -3.1831 0.0264 Y N

of government spending do not have significantatfen the | ,g/p) 8 22745 0.4404 Y Y
private consumption; no crowding out effect is fduThe p(n(E/P) 7 -2.1244 0.0334 N N
demand stimulus policy using the government spendin Ln(GC) 2 -0.8146 0.8081 Y N
found ineffective and even reducing growth of th®FRG D(In(GC)) 7 -1.7099 0.0825 N N
. . . Ln(GK) 3 -1.1628 0.6853 Y N

perhaps due to inefficient government spendingat&gies to D(In(GK)) 0 27289 0.0072 N N
increase the other demand expenditure such as t@rivan(RGDP) 4 -2.0343 0.5701 Y Y
consumption and business investment can be anieeffic D(n(RGDP)) 4 -2.4239 0.0160 N N
spending policy to stimulate growth in the longam.r LNRPRC) 4 -2.4013 0.3750 Y Y
Furthermore, the estimated relationship indicates éxport is DAn(RPRC)) > 33645 0.0162 v N
u ' _ p p Ln(INVEST) 0 2.1854 0.2135 Y N

found to be the most effective factor for growth. D(In(INVEST)) 0 -2.0264 0.0419 N N
Ln(RIM) 4 -2.2922 0.4310 Y Y

REFERENCES D(In(RIM)) 0 -7.7918 0.0000 N N

o ) ) Ln(REX) 8 -2.3257 0.4135 Y Y

[1] Pieroni, L. 2009. “Does Defend Expenditure AffectrivBte D(IN(REX)) 9 3.4216 0.0143 v N

Consumption? Evidence from the United Stat&sgnomic Modelling,
26: 1300-1309.

[2] Deaton, A.S., and Muellbauer, J., 1980. An Almodé¢al Demand
System American Economic Review, 70, 312 — 326.

[3] Akmal, M. and Stern, D.l, 2001. “The Structure #fustralian
Residential Energy Demand”Working Papers in Ecological
Economics no. 0101, The Australian National University.

[4] Anderson, G. and Blundell, R., 1983. Testing Resitms in a Flexible
Dynamic Demand System: An Application to Consumemiand in
CanadaReview of Economic Studies, 50, pp. 397-410.

[5] Blundell, R. 1988. “Consumer Behaviour: Theory afdnpirical
Evidence- -A Survey'The Economic Journal. 98 (389), pp. 16-65.

[6] Pesaran, M.H. and Y. Shin, 1999. “Long Run Strwadtiodelling”,
DAE Working Paper No. 9419. University of Cambridge.

[7] Tridimas, G.,2000. “The Analysis of Consumer DemandGreece.
Model Selection and dynamic SpecificatiofZtonomic Modelling 17:
455-471.

[8] Woodford, M. “Simple Analytics of the Government genditure
Multiplier”, NBER Working Paper No. 15714, January 2010.

[9] Fatas, A. and Mihov, I, 2001. The Effects of Fisé&licy on
Consumption and Employment: Theory and EvidendcgEPR
Discussion Paper no. 2760.

[10] Blanchard, O. and Perotti, R., 1999. “An EmpiriClaracterization of
the Dynamic Effects of Changes in Government Speneind Taxes on
Output”. NBER Working Paper no. 2685.

[11] Heppke-Falk, K.H., Tenhofen, J., and Wolff, G.B. 080 “The
Macroeconomic Effects of Exogenous Fiscal Policgcks in Germany:

Source: Author’s estimation

1098



