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ABSTRACT 

 The paper is aimed at finding out the applicability of Wagner’s law in Zimbabwe. A 

thorough background of Zimbabwe’s economy between 1960 to 2009 was given. Relevant 

literature relating Wagner’s law was given in which it was established that literature relating 

to Zimbabwe was scarce hence the need to carry out this study. The study employed simple 

Granger-causality test to validate the Law. It was revealed that Wagner’s law does not hold 

but the alternative, the Keynesian version was valid. Recommendations based on the results 

are then given, chief among them being that government should stimulate growth using its 

expenditure. 

 

KEY WORDS: Wagner’s Law, Government Expenditure, GDP, Zimbabwe, Granger-Causality 

 

INTRODUCTION AND BACKGROUND 

Wagner hypothesis or law is due to the 19th century Germany economist Adolph H  Wagner, 

Hillman (2009). According to Hillman (2009), Wagner’s law states that the size of 

government as measured by public spending increases proportionately more than the growth 

of national income. This theory is the first to put forward a relationship between government 

spending and economic development. 

Very few studies do agree on the direction of causality between government expenditure and 

economic growth. Since the history of economics there has been that debate as to what causes 

what. Keynes is of the opinion that government expenditure is the one that affects economic 

growth but Wagner is of the opinion that the opposite holds.  

Zimbabwean data shows some conflicts in as far as Wagnerian and Keynesian hypotheses. In 

1991 for example, GDP per capita and expenditure are high thus supporting Wagnerian and 

Keynesian hypothesis. In 1992 when GDP was low, government expenditure was high thus 

supporting none of the theories. If we are to go back and look at 1968 data, we also find that 

GDP was low but government expenditure was high. This as well does not support any of the 

theories. These comparisons are shown in the diagrams that follow. These trends are shown 

in the figures below. 
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The trend in GDP is generally upwards but that for government expenditure is almost 

cyclical. For the period 1968 to 1976, GDP was on an upward trend but for the same period 

government expenditure was declining. For this period therefore none of the aforesaid 

theories seem to hold. 

Figure 1: GDP per capita. 

 

Key: The vertical axis measures GDP per capita per annum while the horizontal axis 

measures time in years. 

Figure 2: Government Expenditure 

 

Key: Vertical axis measures government expenditure as a proportion of GDP while the 

horizontal axis measures time in years. 

From the analysis of the above figures we can then conclude that although a vast set of 

literature has been documented on the relationship between the two variables, there is no 

consensus as to what Granger-causes the other. 
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Problem Statement. 

GDP and government expenditure are argued to be associated in economics but the direction 

of causality is not clear cut. Followers of Keynes argue that it is government expenditure 

which leads economic growth while those that follow Wagner argue that economic growth 

precedes increases in government expenditure. The trend in the data as replicated by the 

graphs above show no clue as to which one precedes the other. This therefore poses a 

problem as to what the government and concerned parties have to do to either increase 

economic growth or reduce or increase government’s share of the GDP. 

Study Significance. 

A vast lot of literature on the relationship between growth and expenditure do exist but 

consensus as to which leads the other is still not reached. Therefore room still exists for 

empirics to be done on the area. A study by Pahlavani et al (2011) confirmed the existence of 

Wagner’s law in Iran but that by Dermibas (1999) found no evidence of Wagner’s law in 

Turkey. For a comparative study, Huang (2006) could not confirm the existence of Wagner’s 

law in China and Taiwan.  

All these are a sign of the absence of consensus on applicability of Wagner’s law. This paper 

will try to extend that literature by studying Zimbabwean data for the period 1960 to 2009. 

Thus extending the literature applicable to developing countries at large and Zimbabwe in 

particular given that none exist for Zimbabwe to the best knowledge of the researcher. 

Objectives. 

The general objective is to test the direction of causality between government expenditure as 

a proportion of GDP and GDP per capita in Zimbabwe.  

The specific objectives include: 

 Detect whether the Wagnerian hypothesis on the relationship between government 

expenditure and growth hold for Zimbabwe. 

 Review the existing literature of the relationship between the aforesaid variables 

especially the empirical literature. 

Testable hypothesis 

The study is done against the hypothesis that a relationship between government expenditure 

and economic growth do exist but the direction of causality is not clear. 

LITERATURE REVIEW 

The popular Wagner hypothesis is due to the 19th century Germany economist Adolph 

Wagner, Hillman( 2009). According to Hillman (2009), Wagner’s law states that the size of 
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government as measured by public spending increases proportionately more than the growth 

of national income. Hillman (2009) gave three explanations for the existence of Wagner’s 

law, viz increased demand for public spending, political economy reasons and increases in 

the supply of tax revenue. 

The basis for the theory consisted of these three distinct components. Firstly, it was observed 

that the growth of the economy resulted in an increase in complexity. This required continued 

introduction of new laws and development of the legal structure. These implied continuing 

increases in public sector expenditure as argued in the above paragraph. Again  there was the 

process of urbanization and the increased externalities associated with it.  

 Wagner observed that the goods supplied by the public sector have a high income 

elasticity of demand. This claim appears reasonable, for example, for education, recreation 

and health care. Given this fact, economic growth which raised incomes would lead to an 

increase in demand for these products. In fact, the high elasticity would imply that public 

sector expenditure would rise as a proportion of income. In many ways, Wagner’s Law 

provides a good explanation of public sector growth. Its main failing is that it concentrates 

solely on the demand for public sector services. 

 On the contrary, Keynes is argued to have said that changes in government 

expenditure will lead to changes in national income via the government multiplier effect. This 

means that as government expenditure grows, national income as measured by GDP also 

grows but not by the same magnitude as the change in government expenditure. 

 Still Samuelson introduced the multiplier-accelerator model which implied that 

government expenditure may lead economic growth or economic growth may lead 

government expenditure. This thus poses questions as to which then is the leading indicator. 

Thus, according to this theory, causality between GDP and government expenditure is 

presumed to run in both directions. 

 On the empirical side, several studies have been done to verify existence or 

nonexistence of Wagner’s law. Some are done for developing countries, others for developed 

nations and still others for a collection(group) of countries in one a customs union or 

monetary zone such as European Union (EU).  

 Pahlavani et al (2011) studied the Granger-causality between government expenditure 

and economic growth in Iran for data spanning 1960 to 2008. In this study size of the 

government was measured as a proportion of GDP.  The major goal was to verify whether it 

is Keynesian convention or Wagnerian convention that held. It was established that Wagner’s 
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law held in Iran at least for the period considered in the study. Thus it confirmed that 

economic growth precedes government expenditure growth. To confirm the long run 

relationship between the two variables, the authors used the method proposed by Pesaran et al 

(2001). This was used alongside the ECM to get the short-run relationship. 

 Ghorbani and Zarea (2009) also studied the applicability of Wagner’s law in Iran 

using Granger-causality test. The data used spanned between 1960 to 2000. It was established 

that Wagner’s law in Iran was applicable even if we use different specifications of the model.    

  In India, Singh and Sahni (1984) investigated the causal relationship between 

government expenditure and growth and found no evidence of either the Wagnerian and 

Keynesian views when considering aggregate expenditure but there was diverse findings 

when considering  components of government expenditure. The data used run from 1950 to 1981. 

 Albatel (2002) studied the causal relationship between expenditure by government 

and economic growth using Granger- causality approach and found the existence of Wagner’s 

law in Saudi Arabia. It was established that using aggregated and disaggregated data, 

Wagner’s law existed for the Arab state of Saudi Arabia. 

Samudram et al (2008) tested for the Keynesian and Wagnerian views of the relationship 

between government expenditure and economic growth in Malaysia for data running from 

1970 to 2004. Results from the Auto-regressive distributed lag model (ARDL) revealed that 

the two variables are cointegrated and with structural breaks in 1998 the long run causality is 

bidirectional for GNP and health. However, for other expenditure groups, the study revealed 

a unidirectional causality from GNP to government expenditure. 

 Dermibas (1999) studied the applicability of Wagner’s law in Turkey using 

cointegration analysis and Granger –causality tests. The paper found out that for the period 

1950 t0 1990, Wagner’s law did not hold in Turkey.   

 Sakyi(N/D) used panel data to study the impact of trade openness, foreign aid and 

democracy on Wagner’s law in West Africa. The results showed that after catering for these 

variable Wagner’s law held in West African states.  

 In Greece, Dritsakis and Adamopoulos (2004) used both Granger Causality test and elasticity 

of consumption to test Wagner’s law. It was established that for Greece partial and total 

public spending for 1960-2001 confirmed Wagner’s law. The same held for the Granger-

causality approach but a bidirectional approach was found. 

 For China and Taiwan, Huang (2006) studied the  relationship between government 

expenditure and output  using data spanning from 1979 to 2002. The bounds test based on 

unrestricted error correction model estimation alongside Toda and Yamamoto’s (1995) 
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Granger-non causality test were the methodologies used. The results from the bounds tests 

indicated that there was no relationship between the two variables. The Toda and Yamamoto 

(1995) Granger non-causality test rejected existence of Wagner’s law in the two Asian 

nations. Thus the two methodologies were in agreement in denying existence of Wagner’s law.  

 Cossimo (2010) studied the relationship between Italian disaggregated data and 

economic growth with the intention of finding validity of Wagner’s law. Cointegration 

analyses revealed that three out of five spending series (for passive interests, for grants on 

production, and for public investments) showed long-run relationship  with real aggregate 

income. Granger causality tests results showed evidence in favour of Wagner’s Law, that is, 

income Granger causes government expenditure  only for spending for passive interests in the 

long-run, and for spending for dependent labour income in the short-run. On the other, the 

causality flow is in line with Keynesian hypothesis for spending for passive interests, for 

grants on production and for public investments in the long-run, and for grants on production 

in the short-run. The Granger causality tests results show that the relationship between 

several items of government spending and national income is more Keynesian than 

Wagnerian. Thus they concluded that Wagner’s law finds a weak support in Italy. 

 Using VECM and USA data spanning from 1792 to 2004, Guerrero and Parker 

(2007), found evidence of the existence of Wagner’s law in USA. In this study Federal 

government expenditure data was used. 

The Model  

 The study is going to employ the Granger-causality approach to test for the existence of the 

Wagner’s Law and Keynesian multiplier. The model to be applied is as stated in Gujarati 

(2004) for Granger –causality where we are assuming both variables to be explanatory as 

well as explained variables. The model is thus specified as follows: 

          1tt GDPGDP  ------------------------------------------------------1 

        1tt GEGE  -----------------------------------------------------------2 

   ititt GEβ+GDPα=GDP ------------------------------------------3 

   ititt GDPλ+GEη=GE -------------------------------------------4 

Where: GDP is GDP per Capita calculate in US$. This represents growth. 

      GE is government expenditure as a proportion of GDP. 

The first two equations are the restricted versions of the Granger-Causality specification 

while the last two are the unrestricted ones. 
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In the above equations, according to Granger (1969), GE is said to Granger-cause GDP if β  

is not equal zero and GDP will also Granger-cause GE if λ  is not equal to zero. If these two 

situations simultaneously exist then there is bi-directional causality. The first two scenarios 

represent unidirectional causality and if none of them prevails then we conclude that there is 

independence between the two variables under consideration. 

 Data sources and types 

The paper is going to employ time series data to get the results. This data yields more reliable 

results as compared to primary data. The data set is obtained from Penn World Tables version 

7, which is a data set compiled by the University of Pennsylvania for about 189 countries in 

the world, Zimbabwe included. 

 

 RESULTS PRESENTATION AND ANALYSIS 

Unit root tests 

The results revealed that government expenditure as a proportion of GDP and GDP per capita 

are both stationary at first difference in Zimbabwe. This means that the two are integrated of 

order one. To confirm the cointegration properties, we proceeded to apply the Engle-Granger 

(1987) two stage procedure. The findings revealed that the variables are cointegrated since 

the residuals are integrated of order zero. 

Optimal lag length  

The optimal lag length has been selection using the two most common  information criteria, 

viz Akaike Information Criteria and Schwarz Information Criteria. The following results 

were obtained. 

Table 1.1: Optimal Lag Length selection 

Lag length AIC SIC 

0 4.400596 4.977077 

1 3.846099 4.000534 

2 3.897918 4.131819 

The two criteria both confirm that the optimal lag length is lag one. This lag length has the 

minimal values for both criteria. 

Results Presentation 

The results revealed that GE Granger-causes GDP but the opposite is not true for all three lag 

lengths considered. These results, therefore, confirm the Keynesian convention and 

disapproves Wagnerian theory. Thus in Zimbabwe, it is government expenditure which has a 
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leading role to economic growth and GDP has a lagging role. The table that follows 

summarise the results of this paper. 

Lag length Direction of causality F-Statistic P-value 

1 GDP                      GE 2.07603 0.15640 

1 GE GDP 12.2751 0.00103 

2 GDP                    GE 0.38488 0.68285 

2 GE                GDP 7.00607 0.00232 

3 GDP                   GE 2.07820 0.11838 

3 GE                 GDP 4.98447 0.00496 

 

Analysis of Results 

For all lag lengths considered, government expenditure as a percentage of GDP Granger-

causes GDP. This is shown by the statistically significant F-statistic and P-values. The values 

are statistically significant at 5% level of significant except that for lag length three which is 

significant at 10% level. The findings in this research are in line with those by Dermibas 

(1999) in Turkey and are in contrast with those by Albatel (2002) for Saudi Arabia. 

 

POLICY RECOMMENDATIONS AND CONCLUSIONS 

Given that the paper found out that government expenditure causes GDP, we conclude that 

the Keynesian convention holds in Zimbabwe and disregard applicability of Wagner’s law. It 

is then recommended that government should increase its expenditure so as to facilitate 

growth.  Keynes’ arguments will be applicable. His argument of the government multiplier 

will have a trickledown effect on standards of living since this is the goal of every 

government. This will assist as well in the private- public sector interaction. We argue that 

the increase in government expenditure should be as a result of increase in capital 

expenditure which may have a crowding in effect on private investment. 

Expansionary fiscal policy instruments should be put in place in order to stimulate growth. In 

this instance, the government may be recommended to engage in the 1990’s programs of food 

for work. This will augment one of the most arguments attributed to Keynes. It is often said 

that Keynes once advised the government to employ people to dig trenches and pay them. 

After the task is done, they will again be employed to refill those trenches and get income. 

This will stimulate aggregate demand and hence economic growth.  
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 Areas for further research 

The paper only looked at government expenditure as a government size measure. Others may 

look at the number of civil servants as explaining increase in government spending. It is also 

a recommendation of this paper that a disaggregated data approach may give other results that 

may be better than those of this paper, other things being equal. Here, only the simple 

Granger causality approach has been used, but room is there to employ more recent methods 

such as Toda and Yamamoto (1995) methodology. Another approach that can be used to 

study this relationship is the bounds test of cointegration suggested by Pesaran (2001). 

 

Conclusion 

 The research studied the applicability of Wagner’s law in a developing country, 

Zimbabwe, for data spanning from 1960 to 2009. It was observed that the two variable are 

cointegrated using the Engle- Granger (1987) cointegration test. It was established that, for 

the period under review, Wagner’s law was refuted in Zimbabwe in favour of Keynesian 

version of the relationship. The research therefore recommend that government engage in 

productive expansionary fiscal policies. These will boost economic growth as a goal of every 

nation.  
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