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Abstract 

Aim of this study is to identify the existence of Wagner’s Law in Indonesia economy during post-reformation era. 
This study takes period sample of five regimes during 1999 – 2011, which are following: a) Development 
Reformation Regime; b) National Unity Regime; c) Mutual Cooperation Regime; d) Indonesia Unite I Regime; e) 
Indonesia Unite II Regime. In order to test the existence of Wagner’s Law, we also elaborate exogenous variable 
(tax revenue and population) as variable control. We find the result that Wagner Law did occur in post-
reformation era by performing an ARDL co-integration model, yet volatility of government expenditure has to be 
captured. Hence, we run a GARCH model to estimate the volatility of government expenditure by elaborating 
the regime variable. The ARDL approach, causality test and co-integration test also support the existing of 
Wagner Law in this study 
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1. Introduction 

Role of the government is always regarded to be important for economy growth as the government plays role on 
the fiscal policy. In the 19th century, fiscal policy, especially for government expenditure, was under classical 
economics though which had not a significant impact to economy. It was Adolph Wagner (1883) that proposed 
the relationship between economic growth and government expenditure, yet to be known as Wagner Law later. 
He assumed that economic growth would boost the government expenditure relatively. 

The Wagner Law then had become a debatable theory in economics after Keynesian emerged in 1930s.1 Both 
theories give a different explanation of the relationship between government expenditure and economic growth. 
Nevertheless, it is totally understandable since every country has its own behaviour on the implementation of 
fiscal policy and dominant factor for economic growth (Peacock & Wiseman, 1961). It is also considerably 
because of no convention against causality of those factors (Wijayanti, 2008). 

Specifically, Wagner Law explains three main reasons of the national income to raise the government 
expenditure. Those reasons are: (i) when the country is on the industrialized period; (ii) when the economic 
growth causes an increasing demand of public services; and (iii) government contribution for a capital 
accumulation in which private sector would not satisfy. Rowley & Tollison (1994) argued that Wagner Law 
would exist by comparing it with comparative advantage industries of the country which are under government 
authority. Hence, it can be said that the decreasing of comparative advantage will trigger the public expenditure 
– GDP ratio to be decreased (Peacock & Scott, 2000). 

We will elaborate the testing of Wagner Law in this study with other exogenous variables, such as population, 
total tax collected in post-reformation era for a deeper analysis. As Thomas Malthus has explained, population 
could be a problem for a country by comparing it with a food security. In the recent days, population growth 
problem correlates with the public services that government has to provide through government expenditure. Yet, 
this problem occurs in the developing countries oftentimes and burdening the government for the allocation of 
government expenditure.2 

On the other side, total tax collected is one of government considerations on the determination of the government 
expenditure. While the people demand a higher public service level, government will satisfy it with a collected 

                                                 
1 Keynesian shows that government expenditure is one of endogenous factor on economic growth through Keynesian Cross 
explanation (Mankiw, 2002). On the other hand, Wagner Law had proposed the opposite (economic growth raises the 
government expenditure) according to the fact that in industrialized period, public sector will actively play a key role which 
is driven by government expenditure (Mangkoesoebroto, 2001; Hussain, Iqbal, & Siddiqi, 2010). 
2 Nevertheless, population is still considered as the agent of economy for economic growth. Kelly and Schmidt (1994) argued 
that a lower level of population growth would be more beneficial in the economy. 
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