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Testing Causality Hypothesis between
Expenditure on Higher Education and
Economic Growth in Saudi Arabia

Dr. ABLA ABDUL HAMEED .2

ABSTRACT

This study aims to expose the causal relationship
between expenditure on higher education and economic
growth in the Kingdom of Saudi Arabia over the period (1980
2014). The direction of the relationship between two variables
is examined on the long-run and short-run. The econometric
methodologies: unit root and co-integration test, Granger
causality test and error correction model are applied. Based on
the causality test, the results shows a long and short-run
direction of positive causality from the GDP (economic
growth) to expenditure on higher education. On the other hand,
the expenditure on higher education has no significant impact
on GDP growth. Expenditure on higher education in Saudi
Arabia seems to be necessary but not sufficient for growth. In
conclusion, the study comes up with several recommendations.
It is mostly important to reconsidering the increasing
expenditure on education, and the way it is managed, as
investment, fo achieve increasing returns. Focusing on the
quality of education, knowledge and skills is required to
contribute effectively in human capital accumulation,
enhancing the country’s economic growth.

Keywords: causal relationship, Expenditure on higher
education, Economic growth, co-integration.
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. ; Test with Test with no .
- Variables Test with * | intercept and intercépt or
| intercept | . trend - trend '
Level 0.880271 0.914766 1.740324
LoE (0.9940) (0.9426) (0.9780)
. . 4.737355 5.782109 4.532530
First differ
(0.0006) (0.0002) (0.0000)
Level 1.259125 2.098073 2.342662
LG (0.9979) (0.5284) (0.9943)
4.141091 5.089582 3.856948
First diff (0.0028) (0.0013) (0.0003)

} Pauv‘;lse_Grax;ger éau_ééﬂity Tests

Null Hypothesis: Obs F-Statistic Prob.

LNE LNG does not Granger Cause 31 3.10550 0.0361
LNE does not Granger Cause LNG  0.21066 0.9297

VAR Granger Causality/Block Exogerieity Wald Tests

Dependent variable: LNG

Excluded Chi-sq df Prob.
LNE 1.785517 1 0.1815
All 1.785517 1 0.1815
Dependent variable: LNE
Excluded Chi-sq df Prob.
LNG 18.68849 1 0.0000
© Al 18.68849 1 0.0000
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-7 Nector Error Correction Estimates

Cointegrating Eq: CointEql
LNE(-1) 1.000000
LNG(-1) -3.078055
(0.42845)
[-7.18418]
@TREND(80) 0.159870
(0.02837)
[5.63485]
C 29.19684
Error Correction: D(LNE) D(ILNG)
CointEql -0.027550 0.133490
(0.04857) (0.02872)
[-0.56726] [ 4.64813]
D(LNE(-1)) 0.027767 0.016363
(0.16543) (0.09783)
[0.16784) [0.16726]
D(LNG(-1)) 0.748065 0.327892
(0.23049) (0.13630)
[3.24553] [2.40572]
C 0.010942 0.028358
(0.03077) (0.01819)
[0.35562] [1.55863]
R-squared 0.289043 0.478567
Adj. R-squared 0.215495 0.424626
Sum sq. resids 0.732864 0.256265
S.E. equation 0.158969 0.094004
F-statistic 3.930021 8.871998
Log likelihood 15.99552 33.33287
Akaike AIC -0.727001 -1.777749
Schwarz SC -0.545606 -1.596355
Mean dependent 0.049501 0.045505
S.D. dependent 0.179480 0.123928 -
Determinant resid covariance (dof adj.) 0.000218
Determinant resid covariance 0.000168
. Log likelihood 49.73790
Akaike information criterion -2.347751
Schwarz criterion -1.848915
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