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Abstract

This paper examines the role of government in economic growth by extending the neoclassical production-function by incorporating
two dimensions of government such as, the size and quality. The size is measured by general government final consumption expendi-
tures. The quality of governance is measured by the index of perception of corruption which is being tested in 12 countries in the
MENA region in the period between 1998 and 2011. Our empirical results indicate that when the public sector is "too big", economic
growth is negatively affected and that the relationship between corruption and economic growth is significantly negative with the bad
effects of this phenomenon that include a loss of revenue for the state in the benefit of the individual, the increased costs related to
the conduct of the affairs of the state, an inefficient use of public spending and stifling economic growth in the region. We argued
then, that investments in the capacity which strengthened governance are a priority for improving the growth of the countries exam-

ined.
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1. Introduction

The process of economic growth and its determinants are a topic
of interest for both the theoretical and the empirical research. The
interest is mainly justified not only by observing the rising stand-
ard of living over time, but also by the existence of large differ-
ences in the living standards between countries. The process of
economic growth can be considered to improve the quality of life
indicators through more efficient use of economic resources. Eco-
nomic growth is achieved through the specific indicators related to
the gross domestic product (GDP), for example by increasing the
per capita GDP or the growth rate of the real GDP.

On the one hand, the relationship between government size and
economic growth has a big debate. The size of government can be
seen as the degree of state intervention to correct the market fail-
ures. The excessive intervention may lead to the failure of the
government which is detrimental to economic growth. Similarly,
the size of government can be approximated by spending bureau-
crats such as wages. At our study, we took the final consumption
of expenditure of government as a proxy for the size of govern-
ment. Economic theory recognized the public spending as the
engine of economic growth. Lucas (1988) argues that the public
spending in education increases the level of human capital, which
contributes to the knowledge-based on the economic growth.
Zagler and Durnecker (2003) argued that the instruments of the
fiscal policy, such as government spending on education, the pub-
lic infrastructure, research and development, and health have long
term effects on the economy of the country.

Recognizing the importance of the public spending, taxpayers
demand an efficient use of the public spending. The effectiveness
of the public expenditure is defined as the government's ability to
maximize its economic activities. Therefore, the efficiency of
public spending could be used as an indicator to assess the effec-
tiveness of the implementation of government policy on the ad-

ministration, education, health, income distribution and economic
stability. It is crucial for the government to spend money collected
from taxpayers effectively, because it is accountable to its citizens.
In this context, the notion of efficiency provides an assessment of
the allocation of resources in promoting the economic growth of a
country. At the international level, we agree more that a sound
policy and an institutional framework are essential for the eco-
nomic and the social development. Some authors have shown that
countries with low levels of the public spending which is relative
to the GDP tend to achieve better efficiency especially for the
developing countries (Afonso et al. 2003). In particular, we show
that these are not the countries that spend the most, but that are
necessarily the most efficient in the delivery of the public services
that are supposed to their funding.

On the other hand, corruption is considered as a theft of public
funds from the release of bribes to officials and a wide range of
bad economic and political practices in which business men, poli-
ticians and bureaucrats get richer. An example of corruption in-
cludes the sale of state assets by the public officials, the corruption
and the embezzlement of the public funds. In fact, there are two
different views about the relationship between corruption and
economic growth which is empirically controversial. For some
empirical studies as (Mauro, 1995, Treisman, 2000; Lu, 2001;
Ahlin and Pang, 2008), show that corruption reduced the econom-
ic growth, whereas the others such as (Ehrlich and Lui, 1999; Aidt,
Dutta and Sena, 2008; Huynh and Jachochavez, 2009) think that
the higher level of corruption does not necessarily slow growth.
For example, Aidt et al. (2008) provides that in cases where cor-
ruption reduces paper work, we do not find a significant relation-
ship between corruption and economic growth. Acemoglu and
Verdier (2000), show that corruption is among the failures of the
contribution of the state. For this, higher wages are needed to pre-
vent the samples of bribes by the bureaucrats to reduce corruption.
In this way, the relationship between the size of government and
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its inefficiency, namely, corruption has been a major topic in the
economy.

In a race to explain the ambiguous results, this study examines
both the effect of the size of government and the other of corrup-
tion on the economic growth. We are using the annual data from
12 countries in the MENA region, between 1998 and 2011.

2. Literature Review

Many empirical studies have tested the predictions of the theory of
endogenous growth, as it provides governments with a theoretical
basis for an active participation in the process of growth in the
developing economies (see Brunetti et al. 2003, Fatas et al, 2003;
Hughes-Hallett et al, 2004; Gali and Perotti, 2003 and Suleiman,
2010). These studies have been stimulated by the need to have a
better understanding of the nature of the relationship between
public spending and economic growth and therefore, a better un-
derstanding of the issues related to the increase in public spending
in the short, medium and long term.

Today, governments have a crucial role in the economic growth of
the developing-countries. In this regard, extensive studies have
been done on the impact of the size of government and govern-
ment spending on the economic growth. To this extent, Suleiman
(2009) observed that the size of government and its impact on
growth has emerged as a major problem of budget management
for the transition of economies.

He noted that the previous researches focused mainly on the size
of government in industrialized countries, but given the opening of
most developing countries (DCs), trade dependence, the vulnera-
bility to external shocks and the volatility of finance, the role and
the size of government programs become relevant for stabilization
and adjustment. Mitchell (2005) argued that the large and the
growing government are not conducive to better economic per-
formance. The literature also shows mixed results regarding the
relationship between the size of government and economic devel-
opment.

First, the size of government can slower the economic growth due
to government inefficiency, to the excessive tax burden, to the
distortion systems and to the stimulating interventions foreclosing
the market to the economy (Barro, 1991; Bajo-Rubio, 2000). For
example, Landau (1986) reviewed the impact of consumption
spending on economic growth. He concluded that consumption
spending of government have a significant negative effect on eco-
nomic growth.

In addition, Tanzi and Zee ( 1997) find a negative impact on the
size of government which exceeds a certain threshold and the
reasoning behind this argument is that in countries with large gov-
ernments , the share of public expenditure in the private sector on
productivity is generally smaller than in countries with small gov-
ernments (Folster and Henrekson , 2001). Then Abu- Bader and
Abu-Gharn (2003) showed that the government spending had a
negative effect on the economic growth of these countries Egypt,
Syria and America. Chen and Lee (2005) using time series data for
the period between 2003 and 1979 for Taiwan showed the nonlin-
ear-relationship between the government size and the economic
growth. Also Guseh (1997) presents a model that differentiates the
effects of government size on economic growth through political
systems in the developing countries. The growth of government
size has negative effects on the economic growth, but the negative
effects are three times greater in non-democratic systems. Indeed,
several studies than the democratic ones. Have shown that we can
increase the efficiency of government’s spending, either by
providing all services with fewer resources or by using the exist-
ing levels of spending more effectively (see Afonso et al. 2011).
Second, the government activities may also have positive effects
on the beneficial externalities, the development of the infrastruc-
ture and the legal, the administrative and the economic interven-
tions to compensate for the market failures (Ghali, 1998;
Dalagamas, 2000). In a theoretical framework, Ram (1986) show
that the total effect of government’s spending on economic growth

was positive in all cases (except for a few countries). Similarly,
Komain et al (2007), using the Granger causality test, examined
the relationship between the public spending and economic growth
in Thailand; it was found that public spending and economic
growth are not co- integrated. The result also suggested that the
relationship is unidirectional having a positive and a significant
effect of the public spending on economic growth.

In this article, we examine a vast literature on the subject which
further benefits the debate. The focus is on the most recent docu-
ments that deal with the relationship between government size and
the economic growth. The most recent studies generally show a
negative correlation between the government size and economic
growth.

Our motivation comes from the study of Cooray (2009) who used
an econometric model that includes the government spending and
the quality of governance in a cross-sectional study of 71 countries.
The results showed that the size and the quality of governance is
positively correlated with economic growth. The dimensional size
as measured by public investment, has been integrated into the
work of Barro (1991), Barro and Sala -i- Martin (1992), Easterly
and Rebelo (1993), Devarajan, Swaroop and Zou (1996 ) , Hulton
(1996), Pritchett (1996), Aschauer (2000). However, much more
attention has been paid to the quality dimension that emphasizes
the efficient provision of public goods. Hulton (1996), Pritchett
(1996) and Aschauer (2000) examined the effectiveness of public
capital in the growth process. This study differs from the studies
of Hulton, Pritchett and Aschauer in the quality of government
which is measured by the index of perception of corruption, built
by the non-governmental organization “Transparency Internation-
al”.

Corruption has significant influences on many aspects of societies
(Lambsdorff, 2006). Here we provide a brief literature review on
the influence of corruption in these sub- areas of the economic
development. Economic growth is a key element of economic
development. Economic growth continues to improve the standard
of living of the population by increasing both private income and
social services. In some cases, poor countries can achieve eco-
nomic growth without development. However, no country can
support economic development without growth. It is therefore
important to study the impact of corruption on the economic
growth when we study the relationship between corruption and the
economic development.

Indeed, there is a theoretical discussion of the effect of corruption
on economic growth. Some authors point out that corruption can
promote the economic growth (" grease the wheels ). Leff (1964)
and Huntington (1968) argue that bribes can be used as an instru-
ment of incitement to influence public officials, leading to an im-
provement in the quality of the civil services. Lui (1985) also
shows in his model that bribes can effectively speed up the bu-
reaucratic process. However, you can criticize the officials who
have an incentive to delay operations that extract higher payments
(see Rose- Ackerman, 1997). Other researchers point out that
corruption reduces the economic growth (" Sand in the wheels").
For example, Murphy, Shleifer and Vishny (1991) point out that
in corrupt societies, the most talented people are allocated in rent-
seeking rather than those of production. So the research of unpro-
ductive rent, lower the economic growth, as they have made posi-
tive returns only for rent seekers instead of the whole society
(Krueger, 1974). From a different angle, Shleifer and Vishny
(1993) reported that the corrupted officials can distort the invest-
ment projects to those with better opportunities for corruption. In
other words, the corrupted bureaucracy will not provide services
to the most efficient producers, but the producer who has the big-
gest bribes. In general, most empirical studies confirm a negative
association between corruption and economic growth.

In this perspective, Ugur and Dasgupta (2011) have used the meta-
analysis; mentioning the negative impact of corruption on eco-
nomic growth. However, they recognize that the indirect harmful
effects outweigh the direct ones. This negative view of corruption
is supported by the econometric analysis conducted by Mauro,
(1995) which shows that corruption retards growth and reduces



International Journal of Accounting and Economics Studies

83

investment. Such consequences justify the change of good gov-
ernance (Seligson, 2002). In addition, Mo (2001) reports that by
means of political instability, the level of human capital and the
share of private investment, corruption hinders the economic
growth significantly. Pellegrini and Gerlagh (2004) also provide
the evidence that corruption reduces the economic growth through
its effect on investment and trade policy. Recently, a number of
studies indicate that the correlation between corruption and growth
is dependent on the quality of institutions. Meon and Sekkat (2005)
found that corruption depresses the economic growth, particularly
in countries with low quality of governance. However, Aidt et al.
(2008) also found that in countries with high quality institutions,
corruption has a negative impact on growth and, conversely,
growth reduces corruption. While in countries with low-quality
institutions, corruption has no effect on growth. In addition, Meon
and Weill (2010) provide an empirical evidence using the panel of
the 54 countries that corruption is beneficial (or at least less harm-
ful) in countries where institutions are weak. These documents
provide indirect evidence supporting the hypothesis "grease the
wheels" (Aidt, 2009). In addition, a recent study by De Vaal and
Ebben (2011) has developed a theoretical model that considers the
role of institutions in determining the effects of corruption on
economic growth. Their results provide theoretical evidence that
the overall effect of corruption on economic growth is highly de-
pendent on the institutional framework of a country. Especially in
situations where institutions are not well developed, corruption
can be conducive to economic growth. Developed by (De Vall and
Ebben 2011) the theoretical model supports the hypothesis of
"grease the wheels". In fact, they show that in situations where
institutions are not well developed, corruption can be conductive
to economic growth.

According to the economic theory, human capital plays a very
important role in economic growth (Denison, 1962, Lucas, 1988,
Romer, 1986, Schultz, 1961). Among the most important compo-
nents of the human capital, there is education for this large growth
literature linking it to growth (Mankiw, Romer and Weil, 1992,
Mulligan and Sala-i-Martin, 1992). Many empirical studies have
found a positive relationship between growth and education (Barro,
1991; Levine &Renelt, 1992, Mankiw et al, 1992); although some
recent studies have shown that this relationship is weak (Benhabib
and Spiegel 1994; Islam, 1995; Pritchett, 2001).

3. Data and econometric methodology

3.1. Model

The basic model is an adaptation of the neoclassical production
function that was based on the growth model of Mankiw et al.
(1992), Knight et al. (1993), Ghra and Hadjmichael (1996), Deme-
triades and Law (2006). A saving described by the set of the pro-
duction function is homogeneous at the first degree, so it is de-
rived as follows:

Y(0)=F [H(D), K, AOLD]

Where Y is the real income, H, K and L denote respectively, the
human capital, the capital stock and labor force, and A (t) is the
technological level of the economy.

Following the example of the work of the authors mentioned
above, our starting point is the Cobb-Douglass production func-
tion of the general form:

Y= KH (A Lt) 1 1)

There is no explicit place for the government or the public sector
in the Solow model as described above. However, in many re-
spects, the role of the public sector is very important in economic
development. In developing countries or least developed such as
the countries of the MENA region, the role of government in the
distribution and the allocation of resources are very important. The

public sector has externalities on production available by taxes
coming to the private income prices for the private producers.
Moreover, in the early stage of development, the public sector
often plays the key role as the engine of the economic growth.
Referring to Arrow and Kurz (1970) and Barro (1991), the public
sector can be incorporated directly into the production function as
follows:

Y(1) = F [(K(t), H(), G(1), AOLB)]
= KHP G (A ™7 where (o+B+y) <1 @

The growth rate of the labor force is set as Lg=L e " Thus, the
growth rate of the working population is constant% =n. It is also

assumed that the overall function of the productivity evolves ac-
cording to the function A = A e ® where @ is the technological
progress growth rate. Here (o + B + v) <1, that is, in other words,
the recipe is supposed to decrease the capital.

Now the intensive form of the production function can be written
as below:

YO =k®h®)’g®)’ ®)
Where,

_ Yo _ KW __H® _ 6w
YO = 3o KO = Zoue MO = aoie deO =

ADL®

Represents the level of income per effective unit of labor, the
physical capital per effective unit of labor and so on. Note that Sy,
Sy and Sgyare the shares of income invested in physical, human and
public capital. Thus, changes in the physical, human and govern-
mental capital through the effective working unit can be stated as
follows:

KO =Sy -0 +ao+ &) k(1) Q)
H®=Sny(t) - (n+d+ sh)h (1) (5)
G)=Sgy®-M+o+39)g(®) Q)

The involvement of equations (4), (5) and (6) is that all the capital
that in effective unit labor converges towards a stationary value.
Simpler than that, we assume & = §,= 3, =04, Which means that the
depreciation rate is the same for all capitals. Using the equations
(4), (5) and (6) we can see that the economy converges towards a
state of equilibrium and can be defined as follows:

1-B-vgB Y 1/(1—a—B—y)
o ( s )

n+om+8 (7)
1
o (ShCTVsEsE /a-a-g-y)
h _( n+o+8 ) ®)
* Sé_u_psﬁ SK 1/(1_0(_B_Y)
g =" ©)

The equations (7), (8) and (9) indicate that at the equilibrium state,
the capital rise is in an increasing level of savings and decreasing
with higher rates of the population growth.

When substituting the equations (7), (8) and (9) to the production
function and taking the natural log, the following equation of per
capita income is obtained:

I {X9) = Inag) +6 t - [0 I in(n + o+ )] +

{ﬁ} In(Sy) + {(l—a—EB—y)} In(Sy) + {O—a—zﬁ—y)} ln(Sg) (120)

The model (10) does not provide a deep understanding of the eco-
nomic growth. There are several other factors that can have an



84

International Journal of Accounting and Economics Studies

effect on the economic growth of a country. For example, North
(1990) argued that the institutions of a country determine its long-
term economic performance. Here, the institutions refer to the
political stability, the quality of government, the independent judi-
ciary, the political rights, the property rights, etc. So it is possible
to change the model of economic growth above according to how
these issues which can also have an impact on the development of
a country.

Indeed, in the recent past, many researchers have studied the im-
pact of several institutional dimensions, both theoretically and
empirically. Many of them have taken the level of corruption or
the level of control of corruption as a measure of evaluating the
performance of the public institutions.

Corruption can directly affect the per capita income or growth, by
affecting the total factor of the productivity of the country. In ad-
dition, corruption affects the growth indirectly by affecting the
physical capital investment, the investments of the human capital
and the public sector...

Thus, the model below explains how corruption has a direct im-
pact on per capita income. It shows that corruption has a direct
impact on growth by changing the overall productivity of the
economy:

In {Z2) =In(A) + & t = [{({ZE DA in(n + 6+ 8)] +
{ﬁ} ln(Sk) +

{ﬁ} In(Sy) + {m—ocym} In(Sg) -n 6

If the level of corruption is high according to the corruption index
(0), it can reduce the per capita income. A positive value of 1 im-
plies that corruption decreases the output per worker and vice
versa.

This study covered a sample of 12 MENA countries over the peri-
od of 1998-2011. The Solow augmented Mankiw-Romer-Weil
(MRW) model is used as a basis for this study. The production
function incorporating the size of the government and the corrup-
tion is of the Cobb-Douglas form. By taking log, the linearized
production function can be given as follows:

(1)

In(Yit) = o4 + By In(Hir) + Bz In(Li) + BsIn(Kje) +
B4 CPlit + Bs In(SIZE;p) + pit (12)
Where the subscript i=1, ....., N denotes the country (in our study,
we have 12 countries) and t=1, ......, T denotes the time period
(our time frame is 1990-2011), o; is the individual specific effect
and p it is the error term. InY is real output, InK is capital stock as
proxies by the gross capital formation (% of GDP) because it con-
sidered the inventory change. InL is the working capital as meas-
ured by the rate of participation in the total labor force (% of total
population aged 15 and over). H is the human capital as a proxy
enrollment in secondary schools (gross). CPI is the index of per-
ception of corruption. Furthermore, we include the government
size InSIZE measured by the general government final consump-
tion expenditures (% of GDP) from the World Development Indi-
cators in 2011. La Porta et al. (1999) find that countries with a
bigger government are less corrupted; since the government size
reflects greater law enforcement machinery and greater checks
(see also Goel and Nelson (2010)).

To investigate the possibility of using the panel data, a specifica-
tion test verifies that the model is perfectly identical for all coun-
tries or on the contrary each country has its own specificities: It
tests the null hypothesis of the non-homogeneity. Using Fisher test,
the P-value for the statistic test P-value < 5%, which means that
the null hypothesis can be rejected and the panel data specification
can be accepted. “F = 101, 87 and Prob> F = 0, 0000 confirms
that the model of homogeneity for our sample, which is also justi-
fied by the Standard deviation that of descriptive statistics in Table
1.

Tablel: Descriptive Analysis

Variables Mean Standard deviation Minimum  Maximum
Ln (GDP)  8.378967  0.9021387 7.145039 10.13888
CPI 3.898425  1.106832 1.8 6.3

Ln (SIZE) 2.785205 0.3466381 1.750472 3.417865
Ln (H) 4.426759  0.2136841 3.595121 4.711163
Ln (K) 3.14953 0.3108888 2.067521 3.843744
Ln (L) 3.919093  0.1533098 3.691376 4.258446

This analysis, data from 12 countries in the MENA region for the
period that lies between 1998 and 2011 was performed by the
STATA 11 software, based on the static panel data with a fixed
effect after the test performed by Hausman (1978).

3.2. Data

To realize our research, we used several databases in a few coun-
tries in the MENA region and covering the 1998-2011 study peri-
ods. The countries covered by this study are twelve (12), chosen
on the basis of availability of information on the indicators used
during the period. We use two sets of data: Measures of corruption,
measures of the size of government and macroeconomic data. The
first database is the Transparency International where we extracted
data from the index of perception of corruption (CPI) which indi-
cates the perceived level of corruption in the public administration
and the political class in the country. It is a composite index based
on ten different surveys which are conducted among companies
and experts. The vast majority of countries assessed, achieves a
score less than 5 on a scale of 0 (high levels of perceived corrup-
tion) to 10 (highly corrupt). The second database is that of the
World Bank that provides information on both the proxy of the
size of government and those of the human capital, physical capi-
tal and working capital, both in terms of the real GDP reflecting
the level of economic development.

3.3. Sample

For our sample, many reasons motivate the choice of some coun-
tries in the MENA region, among these causes we do not find
much work that has brought on the relationship between corrup-
tion and economic growth for the region. As Bhattacharya and
Wolde (2010) showed that, the MENA region as a whole had the
lowest performance of the real per capita growth in all regions of
the world. The neoclassical growth literature (especially Solow
and Swan, 1956) has long emphasized the importance of the ac-
cumulation of the physical capital, the changes in the availability
of labor and the exogenous technological progress in economic
growth (both short and long term). More recently, the theory of
the endogenous growth has made it clear that other variables such
as investment in the human capital, the population dynamics, the
institutions and the government’s spending also play an important
role in the increase of the population’s wealth and the standard of
living.

4. Results and interpretations

4.1. Results

We try to show the impact of the corruption and the size of gov-
ernment on the economic growth: we take the case of the develop-
ing-countries. The Hausman test shows what method, we must
remember. The estimation result is presented in the table below.

Table 2: Static Panel Data

Variables Fixed effect Random effect
Constant 9.029352*** 4.500576***
CPI -0.0479979** -0.0217194
Ln(SIZE) -0.2888434** -0.2532774%**
Ln(H) 0.3860082*** 0.4938994***
Ln(K) 0.179197*** 0.1596298**
Ln(L) -0.5223615 0.5066227
Hausman test (p-value) 0.0000
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***Coefficient significantat1%Ilevel, **Coefficient significantat5%level,
*Coefficient significantat1%level.

4.2. Interpretations and policy implications

In the context of our model (Eql2), the implementation of the
Hausman test in STATA 11 software gives us the following re-
sults: the p-value (Prob>chi2 = 0.00<0.05), so the test leads to
accept the model with fixed effects against the random effects
model.

Our results show a significant negative effect of the government
size on the economic growth, this result is supported by Afonso,
Sckuknecht and Tanzi (2003) who found that countries with a
small public sector appear to be more effective, it is also supported
by Becker (2008) who also showed that countries with clear regu-
lations, are close to the citizens who are directly related to their
political goals and are relatively efficient in their spending. Inter-
estingly, the government is consumption is always detrimental to
the growth of production and the negative effect of government
size on the real GDP is stronger at lower levels of the institutional
quality.

The majority of studies lying on the relationship between govern-
ment size and economic growth pointed out a negative impact of
the former on the latter, taking as an example the documents
linked by Bergh and Karlsson (2010) and Afonso and Jalles (2011)
who found that the size of government is negatively correlated
with growth.

Public spending, especially those which are allocated to govern-
ment is consumption, are a very important part of all government
spending. Such spending can increase the perception of corrupted
administrators and can reduce the economic growth. According to
Park et al. (2005), if public spending is subject to the rent-seeking,
then there are losses in the economic growth. Lal (1985) points out
the misallocation of resources by a government, and social scien-
tists such as Mills (1986) argue that government failure is more
problematic than a market failure. Government size can also be
viewed as the number of bureaucrats and/or their expenses, such
as wages and salaries. Niskanen (1971) defines government bu-
reaucrats as agents seeking to maximize the size of their budgets
and points out that they have no incentive to be efficient.

There are common themes in MENA countries to the challenges
posed by the fight against corruption. The revolutions that have
raised the Middle East and North Africa (MENA) in 2011 re-
vealed the omnipresent corruption, particularly in the political
sphere, in the form of allegedly stolen assets by all the fallen lead-
ers. Many items also attest to the existence of the widespread prac-
tices such as favoritism, nepotism and collusion between the pub-
lic and private sector. These practices have contributed to a grow-
ing social unrest and public protests in the region. The index of
perception of corruption by Transparency International shows that
the level of corruption is very high in many countries in the region,
compared with the world average.

This response will focus more specifically on Egypt, Jordan, Lib-
ya, Morocco and Tunisia. Each country has specific political, so-
cial and economic characteristics that create specific challenges to
overcome corruption. Egypt, Libya and Tunisia, in particular, have
all experienced in recent years a change in regime as a result of
the revolts citizens. These changes offer promising opportunities
for political reform and restructuring of the legal and institutional
framework to strengthen the public integrity.

Statistically, the variable of corruption has a significant negative
impact on the economic growth in our sample; this result strength-
ens the idea, of Avnimelech and Zelekha (2011), also Blackburn et
al. (2008), that corruption is leading to an increase in inflation,
which in turns reduces the capital accumulation and the economic
growth. In the same idea, Gerlagh Pellegrini (2004) studied the
effect of corruption on the economic growth, both directly and
through its impact on investment, schooling, trade openness and
political instability. Their results show that corruption has a nega-
tive effect on the economic growth. For Tanzi and Davoodi (2000),
Johnson, and Yamarik La Fountain (2011), corruption undermines

growth because it has a negative impact on both the quantity and
the quality of the public investment. It erodes the efficiency of the
public investment decisions, particularly because it induces a pref-
erence for major projects which are likely to generate significant
private gains for policy makers. This result reinforces the idea that
Collier (2000) shows that in an environment of high corruption
that companies can benefit from government subsidies and thus,
they affect the efficiency of the public spending. This is the reason
why, corruption is revealed as a brake on the economic growth
through the spending and therefore the size of government. Based
on the augmented Solow model, the variable of the physical capi-
tal is positively related to economic growth, the same remains true
for Chen and Fleisher (1996), Gundlach (1997), Li et al. (1998)
and Choi and Li (2000), Henderson et al. (2007) which allows us
to say that the physical capital appears to have a key role for the
economic growth in the MENA region. As told one of the main
architects of the "new growth theory" Paul Romer (1986); "It is
important to note that the increase in the available capital contrib-
utes directly to growth by increasing production capacity and,
indirectly by its contribution to the incorporation of technological
progress in the production process. It is this aspect that attracts the
attention of the theory of endogenous growth. This is a first exam-
ple of the role of externalities in growth."”

Our results show that the variable of the human capital is proxies
by the enrollment in secondary schools which is important in de-
termining growth. Our results confirm those of several empirical
studies highlighting the importance of this factor (Barro, 1991;
Levine &Renelt, 1992; Mankiw et al, 1992; Fleisher & Chen,
1997; Wang and Yao, 2003; Altinok, 2006; H. Li & Huang, 2009;
Li and Liu, 2011), also strengthens the idea of Krueger and Lin-
dahl (2001) who have shown that human capital is positively and
significantly linked to the growth in for countries which have a
low level of education. According to Romer (1986) “physical
capital and human capital has a dual contribution to growth by
adding arms indirectly through the dissemination of ideas. This is
another aspect of the role of externalities in growth. "

The coefficient of the variable "working capital” is negative and
not significant. It statistically indicates a lack of association be-
tween this variable and economic growth of these countries, which
is justified by the low productivity of labor in the MENA region.

5. Conclusion and recommendations

The present study investigates the linkages between government
size, corruption and economic growth using the Cobb-Douglas
production function. While the literature on the relation between
these three phenomena has increased over the last few years, the
objective of the present study is to examining the above interac-
tion for 12 MENA countries over the period 1998-2011.

The results have shown that the public spending, especially those
which are allocated to the government’s consumption are a very
important part of all government’ spending. Such spending can
increase the perception of the corrupted administrators and can
reduce the economic growth. Corruption also reveals itself as an
obstacle to the economic growth through the spending and there-
fore the size of government.

The main contribution in this paper is to demonstrate the increas-
ing size of government which creates more opportunities for rent-
seeking and corruption. By the latter the amount of output provid-
ed and the quality of projects invested by the state, find a signifi-
cant reduction.

So, to achieve further economic growth and development, it is
important to efficiently utilize funds which are plundered and/or
used inefficiently by corruption. Although government interven-
tion can remedy market failures and play an important role in
economic development, it can lead to an increase in government
size. The results indicate that good governance can improve
growth outcomes. Therefore in conclusion it can be stated that
public spending is a necessary but not sufficient condition for
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economic growth and the good governance can improve growth
outcomes.

An implication from our study is that in order to utilize the gov-
ernment's intervention role without increasing corruption, coun-
tries should promote good governance to accelerate their growth
rates.
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