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Analysis of the Causal Relationship Between Government
Revenues and Expenditures in Yemen: An Empirical Study
on Local Authority Units Using Panel Data (2003-2014)

Dr. Tawfik Mohammed Abdul-Jabbar Noaman
Assistant Professor of Economics, Department of Economics
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Abstract

This study examines the causal relationship between government revenues
and expenditures at the local authority level in Yemen, using panel data for
all governorates of the Republic of Yemen (21 governorates) during the
period 2003-2014. The study employs the Error Correction Model (ECM) to
analyze short- and long-term causal relationships. Individual equations for
each variable were estimated using the Generalized Method of Moments
(GMM), given that the number of cross-sectional units exceeds the time
dimension. Long-term causality was analyzed using the error correction term,
while the Wald Chi-sq test was employed to assess short-term causality
among budgetary variables.

After estimating the model and analyzing causality, the results provide
strong evidence of causality running from tax revenues to public expenditures
at the local government level in both the short and long term. This indicates
that local spending is determined by the availability of financial resources
rather than expenditure demand. Additionally, the results reveal a causal
relationship running from grants (central government transfers) to expenditures,
highlighting the role of central funding in shaping local fiscal policies.

The findings challenge the prevailing belief that local government units
are financially profligate, emphasizing the need to enhance the financial
autonomy of local authorities, expand their fiscal responsibilities, and
strengthen their adaptability to developmental challenges. These measures
would contribute to improving expenditure efficiency and enhancing the
delivery of public services.

Keywords: Government expenditures, government revenues, local authority
in Yemen, Error Correction Model, panel data, Generalized Method of
Moments, causality relationship.
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o>
sl e anhall Slpace ey Ba e @slas S el & -
Ho: slope coefficients are NOMOQGENOUS abill wiumgl cy devilonie LM @ ¥les : sl 2,301 —
Stata (17.0) zeby plsaal jlas V1 duis ¢ -

:Panel unit root test Jul <bl susgl yior jlast -

Byl e 3i=al) (1999) Harris and Tzavalis (Jblis — s el awldll sdse s
B> ey (ol pf 1LYl (bl il oYy iSRSl 3sad) ol
dag U (e T) 3l atal sl @13 BU DL Lot JLas V1 s el ¢ (LSS
e slezaw sliy G.’J““'j‘ R (8 panall ﬁu Uwd 8235 Oolbeead i G dhalyll odd Ll
é 4 ¢ abill slazeV) Lae¥) 3 d=L ¥ Harris and Tzavalis jLas1 of Ls aaglpll slasy)
o bz LSS LS U (CIPS) plassaly cOhlas jlas) plisial abaill slazell n 3aod)
Oldgl ANl b ad i) sasg) e ollas) e i) OF STL pudl e sl s
Lie 251 b duhlll Slie ot OF (5) Jodr (3 el o5 ((Wang et al., 2023) aakil
Do B AT aw T(1) LW ag )l e alalSan s Sy (g5

[ #2025 (s =g (45)3—2d) I 495' Alan) ) jall g A g3 1 0 gelad) Atona ]




S

Iy

Qland g /4

.....

(1999) Harris and Tzavalis alsuwb Ul Sty & sigl ydor st w3t (5) Jgur
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Variables | Statistic z veﬁ_ue Statistic z p-value
E 0.9070 2.6862 | 0.9964 | 0.1590 | -10.6742 0.0000*
T 0.4642 | -0.0015 | 0.4994 | -0.0654 | -6.6969 0.0000*
G 0.6583 2.8319 | 0.9977 | 0.2151 | -2.8514 0.0022*
0 0.9985 | -0.0557 | 0.4778 | -0.2182 | -41.4016 0.0000*
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Dependent E R G (@)
Variables (expenditures) (taxes) (grants) (other)
Panel A: error
correction 0,434 0.0116 | 0.483*** | -0.362%**
Et-1 (0.163) (0.059) (0.01) (0.06)

Panel B: Wald test of short-run causal dynamic, F stat

Ho:Efey = Eey =0 9.162** 5.685* | 11.706*** 1.380
P value [0.010] [0.058] [0.003] [0.501]
Ho: Ty =Ti_, =0 11.502%** 11.412%** | 16.614*** | 17.766%**
P value [0.003] [0.003] [0.002] [0.000]
Ho: Gieqy =Gp_y =0 23.915%** 18.316*** | 18.996*** | 4.611*
P value [0.000] [0.000] [0.000] [0.099]
Hy: 041 =0, =0 9.846%** 5.826* | 12.118*** |  0.190
P value [0.007] [0.054] [0.002] [0.909]
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Panel ¢: Accumulated short-run estimates’
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21 21 21 21
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