
1

NEXUS BETWEEN PUBLIC EXPENDITURE AND

ECONOMIC GROWTH IN NEPAL

A Thesis

Submitted to

The Central Department of Economics

Faculty of Humanities and Social Sciences

Tribhuvan University, Kirtipur, Kathmandu, Nepal

In the Partial Fulfillment of Requirements

for theDegree of

MASTER OF ARTS

in

ECONOMICS

Submitted by

DIRGHMATI JOSHI

Exam. Roll No.: 77/2070/072

TU Regd. No.: 6-2-329-16-2009

Central Department of Economics

Tribhuvan University, Kirtipur Kathmandu, Nepal

JANUARY2019



i

LETTER OF RECOMMENDATION

This thesis entitledNEXUS BETWEEN PUBLIC EXPENDITURE AND

ECONOMIC GROWTH IN NEPAL has been prepared by Dirghmati Joshi under

my supervision. I hereby recommended this thesis for examination by the Thesis

Committee as a partial fulfillment of the requirements for the Degree of Master of

Arts in Economics.

………………………........

Prof. Dr. R.K.Shah

(Thesis Supervisor)

Date:24/09/2075B.S



ii

APPROVAL LETTER

We certify that this thesis entitled NEXUS BETWEEN PUBLIC EXPENDITURE

AND ECONOMIC GROWTH IN NEPALsubmitted by Dirghmati Joshi to the

Central Department of Economics, Faculty of Humanities and Social Sciences,

Tribhuvan University, in partial fulfillment of the requirements for the Degree of

MASTER OF ARTS in ECONOMICS has been found satisfactory in scope and

quality. Therefore, we accept this thesis as a part of the said degree.

Thesis Committee

……………………………

Prof. Dr. Kushum Shakya

(Head of the Department)

…………………………....

Prof. Dr. Neelam Kumar Sharma

(Eexternal Examiner)

…………………………….

Prof. Dr. R.K.Shah

(Thesis Supervisor)

Date: 27/09/2075 B.S.

11/01/2019 A.D.



iii

ACKNOWLEDGEMENTS

I am deeply indebted to my supervisor Prof. Dr. R.K.Shah, CEDECON, TU for his

scholarly guidance, valuable suggestions and encouragement. Without his

cooperation, this thesis would not have been finished in time.

I specially thank my colleagues SatishChandra Bhatta, ArbindCaudhary and Bimala

Giri who provided me required ideas and materials for this research.

Furthermore, I take this opportunity to remember my respected all my family

members and acquaintances for loving, guiding and supporting me throughout my

study period.

Lastly, I take full responsibility for any mistakes and shortcomings in this research

work.

Dirghmati Joshi



iv

TABLE OF CONTENTS

Page No.

LETTER RECOMMENDATION i

APPROVAL LETTER ii

ACKNOWLEDGMENT iii

TABLE OF CONTENTS iv

LIST OF TABLES vi

LIST OF FIGURE vii

ABBREVIATIONS/ACRONYMS viii

CHAPTER I: INTRODUCTION 1-5

1.1 Background of the Study 1

1.2 Statement of the Problem 3

1.3 Objective of the Study 4

1.4 Significance of the Study 4

1.5 Limitations of the Study 4

1.6 Organization of the Study 5

CHAPTER II: REVIEW OF LITERATURE 6-20

2.1 Theoretical Concept 6

2.1.1 Classical Views on Public Expenditure 6

2.1.2 Keynesian Views on Public Expenditure 6

2.1.3 Wagner’s Hypothesis 7

2.1.4 Peacock Wiseman Hypothesis 8

2.1.5 Colin Clark Hypothesis 9

2.1.6 Lindal - Johanson Theory of Public Expenditure 9

2.1.7 Samuelson's Theory 9

2.2 International Context 10

2.3 Nepalese Context 15

2.4 Research Gap 20

CHAPTER III: RESEARCH METHODOLOGY 21-25

3.1 Research Design 21

3.2 Period of the Study 21



v

3.3 Methods of Analysis 21

3.4 Regression Analysis 21

3.5 Interpretation of Data 22

3.6 Definition of Variables 22

3.7 Nature and Sources of Data 25

CHAPTER IV: AN ANALYSIS OF TREND AND PATTERN OF

PUBLIC EXPENDITURE AND GROSS

DOMESTIC PRODUCT 26-54

4.1 Introduction 26

4.2 Trend of Public Expenditure 27

4.3 Pattern of Public Expenditure 32

4.3.1 Pattern of Regular Expenditure 35

4.3.2 Pattern of Capital Expenditure 36

4.4 Inter Sectoral Eexpenditure Pattern 38

4.5 Growth of Public Expenditure 43

4.5.1 Growth of Recurrent Expenditure 45

4.5.2 Growth Rate of Capital Expenditure 46

4.6 Trend of Public Expenditure,Gross Domestic Products and Revenue 47

4.6.1 Trend of Public Expenditureand Gross Domestic Product 47

4.6.2 Trend of Government Revenue 48

4.7 Trend of Resource Gap 50

4.8 Relationship Between Government Expenditure and Gross Domestic

Product of Nepal 53

CHAPTER V: SUMMARY OF MAJOR FINDINGS, CONCLUSION

AND RECOMMENDATIONS 55-59

5.1 Summary of Findings 55

5.2 Conclusions 56

5.3 Recommendations 58

REFERENCES 60-64



vi

LIST OF TABLES

Table No. Title                                                                                  Page No.

Table 4.1 Trend of Public Expenditure 27

Table 4.2 Recurrent and Capital Expenditure as Percentage of Total

Expenditure 29

Table 4.3 Total, Recurrent and Capital Expenditure as % of GDP 31

Table 4.4 Total Expenditure of Social Service Sector 33

Table 4.5 Pattern of Recurrent Expenditure in Social Service 35

Table 4.6 Pattern of Capital Expenditure of Social Service 37

Table 4.7 Regular Expenditure and Respective Share of Sub-Functional

Group Economic Service 40

Table 4.8 Development Expenditure and Respective Share of Economic

Service 42

Table 4.9 Growth Rate of Total, Recurrent, and Capital Expenditure and

GDP in % 44

Table 4.10 Growth Rate of Recurrent Expenditure of Social Service 45

Table 4.11 Growth Rate of Capital Expenditure Under Social Service 46

Table 4.12 Trend of Public Expenditure and Gross Domestic Product 47

Table 4.13 Trend of Government Revenue 49

Table 4.14 Trend of Resource Gap 51



vii

LIST OF FIGURES

Figure No. Title                                                                                  Page No.

Figure 4.1 Trend of Public Expenditure 28

Figure 4.2 Recurrent and Capital Expenditure as Percentage of Total

Expenditure 30

Figure 4.3 Total, Recurrent and Capital Expenditure as % of GDP 32

Figure 4.4 Total Expenditure of Social Service Sector 34

Figure 4.5 Pattern of Recurrent Expenditure in Social Service 36

Figure 4.6 Pattern of Capital Expenditure in Social Service 38

Figure 4.7 Trend of Public Expenditure and Gross Domestic Product 48

Figure 4.8 Trend of Government Revenue 50

Figure 4.9 Trend of Resource Gap 52



viii

ABBREVIATIONS/ACRONYMS

CEDECON = Central Department of Economics

CE = Capital Expenditure

DW = Durbin Watson

FDI = Foreign Direct Investment

GDP = Gross Domestic Product

GNP = Gross National Product

GON = Government of Nepal

IDS = Integrated Development System

IMF = International Monetary Fund

LDCs = Least Developed Countries

MoF = Ministry Of Finance

NPC = National Planning Commission

OLS = Ordinary Least Square

ORG = Overall Resource Gap

RE = Recurrent Expenditure

SADC = South African DevelopmentCommunity

SAP = Structural Adjustment Program

TU = Tribhuvan University

LDCs = Least Development Countries

UK = The United Kingdom

UN = TheUnited Kingdom

US = TheUnited States

WB = TheWorld Bank



i

NEXUS BETWEEN PUBLIC EXPENDITURE AND ECONOMIC GROWTH IN NEPAL DIRGHMATIJOSHI 2019



i


