


1 Introduction





funding.

Our work is related to several other papers that make the relationship between

growth, expenditures and taxation more central in their analysis; examples include

Helms (1985), Mofidi and Stone (1990), Miller and Russek (1997), Cashin (1995),

Kocherlakota and Yi (1997) and Bleaney, Gemmel and Kneller (BGK) (1999, 2001).



2 Model





where α ∈ [0, 1] and A > 0



(iii) the government chooses {τ i,t, τ c,t, et, gt, bt}t=∞
t=0 subject to a balanced budget con-

straint,

(iv) the stock of human capital evolves according to equations (1) and (6),

(v) the goods market clears: Yt = (et



Dropping time subscripts to indicate a steady state and solving for k



3 Empirical Model

In this section we discuss the empirical specification implied by our theoretical model.

The parameter β̄0 is a function of unobservable items including A and ξ. We assume

there are m items that can be used to approximate β̄0. That is,

β̄0 ≈ β0 +
mX
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part by distortionary taxes. A possible extension is to assume that education funding

comes only from income taxes while other sources fund other expenditures so that



real per capita GDP in 1960 (in 1995 $), upper middle-income countries had between

$2000 and $4000 in real GDP, lower-middle income countries had between $800 and

$2000 in real GDP, and poor countries had less than $800 in real GDP. Our sample

includes 23 rich countries, 9 upper-middle income countries, 20 lower-middle income

countries, and 30 poor countries; the list of countries is in Appendix A.1. From the

annual data, we construct five-year averages for all of the variables. This construc-



els of government, compared to Devarajan et al. (1996) and BGK (1999, 2001) who





mary enrollment ratios since those data are most complete. Comparing mean gross

primary enrollment ratios across groups of countries, we find that primary school

enrollment ratios range from 87% to 107%.

4.2 Results





equation (13), it is similar to equation (19); we refer to it as Regression ‘BGK’. It is

not, however, the same regression run by BGK due to the di�erences in focus and

data between our paper and theirs.

4.2.1 Rich Countries

Table 2 reports the estimation results for our group of rich countries. First, consider

the results from Regressions #1 and #2. We find that public education spending does

not significantly infl



trol for the method of finance (Regression #6), the coe!cient on public education

spending becomes significant once again. That is, the growth e�ects of education

expenditures may not be significant unless the method of finance is taken into con-

sideration. This result stresses the importance of the government budget constraint

when estimating the empirical growth e�ects of government spending. It also may

explain why the empirical fi





consider the method of fi



ditures do not seem to be a viable candidate for increasing growth. These results

contrast with our sample of rich countries where we find a robust positive relation-

ship between public education expenditures and growth. The di�erences between the



For middle-income countries, we find some evidence that disregarding taxation



A Appendix



A.2 Regression Specifi
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B Tables

Variable Rich Upper-Middle Lower-Midd
Income Income



Regression #1 #2 #3 #4 #5 #6



Regression #5 #6 BGK
e 0.185 **0.241 0.174

(0.114) (0.119) (0.116)
τ i - *-0.087 -0.031***

(0.046) (0.034)
S -0.015 -0.019 -0.018

(0.017) (0.017) (0.017)
y0








