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ABSTRACT

The purpose of this study is to analyse public expenditure growth in Malaysia for
the period of 1970-2000. This paper investigates the existence of a long-run relationship
between national income and various categories of public expenditure as proposed by
Wagner's Law. In Wagner's framework, public expenditure can be treated as an
endogenous factor that suggests that public expenditure grows as a result of growth in
national income. Causality is expected to run from national income to public expenditure,
This contradicts the famous Keynesian doctrine that treats public expenditure as an
exogenous factor. As opposed to Wagner’s Law, it implies that causality runs from public
expenditure to national income. There appears to be no long-run relationships between
Malaysian national income and various categories of public expenditure. Based on the
results, we can conclude that Wagner's Law, which is a long-run phenomenon, is not
valid in Malaysia. In contrast, empirical results indicate that the Keynesian paradigm
plays a dominant role in explaining the short-term relationship between national income

and public expenditure in the Malaysian economy.
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